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85TH CoNGRESS ; HOUSE OF REPRESENTATIVES ° { Report 


PROVIDING THAT THE COMMANDING GENERAL OF THE 
MILITIA OF THE DISTRICT OF COLUMBIA SHALL HOLD 
THE RANK OF MAJOR GENERAL 


Aprit 9, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Kiipay, from the Committee on Armed Services, submitted the 
following 


REPORT 


[To accompany H. R. 4144] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 4144) to provide that the commanding general of the militia 
of the District of Columbia shall hold the rank of major general, 
having considered the same, report favorably thereon with amendment 
and recommend that the bill do pass. 

The amendments are as follows: 


On page 1, delete all of lines 6 and 7 and substitute in lieu thereof 
the following: 


amended by inserting after “brigadier general” the words 
“or major general”. 


On page 1, after line 7, insert the following new section: 


Src. 2. The Act entitled “An Act to authorize the detail 
of an officer of the retired list of the Army as adjutant- 
general of the District of Columbia militia”, approved June 
6, 1900 (D. C. Code, sec. 39-205), is amended by striking 
out “‘brigadier-general commanding” and inserting in lieu 
thereof ‘commanding general of”. 


Amend the title to read: 
A bill to provide that the commanding general of the mili- 


tia of the District of Columbia shall hold the rank of brigadier 
general or major general. 


The purpose of the proposed legislation is to authorize the come- 
manding general of the militia of the District of Columbia to hold the 
rank of majoreneral. Under existing law the commanding general 
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of the District of Columbia National Guard may only serve in that 
position with the rank of brigadier general. This law was enacted in 
1889 and since that time, the responsibility and size of the District of 
Columbia National Guard has increased considerably. 

In addition, among the 48 States and Territories, 47 States and 
the Territory of Hawaii, and the Commonwealth of Puerto Rico have 
an adjutant general, or a commanding general, who is a major general. 

It is the unanimous opinion of the committee that the commandin 
general of the District of Columbia National Guard should be entitle 
to hold the rank of major general, provided that that rank corresponds 
with the federally recognized grade which that officer holds in the 
Army Reserve. 

At the recommendation of the Department of the Army, the Com- 
mittee on Armed Services unanimously recommends the adoption of 
amendments which would permit the commanding general to be either 
a brigadier general or a major general so as to obviate the possibility 
of an officer with the grade of brigadier general in the Army Reserve 
being appointed as the commanding general of the District of Colum- 
bia National Guard with a rank in the District of Columbia National 
Guard which would be higher than his federally recognized grade. 

If the proposed legislation is enacted, and if Federal recognition in 
the grade of major general is extended to the officer appointed as the 
commanding general of the District of Columbia National Guard, the 
proposed legislation would involve an additional annual expense of 
$203, representing the difference in the pay of a brigadier general and 
a major general for 48 armory drills and 15 days of active duty for 
training. 

The Committee on Armed Services unanimously recommends en- 
actment of the proposed legislation, as amended. 

Commissioner Robert McLaughlin of the Board of Commissioners 
of the District of Columbia appeared as a witness for the Board of 
Commissioners in support of the proposed legislation. 

The Department of the Army recommends enactment of the pro- 
posed legislation and the Bureau of the Budget interposes no objection, 
as indicated by the attached letter hereby made a part of this report. 


Marcu 20, 1957. 
Hon. Cari VINson, 
Chairman, Committee on Armed Services, 
House of Representatives. 

Dear Mr. Cuarrman: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense 
with respect to H. R. 4144, 85th Congress, a bill to provide that the 
commanding general of the militia of the District of Columbia shall 
hold the rank of major general. 

The purpose of the bill is to authorize the grade of major general 
for the commanding general, District of Columbia National Guard. 

The Department of the Army, on behalf of the Department of 
Defense, favors the above-mentioned bill but recommends certain 
changes described below. 

Existing law (act of March 1, 1889, 25 Stat. 773) provides that 
there shall be appointed by the President a commanding general of 
the militia of the District of Columbia with the rank of brigadier 
general. Since the enactment of the act of March 1, 1889, the 
responsibility of this office has increased with the changing organiza- 
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tion and increased strengths of the District of Columbia National 
Guard and therefore authorization of the grade of major general for 
the commanding general, District of Columbia National Guard is 
considered appropriate provided the act would uot require that the 
commanding general of the District of Columbia hold a higher grade 
in the militia than the grade in which he is federally recognized and 
provided further that the act provide that an existing reference to 
the “brigadier-general commanding” be changed to read “command- 
ing general.” : 

nactment of H. R. 4144 in present form would provide in effect 
that the commanding general of the District of Columbia National 
Guard shall hold the rank of major general in the District of Columbia 
National Guard. However, its enactment would not affect the exist- 
ing requirements for Federal recognition and appointment as Reserve 
officers of the Army in the grade of major general contained in the 
Reserve Officer Personnel Act of 1954 (50 U.S.C. 1181 et seq.). Thus, 
if H. R. 4144 were enacted as written, the situation could develop 
where the commanding general, District of Columbia National Guard, 
would hold the grade of major general in the District of Columbia 
National Guard, but would hold a lower federally recognized grade. 
Since the District of Columbia National Guard is a Federal instru- 
mentality, this situation would be undesirable. In addition, enact- 
ment of H. R. 4144 would require the amendment of the act of 
June 6, 1900 (31 Stat. 671, ch. 811) to change another existing refer- 
ence to the “‘brigadier-general commanding.”’ 

The following changes to H. R. 4144 would authorize the grade of 
major general for the commanding general, District of Columbia 
National Guard, would provide the latitude of management necessary 
to insure that the grade authorized does not exceed the grade in 
which federally recognized, and would made the appropriate change 
to the act of June 6, 1900: 

1. Delete all of lines 6 and 7 and substitute therefor the following: 
“Amended by inserting after ‘brigadier general’ the words ‘or major 
general’,’’. 

2. Add the following: 

“Sec. 2. The Act entitled ‘An Act to authorize the detail of an 
officer of the retired list of the Army as adjutant-general of the 
District of Columbia militia’, approved June 6, 1900 (D. C. Code, 
sec. 39-205), is amended by striking out ‘brigadier-general command- 
ing’ and inserting in lieu thereof ‘commanding general of’.”’ 

The Department of the Army recommends enactment of H. R. 
4144, 85th Congress, subject to the changes outlined above. 

If this proposal is enacted and Federal recognition in the grade of 
major general is extended to the commanding general, District of 
Columbia National Guard, upon his qualification therefor, budgetary 
requirements would be increased by approximately $230 annually. 
This amount is the difference between the pay of a brigadier general 
and the pay of a major general for 48 armory drills and 15 days 
annual active duty for training. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report to the Congress. 

Sincerely yours, 


Witser M. Brucker, 
Secretary of the Army. 
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SUMMARY OF H. R. 4144 
Purpose of the bill 
To authorize the commanding general of the District of Columbia 
National Guard to hold the rank of major general. 
The proposed legislation amends existing law which limits the 
present grade to that of brigadier general. 


Explanation of the bill 


Forty-seven States, the Territory of Hawaii, and the Common- 
wealth of Puerto Rico have officers serving in comparable positions 
with the present commanding general of the District of Columbia 
National Guard. These officers hold the grade of major general, but 
under existing law the commanding general of the National Guard of 
the District of Columbia is limited to the grade of brigadier general. 

The proposed legislation will permit the President to appoint a 
major general to this position provided he has Federal recognition in 
that grade in the Army Reserve. 


Explanation of committee amendments 


The committee amendments were adopted on the basis of recom- 
mendations submitted by the Department of the Army so that the 
individual occupying the position of the commanding general could be 
either a brigadier general or a major general to avoid the possibility 
of an officer being appointed as the commanding general in the grade 
of major general who only holds the federally recognized grade of 
brigadier ceneral i in the Army Reserve. 


Fiscal data 


The bill will involve an additional annual expense of $203 if a 
major general is appointed as the commanding general. 


The committee position 

The proposed legislation, as amended, is unanimously recommended 
by the Committee on Armed Services. 
Departmental data 


The Department of the Army recommends enactment of the pro- 
posed legislation, as amended, and the Bureau of the Budget interposes 
no objection. 

CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the proposal are 
shown as follows (existing law to be repealed is enclosed in brackets; 
new law is in italics): 


Titte 39, Secrion 201, Districr or Cotumsra Cope 


There shall be appointed and commissioned by the President of 
the United States a commanding general of the militia of the District 
of Columbia with the rank of [brigadier general] major general, who 
shall hold office until his successor is appointed and qualified, but 
may be removed at any time by the President. 


O 
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INCREASING RETIRED ANNUITIES OF CERTAIN CIVILIAN 

MEMBERS OF THE TEACHING STAFFS OF THE UNITED STATES 

NAVAL ACADEMY AND THE UNITED STATES NAVAL POST- 
GRADUATE SCHOOL 





Aprit 9, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 





Mr. Kitpay, from the Committee on Armed Services, submitted the 
following 


REPORT 
|To accompany H. R. 5832] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 5832) to increase the retired annuities of the civilian members of 
the teaching staffs of the United States Naval Academy and the 
United States Naval Postgraduate School, having considered the same, 
report favorably thereon with amendment and recommend that the 
bill do pass. 

The amendment is as follows: 


On page 3, line 1, after the words ‘United States’, add the word 
“Naval’’. 

The purpose of the proposed legislation is to give certain civilian 
members of the teaching staffs of the United States Naval Academy 
and the United States Naval Postgraduate School who were retired 
prior to October 1, 1956, and to their survivors, the same increases 
mn their retirement annuities as was given to employees retired under 
the Civil Service Retirement Act and their survivors under Public 
Law 369 of the 84th Congress. 

During the second session of the 84th Congress the Civil Service 
Retirement Act was made applicable, by Public Law 854, to the 
oe civilian faculty members of the Naval Academy and Naval 

ostgraduate School and to civilians hereafter appointed to those 
faculties. Public Law 854 became effective on October 1, 1956. 

Before the enactment of Publie Law 854 the civilian faculty mem- 
bers of the Naval Academy and Naval Postgraduate School received 
their retired annuities under the act of January 16, 1936. Under 
that act civilian faculty members were required, as a part of their 
contract of employment, to carry a deferred annuity policy having 
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no cash surrender or loan provisions. These policies were carried 
with the Teachers Insurance and Annuity Association of America. 
The faculty member was required to allot 10 percent of his salary 
for the purchase of this annuity and for each of these allotments the 
Department of the Navy credited him with 5 percent of his salary. 
The act of January 16, 1936, provided for the retirement annuity at 
the rate of 1% percent of the member’s average salary during any 5 
consecutive years multiplied by his number of years of service, not 
to exceed 35. When the purchased annuity did not equal that amount 
the Department of the Navy was required to pay such additional 
sum as would bring the annuity to that amount. 

The civilian faculty members, however, who were on the retired list 
on October 1, 1956, were not transferred to the civil-service retired 
list and continue to receive their annuities under the act of January 
16, 1936. As a consequence these retired members do not benefit by 
any legislation which is enacted giving increases to persons on the 
civil-service retired list. 

In August 1955 the civilian faculty members who were then on the 
retired list were given a cost-of-living increase which was comparable 
with that given to civil-service retirees in 1948 and 1952. Public 
Law 371, 84th Congress, which provided that increase, benefited but 
10 of the retired faculty members because of the limitation which it 
contained that the annuities of members retired after March 31, 1948, 
could not be increased beyond $2,160. On the same day, August 11, 
1955, on which the increases for the civilian faculty members were 
authorized, the civil-service retirees were given a further increase by 
Public Law 369, 84th Congress. 

The purpose of the proposed legislation, therefore, is to give to the 
civilian faculty members and their survivors who are receiving annui- 
ties under the act of January 16, 1936, increases comparable with those 
given by Public Law 369. That law gave employees retired before 
duly 1, 1955, an increase of 12 percent on that portion of the annuity 
which did not exceed $1,500 and 8 percent on that portion in excess 
of $1,500. For those retiring after that date the following increases 
were authorized: 

Between July 1 and December 31, 1955, 10 percent and 7 per- 
cent; 
Between January 1 and June 30, 1956, 8 percent and 6 percent; 
Between July 1 and December 31, 1956, 6 percent and 4 percent; 
Between January 1, 1957, and June 30, 1957, 4 percent and 
2 percent; 
Between July 1, 1957, and December 31, 1957, 2 percent and 
1 percent. 
These increases may not exceed {the sum necessary to increase the 
annuity to $4,104 and when added to the annuities of the retired em- 
ployees can not operate to increase the annuities of theirs urvivors, 
Provision is made, however, for corresponding increases in the sur- 
vivor annuities. 

As no faculty members receiving annuities under the act of January 
16, 1936, were retired after June 30, 1955, the proposed legislation 
would give the same increases as are provided for civil service em- 
ployees who retired between August 20, 1920, and June 30, 1955, that 
is an increase of 12 percent for that portion of the annuity which does 
not exceed $1,500, and 8 percent for that portion in excess of $1,500, 
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with a limitation that no annuity may be increased thereby beyond 
$4,104. ; 

The proposed legislation would also provide the same percentage 
increases in the annuities of the survivors of these members as is 
provided by Public Law 369 for the survivors of civil service retirees; 

There are at the present time 28 retired civilian faculty members 
and three widows receiving annuities under the act of January 16, 1936; 
The proposed legislation would benefit 22 of these members and the 
3 widows. The 6 members who would not be benefited are receiving 
annuities in excess of $4,104. 

In order that the retired civilian faculty members and their sure 
vivors who are receiving annuities under the act of January 16, 1936, 
may, in the future, receive the benefits of any increases which are 
authorized for persons retired under the Civil Service Retirement Act 
and their survivors, the proposed legislation also contains a provision 
that any laws enacted after the effective date of this proposed act 
which increase the annuities of persons retired under the Civil Service 
Retirement Act and their survivors shall be applicable in like manner 
and to the same extent to these civilian faculty members and their 
survivors. 

The estimated cost of the proposal for the first year is $6,858 which 
decreases annually as the annuitants leave the list. 

The Committee on Armed Services unanimously recommends enact- 
ment of the proposed legislation, as amended. 

The proposed legislation is a part of the Department of Defense 
legislative program for 1957 and its enactment is recommended by the 
Department of Defense, and the Bureau of the Budget interposes no 
objection as indicated by the following attached letter which is hereby 
made a part of this report. 


Marcu 4, 1957. 
Hon. Sam RaysBurn, 


Speaker of the House of Representatives, 
Washington 25, D. C. 

My Dear Mr. Speaker: There is enclosed a draft of proposed 
legislation to increase the retired annuities of the civilian members of 
the teaching staffs of the United States Naval Academy and the 
United States Naval Postgraduate School. 

This proposal is a part of the Department of Defense legislative 
program for 1957 and the Bureau of the Budget has advised that there 
would be no objection to the presentation of this proposal for the con- 
sideration of the Congress. The Department of the Navy has been 
designated as the representative of the Department of Defense for 
this legislation. It is recommended that this proposal be enacted by 
the Congress, 

PURPOSE OF THE LEGISLATION 


The purpose of this proposed legislation is to authorize increases in 
the annuities received by retired civilian members of the teachin 
staffs of the Naval Academy and the Naval Postgraduate School 
comparable with those given by Public Law 369, 84th Congress, 
approved August 11, 1955 (69 Stat. 692), to persons retiring under the 
Civil Service Retirement Act of May 29, 1930, as amended. 

Section 402 of Public Law 854, 84th Congress, approved July 31, 
1956 (70 Stat. 763), brought the civilian members of the teaching 
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staffs of the Naval Academy and the Naval Postgraduate School 
under the Civil Service Retirement Act as of October 1, 1956. Those 
civilian members of the teaching staffs of the Naval Academy and 
Naval Postgraduate School, however, who were retired before October 
1, 1956, continue to receive their retired annuities under chapter 607 
of title 10, United States Code, the provisions of law under which 
these civilian faculty members received retirement annuities before 
they were brought under the Civil Service Retirement Act. 

Public Law 371, 84th Congress, approved August 11, 1955, provided 
a cost-of-living increase for the civilian faculty members of the Naval 
Academy and the Naval Postgraduate School, then on the retired 
list, comparable with the increases given by the act of February 28, 
1948 (62 Stat. 52) and the act of July 16, 1952 (66 Stat. 722) to 
persons retired under the Civil Service Retirement Act. The increases 
granted by Public Law 371 affected the annuities of only 10 of the 
31 retired faculty members because of the limitation in the law that 
no annuity should be increased beyond $2,160 a year. 

Public Law 369, 84th Congress, provided increases in the annuities 
of persons retiring under the Civil Service Retirement Act of May 29, 
1930, in accordance with the following schedule: 


Annuity not Annuity in 
in excess of excess of 





If annuity commences between— $1,500 to be $1,500 to be 
increased increased 

| by— by— 
eee meee wee 20. 2000. oo 6. o..... mmeeeneddscpamchodeeceesonns 12 percent..... 8 percent, 
ey EN sa noel wccudenntgonendepeeesenee keen 19 pereent..... 7 percent, 
Un, I TCS ON a ee deed 8 percent...... 6 percent, 
Ee IS in cod ccakketincdduchode Lkuabbeakuaeasbeduaseties 6 percent...... 4 percent. 
Inc RII NINE NE ND 5 a os ul in ln ionic icin eS a 4 percent.....- 2 percent. 





RS Ree eae ae et ete re | 2 percent...... 1 percent, 





These increases could not exceed the sum necessary to increase the 
annuity to $4,104.00 and when added to the annuities of the retired 
employees could not operate to increase the annuities of their sur- 
vivors. Provision was made, however, for corresponding increases in 
survivor annuities. 

The proposed legislation would provide for the civilian aesty 
members of the Naval Academy and Naval Postgraduate School, 
who are receiving their retirement annuities under chapter 607 of 
title 10, United States Code, the same increases as were provided by 
Public Law 369, 84th Congress, for employees retired under the Civil 
Service Retirement Act before July 1, 1955. No civilian faculty 
members were retired under chapter 607 of title 10, United States 
Code, after June 30, 1955. The proposed legislation would also pro- 
vide the same increases in the annuities of the survivors of those 
civilian faculty members as is provided by Public Law 369 for the 
survivors of employees retired under the Civil Service Retirement Act. 

As the civilian faculty members who were retired before July 1, 
1955 will not receive the benefits of any legislation which is enacted 
to increase the annuities of employees who have been retired under the 
Civil Service Retirement Act and their survivors, this proposed legis- 
lation contains a provision which would make any such legislation 
enacted in the future applicable to those retired civilian faculty 
members and their survivors. 





ANNUITIES OF CIVILIAN MEMBERS OF TEACHING STAFFS 5 


COST AND BUDGET DATA 


Enactment of this proposed legislation will result in no appreciable 

increased cost to the Department of Defense. 
Sincerely yours, 
Cuarues S. THoMas, 
Secretary of the Navy. 
Enclosure. 
SUMMARY OF H. R. 5882 

Purpose of the bill 

The purpose of the proposed legislation is to give 22 retired civilian 
members of the teaching staffs of the United States Naval Academy and 
the United States Naval Postgraduate School who were retired prior 
to October 1, 1956, and to their survivors, the same increases in retire- 
ment annuities as was given to employees retired under the Civil 
Civil Service Retirement Act and their survivors under Public Law 369 
of the 84th Congress. 
' The proposed legislation is new and does not amend any existing 
aw. 


Explanation of the bill 


The proposed legislation permits 22 retired civilian members of the 
teaching staffs of the United States Naval Academy and the United 
States Naval Postgraduate School who were retired prior to October 
1, 1956, and three widows, to receive an increase in their annuities 
comparable to the increases granted to other Civil Service retirees 
under Public Law 369 of the 84th Congress. 

No annuitant will receive an increase in retired pay which will 
permit him to receive an annuity in excess of $4,104 annually. 


Explanation of committee amendment 


The committee amendment is technical in nature, merely adding the 
word “Naval” before the word “Postgraduate”. 


Fiscal data 


The estimated cost for the first year is $6,858, decreasing steadily 
thereafter. 


The committee position 


The Committee on Armed Services unanimously recommends enact- 
ment of the proposed legislation. 


Departmental data 


The Department of Defense recommends enactment of the proposed 
legislation and the Bureau of the Budget interposes no objection. 


O 
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GRANTING THE CONSENT AND APPROVAL OF CONGRESS 
TO THE MERRIMACK RIVER FLOOD CONTROL COM- 
PACT 


Apri 9, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Davis of Tennessee, from the Committee on Public Works, 
submitted the following 


REPORT 


[To accompany H. R. 6092) 


The Committee on Public Works, to whom was referred the bill 
(H. R. 6092) granting the consent and approval of Congress to the 
Merrimack River Flood Control Compact, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 


PURPOSE OF THE BILL 


The purpose of the bill and the facts which recommend its enact- 
ment are set forth below in the language which is quoted from Senate 
Report No. 208, filed by the Committee on Public Works in the 
Senate recommending enactment of the legislation. 

The bill would grant the consent and approval of Congress to the 
Merrimack River flood-control compact entered into between the 
States of Massachusetts and New Hampshire, creating the Merrimack 
River Valley Flood Control Commission, and defining its powers and 
functions, relative to approval of flood-control projects constructed 
by the United States. 

The compact provides for reimbursement by the State of Massa- 
chusetts receiving benefits from upstream flood-control reservoirs to 
the State of New Hampshire in which ‘the reservoirs are located, for 
loss of taxes due to Federal ownership of reservoir lands, as well as 
for other economic losses and damages resulting from construction of 
dams and reservoirs, 

DISCUSSION 


The Merrimack River and its tributaries rise in the White Moun- 
tains of New Hampshire, flow through the States of New Hampshire 
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and Massachusetts for 116 miles, and empty into the Atlantic Ocean 
near Newburyport, Mass. The stream has been subject to severe 
floods, the principal damage centers being the large cities and indus- 
trial developments along the river valley. Several improvements for 
flood control have been constructed by the Corps of Engineers in the 
Merrimack River Basin in accordance with various flood-control acts. 
Additional studies are now in progress in the basin, in cooperation 
with officials of the affected States, to determine the advisability of 
further improvement in the interest of flood control and related water 
uses, and to determine possible alternate locations for authorized 
projects that might be desirable. 

The compact will provide effective cooperation between the States 
of Massachusetts and New Hampshire in matters relating to flood- 
control and water-resources utilization in the Merrimack River Basin 
and have the effect of facilitating construction of many of the urgently 
needed flood-control projects. It has been approved by the legis- 
latures of the two signatory States, but cannot become operative until 
approved by the Congress. This bill does not make the United States 
a party to the compact, and no appropriation of Federal funds is 
required in carrying out its operations and functions, 


AUTHORITY 


Authority to enter into compacts of this nature is contained in the 
Flood Control Act of 1936, a portion of which reads as follows: 


Sec. 4. The consent of Congress is hereby given to any 
two or more States to enter into compacts or agreements in 
connection with any project or operation authorized by this 
Act for flood control or the prevention of damage to life or 
property by reason of floods upon any stream or streams and 
their tributaries which lie in two or more such States, for the 
purpose of providing, in such manner and such proportion 
as may be agreed upon by such States and approved by the 
Secretary of War, funds for construction and maintenance, 
for the payment of damages, and for the purchase of rights- 
of-way, lands, and easements in connection with such project 
or operation. No such compact or agreement shall become 
effective without the further consent or ratification of Con- 
gress, except a compact or agreement which provides that 
all money to be expended pursuant thereto and all work to 
be performed thereunder shall be expended and performed 
by the Department of War, with the exception of such reason- 
able sums as may be reserved by the States entering into the 
compact or agreement for the purpose of collecting taxes and 
maintaining the necessary State organizations for carrying 
out the compact or agreement. 


The Flood Control Act of 1936 provided that local interests furnish 
lands, easements, and rights-of-way for reservoir projects, as well as 
for local protection projects, maintain and operate such projects after 
completion, and hold and save the United States free from damages 
due to the construction works. The Flood Control Act of 1938 re- 
lieved local interests of the requirements of local cooperation with 
respect to reservoir projects. 
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Public Resolution No. 104, approved June 8, 1936, provides: 


That the consent of the Congress of the United States is 
hereby given to the States of Maine New York, New Hamp- 
shire, Vermont, Massachusetts, Rhode Island, Connecticut, 
Pennsylvania, West Virginia, Kentucky, Indiana, Illinois, 
Tennessee, and Ohio, or any two or more of them, to nego- 
tiate and enter into agreements or compacts for conserving 
and regulating the flow, lessening flood damage, removing 
sources of pollution of the waters thereof, or making other 
public improvements on any rivers or streams whose drain- 
age basins lie within any two or more of the said States. 
Src. 2. No such compact or agreement shall be bindin 

or obligatory upon any State a party thereto unless and until 
it has been approved by the legislatures of each of the States 
whose assent is contemplated by the terms of the compact 
or agreement and by the Congress. 


The Merrimack River compact was approved by the Legislature of 
the Commonwealth of Massachusetts and signed by the Governor 
of the Commonwealth on August 6, 1956, and was approved by the 
New Hampshire Legislature and signed into law by the Governor of 
New Hampshire on March 14, 1957. 


HEARINGS 


Senate bill 1682 was sponsored by both Senators from each of the 
States of Massachusetts and New Hampshire. Hearings were held 
on the bill and testimony was received from the Senators from the 
States concerned and a representative of the State of New Hampshire. 
There was no opposition expressed to the proposed legislation, 


RECOMMENDATIONS 


Congressional approval of this legislation would conform to estab- 
lished precedents authorizing the interested States to negotiate stream 
compacts. The committee strongly approves this method of ap- 
proach, and recommends enactment of this legislation. 


ANALYSIS BY SECTIONS 


Preamble: Outlines jurisdiction of the Federal Government over 
navigable streams, and cites authorization of projects by flood-control 
acts. Lists projects completed, studies under way, agreements 
reached, and considerations necessary for a comprehensive plan or 
system. , 

Article I: States purpose of compact. 

Article Il: Creates the Merrimack River Valley Flood Control 
Commission, composed of six members, and gives method of selection, 
compensation, organization, and proceedings. 

Article III: Outlines powers and duties of the commission. 

Article IV: Lists authorized dam and reservoir projects to which 
signatory States have agreed to construction by the United States. 

Article V: This article deals with the formula for reimbursement b 
the Commonwealth of Massachusetts receiving benefits from flood- 
control works, to the State of New Hampshire for loss of taxes due to 
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United States ownership of lands, and other economic losses. Massa- 
chusetts to reimburse New Hampshire 70 percent for loss due to 
reservoirs constructed, location approved, or any others. Loss of 
taxes to political subdivisions by Federal ownership of land to be 
determined by the Commission based on tax rate on assessed valuation 
prior to acquisition. Lump-sum settlement in lieu of annual pay- 
ments provided. Losses and damages determined when notified by 
Chief of Engineers that work is about to start on a project, or it is to 
be altered for any purpose in addition to flood control. Provision for 
an arbitration board when Commission cannot agree. 

Article VI: Protects the interest of the United States by providing 
that nothing in the compact is to be construed as a limitation upon 
the authority of the United States. 

Article VII: Lists amounts signatory States agree to appropriate 
for the annual expenses of the Commission. 

Article VIII: If any part of the compact is held to be contrary to 
the constitution of either signatory State or the United States, all 
other parts to continue in full force and effect. 

Article IX: Compact to become operative and effective when 
ratified by both States and approved by the Congress of the United 
States. Notices of ratification to be exchanged between the Gover- 
nors of each State and the President of the United States. 

Section 2: Section 2 of the bill reserves the right to alter, amend, 
or repeal this act. 

The Department of the Army offers no objection to the bill as in- 
dicated in the following letter dated April 5, 1957 to the chairman of 
the Committee on Public Works: 


DEPARTMENT OF THE ARMy, 
DEPARTMENT OF DEFENSE, 
Washington, D. C., April 5, 1957. 
Hon. Cuartes A. Bucktey, 
Chairman, Committee on Public Works, 
House of Representatives. 

Dear Mr. Cuarrman: Reference is made to your request for the 
views of the Department of the Army with respect to H. R. 6092, 
85th Congress, a bill granting the consent and approval of Congress 
to the Merrimack River Flood Control Compact. 

The Department of the Army offers no objection to the above- 
mentioned bill. 

The purpose of the bill is to grant the consent of Congress to the 
Merrimack River Flood Control Compact entered into by the States 
of Massachusetts and New Hampshire. The compact provides for 
reimbursement to the State of New Hampshire by the State of Massa- 
chusetts for benefits received from flood control reservoirs located in 
New Hampshire, because of loss of taxes due to Federal ownership of 
reservoir lands as well as for other economic losses and damages result- 
ing from the project. 

The Department of the Army has an interest in the Merrimack 
River Basin through the construction and planning by the Corps of 
Engineers of various flood control projects in accordance with existing 
authorizations. 
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The interests of the United States are protected by article VI of the 
compact which provides that nothing in the compact is to be con- 
strued as a limitation upon the authority of the United States. 

Enactment of this bill would not authorize the appropriationfof any 
Federal funds. 

Inasmuch as the committee has requested that the report be ex- 

edited, it is submitted without a determination by the Bureau of the 
adest as to whether or not it conforms to the program of the Presi- 


dent. As soon as such advice is received it will be forwarded to your 
committee. 


Sincerely yours, . — 
ILBER M. Brucker, 
Secretary of the Army. 





851TH ConGREss i HOUSE OF REPRESENTATIVES {' Report 
1st Session No. 340 





RELEASE OF STOCKPILED LONG STAPLE COTTON 





Aprit 10, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cootny, from the Committee on Agriculture, submitted the 
following 


REPORT 


[To accompany H. J. Res. 172] 


The Committee on Agriculture, to whom was referred the joint 
resolution (H. J. Res. 172) relating to the stockpile of extra long staple 
cotton under the Strategic and Critical Materials Stockpiling Act, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the joint resolution do pass, 


PURPOSE OF BILL 


The purpose of this bill is to require the release from the strategic 
and critical materials stockpile of 50,000 bales of domestic extra lon 
staple cotton and the sale of such cotton into regular commercia 
channels by the Commodity Credit Corporation. Under the pro- 
visions of the Agricultural Act of 1949 referred to in the resolution, 
the minimum price at which CCC could sell this cotton would be 
105 percent of the current support price plus carrying charges: 
Actually, the cotton would probably sell somewhat above this price. 

Extra long staple cotton is a relatively new crop in the United 
States and although production has increased substantially in the 
past few years, domestic production still falls short of domestic con- 
sumption. The growers of this type of cotton have staged an aggres- 
sive merchandizing campaign and have developed a substantial 
market for their commodity in this country. As part of this mer- 
chandizing campaign, they have sought to keep the price of extra lon 
staple cotton at levels low enough to compete successfully wit 
foreign-produced extra long staple cotton and with other fibers. In 
this connection, the committee has recently reported a bill (H. R. 
3654) which will prevent the support level on extra long staple cotton 
from going up, as it very likely would otherwise do, under the flexible 
pricing provisions of the Agricultural Act of 1949, 
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Substantial quantities of this cotton have been placed in the critical 
materials stockpile. It has been known for some time that the 
quantity in the stockpile exceeded the stockpile goal and only recently 
the Office of Defense Mobilization has made a determination that 
this type of cotton is no longer a critical material. At the same time 
supplies of this cot‘on in the United States have become quite short 
and the producers are fearful that the tight supply situation, com- 
bined with price increases which inevitably occur under such supply 
situations, will cause some of those now using this cotton to turn to 
other fibers and deprive the long staple cotton producers of part of 
the market they have succeeded in building up. 

For this reason, the producers consider it urgent that the amount 
of cotton covered by this resolution be released from the stockpile 
immediately so that it can be made available to the trade in the period 
between now and the harvest next fall of this year’s cotton crop. 
Particularly in view of the recent action of ODM, there appears to the 
committee to be no reason why this should not be done. 


DEPARTMENTAL VIEWS 


The following letter from the Department of Agriculture sets out in 
more detail reasons for enactment of this legislation at this time. 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., April 9, 1957. 
Hon. Harotp D. Coorey, 
Chairman, Committee on Agriculture, 
House of Representatives. 

Dear ConcressMANn Cooter: This is in reply to your request of 
March 13, 1957, for a report on House Joint Resolution 172, a joint 
resolution relating to the stockpile of extra long staple cotton under 
the Strategic and Critical Materials Stockpiling Act. 

From the standpoint of the responsibilities of this Department, 
enactment of the proposed legislation would be beneficial. However, 
we are not in a position to comment on the foreign policy implications 
of the proposal. 

This joint resolution provides that notwithstanding any provision 
of law, 50,000 bales of domestically grown extra long staple cotton 
in the stockpile (including any cotton which does not meet current 
stockpile specifications, established pursuant to the Strategic and 
Critical Materials Stockpiling Act, as amended) shall be withdrawn 
and transferred to the Commodity Credit Corporation for sale at 
not less than the prices at which the Commodity Credit Corporation 
may sell its stocks under the minimum pricing provision of section 
407 of the Agricultural Act of 1949, as eee 

Proceeds from such sale, less costs incurred by CCC, including 
administrative expense, as determined by the Secretary of Agriculture, 
shall be covered into the Treasury of the United States as miscella- 
neous receipts. 

It is generally agreed by those familiar with the stockpile operations 
that the current inventory of extra long staple cotton in the stockpile 
is somewhat larger than is considered necessary to meet the needs for 
which it was obtained. On this basis, it is our position that at least 
50,000 bales can be released from the stockpile, as proposed in the bill, 
without adversely affecting our supply situation. Since the quantity 
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of extra long staple cotton in the stockpile is classified information, 
representatives of this Department will be available to meet with the 
Committee on Agriculture for any further discussion of the matter 
which may be considered necessary. 

The cotton in the stockpile was acquired at prices averaging about 
$1.05 a pound. The price at which this cotton could now be sold 
under the provisions of the bill is approximately 63 cents a pound. 

The loss to the Government on 50,000 bales, if it were now with- 
drawn and sold, would be about $10,500,000. Storage on such cotton 
is costly to the Government, however, and if the quantity specified 
is not presently needed, it would be better to dispose of it and take the 
loss in order to avoid further storage expense. 

Your attention is invited to the fact that on March 13, 1957, 
Mr. Arthur S. Flemming, Director, Office of Defense Mobilization, 
notified Mr. Franklin G. Floete, Administrator, General Services 
Administration, that his Office had determined, pursuant to section 
2 (a) of the Strategic and Critical Materials Stockpiling Act, that 
(1) extra long staple cotton should be removed from the current list 
of strategic and critical materials for stockpiling and (2) the stockpile 
inventory of extra long staple cotton should be sold in accordance 
with section 3 (e) of the act. We do not believe this action should 
interfere with enactment by the Congress of House Joint Resolution 
172. The stockpile of extra long staple cotton contains substan- 
tially more than 50,000 bales; however, even if the executive and 
legislative branches have no differences of opinion on the plans for- 
mulated for selling the entire stockpile of cotton and they can be 
developed without delay, it will be near the end of the year before 
any of the cotton could be made available for sale because section 
3 (e) of the act requires the disposal plan to be published in the Federal 
Register and filed with the Congress for 6 months prior to the begin- 
ning of execution of the plan. The 50,000 bales covered by the bill 
are needed to meet demand that exists now and most likely will con- 
tinue until the new domestic crop is harvested beginning in October. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 


Marvin L. McLain, 
Assistant Secretarys 
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EMERGENCY FEED PROGRAM 





Aprit 10, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cootey, from the Committee on Agriculture, submitted the 
following 


REPORT 


[To accompany H. R. 2486] 


The Committee on Agriculture, to whom was referred the bill 
(H. R. 2486) to authorize Commodity Credit Corporation to grant 
relief with respect to claims arising out of deliveries of eligible surplus 
feed grains on ineligible dates in connection with purchase orders under 
its emergency feed program, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do ps LSS. 

The purpose of this bill is to permit the Commodity Credit Corpora- 
tion to dismiss claims against feed dealers and farmers for technical 
violations of the regulations relating to the 1954, 1955, and 1956 
drought feed programs involving early and late deliveries of feed under 
such programs. In a number of instances feed was delivered to the 
farmer before the county committee had formally approved his appli- 

cation or after the delivery date on the certificate had ‘expired: None 
of the cases covered by this bill involve substantive violation of the 
regulations such as underdelivery, overdelivery, or delivery without 
a certificate. 

Hearings were held on the bill reported herewith (H. R. 2486) 
and on the following similar bills: H. R. 2433 by Mr. Fisher, H. R. 
2449 by Mr. Hill, and H. R. 3606 by Mr. Chenoweth. At the hearing 
representatives of the Department: of Agriculture and of major farm 
and commodity organizations appeared in favor of the bill. There 
were no witnesses in opposition to the bill. 


DEPARTMENT APPROVAL 


Following is the letter from the Department of Agriculture indicat- 


ing approval of that Department and of the Bureau of the Budget of 
this legislation. 
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DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., March 14, 1957. 
Hon. Harotp D. Cootey, 
Chairman, House Committee on Agriculture, 
House of Representatives. 


Drar ConGressMAN Coo.ry: This is in reply to your request of 
January 30, 1957, for a report on bill H. R. 2486 to authorize Com- 
modity Credit Corporation to grant relief with respect to claims 
arising out of deliveries of eligible surplus feed grains on ineligible dates 
in connection with purchase orders under its emergency feed program. 

The Department has no objection to the passage of proposed bill 
H. R. 2486. 

There was an urgent need in the major disaster drought areas for 
immediate supplies of feed, and the seriousness of the situation did 
not allow adequate time for dissemination of sufficient information 
for thorough understanding of the provisions of the program. In 
many instances deliveries of feed were made in anticipation of approval 
by Farmers’ Home Administration of the farmer’s application for 
assistance. In other instances farmers received approval but did not 
need immediately all the feed that they were approved to receive. 
This, coupled with financing difficulties, resulted in both early and 
late deliveries of the total amount of feed the farmer was entitled to 
receive. This was particularly true in connection with the 1954 pro- 
gram in all drought-disaster areas and in States that were designated 
later for assistance for the first time under the 1955 or 1956 emergency 
feed programs. 

Ineligible dates are commonly referred to as early deliveries and 
late deliveries. More specifically, early deliveries are those deliveries 
made prior to approval of the applicant by Farmers’ Home Adminis- 
tration to receive feed, and late deliveries are those which took place 
after the expiration of the purchase order or termination of the pro- 
gram. Deliveries on ineligible dates may be said to be only technical 
violations of the program, inasmuch as the intent and purpose of the 
program was substantially achieved. The quantity of feed actually 
delivered for which credit was claimed was no greater than the amount 
for which the application was approved. 

The other principal violations of the emergency feed programs are 
nondeliveries, underdeliveries, and deliveries of ineligible feed. Col- 
lection of claims arising in connection with these types of violations 
are not affected by the proposed bill and will be aggressively pressed. 

Exceptions for early and late deliveries resulting from audits of 
approximately 15 percent of the dealers through December 31, 1956, 
could involve payments of approximately $250,000. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report, 

Sincerely yours, 


E. T. Benson, Secretary. 
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PROVIDING THAT THE LAKE CREATED BY THE JIM WOODRUFF 
DAM ON THE APALACHICOLA RIVER LOCATED AT THE CON- 
FLUENCE OF THE FLINT AND CHATTAHOOCHEE RIVERS BE 
KNOWN AS LAKE SEMINOLE 


Aprit 10, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Davis of Tennessee, from the Committee on Public Works, 
submitted the following 


REPORT 


[To accompany H. R, 3077] 


The Committee on Public Works, to whom was referred the bill 
(H. R. 3077) providing that the lake created by the Jim Woodruff 
Dam on the Apalachicola River located at the confluence of the 
Flint and Chattahoochee Rivers be known as Lake Seminole, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 

Jim Woodruff Dam is on the Apalachicola River, 107.6 miles above 
its mouth, about 1,000 feet below the confluence of the Chattahoochee 
and Flint Rivers, and 1.5 miles northwest of Chattahoochee, Fla. 
The reservoir extends about 52 miles upstream along the Chatta- 
hoochee River to the vicinity of Columbia, Ala., and about 47 miles 
upstream along the Flint River, or 17 river miles above Bainbridge, Ga. 

The committee has been informed that local interests are agreeable 
to the proposal to designate the body of water formed at the dam as 
Lake Seminole. 

Naming of the lake for the Seminole Indians would seem most 
appropriate, and the committee recommends passage of the bill. 

The Department of the Interior and the Department of the Army 
look with favor on this proposal, their views having been set forth in 
the following letters: 
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DEPARTMENT OF THE INTERIOR, 
OrricE OF THE SECRETARY, 


Washington, D. C., April 4, 1957; 
Hon. Cuarues A. Bucktey, 


Chairman, Committee on Public Works, 
House of Representatives, Washington, D. C. 

Dear Mr. Bucxtey: In your communication of March 1, you 
asked for the views of this Department on H. R. 3077, a bill providing 
that the lake created by Jim Woodruff Dam on the Apalachicola 
River in Georgia shall be known as Lake Seminole in honor of the 
Seminole Indians whose ancestors inhabited the general area in which 
this lake is located. 

Since this Department has special responsibilities with reference to 
the American Indian people, we are always gratified by any appro- 
priate public recognition of Indian tribes sa of the important con- 
tributions they have made to our national heritage. The history of 
the Seminole Tribe is an illustrious one and fully merits the recogni- 
tion which would be given by this bill. We recommend that it be 
enacted. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to your committee. 

Sincerely yours, 
Feirx E. Wormser, 
Assistant Secretary of the Interior. 





DEPARTMENT OF THE Army, 
Washington, D. C., April 4, 1957. 
Hon. Cuarites A. Bucktey, 
Chairman, Committee on Public Works, 
House of Representatives. 

Dear Mr. CuarrMan: Reference is made to your request for the 
views of the Department of the Army with respect to H. R. 3077, 
85th Congress, a bill that the lake created by the Jim Woodruff Dam 
on the Apalachicola River located at the confluence of the Flint and 
Chattahoochee Rivers be known as Lake Seminole. 

The Department of the Army offers no objection to the enactment 
of the above-mentioned bill. 

The purpose of the bill is to designate the lake created by the 
Jim Woodruff Dam on the Apalachicola River located at the confluence 
of the Flint and Chattahoochee Rivers in Georgia and Florida as Lake 
Seminole in honor of the Seminole Indians whose ancestors, the 
Hichitis and Apalachicolas, inhabited the general area in which this 
lake is located, 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 


Wiser M. Brucker, 
Secretary of the Army. 
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DECLARING THAT AN UNSIGNED PAPER IS NOT A PROPER IN- 
STRUMENT WITH WHICH NOTICE COULD BE GIVEN TO CON- 
TEST THE SEAT OF THE RETURNED MEMBER FROM THE SIXTH 
CONGRESSIONAL DISTRICT OF THE STATE OF IOWA TO THE 85TH 
CONGRESS AS REQUIRED BY THE REVISED STATUTES OF THE 
UNITED STATES, TITLE II, CHAPTER 8, SECTION 105 


Aprit 11, 1957.—Ordered to be printed 


Mr. Asumorgz, from the Committee on House Administration, sub- 
mitted the following 


REPORT 


(To accompany H. Res. 230] 


The Committee on House Administration, to whom was referred 
House Resolution 230, having considered the same, report favorably 
thereon without amendment and recommend that the resolution do 
pass. 

On January 16, 1957, there was referred to the Committee on House 
Administration a letter from the Clerk of the House, transmitting a 
communication from the Honorable Merwin Coad (H. Doc. No. 53, 
85th Cong.) with reference to his election as a Member of this House 
of Representatives from the Sixth Congressional District of the State 
of Iowa. 

Mr. Coad’s communication states in substance: 


Through volunteered information and other indirect 
sources, I have received information which indicates that 
the defeated candidate, James I. Dolliver, intended to contest 
my election. 

However, I state that neither James I. Dolliver, nor any 
other person, within 30 days after the result of the foregoing 
election had been determined by the officer or board of can- 
vassers authorized by law to determine same, gave or served 
notice in writing to me of any intention to contest the said 
election pursuant to the Revised Statutes of the United 
States, title 11, chapter 8. 

Therefore, I hereby respectfully request a resolution statin 
whether there is any notice of contest which I am seqalend 
by law to answer. 


23010°—58 4H. Rept., 85-1, vol. 2——3 
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The Subcommittee on Elections met in executive session on Feb- 
ruary 5, 1957, and considered at length the sufficiency of both the 
service and the notice itself. No decision was reached with respect to 
either the service or the notice, but public hearings were scheduled 
for February 11, 1957. A request to appear at the hearings was sent 
to the sitting Member, Merwin Coad, and the contestant, James I. 
Dolliver. Both were advised that they could be heard through 
counsel. 

At public hearings on February 11, 1957, Mr. Dolliver and Mr. 
Coad were present and a presentation was made on behalf of each 
by counsel. 

Counsel for Mr. Dolliver contended that title 11, chapter 8, section 
105 of the Revised Statutes governing the notice of intention to contest 
the election of a Member of the House of Representatives, was com- 

lied with by leaving a copy of the notice with the wife of the returned 
Member at his home. Counsel for Mr. Dolliver contended that the 
notice thus given is a notice provided for under the Rules of Civil 
Procedure of Iowa, rule 56, subsection (a) and under the Federal 
Rules of Civil Procedure, rule 4 (d) (1). To support his contention 
that proper service was had, there was submitted as evidence the 
return of the sheriff of Boone County, lowa, as proof of service. 

Counsel for Mr. Coad contended that the Revised Statutes, title 11, 
chapter 8, section 105 governing the notice of contest requires that the 
notice be signed or acknowledged, or both, and failing in this require- 
ment, it is a nullity. Counsel for Mr. Coad also complained that the 
Federal statute contemplated personal service on the Member. 

Counsel for both sides agreed that the notice of contest, which was 
presented in evidence to the committee was a typed copy which did 
not bear the written signature of Mr. Dolliver or his counsel. 

At the request of the subcommittee additional briefs were submitted 
by counsel on both sides on the sufficiency of the notice. 

On March 11, 1957, your subcommittee in executive session thor- 
oughly examined the testimony and supplemental briefs. The sub- 
committee agreed that if the notice were found defective for the reason 
it was not signed by Mr. Dolliver, then the question of the sufficiency 
of the service becomes moot and need not be decided. 

After careful consideration the subcommittee unanimously con- 
cluded that the unsigned paper under consideration is not the notice 
required by the Federal statute for the reason that it does not bear an 
original signature. 
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AUTHORIZING THE PRINTING OF ADDITIONAL COPIES OF THE 
SYNOPSIS OF BENEFITS AVAILABLE TO VETERANS AND THEIR 
DEPENDENTS FOR THE USE OF THE COMMITTEE ON VETERANS” 
AFFAIRS 


Apri 11, 1957.—Ordered to be printed 


Mr. Buruzson, from the Committee on House Administration, 
submitted the following 


REPORT 


[To accompany H. Res. 199] 


The Committee on House Administration, to whom was referred 
House Resolution 199, having considered the sarre, report favorably 
thereon with amendments and recommend that the resolution as 
amended do pass. 

The amendments are as follows: 

Line 1, strike out after the word “printed”’. 

Line 2, strike out through the word “‘fifty’”’ and insert “sixty”. 

Line 4, strike out “that committee” and insert in lieu thereof ‘“‘the 
Committee on Veterans’ Affairs’. 

Line 5, after the word ‘“Congress’’ insert a semicolon and the fol- 
lowing: 

of which thirty thousand copies shall be for the use of that 
committee and thirty thousand copies shall be prorated to 
the Members of the House of Representatives for a period of 
six months, after which time the unused balance shall revert 
to the Committee on Veterans’ Affairs. 


O 
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PROVIDING FOR THE PRINTING OF ADDITIONAL COPIES OF HEAR- 
INGS HELD BY THE SUBCOMMITTEE ON ANTITRUST AND MO- 
NOPOLY OF THE COMMITTEE ON THE JUDICIARY 


Apri 11, 1957.—Ordered to be printed 


Mr. Burueson, from the Committee on House Administration, sub- 
mitted the following 


REPORT 


[To accompany S. Con Res. 13] 


The Committee on House Administration, to whom was referred 
concurrent resolution, Senate Concurrent Resolution 13, having con- 
sidered the same, report favorably thereon without amendment and 
recommend that the concurrent resolution do pass. 

This resolution would print for the use of the Committee on the 
Judiciary 2,000 additional copies of the hearings held by the Sub- 
committee on Antitrust and Monopoly of the Committee on the 
Judiciary in 1956 on bills to amend section 2 of the Clayton Act at 
a cost of $2,956.82. 

Due to the great public interest engendered by legislation to amend 
the Robinson-Patman Act, the supply of hearings of last year are now 
exhausted. The subcommittee will hold additional hearings in this 
session on similar bills and it is necessary that the subcommittee have 
a reprint of last year’s hearings to accommodate the many requests 
which the subcommittee has been unable to fill. 


O 
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AUTHORIZING THE EMPLOYMENT OF ONE ADDITIONAL 
MAIL CLERK, OFFICE OF THE POSTMASTER OF THE 
HOUSE 


Aprit 11, 1957.—Ordered to be printed 


Mr. Friepet, from the Committee on House Administration; 
submitted the following 


REPORT 


[To accompany H., Res. 219] 


The Committee on House Administration, to whom was referred 
House Resolution 219, having considered the same, report favorably 
thereon without amendment and recommend that the resolution do 

ass. 
: Due to the increased volume of mail handled by the post office of 
the House of Representatives, the Committee on House Administra- 
tion recommends the employment of one additional mail clerk in 
order that a carrier may be assigned to each floor of the House Office 
Buildings and thus insure the continued efficiency of the handling of 
congressional mail, 
O 
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AMENDING HOUSE RESOLUTION 152, 85TH CONGRESS, 
AGREED TO FEBRUARY 7, 1957 


Aprit 11, 1957.—Ordered to be printed 


Mr. Burueson, from the Committee on House Administration, 
submitted the following 


REPORT 


[To accompany H. Res, 191] 


The Committee on House Administration, to whom was referred 
House Resolution 191, having considered the same, report favorably 
thereon without amendment and recommend that the resolution do 

ass. 
' The purpose of the resolution is to authorize additional funds which 
would enable the Committee on Interstate and Foreign Commerce 
through its Subcommittee on Legislative Oversight, to study and 
examine the administration of various commissions established by 
act of Congress in order to ascertain in each case whether the law; 
as intended by Congress, is being properly administered, or whether 
— laws are being repealed or revamped by those administering 
them. 

The budget submitted by the committee is as follows: 


Personnel: 


7 top staff, at $14,800, average 1% years__............ $150, 000 
3 junior staff, at $8,000, average 1% years__......-... , 
5 clerk-stenographers, at $4,300, average 144 years____. 35, 000 
$220, 000 
Travel: Committee members and staff..................-.---- 2. 15, 
a can sienna bani a ts on ak sag caren ee nade een aaasiaieimadagiaaitedadiaas en nna al 7, 
SIND GNIT UEIOTIOGINL.. «oxi :s sont os Ganelteibiaeiit tumabanenareenmenaadinannl 3, 000 
Miscellaneous, including office supplies and equipment_............. 5, 000 
250, 000 
O 
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AUTHORIZING THE UTILIZATION OF A LIMITED AMOUNT OF 
STORAGE SPACE IN LAKE TEXOMA FOR THE PURPOSE OF WATER 
SUPPLY FOR THE CITY OF SHERMAN, TEX. 





Aprit 11, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Buatnik, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany H. R. 3996] 


The Committee on Public Works, to whom was referred the bill 
(H. R. 3996) to authorize the utilization of a limited amount of storage 
space in Lake Texoma for the purpose of water supply for the city of 
Sherman, Tex., having considered the same, report favorably thereon 
with amendment and recommend that the bill do pass. 

The amendment is as follows: 

Page 1, line 3, strike out ‘‘Chief of Engineers” and insert ‘Secretary 
of the Army”’, 

PURPOSE OF THE BILL 


The purpose of the bill, as amended by the committee, is to author- 
ize the Secretary of the Army to contract with the city of Sherman, 
Tex., for a period not to exceed 50 years, upon such terms as he may 
deem reasonable, for the use of not to exceed 41,000 acre-feet of storage 
space in Lake Texoma to provide the city of Sherman, Tex., with a 
regulated water supply in an amount not to exceed 25,000 acre-feet 
annually. 

The bill provides that the project for Denison Dam, authorized by 
the Flood Control Act of June 28, 1938, as modified by subsequent 
legislation, is further modified to provide for the purpose of the bill. 
The bill also provides that all moneys received shall be deposited in the 
Treasury of the United States as miscellaneous receipts, and that 
water rights under State law will not be affected, 


GENERAL STATEMENT 


The Flood Control Act of June 28, 1938, authorized the construction 
of Denison Reservoir (Lake Texoma) for flood control and hydro- 
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2 WATER SUPPLY FOR THE CITY OF SHERMAN, TEX. 


electric power purposes, and Public Law 868 of the 76th Congress, 
approved October 17, 1940, declared the reservoir to be for the purpose 
of improving navigation, regulating the flow of the Red River, con- 
trolling floods, and for other beneficial uses. Public Law 273 of the 
83d Congress authorized the making of a contract with the city of 
Denison for 21,300 acre-feet of storage space in the reservoir for a 
regulated water supply. 

Denison Dam is located on the Red River, 726 miles above the 
mouth of the river and 5 miles northwest of Denison, Tex. The dam 
is an earthfill structure 15,200 feet long and 165 feet high. The 
reservoir has a total storage capacity of 5,719,000 acre-feet, of which 
2,713,000 acre-feet are used for flood control, 1,783,000 acre-feet are 
used for power drawdown, and 1,223,000 acre-feet are inactive storage 
used for power head. The flood-control storage of 2,713,000 acre-feet 
includes 21,300 acre-feet which are used jointly for flood control and 
water supply. The hydroelectric development consists of 2 units, 
with an installed capacity of 70,000 kilowatts. The ultimate installa- 
tion is planned as 5 units, with a total of 175,000 kilowatts. 

The construction of the project started in August 1939 and storage 
of water for power generation was begun January 7, 1944. Power 
from the first installed unit was available on March 9, 1945, and from 
the second unit on September 18, 1949. The total estimated cost as 
of July 1956 was $74,289,000, including installation of the third power 
unit but not including the fourth and fifth power units. 

The Department of the Army has certain authorities under which 
it can enter into contracts with municipalities for water supply. 
Section 6 of the 1944 Flood Control Act, as reenacted by Public Law 
360 of the 82d Congress, provides authority for such contracts where 
there is surplus water. However, the Secretary of the Army by 
letter to the chairman of the committee, dated March 11, 1957, 
commenting on this bill, stated that the Department of the Army 
cannot legally enter into a contract with the city of Sherman pursuant 
to section 6 of the 1944 Flood Control Act since there is no “surplus” 
water in Lake Texoma, and that accordingly enactment of legislation 
is necessary if water is to be supplied to the city of Sherman from 
Lake Texoma. The Secretary of the Army also recommended the 
amendment referred to earlier in this report and stated that enact- 
ment of the bill would not result in any increased costs to the United 
States. The committee was also informed on March 22, 1957, that 
the Bureau of the Budget on March 21, 1957, advised the Department 
of the Army that it had no objection to the favorable report submitted 
by the Department in the letter of March 11, 1957, referred to. 

With respect to the proposed utilization of storage space, the com- 
mittee expects that, in making arrangements for reimbursement from 
the city of Sherman, consideration will be given to the cost of the 
storage with respect to the originally authorized functions of this 
project, such as flood control, navigation, and hydroelectric power, 
and that the amount of the reimbursement will be sufficient to recom- 
pense the Federal Government for any such costs which can be 
reasonably evaluated. 

The committee notes that similar legislation providing for emer- 
gency water supply was enacted by the 84th Congress, and in view 
of the serious water shortage in the Southwest, recommends the prompt 
approval of this legislation. 
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ADJUSTING PENALTIES RELATING TO INJURIOUS 
NONMAILABLE MATTER 


Aprit 11, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Wits, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 4193] 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 4193) to amend section 1716 of title 18, United States Code, so 
as to conform to the act of July 14, 1956 (70 Stat. 538-540), having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


PURPOSE 


The purpose of this legislation, primarily, is to adjust the penal pro- 
visions of the postal laws where death or injury results from the mail- 
ing of explosive, poisonous, and other nonmailable articles, in violation 
of section 1716 of title 18 of the United States Code entitled “Crimes 
and Criminal Procedure.” 

STATEMENT 


The legislation does three things: (a) It provides for the death 
penalty or life imprisonment, where death results from nonmailable 
articles mailed in violation of title 18, United States Code, section 
1716; (6) it increases the present penalty from 10 years to 20 years 
where nonmailable matter is mailed with intent to kill or injure another 
or injure the mails or other property but where death does not result; 
and (c) it reduces the penalty from 2 years to 1 year (from a felony to 
a misdemeanor) for mailing anything declared nonmailable under 
section 1716. 

As a result of the destruction of a commercial airliner over Long- 
mont, Colo., on November 1, 1955, resulting in the death of 44 persons,. 
Congress enacted Public Law 709, 84th Congress (18 U. S. é ch. 2; 
70 Stat. 538-540), to prescribe penalties, including the death penalty, 
to punish the willful damaging or destroying of aircraft or motor 
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vehicles with explosive substances. There is no similar provision with 
respect to bombs sent in the mails which are transported by railroad, 
trucks and other means of transportation. In such cases when death 
results the matter is subject to State jurisdiction. It is felt that 
matters of this kind should also be subject to Federal jurisdiction. 

At the hearing, a statement was submitted disclosing that many 
deaths have resulted through the mailing of bombs. Some 20 years 
ago 6 parcels, each containing a bomb, were mailed at Wilkes-Barre, 
Pa. Three of the parcels exploded, causing the death of three persons 
and seriously injuring two others. At Easton, Pa., six parcels con- 
taining bombs also were sent in the mails. One of the parcels exploded 
in the post office, killing two postal clerks, and a munitions expert of 
the Du Pont Co. was killed while attempting to open another parcel. 

A few months after the mailing of the bombs at Wilkes-Barre, Pa., 
a parcel containing a bomb was mailed at Cape Charles, Va. The 
addressee of the parcel was killed and his wife was painfully injured. 
During 1956 a homemade bomb exploded in a mailpouch in the main 
post office at New Orleans, La., causing injury to two mail handlers. 
Bombs were found in the mails during 1956 at Salinas, Calif., and at 
Tribbey, Ky. Fortunately, these bombs failed to explode because 
of defects. 

During 1952 two postal employees were injured at Salt Lake City, 
Utah, by an explosion believed to have been caused by a bomb con- 
tained in a mailpouch. Other illustrations could be cited of death, 
personal injury, and property damage resulting from bombs being 
sent through the mail. As of February 20, 1957, 64 arrests had been 
made for the mailing of explosives. 

The desire of persons to kill or injure other persons has not been 
confined to the mailing of bombs. As of February 20, 1957, there 
had been 168 arrests for the mailing of poisons. 

At the present time, a person who mails explosives, poisons, and 
other matter prohibited by title 18, United States Code, section 1716, 
“with intent to kill or injure another, or injure the mails or other 
property,” even though death may result, is subject, as far as Federal 
prosecution is concerned, only to a fine of not more than $10,000 or to 
imprisonment for more than 10 years or both. It is therefore proposed 
to increase the penalties of section 1716 and make them similar to 
Public Law 709, 84th Congress, relating to the destruction of aircraft 
or motor vehicles by explosive substances. 

The other two changes that would be made by this legislation to the 
penal provisions of section 1716 are: 

(1) to increase from 10 years to 20 years the time for which a 
person may be imprisoned when convicted of a violation of section 
1716 ‘“‘with the intent to kill or injure another, or injure the mails 
or other property” but where death does not result; and 

(2) decrease from 2 years to 1 year the time for which a person 
may be imprisoned for knowingly violating the provisions of 
section 1716 where death or injury has not occurred or where the 
intent to kill or injure another or injure the mails or other property 
is not involved. 

It is the view of the Post Office Department that it is as grave an 
offense to send explosives or other injurious articles through the mails 
with the intent to kill or injure another, or injure the mails or other 
property, as it is to place explosives on aircraft or motor vehicles 
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carrying persons or property. The penalty for the latter crime under 
title 18, United States Code, section 33 (Public Law 709, 84th Cong.); 
is a fine of ‘‘not more than $10,000,” or imprisonment for ‘‘not more 
than twenty years, or both.” Accordingly it is the intention to in- 
crease the penalty in the last paragraph of section 1716 of title 18, 
United States Code, from 10 years imprisonment to 20 years imprison- 
ment. 

The next to the last paragraph of title 18, United States Code, sec- 
tion 1716, makes it a felony to send prohibited articles in the mails 
even though there may be no intent to cause injury to persons or 
property. For example, it is a felony to send a bottle of iodine through 
the mails unless mailed in accordance with regulations of the Post- 
master General. Likewise, it is a felony for a person to send a box of 
cartridges by mail or to mail whisky or other intoxicating liquors. 

The Post Office Department feels that the penalty is too severe for 
such crimes, and should be reduced from 2 years’ imprisonment to 
1 year’s imprisonment, thereby making such a crime a misdemeanor 
instead of a felony. The deposit for mailing of injurious articles with 
a felonious intent would be fully covered by the last paragraph of the 
present statute. 

DEPARTMENTAL REPORTS 


This legislation is sponsored by the Post Office Department, and 
has the approval of the Department of Commerce. The communi- 
cation from the Post Office Department notes that the Bureau of the 
Budget has no objection to the submission of this legislative proposal 
to Congress. 


Post Orrice DEPARTMENT, 
Washington, D. C., January 23, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: Attached, for consideration by the Congress, 
is a legislative proposal to amend section 1716 of title 18, United 
States Code, so as to conform to the act of July 14, 1956 (70 Stat. 
538-540). 

The act of July 14, 1956 (Public Law 709, 84th Cong., 2d sess.), 
prescribed penalties, including the death penalty, to punish the will- 
ful damage or destruction of aircraft or motor vehicles. However, 
section 1716 of title 18, United States Code, was not amended to make 
the penalties prescribed in that section conform to the penalties pre- 
scribed by the act of July 14, 1956. Section 1716 of title 18, United 
States Code, prohibits the mailing of explosives, infernal machines, 
and other articles which may kill or injure another. At the present 
time a person who knowingly deposits such articles in the mail or 
knowingly causes such edn to be delivered by mail is subject to a 
fine of not more than $1,000 or imprisonment for not more than 2 
years or both. If a person knowingly deposits such articles in the 
mail or knowingly causes such articles to be delivered by mail with the 
intent to kill or injure another or injure the mails or other property, 
he is subject to a fine of not more than $10,000 or to imprisonment 
for not more than 10 years or both. The penal provisions of this law 
are not increased where death or bodily injury results. 
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The penal provisions covering such mailings are contained in section 
1716 of title 18, United States Code, and provide, in part, as follows: 

“Whoever knowingly deposits for mailing or delivery, or knowingly 
causes to be delivered by mail, according to the direction thereon, or 
at any place at which it is directed to be delivered by the person to 
whom it is addressed, anything declared nonmailable by this section, 
unless in accordance with the rules and regulations authorized to be 
prescribed by the Postmaster General, shall be fined not more than 
$1,000 or imprisoned not more than two years, or both. 

‘‘Whoever knowingly deposits for mailing or delivery or knowingly 
causes to be delivered by mail, according to the direction thereon or 
at any place to which it is directed to be delivered by the person to 
whom it is addressed, anything declared nonmailable + this section, 
whether or not transmitted in accordance with the rules and regula- 
tions authorized to be prescribed by the Postmaster General, with 
intent to kill or injure another, or injure the mails or other property, 
shall be fined not more than $10,000 or imprisoned not more than ten 
years, or both.” 

Since 1940 the Postal Inspection Service has investigated 157 cases 
involving the mailing of poisons and 61 cases involving the mailing of 
explosives, including 4 cases involving the mailing of bombs during 
recent months. On February 18, 1956, an employee of the New 
Orleans, La., post office was injured by an exploding bomb. 

It is the view of this Department that action should be taken to 
amend section 1716 of title 18, United States Code, to increase the 
penal provisions applicable to cases where death or injury results from 
the mailing of articles in violation of that section. It is the further 
view of this Department that the penalties prescribed for the violation 
of section 1716 of title 18, United States Code, should be the same as 
the penalties prescribed for the violation of Public Law 709, approved 
July 14, 1956. The attached legislative proposal will accomplish the 
purpose desired, and its early enactment is urged by this Department. 

The enactment of this legislative proposal will not result in any 
increase in the expenditures of this Department. 

The Bureau of the Budget has advised that there would be no objec- 
tion to the submission of this legislative proposal to the Congress. 

Sincerely yours, 
Maurice H. Stans, 
Deputy Postmaster General. 


Aprit 8, 1957. 
Hon. EManvet CE.uer, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

Dear Mr. CuarrMan: This is in response to your request for the 
views of the Department of Justice relative to the bill (H. R. 4193) to 
amend section 1716 of title 18, United States Code, so as to conform 
to the act of July 14, 1956 (70 Stat. 538-540). 

Section 1716 of title 18, United States Code, declares certain 
injurious articles to be nonmailable. Among the articles described in 
the section are “explosives, inflammable materials, * * * or other 
devices or compositions which may ignite or explode * * * and all 
other * * * material which may kill or injure another * * *.” This 
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section prescribes a penalty consisting of a fine of not more than 
$1,000 and/or imprisonment for not more than 2 ore for knowingly 
depositing or causing the delivery of nonmailable matter. If the 
proscribed act is done with the intent to kill or injure another, or 
injure the mails or other property, a maximum fine of $10,000 and/or 
imprisonment for not more than 10 years are provided. The act of 
July 14, 1956, prescribes a penalty consisting of a maximum fine of 
$10,000 and/or imprisonment for not more than 20 years, for the 
willful destruction of aircraft or aircraft facilities, motor vehicles, or 
motor-vehicle facilities. It also provides for the imposition of the 
death penalty or imprisonment for life, in the discretion of the jury 
in jury cases or the court in nonjury cases, if death results from the 
commission of an act prohibited by the statute. Further, for the 
offense of imparting or conveying false information the act of July 14, 
1956, prescribes a maximum penalty of a $1,000 fine and/or imprison- 
ment for not more than 1 year. 

The bill here under consideration would amend section 1716 of 
title 18, United States Code, so as to make its penalty provisions 
conform with those prescribed in the act of July 14, 1956. Thus, 
for the comparatively minor offenses within the purview of section 
1716, the present maximum 2-year term of imprisonment would be 
reduced to 1 year, for the more serious offenses the maximum 10-year 
term of imprisonment would be changed to 20 years, and for cases in 
which death results from the prohibited activity the death penalty or 
life imprisonment could be imposed. 

The Department of Justice has no objection to the enactment of 
this legislation. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this report. 

Sincerely, 
Witu1aM P. Roaers, 
Deputy Attorney General. 





DEPARTMENT OF COMMERCE, 
Washington, D. C., March 15, 1957. 
Hon. EMANvEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

Dear Mr. Cuarrman: This is in reply to your letter dated March 
6, 1957, advising of the forthcoming hearing on H. R. 4193, a bill to 
amend section 1616 of title 18, United States Code, so as to conform 
to the act of July 14, 1956 (70 Stat. 538-540). 

You are advised that the Department of Commerce favors the 
enactment of legislation for the purpose of H. R. 4193. Such legis- 
lation would be of benefit to transportation facilities generally and 
would provide protection to facilities which are not presently protected 
by the enactment of the act of July 14, 1956 (70 Stat. 538-540), by 
the 84th Congress. 

Thank you for the opportunity to testify on this matter, but 
because of the peripheral interest of the Department in details of 
the legislation we defer to views of the Post Office Department in 
regard to such details and therefore limit our action to this submission 
of views for the record. 
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We are advised by the Bureau of the Budget that it would interpose 
no objection to the transmission of this report. 
Sincerely yours, 
Water WILLIAMS, 
Acting Secretary of Commerce, 





INTERSTATE COMMERCE CoMMISSION, 
Washington, D. C., March 20, 1957; 
Hon. EManvet CELter, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

Dear CHarRMAN Cetuer: Your letter of March 6, 1957, requesting 
an expression of the Commission’s views on a bill, H. R. 4193, intro- 
duced by you, to amend section 1716 of title 18, United States Code, 
so as to conform to the act of July 14, 1956 (70 Stat. 538-540), has 
been referred to our Committee on Legislation. After consideration 
by that committee, I am authorized to submit the following comments 
in its behalf: 

H. R. 4193 would amend the penalty provisions of section 1716, 
title 18 of the United States Code, prohibiting the mailing of poisons, 
explosives, and other articles. This proposed legislation does not 
relate to the jurisdiction or functions of this Commission, and we are 
not, therefore, in a position to offer any helpful comments with 
respect to its merits. 

Respectfully submitted. 

CoMMITTEE ON LEGISLATION, 
Owen Cuarke, Chairman. 
ANTHONY ARPAIA. 
Rosert W. Minor. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the House of Represent- 
atives, there is printed below in roman existing law in which no 
change is proposed, with matter proposed to be stricken out enclosed 
in black brackets, and new matter proposed to be added shown in 
italics: 

Titte 18, Unirep States Cope 


§ 1716. Injurious articles as nonmailable 


All kinds of poison, and all articles and compositions containing 
poison, and all poisonous animals, insects, reptiles, and all explosives, 
inflammable materials, infernal machines, and mechanical, chemical, 
or other devices or compositions which may ignite or explode, and all 
disease germs or scabs, and all other natural or artificial articles, 
compositions, or material which may kill or injure another, or injure 
the mails or other property, whether or not sealed as first-class matter, 
are nonmailable matter and shall not be conveyed in the mails or 
delivered from any post office or station thereof, nor by any letter 
carrier. 

The Postmaster General may permit the transmission in the mails, 
under such rules and regulations as he shall prescribe as to preparation 
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and packing, of any such articles which are not outwardly or of their 
own force dangerous or injurious to life, health, or property. 

The Postmaster General is authorized and directed to permit the 
transmission in the mails, under regulations to be prescribed by him, 
of live scorpions which are to be used for purposes of medical research 
or for the manufacture of antivenin. Such regulations shall include 
such provisions with respect to the packaging of such live scorpions 
for transmission in the mails as the Postmaster General deems neces- 
sary or advisable for the protection of Post Office Department per- 
sonnel and of the public generally and for ease of handling by such 
personnel and by any individual connected with such research or 
manufacture. Nothing contained in this paragraph shall be construed 
to authorize the transmission in the mails of live scorpions by means 
of aircraft engaged in the carriage of passengers for compensation or 
hire. 

The transmission in the mails of poisonous drugs and medicines 
may be limited by the Postmaster General to shipments of such 
articles from the manufacturer thereof or dealer therein to licensed 
physicians, surgeons, dentists, pharmacists, druggists, cosmetologists, 
barbers, and veterinarians, under such rules and regulations as he shall 
prescribe. 

The transmission in the mails of poisons for scientific use, and which 
are not outwardly dangerous or of their own force dangerous or in- 
jurious to life, health, or property, may be limited by the Postmaster 
General to shipments of such articles between the manufacturers 
thereof, dealers therein, bona fide research or experimental scientific 
laboratories, and such other persons who are employees of the Federal, 
a State, or local government, whose official duties are comprised, in 
whole or in part, of the use of such poisons, and who are designated 
by the head of the agency in which they are employed to receive or 
send such articles, under such rules and regulations as the Postmaster 
General shall prescribe. 

All spirituous, vinous, malted, fermented, or other intoxicating 
liquors of any kind are nonmailable and shall not be deposited in or 
carried through the mails. 

Whoever knowingly deposits for mailing or delivery, or knowingly 
causes to be delivered by mail, according to the direction thereon, or 
at any place at which it is directed to be delivered by the person to 
whom it is addressed, anything declared nonmailable by this section, 
unless in accordance with the rules and regulations authorized to be 
prescribed by the Postmaster General, shall be fined not more than 
$1,000 or imprisoned not more than [two years] one year, or both. 

Whoever knowingly deposits for mailing or delivery, or knowingly 
causes to be delivered by mail, according to the direction thereon or at 
any place to which it is directed to be delivered by the person to whom 
it is addressed, anything declared nonmailable by this section, whether 
or not transmitted in accordance with the rules and regulations au- 
thorized to be prescribed by the Postmaster General, with intent to kill 
or injure another, or injure the mails or other property, shall be fined 
not more than $10,000 or imprisoned not more than [ten years] 
twenty years, or both. 
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Whoever is convicted of any crime prohibited by this section, which has 
resulted in the death of any person, shall be subject also to the death 
penalty or to imprisonment for life, if the jury shall in tts discretion so 
direct, or, in the case of a plea of guilty, or a plea of not guilty where the 


defendant has waived a trial by jury, if the court vn its discretion, shall 
so order. 
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SECOND URGENT DEFICIENCY APPROPRIATION 
BILL, 1957 





Aprit 12, 1957.— Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cannon, from the Committee on Appropriations, submitted the 
following 


REPORT 


(To accompany H. R. 6870] 


The Committee on Appropriations submits the following report in 
explanation of the accompanying bill making appropriations to supply 
certain urgent deficiency appropriations for the fiscal year ending June 
30, 1957, and for other purposes. 

The estimates upon which the bill is based are certain of those con- 
tained in House Document No. 115 upon which action is urgently 
needed at this time. The bill is divided into chapters corresponding to 
the subcommittees considering the estimates. The recommendations 
contained in the bill are a result of deliberations of the several subcom- 
mittees as approved by the full committee. 


SuMMARY OF BILL 


Budget estimates considered by the committee total $55,100,000. 
Appropriations recommended total $48,990,000, a reduction of 
$6,110,000. These amounts are distributed by chapters of the bill 
as indicated in the following table: 
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CHAPTER I 
SUBCOMMITTEE 


JAMIE L. WHITTEN, Mississippi, Chairman 


FRED MARSHALL, Minnesota H. CARL ANDERSEN, Minnesota 
WILLIAM H. NATCHER, Kentucky WALT HORAN, Washington 
JAMES B. BOWLER, Illinois CHARLES W. VURSELL, Lllinois 


DEPARTMENT OF AGRICULTURE 
AGRICULTURAL RESEARCH SERVICE 


Plant and animal disease and pest control.—Under this heading the 
bill includes the full budget estimate of $950,000 contained in H. Doc. 
115. This additional fund is provided to assist ranchers in the con- 
trol of heavy grasshopper infestations on approximately 4 million 
acres of rangelands and abandoned croplands in the Western States 
during the next three months. It is proposed to obtain this money by 
transfer from other appropriations of the Department where personnel 
savings can be made. 

A serious problem is developing in the Southern part of the country 
in connection with an insect known as the “‘fire-ant.’”” The Committee 
feels that the Department should begin immediately to work out the 
necessary approach with the States, landowners, and others to meet 
this serious threat to the crops and livestock of this area on a coopera- 
tive basis. Legislation is now pending which will provide a formula 
for the Department to institute the necessary control measures. 


Rurawt ELectTRIFICATION ADMINISTRATION 


Loan authorizations.—Provision is made in the bill for an additional 
$200,000,000 for electrification loans. The budget estimate contained 
in H. Doc. 115 proposed to provide this amount by transfer from farm 
housing loan authorizations included in the Housing Act of 1956. 
This provision is carried in the bill. 

A recent survey of firm needs for electrification loan funds indicates 
that applications totalling $453 million will be processed during fiscal 
year 1957. Approximately $240 million is now available from the 
regular 1957 bill and a carryover from previous years. The additional 
amount in this bill will provide a total of $440 million to meet this 
demand. 
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CHAPTER II 





SUBCOMMITTEE 

PRINCE H. PRESTON, Georgia, Chairman 
ALBERT THOMAS, Texas CLIFF CLEVENGER, Ohio 
JOHN J. ROONEY, New York FRANK T. BOW, Ohio 
SIDNEY R. YATES, Mlinois WALT HORAN, Washington 
JOHN F. SHELLEY, California MELVIN R. LAIRD, Wisconsin 


DANIEL J. FLOOD, Pennsylvania 
DEPARTMENT OF COMMERCE 
Bureau or Pusric Roaps 


Federal-aid highways (trust-fund).—The full budget estimate of 
$250,000,000 contained in H. Doc. 115, is recommended in the ac- 
companying bill as an appropriation from the Highway Trust Fund. 

Testimony presented to the Committee indicates that unpaid 
commitments made under the contract authorizations seenilel: by 
the Highway Act total $2,009,000,000 as of April 1. 1957. The sum 
of $800,000,000 was appropriated in the fiscal year 1957. The amount 
included in this bill will provide a total of $1,050,000,000 to reimburse 
the States for the Federal share of highway projects initiated under 
these commitments. 

Receipts into the Highway Trust Fund total $1,109,000,000 as of 
April 1, 1957. 

MyPublic lands highways (liquidation of contract authorization).—An 
appropriation of $900,000 is proposed in the bill, a decrease of $100,000 
in the budget estimate contained in H. Doc. 115. 

The Highway Act authorizes $3,000,000 for the fiscal year 1957 
for this program. Of the $1,000,000 appropriated for fiscal year 1957, 
$625,000 was required to liquidate contracts entered into under 1956 
authorizations. The amount recommended in this bill, together 
with the balance of the 1957 regular appropriation, will provide a 
total of $1,275,000 to liquidate commitments under the $3,000,000 
contract authorization for fiscal year 1957. The balance of 
$1,725,000 will be financed from funds recommended in the regular 
1958 bill plus funds to be provided subsequent thereto. 
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CHAPTER III 
MICHAEL J. KIRWAN, Ohio, Chairman 


SUBCOMMITTEE 
W. F. NORRELL, Arkansas BEN F. JENSEN, Iowa 
ALFRED D. SIEMINSKI, New Jersey IVOR D. FENTON, Pennsylvania 
DON MAGNUSON, Washington HAMER H. BUDGE, Idaho 


DEPARTMENT OF AGRICULTURE 
Forest SERVICE 
SALARIES AND EXPENSES 


Fighting forest fires.—Extreme drought conditions and a high occur- 
rence of lightning have resulted in severe fire conditions, primarily in 
Arizona, New Mexico, and southern California, necessitating the 
spending of an estimated $11,750,000 for fire control during 1957. In 
addition to the $5,250,000 made available in the regular 1957 appro- 

riation, it has been necessary, in accordance with “the provisions of 
be for the Forest Service to advance funds totalling $5,217,000 from 
other appropriations for emergency fire fighting purposes. 

The recommended amount of $6,500,000, the same as the Budget 
estimate, will permit the return of the borrowed funds required for the 
purposes for which appropriated and will provide for emergency fire 
fighting for the remainder of the fiscal year. 

Of the total request of $6,500,000, the Committee recommends that 
$1,500,000 be absorbed by transfer from appropriations currently 
available to the Department of Agriculture for salaries and expenses 
as proposed in the Budget estimate. 


7 








SECOND URGENT DEFICIENCY APPROPRIATION BILL, 1957 


oO 


*(squviZ JO} spunj opnyjour qoryM suormermdoidde yons jo eArsnjoxe) sosuedxe 
PUB SOLIB[VS 10} OINAINOLIZY jo guouryIedog 94} 04 9[qQuITBAB ‘ycg] wed jeosy 10} ‘uoTelIdoidde Auv Wo JojsuBIy Aq PeAlJop eq OF ; 





eee ae 000 ‘000 ‘¢ 000 ‘000 ‘s =. ee ee Oe) 
a een anna (000 ‘00 ‘T) + (000 ‘00S ‘T) 1 
eo en 000 ‘000 ‘es 000 ‘000 ‘s$ Taerorancacaccceacccasccecconccccccccro—"pOly 480103 SUNGAT | TT 


SHSNGdX@ GNV S@IUVIVS 
GolAuag IsaUOT 


GUNLTNOMSV dO LNANLUVdAd 











$0} 8UIT}S0 ‘ON 





12-9 9Y} Ut PapuaUUoreL SUNOWD puD saDUYse jabpng fo yuawayns saynsvdwmog 











CHAPTER IV 


SUBCOMMITTEE 
JOHN J. ROONEY, New York, Chairman 
PRINCE H. PRESTON, Georgia FREDERIO R. COUDERT, Jr., New York 
ROBERT L. F. SIKES, Florida FRANK T. BOW, Ohio 
DON MAGNUSON, Washington OLIFF CLEVENGER, Ohio 


DEPARTMENT OF JUSTICE 
Leaat AcTIVITIES AND GENERAL ADMINISTRATION 
FEES AND EXPENSES OF WITNESSES 


The bill includes an additional $300,000, the amount of the budget 
estimate, for this item to cover the cost of increased mileage and per 
diem rates authorized by Public Law 875, approved August 1, 1956. 
This law authorized a per diem increase from $5.00 to $8.00 and 
mileage from 7¢ to 8¢. The amount provided in this bill together 
with the $1,450,000 previously appropriated will make a total of 
$1,750,000 available for fees and expenses of witnesses. 
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CHAPTER V 


SUBOOMMITTEE 

JOHN E. FOGARTY, Rhode Island, Chairman 
HENDERSON LANHAM, Georgia JOHN TABER, New York 
WINFIELD K. DENTON, Indiana MELVIN R. LAIRD, Wisconsin 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 
OrFicE oF VocATIONAL REHABILITATION 


Grants to States and other agencies.—The bill includes $1,500,000, 
the full amount of the request. This will be in addition to $38,000,000 
already appropriated. For purposes of section 2 of the Vocational 
Rehabilitation Act, allotments to the States are authorized to be made 
on the basis of $45,500,000, however, only $33,500,000 was included 
in the 1957 appropriation for these purposes since the Office of Voca- 
tional Rehabilitation estimated that the States would not have 
sufficient funds to match more than this amount. Due to some States 
appropriating larger sums than were estimated, it is now obvious that 
approximately $1,500,000 of additional Federal funds will be needed 


to match State funds in accordance with the formula set forth in the 
Vocational Rehabilitation Act. 


SocraL Security ADMINISTRATION 


Salaries and expenses, Bureau of Old-Age and Survivors Insurance.— 
The bill includes an increase in the administrative expense limitation 
for this Bureau from $97,000,000 to $121,500,000, the full amount 
requested. All of these funds come from the Old-Age and Survivors 
Insurance Trust Fund rather than from the general funds of the 
Treasury. ‘This increase is necessary to permit the handling of the 
greatly increased workload resulting from the Social Security Act 
amendments passed by the last session of Congress, and to reduce & 
serious backlog of work that now exists. During recent weeks this 
backlog has reached such proportions that the average claimant has 
had to wait from 50 to 60 days from the time of filing his or her claim 
until it has been processed for payment. 
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CHAPTER VI 


SUBCOMMITTEE 
J. VAUGHAN GARY, Virginia, Chairman 
OTTO E. PASSMAN, Louisiana GORDON CANFIELD, New Jersey 
ALFRED D. SIEMINSKI, New Jersey EARL WILSON, Indiana 
TOM STEED, Oklahoma BENJAMIN F, JAMES, Pennsylvania 
POST OFFICE DEPARTMENT 
OPERATIONS 


The Committee considered an estimate of $47,000,000 contained in 
House Document Numbered 115, and recommends an appropriation 
of $41,000,000. Approval of this action by Congress will result in 
there being available for Operations in 1957 a total of $2,165,730,000, 
which includes the result of the exercise of transfer authority by the 
Department, and is $46,850,000 more than the original estimate for 
1957, and $51,290,000 more than the appropriation made by the 
Treasury-Post Office Appropriation Act, 1957. 

In spite of the increases in availability of funds by transfers, the 
Department has been operating at a rate of obligation which, the 
witness threatened, would require the cessation of postal service 
“completely for two weeks” in the event the request were denied. 

The Committee reviewed with the Department and with the 
Director of the Bureau of the Budget the details of the apportionment 
requests of the Department and the subsequent approvals by the 
Bureau. This review coupled with an analysis of the obligations 
incurred, established the fact that all operations have been geared 
to an inevitable deficiency. It seems abundantly clear that the 
Department made no effort to operate within even the augmented 
appropriation, and that the apportionments approved by the Bureau 
of the Budget openly gave Executive approval to this course of action, 
contrary tolaw. It must be pointed out that the very same Director 
of the Budget who approved the various reapportionment requests 
leading directly to this deficiency at the same time “specifically said 
I woul not send up a supplemental for those amounts”. 

Section 3679 of the Revised Statutes, as amended in 1950, was de~ 
signed to preclude the situation which now arises. In discussing the 
law, on the floor of the House on May 10, 1950, the gentleman from 
Arkansas (Mr. Norrell) said of paragraph 1 of subsection ec: 


“. . . This is designed to insure that appropriations which 
are available for a fiscal year, or for other time periods— 
usually related to fiscal years—will not be obligated at a rate 
which would exhaust the appropriation prior to the end of the 
period for which the appropriation was made, and thus result 
in a need for a deficiency or supplemental appropriation, or an 
increase in the authorization for administrative expenses of a 
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corporation or in drastic curtailment of the activity for which 
the appropriation or authorization was made.” 


The Postmaster General requested the General Accounting Office to 
issue an opinion as to whether or not the law had been complied with. 
Today, a letter (B—131361) from the Comptroller General states, in 
pertinent part, as follows: 


* * * The necessity for a deficiency appropriation has been acknowledged by the 
Director of the Bureau of the Budget and the President as evidenced by the 
transmittal on March 12, 1957, to the Congress of a request for additional funds 
for operations of the Post Office Department during the fiscal year 1957 in the 
amount of $47,000,000, the amount of your request for that purpose as received 
by the Bureau of the Budget January 4, 1957, before the date of the last reappor- 
tionment listed above. Also, you issued Postmaster General Order 56314, dated 
April 5, 1957, which would curtail the services of the Post Office Department in 
several respects if it becomes effective. 


If it is determined by the Congress that the deficiency appropriation is necessary 
for “Operations” or if the services of the Post Office Department are drastically 
curtailed in the event no deficiency appropriation is made, there could be no 
question but that the Director of the Bureau of the Budget had not complied with 
the requirements of subsection (c) (1) of section 3679, Revised Statutes, as 
amended, 31 U.S. C. 665. It should be noted, however, that the penal provision 
contained in subsection (i) (1) of the act is applicable only to violations of subsec- 
tions (a), (b), or (h) of the act and not to subsection (c) (1). 

The House hearings on the Post Office Department’s request for supplemental 
funds for operations for 1957 show that, when the Department requested the 
reapportionment of its funds, it did so in the belief that the requested pattern of 
management of its funds for the fiscal year would result in the necessity for a 
deficiency or supplemental appropriation. Such action is not technically a viola- 
tion of any specific provision of the Anti-Deficiency Act. However, it is not 
consistent with the spirit and purpose of the act. * * * 

Although the items involved in the request all result from actions 
contrary to the law, a majority of the Committee feel that the neces- 
sity for maintaining service to the public is an over-riding considera- 
tion. Of the amount requested, approximately $2,000,000 meets the 
test of paragraph 1 of subsection (e) as an exception to the prohibition 
of deficiency apportioning, the balance does not. The Committee 
recognizes that certain mitigating circumstances surround an addi- 
tional $17,000,000 of the estimate in that the effective date of the 
reclassification portion of Public Law 68, 84th Congress, although 
technically prior to the transmission of the estimates was, in fact, 
subsequent to the preparation of the estimates for printing and 
transmission. 5 ! ; ; ; { 

The administrative decisions necessary during the interim pending 
approval of this appropriation have been and will continue to be un- 
fortunate. Had these decisions been made nearly a year ago, when 
they should have been, the present situation would not have arisen. 
It is most regrettable that a service so vital to the economy of our 
nation, and affecting personally and individually each of our people, 
has thus been so callously jeopardized by the injudicious action of the 
Executive Branch which now seeks to escape justifiable criticism by 
overtly threatening the Congress. 
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CHAPTER VII 


SUBCOMMITTEE 
W. F. NORRELL, Arkansas, Chairman 
MICHAEL J. KIRWAN, Ohio WALT HORAN, Washington 
JOHN J. ROONEY, New York FRANK T. BOW, Ohio 


LEGISLATIVE BRANCH 
House or REPRESENTATIVES 
CONTINGENT EXPENSES OF THE HOUSE 


Special and select committees.—The bill includes $290,000, a reduc- 
tion of $10,000 below the request, to supplement the regular 1957 
appropriation of $1,400,000 for expenses of special and select com- 
mittee studies and investigations. Expenditures through March 31, 
1957, totalled $1,262,137, an average of about $140,000 a month, 
leaving a balance of $137,863, thus indicating need of added funds by 
the end of this month. The supplemental amount allowed for the 
remainder of the year is approximately in line with average monthly 
expenditures. 

Expenses of special and select committee investigations are incurred 
only in pursuance of specific resolutions adopted by the House. 
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85TH CONGRESS HOUSE OF REPRESENTATIVES | Report 
1st Session No. 351 





DEPARTMENTS OF STATE AND JUSTICE, THE JUDICIARY, 


AND RELATED AGENCIES APPROPRIATION BILL; 
FISCAL YEAR 1958 


ApriL 12, 1957.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Rooney, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H, R. 6871] 


The Committee on Appropriations submits the following report in 
explanation of the accompanying bill making appropriations for the 
Departments of State and Justice, The See and Related 
Agencies for the fiscal year 1958. 


APPROPRIATIONS AND ESTIMATES 
The budget estimates forming the primary bases of consideration 


by the Committee will be found in the budget for 1958 on the following 
pages: 


Agency Pages of the budget document 
RREUNOMIIS 00 GRUP, .. <.. oio dcaiinenumbnncepkaetaninaind 860-887, inclusive 
PIOPOOE OF J O66 ik. wk dno haan oa too oebonans eae 804-824, inclusive 
ue SUGiMary 953) 20 eh bedi shes Bie ye 40-51, inclusive 
United States Information Agency__............-----.--.- 170-174, inclusive 
Funds appropriated to the President. ...........-.....---- 84-85, inclusive 


_ The Committee also considered the budget amendments contained 
in House Document No. 116. 
The following table summarizes the amounts recommended in the 


bill in comparison with the corresponding budget estimates and 1957 
appropriations, 
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Bill compared with— 
Appropria- Estimates, Recom- 








Department or agency tions, 1957 1958 mended in 
bill for 1958 | 1957 appro- 1958 esti- 
priations mates 
Department of State. -.........- $221, 700, 072 | $227, 714, 552 | $180, 382, 743 | —$41, 317,329 | —$47, 331, 809 
Department of Justice..........- 216, 043, 650 234, 655, 000 227, 855, 000 | +11, 811, 350 —6, 800, 
The Judi@ary ...--).---<---~----- 36, 321, 435 40, 780, 250 38, 562,050 | +2, 240, 615 —2, 218, 200 
United States Information 
I oe init i 113, 000,000 | 144,000,000 | 106,100,000 | —6,900,000 | 37,900,000 
Funds Appropriated To The 
karin encncoadenee 18, 400, 000 18, 500, 000 10, 900,000 | 7, 500, 000 —7, 600, 000 
cs ahivctimnemenes 605, 465,157 | 665,649,802 | 563, 799,793 | —41, 665,364 | —101, 850, 009 





It may be noted from the above table that the total recommended 
by the Committee in the accompanying bill is $563,799,793. This is 
a reduction of $101,850,009 or over 15 percent in the amount of the 
President’s budget estimates. The amount allowed is $41,665,364 
below the amount appropriated to date for the current fiscal year. 
Supplemental estimates totaling over $12,000,000 for fiscal year 1957 
are presently pending before the Committee. Included in the indi- 
vidual appropriation items in this bill for the first time are funds 
totaling in excess of $15,200,000 for contributions to the employees’ 
Civil Service retirement fund. 

The examination by the Committee of the justifications presented 
in connection with the 1958 fiscal year budget requests disclosed a 
most amazing and unprecedented situation in that, despite the fact 
that Congress had made sizeable reductions in the 1957 fiscal year 
budgets for salaries and expenses in the Department of State and the 
United States Information Agency, they proceeded to establish in 
1957 over 950 positions more than they had requested in their 1957 
budget presentations. These agencies now come along and request 
funds to ‘‘annualize’” these positions in fiscal year 1958, which is 
merely a means of obtaining funds to continue these positions on the 

ublic pay roll. The justifications did not state that these positions 
had not been previously approved by the Congress and did not dis- 
close that they were actual increases. Not content with endeavoring 
to obtain increases of approximately 950 positions by this eae 
mathematical manipulation, the Department of State and the Unite 
States Information Agency requested still further additional personnel 
to the extent of 2,123 positions. 

The Committee was at a loss to understand how it was that the 
President’s Bureau of the Budget would permit such a thing, until it 
was discovered that they too had resorted to this same device in their 
own 1958 budget presentation although on a smaller scale. 

The Committee has not only disallowed the funds requested for the 
2123 new positions, but it has also disallowed the funds for “an- 
nualizing”’ the 950 positions established during the current fiscal year 
without prior consideration or appropriations therefor by the 
Congress. 

If in the future justifications are presented to this Committee 
containing requests for so-called ‘“annualization” of positions not 
panes: considered and appropriated for by the Congress, they will 

e rejected and returned to the Department or Agency. Such 
attempts contribute nothing toward good budgeting procedures and 
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are not in keeping with the practices to be expected of responsible 
public officials. 
A tabulation is presented at the end of this report detailing appro- 
riations by item for 1957, the budget estimates for 1958, the amounts 
in the bill for 1958, and a comparison of the amounts recommended 
in the bill with the appropriations for 1957 and the estimates for 1958, 


TITLE I—DEPARTMENT OF STATE 


The budget estimates submitted by the President for the Depart- 
ment of State total $227,714,552 which is $6,014,480 over the amount 
appropriated for the present fiscal year since the current fiscal year’s 
appropriation included the major portion of the construction of the 
new State Department building. When the funds for the new build- 
ing are eliminated from both totals, the request is $43,934,480 over 
the appropriation for the Department of State in the present fiscal 
year. 

The amounts recommended in the bill for the Department of State 
total $180,382,743, a reduction of $41,317,329 below the appropriation 
for the current fiscal year and a reduction of $47,331,809 in the amount 
of the budget estimates. When the new building funds are excluded 
from both the 1957 and 1958 figures the amount allowed is $1,102,671 
over the appropriation for the current fiscal year. However, included 
in this bill for the first time are the contributions to the retirement 
fund which total approximately $2,900,000 for the State Department. 
Therefore, the net comparable amount recommended for fiscal year 
1958 is actually less than that appropriated for the present year. 


SALARIES AND EXPENSES 


There is included in the bill the sum of $93,088,500 for this item 
which is to provide for the necessary salaries and expenses in the con- 
duct of foreign affairs. The amount allowed is $2,588,500 over the 
amount appropriated to date for the current fiscal year. This increase 
is the exact sum estimated to cover the cost of retirement fund con- 
tributions. The amount allowed is $18,911,500 below the amount of 
the budget estimate but there was included in that estimate $4,194,388 
for activities previously financed from Mutual Security Appropria- 
tions, the so-called Category A and United States Regional Organiza- 
tion expenses. The Committee is of the opinion that these funds 
should continue to be a part of the administrative expenses of Mutual 
Security and this amount should be requested and presented to the 
Congress as a part thereof. 

There is included in the $93,088,500 recommended, necessary funds 
for the opening of 10 new consular and reporting posts, and the estab- 
lishment of the Bureau of African Affairs. The funds for these new 
activities shall be obtained by reducing so-called “transfer allowances”’ 
to the 1955 level. Despite the fact that the Committee pointed out 
last year the exorbitant increase requested for “transfer allowances” 
the Department proceeded to increase such allowances from the 
previous all time high of $75,890 in 1955 to an estimated $595,235 in 
the current fiscal year and requested $632,594 for these purposes in 
1958. It is the express intent of the Committee that not more than 
the previous all-time high of 1955 be expended for this purpose in 
fiscal year 1958. 
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When Department of State officials appeared before this Committee 
last year, they requested $92,210,000 for salaries and expenses and 
12,840 positions. No mention was made of the so-called ‘“annualiza- 
tion’ by the witnesses at that time. The Congress finally allowed 
$90,500,000 which was a reduction of $1,710,000. Notwithstanding 
this reduction in funds, the Department then proceeded to establish 
13,286 positions, 446 more than they had originally requested. Their 
budget request for fiscal year 1958 proposes a further increase of 1,272 
positions over and beyond the 446 positions they had established with- 
out funds appropriated therefor. Included in the new request is the 
sum of $4,919,852 for the so-called “annualization” of the 1957 in- 
creases. 

The increases in positions arbitrarily made during the current fiscal 
year without notice to or consent of the Appropriations Committees in 
Congress were widespread in area. Included therein were the Office 
of the Secretary including Protocol, Congressional Relations, Legal 
Adviser, Passport Division, Deputy Assistant Secretary for Budget 
and Finance, Public Affairs, Deputy Assistant Secretary for Person- 
nel, Foreign Service Institute, and various areas in the Foreign Service. 

The Director of the Passport Office when appearing before the 
Committee last year stated: 


“T don’t think that the answer to more work in the Passport 
Office is more people, and that is why this year I am not ask- 
ing for additional Passport Office help. The eight persons be- 
ing requested are for the Chinese Fraud Branch, and that is a 
project apart.” 
Last year the Committee was requested to recommend an appro- 


priation of $250,000 for equipment for the Passport Office. The 
following is a quotation from last year’s hearings in regard thereto: 
£ q ; g £ 


Mr. Sixes. Ordinarily in industry, when new equipment 
is installed, it is assumed that such installation will be accom- 
panied by a decrease in labor and personnel requirements. 
That does not seem to be the case in your office. 

Miss Kniaur. No, sir. 

Mr. Sixes. Why not? 

Miss Knicur. | do not think it will be necessary to in- 
crease the personnel because the type of machinery —— 

Mr. Sixes. I said a decrease in personnel requirements 
would be anticipated. 

Miss Knicur. It will not decrease during this conversion 
period, but I would say next year it might very well decrease 
in number of employees despite the fact that we expect to 
have more passport applications. 

When we get the machinery in operation, it seems to me we 
could decrease the number of persons we have even if we 
increase the number of passport applications. 


The Congress thereupon appropriated the full amount requested 
for this Office including the $250,000 for new equipment, with these 
results: Fifty-five additional positions were established, over and above 
the number then requested of and allowed by the Congress. A new 
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passport office was opened in Los Angeles at a cost of $110,601.51 
without notifying the Committee, by the use of funds appropriated 
for other purposes. The new equipment has not been placed on order 
and money appropriated for this equipment has been spent -for 
additional personnel. 

Such fiscal irresponsibility on the part of the State Department 
cannot be tolerated. The Committee should not be asked to spend 
day after day and week after week listening to testimony as to what 
the funds are required for, if at the conclusion of the hearings and 
passage of the bill and approval by the President the Department 
then proceeds to spend the money as it sees fit without regard to the 
justifications presented the Committee during the hearings. 

The requests for funds for 1958 included such niceties abroad as 
swimming pools, club houses, cabin boats, mountain retreats, beach 
huts and cabanas. With the highest peacetime budget in history 
facing the American taxpayers, it appears to be completely unrealistic 
to make such requests. Needless to say, no funds are recommended 
for such purposes. 

A list of Foreign Service transfers for calendar years 1955 and 1956 
have been incorporated in the hearings and appear on pages 424 
through 512. The Committee is of the opinion that considerable 
savings in travel costs can be made by reducing the number of per- 
sonnel transferred and the costs of such travel. 

The request for funds for the Foreign Service Institute is inordinate. 
The following table shows the amounts for the past four years and the 
amount requested for 1958: 


Fiscal year: Amount 
$OG42 2 polls ota den SUE ea“ A a eee $768, 451 
RONG ik, is SAND d he Saline bed AU ie eee d Bald aba 907, 143 
50D 6 is as 5 hha depiwiele <eaneeitd ddim debidin du chepla es eae 2, 007, 953 
3UG1 cm nncebkbenda<si<un neeacunsshewee ae 3, 747, 145 
O06 6 Ss sos hs bee LS Se eee eo nuiewanan aenee 5, 183, 840 


Substantial savings may be made from this unprecedented amount. 


REPRESENTATION ALLOWANCES 


The bill includes the sum of $600,000 for this item which is a reduc- 
tion of $600,000 in the amount of the budget estimate and is $200,000 
less than was appropriated for the current fiscal year. The purpose 
of this appropriation is to reimburse officers of the Foreign Service for 
expenses incurred at their posts of duty for such items as entertain- 
ment offered on American holidays or on occasion of visits by prom- 
inent citizens or American vessels or aircraft; entertainment necessary 
in the conduct of official duties; and the purchase of flowers, wreaths, 
and similar tokens for presentation in accordance with local custom 
on appropriate occasions. 


ACQUISITION OF BUILDINGS ABROAD 


There is included in the bill the sum of $18,500,000 for this item, a 
reduction of $1,500,000 in the amount of the budget estimate and a 
decrease of $500,000 below the amount appropriated for the current 


STEN TE LRA EOS 


: 
‘ 


TOTES. TW 


ne aed eaten 


seh ta gen A Es 


men das yateymnen me et 











6 STATE, JUSTICE, JUDICIARY, AND RELATED AGENCIES, 1958 


fiscal year. It should be pointed out that the language recommended 
in the bill provides that not less than $15,000,000 of the total amount 
shall be used to purchase foreign currencies or credits owed to or 
owned by the Treasury of the United States. Hence, the amount 
available for actual dollar obligations is $3,500,000 which is $1,500,000 
less than for the current fiscal year. Every effort must be made by 
the Department to hold the dollar expenditures of this program to 
the absolute minimum. 

The object of the State Department’s foreign building program is to 
provide consolidated office space to house the Foreign Service and 
other agencies of the United States Government abroad, as well as 
living quarters for American employees in localities where suitable 
facilities are not available. Through this program the Government 
has acquired real property valued in excess of $150,000,000 consisting 
of some 201 office buildings, 128 principal officer residences, 162 resi- 
dences for senior officers and attachés and 1,999 staff living units. 
Since 1946 the program has been financed primarily through the 
acquisition of foreign currency credits held by the Treasury Depart- 
ment resulting from lend-lease settlements, sale of surplus war prop- 
erty, and other sources. 

The Committee is convinced that it is good business to obtain val- 
uable and necessary real estate holdings in the various countries in 
exchange for these foreign credits. 


EMERGENCIES IN THE DIPLOMATIC AND CONSULAR SERVICE 


The bill includes $1,000,000 for this item which is a reduction of 
$150,000 in the amount of the budget estimate. The amount allowed 
is the same amount as was appropriated for the current fiscal year. 
This fund is used for relief and repatriation loans to United States 
citizens abroad and for other emergencies in the Department. Re- 
payments of loans are deposited in the miscellaneous receipts of the 
‘Treasury. 


FOREIGN SERVICE RETIREMENT AND DISABILITY FUND 


The bill includes $1,667,000, the amount of the budget estimate, for 
payment to the Foreign Service retirement and disability fund as au- 
thorized by the Foreign Service Act of 1946. 


EXTENSION AND REMODELING, STATE DEPARTMENT BUILDING 


The bill includes $2,500,000, a reduction of $4,500,000 in the amount 
of the budget estimate for remodeling the existing main building of the 
Department of State and constructing an addition. The planned con- 
struction will provide space to accommodate in one building the pres- 
ent components of the Department, now located in numerous widely 
scattered buildings, including the International Cooperation Admin- 
istration. The sum of $46,720,000 previously appropriated for the 
project together with the $2,500,000 included in the bill should per- 
mit the awarding of construction contracts covering the basic struc- 
ture and certain other items. The Committee reiterates its previous 
position that the maximum total cost of the entire project is not to 
exceed $57,400,000 and that every effort must be made to reduce same 
in keeping with the needs of the Department. 
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CONTRIBUTIONS TO INTERNATIONAL ORGANIZATIONS 


There is included in the bill the sum of $35,899,243 to meet annual 
obligations of membership in international multilateral organizations 
pursuant to treaties, conventions, or specific Acts of Congress. The 
amount allowed is $2,039,958 over the amount appropriated to date 
for the present fiscal year and is $1,576,309 below the amount of the 
budget estimate. The Committee has eliminated from this particular 
appropriation bill the $1,500,000 additional requested for the con- 
struction of a new civilian headquarters building for NATO in Paris, 
France. <A total of $2,800,000 has already been provided for this 
purpose out of funds in the Mutual Security Appropriation Act. 
Additional funds to be granted for this purpose should be provided 
in the same bill and considered by the Foreign Aid Subcommittee. 

At the time of the Committee hearing on this matter of contribu- 
tions to international organizations final action on the United Nations 
budget had not been completed. Since that time, the Committee has 
been informed that a reduction of $76,309 could be made in the United 
States contribution to the United Nations. 

For the past several years now, the Committee has expressed its 
concern over the ever increasing amounts required for this item. 
It recognizes that a portion of the increase is due to the enactment of 
laws authorizing larger contributions. However, the Department of 
State is expected to make every effort to hold these contributions to 
the absolute minimum required. 

In its report last year the Committee pointed out that the number 
of American personnel on the payroll of the various international 
organizations to which we contribute is in most cases entirely inade- 
quate in comparison with the amount we contribute. An examination 
of the hearings of the Committee in this regard will disclose that this 
situation is no better than it was a year ago. 

The following table sets forth the amounts allowed for the payment 
of the United States share of the expenses of each of these 
organizations: 


A. United Nations and Specialized Agencies: 





l. United Natidebec 0.427) AAO eee EU ce $16, 361, 047 
2. United Nations Educational, Scientific and Cultural 

Organiantion:.».. 200-0073 034 -uhiscwie aeuwsd tab eum 3, 382, 999 
3. International Civil Aviation Organization.........._-- 1, 968, 758 
4. World béaith Oreanineiion.. .. 5. ne mteacccnsecee 3, 867, 610 
5. Food and Agriculture Organization__......._..______-_ 1, 989, 245 
6. International Labor Organization. _............._---- 1, 750, 000 
7. International Telecommunication Union_...._._._._-- 153, 200 
8. World Meteorological Organization__..............--- 63, 169 

Savio. fo ee et Ses ee eis 29, 527, 028 





B. Inter-American Organizations: 
1. American International Institute for the Protection of 


Childhood____-- i a sa 3 aac ua Siete Gita a ais a atts ica 22, 000 
2. Inter-American Indian Institute____..___.___._.-._ . 4, 800 
3. Inter-American Institute of Agricultural Sciences____-_- 214, 008 
4. Pan American Institute of Geography and History_--_-- 48, 780 
5. Pan American Railway Congress Association. _......_- 5, 000 
6. Pan American Saritary Organization............_---- 1, 518, 000 
7. Organization of American States_..........__._._-_-- 2, 829, 609 
8. Inter-American Radio Office.._..-.....-...-----_---- 5, 682 


DODROU ic ancscaitidineiieicted waaeti eae ee ee Oe 4, 647, 879 
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C. Other International Organizations: 


1. Interpariiamentary Union... u. -. . nk. ec ncc cue $18, 000 
2. Cape Spartel and Tangier Light_.............-__._. 2, 026 
ge ee tll fell Alina detalles tegen 140, 898 
4, International Bureau of the Permanent Court of Arbi- 
ahs 20 Ui eoeGk. 1S: Sse ses ies jee est. 1, 282 
5. International Bureau for the Protection of Industrial 
I iS ie a i a a et th cs SB Bi he 1, 767 
6. International Bureau for the Publication of Customs 
Were ee BEE reel) OTTO) OL LSBs 8, 658 
7. International Bureau of Weights and Measures__-__-__- 14, 700 
8. International Council of Scientific Unions and Associ- 
i 9, 000 
9. International Hydrographic Bureau__-..._..-_-_---- 9, 997 
10. International Sugar Council__..............._.---- 17, 150 
11. International Wheat Council_.-................-.-. 24, 666 
32; Bouth: PedGe Commionsiss icin ccwlkcad nest ndeee tawd 69, 787 
13. North Atlantic Treaty Organization_.__._..._.._-.-__- 1, 300, 405 
14, North Atlantic Treaty Parliamentary Conference_--_-_- 6, 000 
15. Southeast Asia Treaty Council (SEATO)__.___-...-- 100, 000 
NN a i ict rn Ek 1, 724, 336 
POs cinpmmiccemonnmensmtcee mest eee Ee 35, 899, 243 


MISSIONS TO INTERNATIONAL ORGANIZATIONS 


The Committee has included the sum of $1,350,000 in the bill to 
provide for the expenses of the United States missions to seven inter- 
national organizations in which the United States participates pur- 
suant to treaties, conventions, or specific Acts of Congress. The 
amount allowed is an increase of $63,000 over the amount appropri- 
ated for the current fiscal year and a decrease of $264,000 in the 
amount of the budget estimate. This granted increase is primarily 
to cover costs of contributions to the employees’ retirement funds. 
No new positions have been allowed. The funds requested for fur- 
nishings and equipment for a new United States Mission Building 
have been eliminated from this bill inasmuch as no contract has been 
let for the building which was to be constructed under the lease- 
purchase plan. 

INTERNATIONAL CONTINGENCIES 


The Committee recommends $1,500,000 to provide for United 
States participation in international activities which arise from time 
to time in the conduct of foreign affairs and for which specific appro- 
priations have not been provided. This appropriation is used to 
finance (1) participation in international conferences; (2) United 
States missions on special assignment; and (3) participation in tem- 
porary international organizations. The amount allowed is the same 
as appropriated to date for the current fiscal year and is $1,100,000 
below the amount of the budget estimate. 


INTERNATIONAL BOUNDARY AND WATER COMMISSION, UNITED STATES 
AND MEXICO 


There is included in the bill the sum of $2,338,000 for this inter- 
national Commission. Of this total, $505,000, the amount of the 
budget estimate, and $1,000 less than the appropriation for the current 
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fiscal year, is for the item, “Salaries and expenses” which finances 
the regular boundary activities, consisting of general administration, 
general engineering, and project investigations. The sum of $1,533,000 
is included for ‘Operation and maintenance”’ which finances the costs 
of operating and maintaining the American Dam and Canal, El 
Paso-Rio Grande rectification and canalization projects, completed 
portions of the lower Rio Grande flood control and bank protection 
projects, Falcon Dam and powerplant, and stream gaging stations 
on the international rivers and tributaries. The increase allowed over 
the current fiscal year is primarily to cover the costs of the contribu- 
tions to the employees’ retirement fund. The Committee has reduced 
the budget request for the item “Construction” from $700,000 to 
$300,000 on the basis of information received from the Department 
subsequent to the date of the hearings to the effect that the anticipated 


unobligated balance as of June 30, 1957 would be $400,000 more 
than originally estimated. 


AMERICAN SECTIONS, INTERNATIONAL COMMISSIONS 


There is included in the bill the amount of $330,000 to provide for 
the payment of the United States’ share of the expenses of the Inter- 
national Boundary Commission and the International Joint Com- 
mission. The International Boundary Commission’s function is to 
keep the United States-Canadian boundary line marked in accord- 
ance with existing treaties. The International Joint Commission 
participates in studies of smoke pollution, performs technical investiga- 
tions concerning stream flow data in specific river basins, and makes 
studies of water utilization and pollution along the United States- 
Canadian border. It also acts to insure appropriate apportionment 
of international waters and in cases referred to it, investigates, and 
makes recommendations for remedial action. The increase of $34,000 
allowed by the Committee over the amount appropriated for the 
present fiscal year is to cover the contribution to the retirement 
system and increased costs. 


PASSAMAQUODDY TIDAL POWER SURVEY 


There is included in the bill the sum of $935,000, the same amount 
as provided for this survey in the current fiscal year. This is a survey 
fostered by the administration to determine the cost of construction 
of a tidal power project at Passamaquoddy Bay, Maine; to determine 
whether or not such cost would allow hydroelectric power to be pro- 
duced at an economically feasible price; and to determine what 


contribution such project would make to the national economy and 
the national defense. 


INTERNATIONAL FISHERIES COMMISSIONS 


Included in the bill is the sum of $1,600,000 for payment of the 
United States’ shares of the expenses of seven international fisheries 
commissions and the costs of travel of United States fisheries com- 
missioners and their advisers. The amount allowed is $334,413 over 
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the amount provided for the current fiscal year and is $54,000 below 
the amount of the budget estimate. Practically all of the increase 
allowed by the committee is to cover the accelerated sea lamprey 
control program. The committee was advised that if this program 
is to be a success it should be continued in maximum operation. 

The following table sets forth the various commissions and the 
amounts allowed for each: 


1. International Pacific Halibut Commission__..._............---- $109, 000 
2. International Pacific Salmon Fisheries Commission.............- 181, 050 
3. Inter-American Tropical Tuna Commission___..........---.---. 362, 500 
4, International Commission for the Northwest Atlantic Fisheries-_-—- 5, 030 
§. International Whaling Commission... -- <3 -. 5... <6 5-525... 420 
6. International North Pacific Fisheries Commission___......._._-- 15, 650 
7. Great Lakes Fishery Commission. ....i..-.....2..2- 52sec le 915, 100 
8. Expenses of the U. 8. Commissioners. __............-..-.------ 11, 250 

EE PORN ORDOIGE 5 Seek at ucisceanemaniaus bekanecetee 1, 600, 000 


INTERNATIONAL EDUCATIONAL EXCHANGE ACTIVITIES 


The 1958 budget request for this program is in the unprecedented 
amount of $30,000,000. In addition to the dollars appropriated for 
this program, a portion of the foreign currencies generated from sales 
abroad of United States surplus agricultural commodities have been 
made available to finance exchange of persons. Since these foreign 
currencies have been obtained without dollar reimbursement, the 
overall program is increased by whatever amount is so derived. 

The amount appropriated for the Exchange Program for the current 
fiscal year was $20,000,000. At the time of the budget presentation 
last year, the Department of State estimated that it would obtain 
$1,150,000 in Public Law 480 foreign currencies without dollar reim- 
bursement, thus making a total of $21,150,000 available for the 1957 
program. In this year’s budget presentation the State Department 
estimates that it will receive the amount of $3,575,000 in foreign cur- 
rencies pursuant to the aforesaid Public Law 480 without dollar 
reimbursement. 

The Committee recommends an appropriation of $17,575,000 in 
the coming fiscal year. This amount, when added to the $3,575,000 
in foreign currencies, totals $21,150,000 or the same amount as was 
approved for this year. 

RAMA ROAD 


The bill includes $1,500,000, a reduction of $500,000 in the amount 
of the President’s budget estimate, to provide for further construction 
of the Rama Road, in accordance with the provisions of section 5 of 
the Federal-Aid Highway Act of 1952 as supplemented by Section 8 
of the Federal-Aid Highway Act of 1954. This road is being con- 
structed pursuant to international agreement and will connect the 
east coast river port of Rama, Nicaragua with the Inter-American 
Highway, 158 miles away. 


CLEVELAND PAN AMERICAN GAMES 


The request for $4,900,000 to be made available to the Cleveland 
Pan American Games Foundation, to provide for a stadium, etc., in 
connection with the III Pan American Games is not allowed. 
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TITLE II—DEPARTMENT OF JUSTICE 


The total amount recommended in the bill for the Department of 
Justice is $227,855,000, an increase of $11,811,350 over the amount 
appropriated for the current fiscal year and a reduction of $6,800,000 
in the amount of the budget estimates. 

It should be pointed out that over $9,200,000 of the increase is for 
contributions to the employees’ retirement fund as required by Public 
Law 854 and that over $600,000 is for the extra day’s pay in 1958 
fiscal year. 

Except for the 63 additional positions allowed the Federal Bureau 
of Investigation, the total number of positions provided for the De- 
partment of Justice will be approximately the same as in the current 
fiscal year. 

The action of the Committee with regard to each of the appropria- 
tion items for this Department is set forth herewith: 


LEGAL ACTIVITIES AND GENERAL ADMINISTRATION 


General administration —The Committee recommends a total of 
$3,250,000 to meet the expenses of the Office of the Attorney General, 
Deputy Attorney General, Pardon Attorney, Board of Parole, Board 
of Immigration Appeals, Library, and Administrative Division. The 
amount allowed is $50,000 below the budget estimate but is $350,000 
over the amount appropriated for the current fiscal year. The in- 
crease allowed by the Committee is due primarily to the fact that the 
library funds for the Department of Justice will be consolidated in 
this appropriation and $169,490 is provided for contributions to the 
retirement fund. 

General legal activities —The bill includes the sum of $10,800,000 to 
provide the funds for necessary activities carried on by the Depart- 
ment’s law offices, with the exception of the Anti-trust Division for 
which a separate appropriation is hereinafter made. ‘The operating 
expenses of the following are provided for in this item: Office of the 
Solicitor General, Tax Division, Criminal Division, Civil Division, 
Lands Division, Office of Legal Counsel, and the Internal Security 
Division. While the amount recommended by the Committee is 
$300,000 below the recommendation of the Bureau of the Budget it 
is $480,000 over the amount appropriated for the current fiscal year. 
Since $467,910 is required for the contribution to the employees’ 
retirement fund and the extra day’s pay in fiscal year 1958 is estimated 
at $33,855, none of the additional positions requested have been 
allowed. The Committee recognizes that in some Divisions addi- 
tional employees may be required but it is believed such situations are 
offset by Divisions with substantially reduced workloads. The appro- 
priation structure of this item provides sufficient flexibility to meet 
such situations. 

United States attorneys and marshals, salaries and expenses.—The 
bill includes the sum of $20,150,000 for necessary salaries and expenses 
of the offices of United States attorneys and marshals. The amount 
allowed is $1,150,000 over the appropriation for the current fiscal 
year and is $100,000 below the amount of the budget estimates. The 
reduction of $100,000 made by the Committee is to be applied to 
travel costs. Of the increase granted, $650,000 is to cover the cost 
of retirement contributions. The Committee has included funds for 
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the reallocation of field deputies and for the employment of ten 
additional field deputies. Despite the substantial increase in work 
the number of positions has not changed appreciably in the marshals’ 
offices in the last 20 years. 

Antitrust Division.—The Committee recommends the full amount 
of the budget estimate, $3,785,000, for expenses necessary for the 
enforcement of anti-trust and kindred laws. The amount allowed 
is $191,350 over the amount appropriated for the current fiscal year, 
and is to provide funds for the Civil Service retirement fund contri- 
bution and regular pay in excess of the 52-week base. In recommend- 
ing the full amount of the budget estimate, the Committee expects 
that a vigorous and effective program of enforcement of the antitrust 
laws will be carried out. 


The following table shows the caseload over the past 3 years: 





| 1954 | 1955 | 1956 
Cases: 
Ping | Deen OF FORE. ocnninsccecccpctccciuaadontedn 144 110 116 
Filed. cote eRe ee Ree oer de 32 47 48 
NN a ern minis een lin cam aad 66 41 67 


OS FOS in cacdincihlsdestbbasnctbebbaniebaas 110 116 97 





Special temporary attorneys and assistants—An appropriation of 
$300,000 was made for this purpose in fiscal year 1956. A like amount 
was allowed for the current fiscal year for employment of special 
temporary attorneys and assistants to the Attorney General and the 
United States attorneys without regard to civil service and classifica- 
tion laws to reduce backlogs in certain areas. It was contended two 
years ago that this was purely a temporary item. Nevertheless, there 
is a budget request for $300,000 for the next fiscal year. The Com- 
mittee has included $150,000, one-half of the amount requested. 

Fees and expenses of witnesses —The bill includes $1,550,000 for the 
payment of fees and expenses of witnesses who appear in behalf of 
the Government in cases in which the United States is a party. The 
amount allowed is $100,000 below the budget estimate and is $100,000 
more than has been appropriated to date for the current fiscal year. 
However, a supplemental request for $300,000 additional for the 
current year is presently pending before the Congress. 

Salaries and expenses, claims of persons of Japanese ancestry.—The 
Committee recommends the full amount of the budget estimate, 
$220,000 for administrative expenses necessary for payment of claims 
of persons of Japanese ancestry, pursuant to the Act of July 2, 1948. 
The amount allowed is the same as for the current fiscal year plus 
$10,000 for the retirement fund contribution. The Committee is in 
complete agreement with the statement of the Assistant Attorney 
General to the effect that the speed with which these claims are being 
disposed of is not satisfactory and that the activity should be com- 
pleted within a period of two years. 


FEDERAL BUREAU OF INVESTIGATION 


The Committee recommends $101,450,000, the full amount of the 
budget estimate, for the F. B. I., which is the investigative branch 
of the Department of Justice and which has primary responsibility 
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for the internal security of the Nation. The amount allowed is an 
increase of $5,940,000 over the amount appropriated for the current 
fiscal year. However, of that amount, $4,296,540 is for Civil Service 
retirement fund contributions, $326,966 is for regular pay in excess 
of 52-week base, and $991,462 is for maintenance of average employ- 
ment and approved promotion policy. The increase allowed provides 
for 63 full year employees in the field service (42 special agents and 
21 clerks) to discharge security responsibilities concerned with the 
protection of the Nation against its internal enemies. The Director 
advised the Committee that these needs have been accompanied by 
substantial increases in most classifications of major criminal offenses. 
Broadened investigative jurisdiction occasioned by newly enacted 
Federal legislation will further increase the workload volumes to be 
shouldered by the field investigative staff. The F. B. I. will be re- 
quired to handle increasing workloads in its service functions pertain- 
ing to fingerprints, name checks and technical services of the F. B. I. 
Laboratory. 

Recognizing that the F. B. I. has been a most effective force in main- 
taining the internal security of the Nation and that added responsibili- 


ties have been given it, the Committee recommends the full amount 
of the budget estimate. 


IMMIGRATION AND NATURALIZATION SERVICE 


The Committee recommends $50,000,000 for this important service 
to administer and enforce the laws relating to immigration and nat- 
uralization. The amount allowed is $500,000 below the budget esti- 
mate and is $2,450,000 over the amount appropriated for the current 
fiscal year. The granted increase provides $2,170,000 for Civil 
Service retirement fund contributions, $140,000 for pay above 52-week 
base in 1958 fiscal year, and $140,000 additional for communications, 
equipment, and other miscellaneous expenses. The request for 
$450,000 for the construction of sixteen border inspection stations has 
been denied. This was to have been a joint venture with the Bureau 
of Customs of the Treasury Department, with each agency furnishing 
one-half the funds. The funds requested by the Treasury Depart- 
ment in this regard were previously denied in the regular annual 1958 
appropriation bill for that Department. 

The practice of mass transfers of Immigration and Naturalization 
Service personnel between various points and cities, necessitating 
serious domestic and personal difficulties to the personnel involved, 
should be drastically and immediately curtailed. 


The following tables set forth the workload of the various activities 
of this Service: 


1. Inspection for admission into the United States 








1956 1957 1958 

actual estimate estimate 
Be GEE: 6.0 ccc caccdicatdutecnsendekds “ 1, 007, 884 1, 073, 000 1, 077, 000 
Stowaways found............ . 253 300 300 
CBI ONIN U Olt. 2d ncdnaccactacuccon - 1, 281, 110 1, 400, 000 1, 500, 000 
Alien crewmen examined on arrival_.........................- 1, 533, 249 1, 735, 000 1, 932, 000 
Reentry permits issued, extended, or denied.................-. 80, 131 82, 500 82, 500 
Entries over land boundaries... -. 


Juocntscnetssshnocebecuasesy la een eee 136, 150, 000 143, 367, 000 
Aliens denied entry on primary inspection...................- 168, 811 169, 000 169, 000 
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2. Detention and deportation 
























































1956 1957 1958 
actual estimate estimate 
ey ST Cac cctetacasciinen Saiscicemieeetinnancddiociegucecins 4, 403 14, 000 14, 000 
ee, a ee AL co nucnsheknbhianls 16, 336 13, 200 13, 200 
Aliens deported. Deca oath leche inbs iio winder teidibaceat iat AOtinidede es 7, 297 6, 000 6, 000 
Average number of aliens held in detention. ......-........... 1, 387 1, 300 1, 300 
8. Naturalization 
1956 1957 1958 
actual estimate estimate 
Applications, petition for naturalization_...................-.- 173, 681 225, 500 145, 100 
Applications, derivative citizenship...................-.--.... 35, 577 37, 000 38, 000 
NS TOR DOW POONR.. 5 nse k wnn cc ctee cb ice Sbssceecen’ce 10, 226 11, 000 12, 000 
4. Patrol for prevention and detection of illegal entry 
1956 1957 1958 
actual estimate estimate 
eninnemeganiiell vite | — 
SIN INES oc snnencicannnnninascacenedususconian 2, 845, 746 2, 905, 000 3, 004, 000 
i OE EE A | 9, 890, 424 10, 100, 000 11, 000, 000 
PPOrmOes QUTONIIEE wos ca ccino cd abbbsudcnctddcddctakdcdcencs 70, 846 58, 000 48, 000 


5. Investigating aliens’ status 






































1956 1957 1958 
actual estimate estimate 
Pentins. Derinting Of YOR. <scin coccaccdicnede~cdscadbsacias 27, 282 | 17, 972 9, 935 
RN ee lsat thcehdliies ld cae ig alates ald 2, #42 61, 771 63, 121 
SINS hte hd ditatsieteeocttaticvthica abated dt vaashmikaedisd 71, 932 69, 808 6h, 414 
RN REE BE BOE nnn cn cncguianitnnbanhannngitabieltnildens 17, 972 9, 935 6, 642 
6. Immigration and naturalization records 
1956 1957 1958 
actual estimate estimate 
RT SN NIE io cnindmicnnencumndnhccutasnnnseddiadabbne 679, 948 680, 000 700, 000 
IR ork chic a wakeeilareusscendetoateaseedads 2, 673, 480 2, 700, 000 2, 700, 000 
ED HIT URS ~cctenikcte ne sonedesGnendcencodeatsdeene 2, 622, 462 2, 700, 000 2, 700, 000 


FEDERAL PRISON SYSTEM 


Salaries and expenses, Bureau of Prisons.—Included in the bill is 
the sum of $32,200,000 to provide for the custody, care and treatment 
of prisoners in Federal institutions, maintenance and operation of 
the institutions, and medical expenses. ‘This amount is an increase 
of $1,465,000 over the amount appropriated for the current fiscal 
year and is a decrease of $100,000 in the amount of the budget esti- 
mate. Of the increase granted, the sum of $1,278,500 is required for 
retirement fund contributions and the remainder is for pay in excess 
of the 52-week base, and increased costs. 

Buildings and facilities—The Committee recommends $1,750,000 
for constructing, remodeling, and equipping necessary buildings ‘and 
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facilities at existing penal and correctional institutions. This amount 
is a reduction of $5,250,000 in the amount of the budget estimates. 

The request for $3,500,000 for the acquisition of sites and com- 
mencing construction of two new institutions at a total estimated cost 
of $18,000,000 is not approved at this time. The two jails in Alaska 
are also disallowed at this time. The highly capable Director of the 
Federal Prison System estimates the prison population for 1958 to be 
20,800 prisoners. This would be 600 less than estimated for the 
current year when the Bureau was before this Committee one year 
ago. The Committee was advised that the Bureau of Prisons is 
going to reactivate the institution at Sandstone, Minnesota, which 
has a capacity of 527 prisoners. Funds were provided in the current 
year’s appropriation for the establishment of a new youth camp. 
Statistics furnished by the Judiciary indicate that the number of 
criminal cases filed has been decreasing. All of the foregoing facts 
indicate that there is less need for the new institutions at the present 
time than there was approximately a year ago when they were not 
approved by the Congress. 

The Committee has included in the bill $750,000 for a new power- 
plant at the penitentiary at Lewisburg, with the understanding that 
the entire project is not to exceed a total of $1,750,000. 


The following table sets forth the projects and the amounts provided 
in the bill. 








Project | Institution Amount 
Serie CUI so Sa | U.S. Penitentiary, Leavenworth, Kans.__...__- $125, 000 
Cemvert Germsitety —--<.55-5-c at | U. 8. Pentientiary, Lewisburg, Pa.............. 150, 000 
Power plant ....| U.S. Penitentiary, Lewisburg, Pa.............. 75, 000 
Kitchen and dining hall equipment... | Federal reforma tory, Petersburg, Va- a 80, 000 
— om I facilities___ an -| Federal Correctional institution, Milan, Mich... 100, 000 
Rey ind improvements ~=| og REE a 500, 000 
Rehz .D silit: ate communications...........- Venlous iniatitutiott. ...<ksdiecnsackstcnitiees 45, 000 
| 
| 
Dihed oi O Poss Ro tk iy gent n peeseurre wee Sp gst ys aie bee erereans | 1, 750, 000 





Support of United States prisoners.—The bill includes $2,550,000 to 
provide for payments under contracts with state and loc al jails for 
boarding Federal prisoners for short periods of time such as before 
and during trial, awaiting transfer to a Federal institution following 
conviction, or commitments for short sentences. The amount allowed 
is $250,000 below the amount of the budget estimate and $250,000 
below the appropriation for the current fise val year. 


OFFICE OF ALIEN PROPERTY 


There is included in the bill an authorization of $2,935,000, a reduc- 
tion of $200,000 in the amount of the budget estimates and $65,000 
below the amount of the authorization for the current fiscal year to 
a for the general administrative expenses of the Office of Alien 

roperty. The duties of this Office are to take care of the Govern- 
ment’s interests in wartime measures against alien property. 

bes decreased workload of this office is indicated in the following 
table 

. Management and liquidation.—Management of such alien enemy 
saeties as interests in business enterprises, real estate, securities, 
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life insurance, and tangible personal property is required until the 
disposition of such property. 





1956 actual | 1957 estimate | 1958 estimate 








Business enterprises: 


Pending, beginning Of JOOP 2.cccccccceccwcccccccsccucesucce 25 13 8 
STII <a as sss hoes iininannantiel pm eaganmnscieeeparaaienapie 12 5 5 
PE OE Fa och occeccddcdsccomaseutdiadecdcbe 13 s 3 
Real and personal property: 
PUREED, DORMER OF FORE ooo. ncn cc tccncnnccdcnccecsace 651 880 160 
IN ec ai 6s cides bdniediadinieouddebialsaidntnlnbide tai 30 50 50 
a oe 301 270 160 
NE COO. onda dik cicisccdiesosbhavewddcsuuenh 380 160 50 
Patent management: Number managed--....................- 11, 857 9, 225 6, 925 





Administrative adjudication of claims.—Claims against vested 
seoheity subject to administrative adjudication stand as follows: 


| 
| 1956 actual | 1957 estimate 1958 estimate 





Number of claims: | 


Pending, Deginwing OF FO... csccccsvesdsaccdcsscdssica 34, 029 28, 203 8,778 
i i a 60 0 0 
NEL... -4..- th wadinde ep cdinaodadadedsickdessanbedaanlt 5, 886 19, 425 4, 860 
SOR GUE HE VOOR nan cnc bh ocackiniiabinabdideindpapsosndé’ 28, 203 8, 778 3, 918 


3. Litigation.—Defense is provided in court proceedings brought 
against the Government for the return of vested property. The 
figure 





| | | 
1956 actual 1957 estimate | 1958 estimate 


Number of cases: 


Pending, beginning of year................................ 1, 500 1, 124 77 
Receiver 2: a i a 85 100 100 
I an ee 461 450 450 


I OE, DIE tacietetininsesestnchiestinnoginainimennamaaannnts | 1, 124 774 424 


| 
— = . ee 


TITLE II—THE JUDICIARY 


Appropriations under this title provide the funds for the operation 
of the Federal Courts, including salaries of judges, judicial officers and 
employees, and other expenses of the Federal Judiciary. 

The amount of the budget estimates for this branch of the Federal 
Government is $40,780,250. The amount recommended by the 
Committee is $38,562,050. This is a reduction of $2,218,200 in the 
amount requested in the budget estimates but an increase of $2,240,615 
over the amounts appropriated to date for the current fiscal year. 
The major portion of the increase allowed is for contributions to the 
Civil Service retirement fund, extra day’s pay and other statutory 
increases. The committee has allowed four of the new positions 
requested. However, the 40 additional clerical positions requested 
for the Bankruptcy Division which are paid from the referees’ expense 
fund were approved due to the greatly increased and unprecedented 
workload in the Bankruptcy Division of the Courts. 

The action of the Committee with respect to certain individual 
items of appropriations is hereinafter described: 
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Supreme Court of the United States—A total of $1,614,535 is recom- 
mended for the Supreme Court of the United States. This amount 
is an increase of $86,750 over the amount appropriated for the current 
fiscal year. The increase primarily provides for contributions to the 
retirement fund and to meet the cost of wage rate changes authorized 
by P. L. 763. The amounts provided for each of the five appropria- 
tion items for the Supreme Court are as follows: 


I ee eee 2.5 css csccescy menos en ies eo cole esta cll niece $1, 238, 000 
Printing and binding Supreme Court reports__........--..------- 90, 000 
ERSICRMONOOUR CXNONSOE 5... 6. 4 «ins dbchin ies hdnbotentsediaedaen 62, 500 
Care of the buildings and grounds. .4.0e«on0sessnseounuhndetends 218, 200 
Automobile for the Chiel Jiitiel.. ..cecccasecmiinescubivinwnanadeon 5, 835 

BOM 6 o ccicwsuddaciupisimtlawdtiestenite daunted lls tm ook 1, 614, 535 


Court of Customs and Patent Appeals.—The Committee has allowed 
$307,000 for this Court, a reduction of $11,000 in the amount of the 
budget estimate and an increase of $22,150 over the amount appro- 
priated for the current fiscal year. The granted increase will provide 
$9,500 for contributions to the retirement fund, $3,800 for contribu- 
tions to an annuity fund, and $8,850 additional for personal services. 

Customs Court—The budget estimate for this Court as amended by 
House Doc. No. 116 totals $677,010. The Committee has included in 
the bill the full amount of the revised budget estimate, which is an 
increase of $52,010 over the amount appropriated for the current 
fiscal year. 

Court of Claims.—There is included in the bill for this Court the 
sum of $819,855 of which amount $810,855 is for “Salaries and ex- 
penses” and $9,000 is the “‘Repairs and improvements”. The amount 
provided for “Salaries and expenses” is $117,855 over the amount 
appropriated to date for the current fiscal year. Of this increase, 
$50,400 is to cover the cost of P. L. 854 approved July 31, 1956 which 
provided for an increase in salary from $14,800 to $19,000 for each of 
the 12 Commissioners of the Court of Claims; the sum of $38,800 is 
for contribution to the retirement and annuity funds; $22,155 is for 
personal services; and $6,500 is for travel. 

Courts of Appeals, District Courts, and other Judicial services —The 
bill includes the total of $35,143,650 for items under this heading which 
is a decrease of $2,206,000 in the amount of the budget estimate but 
an increase of $1,961,850 over the amount appropriated to date for 
the current fiscal year. The following table sets forth the amounts 
allowed for each appropriation item under this heading: 


OO LO OR, SUMO ge a cg wis a bier speak ee $8, 800, 000 
Balaries of supporting perbonnels. . oo. eos os ek Cte 18, 473, 200 
Fees of jurors and Commissioners_.................-.--.-------- 4, 250, 000 
‘Travel and miscellancous etpenade~s- 5a os ob odd sik. csceiee tone 2, 780, 000 
Administrative office, salaries and expenses. .................---. 840, 450 
SORUAT IGN 1 SAUREOOR «tn. sc; ancuabadcnbe mean naie a duassatan einai 1, 699, 000 
Exposes Or referues._ 8 Ss ee eo eS ot eee 2, 199, 700 


The increase of $394,000 in “Salaries of Judges’’ is for the payment 
of a $215,000 contribution to the annuity fund as authorized by 
Public Law 973, approved Aug. 3, 1956, and $179,000 for personal 
services which will provide funds for the statutory increase in salaries 
of judges of the Supreme Court and Circuit Courts of Hawaii, and for 
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payment to a greater number of retired and resigned judges and higher 
payroll costs than was originally estimated. 

The increase of $1,997,700 in “Salaries of supporting personnel” is to 
provide funds for the following: 


Contributions to retirement fund._......-.- 2222 $1, 113, 500 
Regular pay above 52-week base__...........--...-.-.---..----- 77, 000 
Within-grade promotionsiioe i Us) en go8 dabsl) cuisiaes ali cud 160, 500 
Employment on full year basis of additional probation personnel au- 

nn Toe meee Your TON <2 s5 oso resces cho ccccceecsccctcse 133, 000 
Reclassifications in the Offices of Clerks of Courts_.-._...___-____. 452, 000 
Reclassifications for secretaries and law clerks_..._.-......-.....-. 40, 000 
Reclassifications for miscellaneous personnel _ _.......-.---------. 21, 700 


The sum of $361,750 requested for 88 additional positions has been 
denied. The three additional positions requested for the Administra- 
tive Office of the United States Courts were also denied. A total of 
$113,500 was requested for rents, utility services, and moving costs to 
move the Administrative Office from the United States Supreme Court 
Building to other quarters. The Committee has included the sum of 
$35,000 for moving all the heavy machinery used in the duplicating, 
photostating, and reproduction operations, the stock room, and all 
receiving and shipping of supplies for the field service, from the United 
States Supreme Court Building to some other location to be obtained 
through General Services Administration. 

The request for $1,500,000 additional for air conditioning has been 
disallowed. Of the total amount requested, $1,257,500 was for offices 
other than courtrooms, Judges’ chambers and jury rooms. The Com- 
mittee is still in agreement with the position taken last year by the 
General Services Administration that piecemeal air conditioning can- 
not be economically supported when compared to a program of air 
conditioning complete buildings and tends to generate numerous fur- 
ther requests to air condition space of other Government occupants 
in the building. 

The full amount of the budget estimate, $1,699,000, is provided for 
“Salaries of Referees,” including retirement contributions. This appro- 
priation is made out of the Referees’ Salary Fund, which is in the 
nature of a trust fund made up of filing fees and special charges paid 
in by the parties to bankruptcy litigation for the services of the 
Referees. 

The sum of $2,199,700 is provided for “Expenses of Referees.” The 
Committee has allowed the request for forty additional clerical posi- 
tions to take care of the greatly increased workload in the Bankruptcy 
Division. The Chief of the Division of Bankruptcy testified that 
present indications are that 72,000 bankruptcy cases will be filed in 
1957, an all-time high in the history of our Government, and that 
the number of cases for the coming year will be even higher. The 
appropriation for the expenses of Referees is made out of the Referees’ 
expense fund, which is composed of filing fees and special charges paid 
by parties to bankruptcy proceedings. 


TITLE IV—UNITED STATES INFORMATION AGENCY 


SALARIES AND EXPENSES 


The Committee has included in the accompanying bill the sum of 
$105,000,000 for the salaries and expenses of this Agency. This is & 
reduction of $8,000,000 below the amount appropriated for the current 
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fiscal year and is $35,000,000 less than was requested in the President’s 
budget estimates. 

This Agency, like the Department of State, requested substantial 
amounts for so-called “annualization” of positions established in 
excess of the number for which appropriations were made for the 
current fiscal year. At the time of the hearings last year, the Agency 
requested $135,000,000 to operate its program during the current 
fiscal year and the justifications submitted in connection with that 
request listed 12,116 positions. The Congress saw fit to appropriate 
$113,000,000. Despite this approved reduction of $22,000,000, the 
Agency established 12,624 positions, 508 more than they had originally 
requested in their $135,000,000 program. This mathematical abra- 
cadabra could only be accomplished in two ways: one by diverting 
program funds for personnel, and the other by placing personnel on 
the payroll nearer the end of the fiscal year than was originally 
contemplated. They then come before Congress and request more 
funds to “annualize”’ or to continue the added personnel on a full year 
basis. The Committee emphatically and unanimously rejects this 
type of presentation. 

The so-called Information Agency not only requests funds to con- 
tinue the additional positions which were added to the payroll without 
prior knowledge of or notice to the Congress, but also requests funds 
for 796 additional positions beyond those. Funds for these positions 
have not been allowed. 

Questioning by the Committee during the recent hearings disclosed 
that although the sum of $2,500,000 and 280 positions were requested 
for ‘‘Program Direction and Appraisal” for an estimated program of 
$135,000,000, following the Congressional reduction of the overall 
program to $113,000,000, the Agency boldly allocated $2,842,900 and 
315 positions for “Program Direction and Appraisal.” In other 
words, they used 35 additional positions and $342,900 more in tax- 
payers’ funds to direct and appraise a program that had been re- 
duced by $22,000,000. 

This Committee has repeatedly pointed out that it is not the func- 
tion of this Agency to propagandize the American public here in the 
United States. If the Agency would only do a good and sensible job 
overseas, it would not be necessary for it to propagandize itself before 
the American public at taxpayers’ expense. 

An example of the type of misleading information given the Ameri- 
can public to which the Committee objects, is in connection with 
resumption of publication of the magazine ‘‘America Illustrated.” 
On March 7, 1956, press release 70 was issued by the Agency in con- 
nection with the resumption of publication of this magazine. A total 
of 2500 copies of the press release was distributed. One paragraph 
read as follows: 


“The sale of the 50,000 copies at a net return per copy com- 
parable to that on the predecessor magazine will enable the 
new magazine to be produced at no net expense to the Amer- 
ican taxpayer, Mr. Streibert said. The Information 
Agency will pay the costs from its appropriation, but even- 
tually a comparable amount in rubles will be credited to the 
United States Treasury.” 


On June 29, 1956, this Agency mailed 2,640 cards and letters 
throughout the length and breadth of the country soliciting requests 
for a free sample copy of the magazine at taxpayers’ expense, to be 
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flown from Berlin by the U. S. Air Force. 1,725 cards and letters 
were returned, whereupon 4,000 free copies were distributed in the 
United States. Notwithstanding the fact that the information sub- 
mitted to the American public by the Agency’s own press release was 
to the effect that the magazine would be produced at ‘‘no net expense 
to the American taxpayer,” the actual fact is that it will cost the 
American taxpayer $454,337 for the fiscal year 1957 alone, as shown 
at page 332 of the Committee hearings. For the fiscal year 1958 the 
Agency has requested $1,586,217 to publish this magazine, with the 
net cost to the American taxpayer substantially greater than during 
the current year. 

The committee recognizes that in certain areas of the world, some 
of the activities of this Agency must be strengthened. However, the 
mere appropriation of more funds is not the answer. If additional 
funds are required in a certain area, they can be obtained out of the 
approved amount by reducing the size of programs in other countries 
of the world and by curtailing or eliminating some of the projects 
of little proven value. 

The necessity of providing 467 Members of the British House of 
Commons and 177 Members of the British House of Lords with free 
subscriptions of American newspapers at a cost of $30 each is at least 
questionable. Five hundred copies of a single book retailing at $3.50 
per copy were sent to the city of Dacca, Pakistan. As reflected on 
page 457 of the Committee hearings, the Agency proposed to give away 
free of charge subscriptions and books costing the taxpayers $2,267,044. 
An examination of these hearings will disclose incident after incident 
of a similar nature. 

The Committee is very much concerned with the increasing at- 
tempts of the Agency to envelop many of the details of its operations, 
which have previously been made available to the public, in the 
cloak of secrecy. 

The full amount requested for radio broadcasting, often referred 
to as the Voice of America, is again approved by the Committee 
except for the unauthorized positions. 


ACQUISITION AND CONSTRUCTION OF RADIO FACILITIES 


A $4,000,000 appropriation request for the construction of a high- 
powered land-based broadcasting facility in the Greek area to replace 
the ship-borne transmitter Courier, was contained in the President’s 
budget. The Committee was assured that the broadcasting coverage 
during both day and night hours over critical areas in the Near East, 
Middle East, and Arab countries, would be greatly improved and 
enlarged. It was also advised that the operating costs for the perma- 
nent plant would be $540,000 per year as compared with $717,250 
for the Courier. 

The Committee has included the sum of $1,100,000 in the accom- 
panying bill for the commencement of this project. The justifications 
presented to the Committee by the Agency indicate that not more 
than $1,100,000 would be obligated during fiscal year 1958, and that 
$2,900,000 would be required in subsequent | years. In approving the 
project the Committee wants to make it ‘clear that the total of 
$4,000,000 is to be considered the maximum to be appropriated for 
the project and that every effort should be made to reduce the total 
cost. 
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TITLE V—FUNDS APPROPRIATED TO THE PRESIDENT 
PRESIDENT’S SPECIAL INTERNATIONAL PROGRAM 


A request for a total of $20,000,000 was included in the President’s 
budget to carry out the provisions of the “International Cultural 
Exchange and Trade Fair Participation Act of 1956”. This was 
subsequently amended by House Documents 115 and 116 which 
reduced the request for fiscal year 1958 by $1,500,000 and proposed a 
supplemental of $1,500,000 for the current fiscal year for additional 
funds for construction at the Universal and International Exhibition 
of Brussels. 

The Committee has included the sum of $10,900,000 in the bill for 
this item which is a reduction of $7,600,000 in the revised budget 
estimate. 


The following table shows the amount of the requests, the amounts 
allowed, and the reductions: 

















| Estimate Recommended Difference 
Department of State (cultural and sports presentations) - $3, 100, 000 $2, 300, 000 —$800, 000 
Department of Commerce (International Trade Fair 
program) . - 5, 900, 000 3, 600, 000 —2, 300, 000 
Department of State (Universal and International Ex- 
babition of Brumels, 100)... ..caccccducdéanacentmebenees 9, 500, 000 5, 000, 000 — 4, 500, 000 
WN cssovcsesinicctsnsigttiainiecadejem lilies 18, 500, 000 | 10, 900, 000 —7, 600, 000 


The amount allowed the Department of State for the so called 

“cultural and sports presentations program” is $2,300,000 which is 
the same amount as was provided for the current fiscal year. The 
Committee is of the opinion that some of the fees paid to individuals 
in connection with this program are exorbitant and indicate a reck- 
less regard for and an irresponsible handling of the taxpayers’ money. 
Examination of the hearings will disclose that fees have been paid 
individuals in excess of $2,100 per week. 

The sum of $3,600,000 allowed for the International trade fair 
program is approximately the same amount as was provided for the 
current fiscal year. 

The Committee has included in the bill the sum of $5,000,000 
additional for the Universal and International Exhibition of Brussels, 
1958. This is a reduction of $4,500,000 in the amount of the Presi- 
dent’s request. In this connection the sum of $4,000,000 was appro- 
priated last year in the Second Supplemental Appropriation Act, 1957, 
and a supplemental request of $1,500,000 additional for the current 
fiscal year is presently pending before the Committee. 

The Committee was advised that a contract for the building in 
Brussels has already been entered into with a Belgian firm and that 
the construction costs would total $5,355,000. 

The justifications and testimony before the Committee would indi- 
cate that this International Exhibition at Brussels is being used for a 
gala theatrical enterprise to present such productions as “Guys and 
Dolls,” ‘Annie Get Your Gun,” and ‘‘Carousel.” The Committee 
was asked to approve the following: 











22 STATE, JUSTICE, JUDICIARY, AND RELATED AGENCIES, 1958 


B. 26 weeks of evening performances in the National 
Pavilion Theater: 


9 weeks—3 musicals, $60,000 a week__...----.-------- $540, 000 
12 weeks—legitimate plays, $45,000 a week_.........-.-. 540, 000 
he ae nee eae as ca cawcucuuaas 35, 000 
2 weeks—American opera, $75,000_............--...- . 150, 000 
2 weeks—ballet theater, $20,000. ........-....--.---..- 40, 000 

NER acintlin cites sie oh asst a aed wee tie pea hanaes: 1, 305, 000 


“The figures used above have been estimated on the basis of 
information supplied by the American National Theater and 
Academy’s international exchange program; from the budg- 
ets of Rodgers and Hammerstein, Producers Theater, and 
Cornell-McClintic (top Broadway producers) offices; plus 
the performing arts program coordinator’s experience of 5 
years as Director of Theater Attractions for the New York 
City Center and 20 years as Broadway producer and inter- 
national manager. The revenue potential of these produc- 
tions is under study.” 


The funds requested for the “Public Affairs Program” which were 
requested to propagandize the American public toward attending the 
fair in Belgium and keeping them informed by movies, etc., are 
denied. 

Every effort must be made to make certain that foreign currencies 
are used to the maximum extent possible. 

It is expected that the legal problems arising in connection with our 
participation in the Universal and International Exhibition of Brussels 
will be handled by the Office of the Legal Adviser, Department of 
State and funds for private counsel are denied. 

The United States Commissioner General for the Brussels Exhibi- 
tion, Mr. Howard S. Cullman, is one of.the few citizens who is devoting 
his time to this program without drawing the salary to which he is 
entitled by law and is to be highly commended therefor. 


TITLE VI—CORPORATIONS 
FEDERAL PRISON INDUSTRIES, INCORPORATED 


A total of $1,000,000, the amount of the budget estimate, is recom- 
mended for this Corporation, of which $443,000 is the administrative 
expense limitation and $557,000 is the vocational expense limitation. 

This Corporation is authorized to establish and operate indus- 
tries in. Federal penal and correctional institutions under Sections 
4121-4128, Title 18, U.S. C. Its purposes are to provide employ- 
ment for physically fit inmates and provide vocational training for 
qualified inmates in connection with regular institutional and indus- 
trial activities. Products manufactured by the inmates are sold 
only to other Government agencies and the penal institutions. Earn- 
ings from the sale of these products pay the expenses of the Corpo- 
ration and have permitted payment of $32,500,000 in dividends into 
the Treasury since January 1, 1935. It is estimated that dividends 
in the amount of $2,250,000 will be paid into the Treasury during the 
present fiscal year and that the sum of $2,400,000 will be paid during 
fiscal year 1958. 


| Y’evvzsdz2 1 
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The following table summarizes the activities of the Corporation: 





1956 actual | 1957 estimate | 1958 estimate 





Sales to Government agencies...............-................. $20, 810,656 | $22,000, 000 $22, 000, 000 
EL CIID i hnonsnonh cbisnncncdnbnbneneibhennmensaeluaiat $2, 898, 262 $2, 925, 000 $3, 000, 000 
Payment of dividends to Treasury aliases ansiadeliaacaeta $4, 000, 000 $2, 250, 000 $2, 400, 000 
Number of inmates employed full time. ____ dead anieniadaaie 3, 780 3, 813 3, 918 
Number of inmates for whom vocational training is provided- 10, 189 10, 250 10, 350 
Number of inmates receiving monetary awards-............-.- 5, 110 5, 200 5, 200 
Amount of inmate awards granted__.........................- $214,017 $240, 000 $240, 000 
Number of inmates assisted in job placements...............- 1, 466 1, 750 1, 900 


LIMITATIONS AND LEGISLATIVE PROVISIONS 


The following limitations and legislative provisions not heretofore 
carried in connection with any appropriation bill are recommended: 


On page 17, in connection with Salaries and expenses, Federal 
Bureau of Investigation: 


and for the official use of, the duly authorized officials of the 
Federal Government, of States, cities, and other institutions, 
such exchange to be subject to cancellation if dissemination is 
made outside the recewwing departments or related agencies; 


’ 
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85TH CoNGREsS HOUSE OF REPRESENTATIVES f' Report 
1st Session No. 354 





CONSIDERATION OF H. R. 5807 
Apri 16, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Trimstz, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 237] 


The Committee on Rules, having had under consideration House 
Resolution 237, report the same to the House with the recommenda- 
tion that the resolution do pass. 


O 
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URGENT DEFICIENCY APPROPRIATIONS, 1957 





Arrit 16, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cannon, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H. J. Res. 310) 


The Committee on Appropriations, to which was referred House 
Joint Resolution No. 310, reports the same to the House with the 
recommendation that the joint resolution be agreed to. 

This resolution is necessary to provide for certain urgent items now 
pending in committee of conference on H. R. 4249, the Urgent De- 
ficiency Appropriation Bill, 1957, which should be disposed of prior to 
the impending recess. ‘That bill has been in conference since March 5 
and the managers on the part of the two Houses have been unable to 
reach agreement on two or three amendments of the other body. 
There are a number of items which are not in disagreement and there 
are others on which agreement has been reached. At least two items 
in particular require immediate action, namely, grants to states for 
public assistance, and additional funds for Small Business Adminis- 
tration loans. 

This resolution provides for all items in H. R. 4249 except those 
involved in Amendment Nos. 3 and 12, and Nos. 15 to 24, inclusive. 
The latter group pertains solely to the Senate, and are not included 
here because they are now included in H. R. 6870, the Second Urgent 
Deficiency Appropriation Bill, 1957, passed by the House on yesterday 
and the Senate today. Amendment No. 3, involving language added 
by the Senate pertaining to furnishing of cottonseed feed under the 
disaster loan revolving fund, and Amendment No. 12, added by the 
Senate to provide $30,000,000 for acquisition of strategic minerals, 
are not included in this resolution. As to Amendment No. 11, this 
resolution includes language limiting the Federal contribution for 
state and local administration out of the supplemental to not more 
than $16,728,000, in lieu of the original House limitation of $15,728,000 
and the Senate action which, by reason of having stricken the limita- 
tion, would have provided $17,728,000 estimated for such purpose. 

This resolution carries direct appropriations of $335,090,000, a 
reduction of $16,977,500 below corresponding budget estimates of 
$352,067,500. The following tabulation summarizes the situation: 
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85TH ConGREss } HOUSE OF REPRESENTATIVES "(| Reprorr 
1st Session No. 368 





VALIDATING OVERPAYMENTS OF PAY AND ALLOWANCES MADE 
TO CERTAIN OFFICERS OF THE ARMY, NAVY, NAVAL RESERVE, 


AND AIR FORCE, WHILE UNDERGOING TRAINING AT CIVILIAN 
HOSPITALS 


Aprit 17, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr, Lanz, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 3366) 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 3366) to validate overpayments of pay and allowances made 
to certain officers of the Army, Navy, Naval Reserve, and Air Force, 
while undergoing training at civilian hospitals, and for other purposes, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 

This proposed legislation was submitted to the Speaker of the House 
of Representatives, and referred to this committee for consideration. 
The purpose of the proposed legislation is to validate overpayments 
of pay and allowances made to certain officers of the Army, Navy, 
Naval Reserve, and the Air Force, who, while serving on active duty 
before July 1, 1954 as interns or resident physicians in non-Federal 
hospitals, received compensation from those hospitals (including meals 
and living quarters in kind). 

The Secretary states that this legislation will not necessitate addi- 
tional appropriation and that refunds will be made from current 
appropriations. Therefore, your committee recommends favorable 
consideration of the bill. Executive communication is as follows: 


DEPARTMENT OF THE Navy, 
OFrFice OF THE SECRETARY, 
Washington, D. C., January 8, 1957. 
Hon. Sam RayYBuRN, 
Speaker of the House of Representatives, 
Washington, D. C. 
My Dear Mr. Speaker: There is enclosed a draft of legislation 

to validate overpayments of pay and allowances made to certain 
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officers of the Army, Navy, Naval Reserve, and Air Force while under- 
going training at civilian hospitals, and for other purposes. 

This proposal is a part of the Department of Steins legislative 
program for 1957 and the Bureau of the Budget has advised that there 
is no oe to the presentation of this proposal for the consideration 
of the Congress. The Department of the Navy has been designated 
as the representative of the Department of Defense for this legislation. 
It is recommended that this proposal be enacted by the Congress. 


PURPOSE OF THE LEGISLATION 


The purpose of this proposed legislation is to validate overpayments 
of pay and allowances made to certain officers of the Army, Navy, 
Naval Reserve, and the Air Force who, while serving on active duty 
before July 1, 1954 as interns or resident physicians in non-Federal 
hospitals, received compensation from those hospitals (including 
meals and living quarters in kind). 

In 1948, the Armed Forces were faced with an acute shortage of 
medical officers. To alleviate this shortage, a program was initiated 
whereby qualified individuals were commissioned, placed in an active- 
duty status, and authorized to pursue intern and residency training in 
civilian hospitals. While in such training they were to receive full pay 
and allowances. In return, these officers obligated themselves to 
perform certain periods of active duty after completion of their train- 
ing. This program was designed to obviate necessity for recall to 
active duty of Reserve medical officers who had served in World War 
II or for legislation requiring enforced military service of physicians. 

At the time of their commissioning, many of the interns and resi- 
dents had already entered into contracts with civilian hospitals for 
such training. It was recognized that civilian hospitals normally 
pay interns and residents a small monthly stipend and, in addition, 
furnish room, meals, and laundry services without cost. Initially 
no effort was made to interfere with the customary arrangement 
between the hospitals, interns, and residents. Consequently, at the 
beginning of the program, these officers received not only their full 
military pay and allowances, but in addition many of them received 
stipends, quarters, and meals from the civilian hospitals. 

Beginning in August 1949, the Comptroller General issued the 
following series of opinions: 


B-87471 of August 11, 1949 (29 Comp. Gen. 67). 
B-87300 of October 6, 1949 (29 Comp. Gen. 163). 
B-87300 of December 26, 1950 (30 Comp. Gen. 246). 
B-113776 of April 16, 1953 (82 Comp. Gen. 454). 


In brief, these decisions held that any compensation which the 
officer interns and residents received from non-Federal hospitals 
while on active duty in such hospitals for training was received 
on behalf of the Federal Government and must be paid to and covered 
into the miscellaneous receipts of the Treasury. The decisions also 
held that where the non-Federal hospital furnished rooms and meals 
in kind to these officers that they were furnished on behalf of the 
Federal Government and the officers receiving them were not entitled 
to military rental and subsistence allowances. However, the three 
earliest of the above-listed opinions distinguished between public and 
private non-Federal hospitals. Those three can reasonably be 
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interpreted to condone the stipend from the public non-Federal 
hospital in addition to military pay and allowances, but to’ deny 
entitlement on the part of the officer to receive and retain the stipend 
from a private non-Federal hospital in addition to military pay and 
allowances. It was only the last of these opinions, namely, that dated 
April 16, 1953, which clearly wiped out that distinction and denied 
entitlement to a stipend from any non-Federal hospital as a supple- 
ment to military pay and allowances. Hence the policy issue, ever in 
the Comptroller General’s opinions, did not become entirely clear 
until the spring of 1953. 

July 1, 1954, has been specified in this proposed legislation as the 
end of the period for which payments are to be validated so as to 
cover the most recent off-term interns and residents who might have 
entered training under the agreements in force prior to those revised 
in the late spring of 1953. Such interns began their internship in 
April 1953 and completed training the end of March 1954. 

Because of the aforementioned Comptroller General’s opinions, it 
has been necessary to try to collect from the individuals concerned 
the stipends received by them from the non-Federal hospitals and to 
effect refund of the rental and subsistence allowances paid to them 
by the Armed Forces. Many of these individuals are no longer on 
active duty and, although it may be impracticable to collect from 
them, officially they are charged, nevertheless, with an indebtedness 
to the Federal Government. Because of the lack of complete clarity 
of policy until 1953 on this question of overpayment, it cannot be 
assumed that in the absence of clear instructions from the beginning 
of the program, mterns and residents trained in non-Federal hospitals 
could be expected to have made the proper distinction. 

The Department of the Navy has been able to identify overpay- 
ments of rental and subsistence allowances in the cases of 227 of the 
approximately 395 persons in the intern program in fiscal year 1949. 
The overpayments amount to $116,673.94. This amount includes 
$73,574.86 of payments to which the General Accounting Office has 
taken exception. The balance of $43,099.08 represents overpayments 
on which exceptions are barred by the statute of limitations ($578.15), 
and sums recovered by disbursing officers through checkage of the 
officers’ accounts ($42,520.93). 

The Department of the Air Force has been able to identify over- 
payments (with respect to both stipends and rental and subsistence 
allowances) in the cases of 310 of the approximately 809 persons in 
the civilian intern and residency program of the Air Force from the 
beginning of that program through fiscal year 1954. The overpay- 
ments involved in those cases on which notices of exceptions have 
been issued during this period amount to $230,457 of which $102,859 
have been collected and $127,598 remains as an indebtedness to the 
Federal Government. 

The Department of the Army has been able to identify overpay- 
ments (with respect to both stipends and rental and subsistence 
allowances) in 70 cases of the approximately 668 persons in the 
civilian intern and residency program of the Army from the beginning 
of that program through fiscal year 1954. The overpayments in- 
volved in those cases on which notices of exception have been issued 
during this period are 30 exceptions totaling $4,544.40 paid to Army 
personnel and 40 exceptions totaling $16,315.81 paid to Air Force 
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personnel, a total of $20,860.21 paid by Army disbursing officers. A 
total of $2,336.14 has been collected and $18,524.07 remains as an 
indebtedness to the Federal Government. 


LEGISLATIVE REFERENCES 


This proposal was submitted to the 84th Denese on June 11, 
1956, as a part of the Department of Defense legislative program for 
1956. It was introduced as H. R. 11801, 


COST AND BUDGET DATA 


Enactment of this proposal would not require the appropriation 
of additional funds, inasmuch as repayment of refunds made under 
section 2 of the bill can be made from current appropriations. 

Sincerely yours, 
Tuomas S. Gartzs, Jr., 


Acting Secretary of the Navy. 
Enclosure. 





STATEMENT OF LT. COMDR. R. G. SEELOS 


Mr. Chairman and members of the committee, I am Lt. Comdr, 
R. G. Seelos, serving in the Military Pay Division, Office of the Navy 
Comptroller. I appreciate this opportunity to appear before you in 
support of the enactment of H. R. 3366. 

As background for this bill, I would like to discuss briefly the medi- 
cal intern program. In 1948 a medical intern program at civilian 
hospitals was instituted whereby graduate smdlbel students were 
offered commissions in the Armed Forces with the understanding that 
they would be ordered to active duty for intern training at civilian 
hospitals. The students were informed that they would be entitled 
to full active duty pay and allowances while undergoing intern train- 
ing and that any private agreements with hospitals for acceptance as 
interns would not be affected. As interns are normally paid a 
monthly stipend in addition to being furnished quarters, subsistence, 
and laundry facilities, without cost, the students were led to under- 
stand that they would be entitled to the stipend and other benefits 
furnished by the hospital and in addition would be be entitled to 
receive full pay and allowances from the Armed Forces. 

The students who accepted commissions in the Armed Forces and 
were ordered to active duty as interns at civilian hospitals were paid 
in accordance with this general understanding until the Comptroller 
General in his decision B-87471 dated August 11, 1949, ruled that 
where quarters were furnished at no cost to the officer intern, he was 
not entitled to rental allowance as such quarters were considered as 
having been furnished for and in behalf of the Government. On the 
basis of this decision, disbursing officers were advised that credit of 
rental allowance should be discontinued. The Comptroller General 
then ruled, in his decision B-87300 dated October 6, 1949, that stipends 
received from “‘private’’ hospitals would have to be covered into mis- 
cellaneous receipts as received for and in behalf of the Government. 
In this decision he also ruled that where subsistence was furnished at 
no cost to the officer intern that he was not entitled to subsistence 
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allowance. On the basis of this decision, disbursing officers were ad- 
vised that the credit of subsistence allowance should be discontinued. 
The Secretary of Defense, by letter of May 5, 1950, requested the 
Comptroller General to reconsider his decision of October 6, 1949. 
The Comptroller General replied by his decision B-87300 of December 
26, 1950, in which he reiterated that Reserve officers on active duty 
as interns in private hospitals who are paid compensation by the hos- 
pitals for services normally performed by them as Reserve officers on 
active duty may not retain such compensation and that such Reserve 
officers may not be paid rental or subsistence allowance by the Govern- 
ment while at the same time receiving quarters and subsistence in 
kind from the hospitals. 

In the three decisions I have just mentioned, the Comptroller Gen- 
eral distinguished between “private” hospitals and “‘public non-Federal 
hospitals’. The Comptroller General stated that it would be unlaw- 
ful for the officer interns to receive any compensation for their services 
as interns from a source other than the Federal Government, unless 
the funds used for such payment are ‘“‘contributed out of the treasury 
of a State, county or municipality,” within the meaning of the pro- 
visions of title 18, United States Code, supplement II, 1914, making 
it unlawful for “a Government official or employee” to receive “any 
salary in connection with his services as such an official or employee 
from any source other than the Government of the United States, 
except as may be contributed out of the treasury of any State, county 
or municipality.” These decisions did not, therefore, appear to pro- 
hibit receipt of a stipend by those officers who were cilawal to 
hospitals funded by States, counties, or municipalities. 

However, on April 16, 1953, the Comptroller General for the first 
time clearly removed the distinction between “private” and “public 
non-Federal hospitals.”” In his decision B—113776, the Comptroller 
General ruled that while the retention of a stipend from a ‘public 
non-Federal’’ hospital was not prohibited by the provisions of title 18, 
United States Code, Supplement II, 1914, such retention was pro- 
hibted by other generally recognized principles of existing law. The 
Comptroller General cited several provisions of law which, in effect, 
provide that earnings of an employee in excess of his regular compensa- 
tion gained in the course of his employment belong to the employer. 
The Comptroller General also stated that it would seem to be im- 
material whether the employee received the thing of value in the form 
of quarters or money or some other right or item of property. 

Subsequent to the receipt of the Comptroller General’s decision of 
April 16, 1953, the services amended their regulations to bring them 
into agreement with the views of the Comptroller General. 

The proposed legislation provides that payments made prior to 
July 1, 1954, are validated. This date has been specified to insure 
that relief will be provided for officer interns and residents who might 
have entered training in early April 1953 under agreements executed 
prior to receipt of the Comptroller General’s decision of April 16. 
These officers completed their training in March 1954. The services 
are required to try to collect from the officers concerned the stipends 
received by them from the non-Federal hospital and the amount paid 
by the services for quarters and subsistence allowances. Many of 
the officers are no longer on active duty and to require them to refund 
the overpayments would impose a financial hardship, particularly in 
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those cases where the individuals are attempting to establish them- 
selves in civilian life after their service in the Armed Forces. 

The enactment of this legislation would validate payments made to 
607 officers in the amount of $367,991. Of this amount, $147,716 has 
been collected from some of the officers concerned, and this legislation 
would authorize the services to refund the amount collected. No 
appropriation of additional funds would be required because refunds of 
amounts collected can be absorbed within existing appropriations. 





H. R. 3366, A BILL TO VALIDATE OVERPAYMENTS OF PAY AND ALLOWANCES 
MADE TO CERTAIN OFFICERS OF THE ARMY, NAVY, NAVAL RESERVE, 
AND AIR FORCE, WHILE UNDERGOING TRAINING AT CIVILIAN HOS- 
PITALS, AND FOR OTHER PURPOSES 


Question: What was the reasoning of the Comptroller General in 
denying these payments? 

In his decision B-87471 of August 11, 1949, the Comptroller 
General ruled that allowances for quarters provided by statute is 
reimbursement to the officer for expenses paid by him for private 
quarters when he is not furnished Government quarters and that 
the quarters allowance is no part of the pay proper of an officer. 
Therefore, since the officer was not put to any expense for procure- 
ment of quarters, no right to reimbursement had been established. 

B. In his decision B-87300 of October 6, 1949, the Comptroller 
General ruled that it would be unlawful under the provisions of Title 
18, United States Code, Supplement IT, 1914, for the officer intern 
assigned to private hospitals to receive the benefit of any payment 
for services as an intern from any source other than the Federal 
Government, unless the funds are “‘contributed out of the treasury 
of a State, county or municipality,” and officers assigned to non- 
government hospitals who are furnished quarters and subsistence in 
kind by the hospitals are not entitled to a quarters or subsistence 
allowance. 

C. In his decision B-87300 of December 26, 1950, the Comptroller 
General ruled that— 

(a) Subsistence furnished in kind by the hospital without 
charge to officers concerned is furnished on behalf of the Govern- 
ment and the officer should not concurrently be paid a subsistence 
allowance; 

(6) when officer interns are furnished free quarters by the 
hospital, such quarters are considered as having been furnished 
on behalf of the Government and the officers are not entitled to 
payment of a rental allowance; and 

(c) the receipt of any salary from private hospitals by officer 
interns incident to the performance of their duties as officers, 
unless made from funds contributed out of the treasury of a State, 
county, or municipality would be unlawful unless considered as 
given and received for the account of the Government. 

D. In his decision B-113726 of April 16, 1953, the Comptroller 
General ruled that the receipt of a stipend from a hospital is considered 
as having been received for the account and benefit of the Govern- 
ment, even though it was not in violation of the provisions of title 18, 
United States Code, Supplement II, 1914. 
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— On what basis did the Navy disagree? 

nswer: The Navy accepted the Comptroller General’s decision 
that officer interns receiving free quarters and subsistence from the 
hospitals were not entitled to allowances for quarters and subsistence. 
Dabenes officers were notified promptly after receipt of the Comp- 
troller General’s decisions to discontinue credit of subsistence and 
quarters allowance when the officers were furnished quarters and 
subsistence by the hospital without charge. However, prior to receipt 
of the Comptroller General’s decision of April 16, 1953, the receipt of 
a stipend by officers assigned to hospitals funded by States, counties, 
and cities was considered authorized. The Comptroller General was 
aware at the time he issued his decision of December 26, 1950, that 
the Navy instructions which precluded officer interns from receiving 
stipends did not apply to officers assigned to State, county, or munici- 
pal hospitals. Since the Comptroller General did not question these 
instructions in his decision, it was assumed that he concurred. 

Question: Were the disbursing officers on notice that the payments 
were unauthorized? 

Answer: All Navy disbursing officers were notified on September 20, 
1949, that officer interns and residents furnished quarters by the 
hospital at no cost to the officer were not entitled to quarters allow- 
ance. On September 30, 1949, all disbursing officers were notified 
that where subsistence was furnished by the hospital without cost to 
the officers, the officers concerned were not entitled to a subsistence 
allowance. However, it was not until after receipt of the Comptroller 
General’s decision of April 16, 1953, that all disbursing officers were 
notified that the receipt of a stipend from a county, State, or city 
funded hospital was prohibited. 

Question: Doesn’t the bill give an unfair advantage to officers who 
were paid against those who were not paid? 

Answer: The officers who were not paid received the full amount 
of money that they were legally entitled to receive. It was their 
understanding that the amount they were paid was all they were 
entitled to receive. However, in the case of the officers who were 
paid, they received the money in good faith from a responsible officer 
who was authorized to determine the amount the interns and residents 
were authorized to receive. The officers concerned could reasonably 
assume that such amounts were correct and that they would not be 
called upon to refund the payments at a later date. Accordingly, the 
officers spent the money as received in meeting their day to day obli- 
gations and to require them to refund the money at this late date 
would impose a financial hardship since, in most cases, the repayment 
would have to be made from funds otherwise available to meet their 
current living expenses. 

OQ 


Se ED AE. 1 aN Se = RRR AE 


aes 


i 


8 








85TH CONGRESS HOUSE OF REPRESENTATIVES { Report 
1st Session No. 369 





AUTHORIZING THE STATE OF ILLINOIS AND THE METROPOLITAN 
SANITARY DISTRICT OF GREATER CHICAGO, UNDER THE DIREC- 
TION OF THE SECRETARY OF THE ARMY, TO TEST, ON A 3-YEAR 
BASIS, THE EFFECT OF INCREASING THE DIVERSION OF WATER 
FROM LAKE MICHIGAN INTO THE ILLINOIS WATERWAY 


Arrit 17, 1957.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Buarnix, from the Committee on Public Works, submitted 
the following 


REPORT 


[To accompany H. R. 2] 


The Committee on Public Works to whom was referred the bill 
(H. R. 2) to authorize the State of Illinois and the Metropolitan 
Sanitary District of Greater Chicago, under the direction of the 
Secretary of the Army to test, on a 3-year basis, the effect of increasing 
the diversion of water from Lake Michigan into the Illinois Water- 
way, and for other purposes, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

PURPOSE OF THE BILL 


H. R. 2 would authorize the State of Illinois and the Metropolitan 
Sanitary District of Greater Chicago, under the supervision and direc- 
tion of the Secretary of the Army, to withdraw from Lake Michigan, 
in addition to all domestic pumpage, a total annual average of 2,500 
cubic feet of water per second, to flow into the Illinois Waterway 
for a period of 3 years from enactment of the legislation. It further 
provides that the Secretary of the Army shall study the effects of the 
increased diversion so authorized and shall report, with recommenda- 
tions, to the Congress the results of such study on or before January 
31, 1961. 

HEARINGS 


The committee held hearings in the 82d, 83d, and 84th Congresses 
and again in this Congress on legislation providing for diversion of 
water from Lake Michigan. At these hearings testimony was 
presented by Members of Congress sponsoring the various bills 
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pending before the committee on this subject, and by representatives 
of interested Federal agencies. Other witnesses included spokesmen 
for the Metropolitan Sanitary District of Greater Chicago and its 
predecessor, the Sanitary District of Chicago, the Great Lakes 
Harbor Association, the Lake Carriers Association, local associations 
of commerce and industry, and private property owners. 


DESCRIPTION AND HISTORY 


The Illinois River and connecting channels, including the Chicago 
Drainage Canal, constitute the Illinois Waterway which is under 
Federal improvement by the construction of locks and dams, supple- 
mented by dredging, to provide a 9-foot channel between the Missis- 
sippi River and the head of the Federal project for lake-boat navigation 
on the Chicago River. The diversion of water from Lake Michigan 
and its drainage basin through the Chicago Canal reached magnitudes 
of slightly over 10,000 cubic feet per second in 1928. However, a 
decree of the United States Supreme Court, issued April 21, 1930, 

rovided that on and after December 31, 1938, the diversion would 

e limited to 1,500 cubic feet per second in addition to domestic 
pumpage of the city of Chicago. The River and Harbor Act of 
July 3, 1930, authorized improvement of the Illinois Waterway and 
provided that the water authorized to be diverted by the decree of 
the Supreme Court “‘is hereby authorized to be used for the navigation 
of said waterway.” 

The act provided further that, as soon as practicable after comple- 
tion of the waterway, the Secretary of the Army was to report to the 
Congress— 


the minimum amount of flow that will be required annually 
to meet the needs of such waterway and that will not sub- 
stantially injure the existing navigation on the Great Lakes 
to the end that Congress may take such action as it may 
deem desirable. 


House Document 184, 73d Congress, contains the report called for 
by the act of July 3, 1930, with these findings, among others: 


* * * aside from sanitary requirements, the minimum 


average flow from Lake Michigan required to meet the needs 
of a commercially useful waterway in the Illinois River is a 
direct diversion of 1,500 cubic feet per second in addition to 
domestic pumpage by the city of Chicago. It does not 
appear possible to arrive at a conclusive determination 
whether this flow will afford suitable sanitary conditions on 
the waterway after the sewage purification plants at Chicago 
have been completed and placed in operation. 


That report was submitted to the Congress on December 7, 1933. 
Commerce on the Illinois Waterway, which amounted only to about 
200,000 tons in 1933, has increased to over 21 million tons in 1955. 

The annual average diversion rate of 1,500 cubic feet per second, 
specified for the period since December 31, 1938, has not been exceeded 
except during 3 years, 1940, 1942, and 1944, when the average rates 
were, respectively 1,681, 1,528, and 1,531 cubic feet per second. In 
1940, the Supreme Court authorized an additional diversion for 10 
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days in the interest of pollution abatement. In 1942 and 1944, 
additional amounts were permitted as war emergency measures in 
the interest of navigation. 

A letter, dated December 17, 1956, from the Clerk of the Supreme 
Court of the United States to the Chief of Engineers, United States 
Army, enclosed a copy of an order entered by the Court on that date 
temporarily modifying the Court’s decree of April 21, 1930. The 
Court’s order of December 17, 1956, is quoted below: 


Per curiam: In view of the emergency in navigation caused 
by low water in the Mississippi River, paragraph 3 of the 
decree in these causes issued on April 21, 1930, is temporarily 
modified to permit the diversion to and including the 31st 
day of January 1957, from the Great Lakes-St. Lawrence 
system into the Illinois Waterway and the Mississippi River 
of such amount of water not exceeding an average of 8,500 
cubic feet a second, in addition to domestic pumpage, as the 
Corps of Engineers, United States Army, shall determine will 
be useful in alleviating the emergency with respect to navi- 
gation currently existing without seriously interfering with 
navigation on the Illinois Waterway, at such times and in 
such amounts as the Corps of Engineers shall direct. The 
entry of this order shall not prejudice the legal rights of any 
of the parties to these causes with respect to any other 
diversion of the waters involved. After January 31, 1957, 
all provisions of the decree entered on April 21, 1930, shall 
remain in full force and effect until further order of this Court. 

Whereas an order temporarily modifying the decree in 
these cases has this day been made because of an existing 
emergency, and whereas other prompt action to relieve the 
emergency may be required during the modification period 
in furtherance of the order. 

It is ordered that all such matters be referred to Mr. Justice 
Burton, circuit justice for the seventh circuit, with power to 
act. 


From December 17, to December 23, 1956, the diversion exclusive 
of domestic pumpage, was increased gradually to a daily average 
rate of about 7,900 cubic feet per second. From December 17, 1956, 
to January 11, 1957, the diversion was at an average rate of about 
7,500 cubic feet per second and domestic pumpage was at an average 
rate of 1,660 cubic feet per second. The increased diversion resulted 
in a lowering of the levels of Lakes Michigan and Huron by about 
0.01 foot on January 11, 1957. 

On January 28, 1957, the Court further extended the modified 
temporary diversion authorized on December 17, 1956, to February 
28,1957. No further extension was requested since extreme low water 
stages had been sufficiently bettered by that time. 


TESTIMONY 


Representatives of the Metropolitan Sanitary District of Greater 
Chicago (formerly the Sanitary District of Chicago) testified that $300 
million has been expended toward sewage treatment since 1930 and 
that practically complete treatment has been achieved. They stated 
that the highest degree of sewage interception and treatment, on an 
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annual average basis, which can be expected from the sanitary dis- 
trict plants, or from any plants, is 90 percent. ‘They pointed out that 
the population of the sanitary district (1955) was 4,500,000, and that 
industrial wastes were equivalent to the sewage of 3,800,000 people, 
a total of 8,300,000. They stated that with 90 percent removal of 
biochemical oxygen demand, there still remains 10 percent, equivalent 
to 830,000, and that the presently authorized annual average diversion 
of 1,500 cubic feet per second provides a dilution ratio of 1.8 cubic 
feet per second of water per 1,000 population equivalent, or only about 
half of the dilution ratio specified in the Sanitary District Act, and is 
not enough to prevent nuisance conditions in the stream. The repre- 
sentatives also referred to the matter of solids, which will in time cause 
nuisance, and probably actual obstructions. 

On the other hand, opponents of the increased diversion claimed 
that there would be losses to navigation and power interests that would 
result from a lowering of the lake levels, and pointed out the fact that 
agreement had not been reached among the Great Lakes States or 
between the United States and Canada. They contend that the 
matter is one for judicial and not legislative action, 


VIEWS OF FEDERAL AGENCIES CONSULTED 


The official comments of the Department of the Army on the pro- 
posed legislation have not yet been received by the committee, which 
understands that they are now under consideration by the Bureau of 
the Budget, but testimony of representatives of the Corps of Engineers 
indicated that the recommendations cleared by the Secretary of the 
Army will be similar to those contained in the report of the Chief of 
Engineers on the effects of an additional diversion, as printed in Sen- 
ate Document No. 28 of the 85th Congress. After stating the factual 
findings on the effects of the diversion, the Chief of Engineers makes 
no statement on the merits of the diversion but points out that it 
should be considered in the light of certain factors, which are enumer- 
ated in this committee report under the heading ‘‘Report of the Corps 
of Engineers on Effect of Increased Diversion.”’ 

A representative of the Department of State submitted the views of 
the Department under date of March 26, 1957, which are quoted in 
part as follows: 


[A] report by the Corps of Engineers became available 
on February 18, 1957, and is entitled ‘Effect on Great Lakes 
and St. Lawrence River of an Increase of 1,000 Cubic Feet 
Per Second in the Diversion at Chicago.” It is an exhaus- 
tive survey of the measurable effects that such a diversion 
would have upon downstream power and other interests, as 
well as upon navigation in the Great Lakes. Such material 
is regarded as an indispensable element in any joint examina- 
tion of the subject with Canadian authorities. It provides 
relevant information which the President advised having on 
hand before proceeding further. 

Upon receipt of this study by the Corps of Engineers, the 
State Department was able to complete its preparations for 
talks with Canada. Official conversations were formally 
opened on March 11, 1957, at which time various data were 
given to representatives of the Canadian Embassy, such as 
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the Corps of Engineers report and testimony presented by a 
number of persons last July to a subcommittee of the Senate 
Committee on Public Works. A Canadian reply is now 
being awaited which may raise some further points of inquiry 
to assist in their consideration of the matter. We do not 
now know when the discussions will be concluded. The State 
Department is confident, however, that, in keeping with the 
traditional spirit of cooperation existing between the two 
countries, everything possible will be done to expedite a mu- 
tually acceptable solution of the problem. The Department 
has informed Canadian officials of the urgent nature of this 
subject. 

In view of the fact that negotiations with Canada are under 
way, the State Department would prefer that the proposed 
legislation not be enacted until the conclusion of the joint 
examination now being undertaken by the two countries. 
It does not seem appropriate to proceed with a measure which 
will have tangible consequences in both countries while the 
bilateral discussion of those consequences is still in process. 


REPORT OF THE CORPS OF ENGINEERS ON EFFECT OF 
INCREASED DIVERSION 


A special report of the Corps of Engineers dated January 29, 1957 
(printed as S. Doc. 28, 85th Cong.), was made at the request of the 
Director of the Bureau of the Budget to meet a need for information 
on this subject as pointed out in the President’s memorandum of 
disapproval of H. R. 3210, 84th Congress, a bill to authorize a 3-year 
test increase of 1,000 cubic feet per second in the diversion from Lake 
Michigan at Chicago. It found, in general, that an increase in the 
diversion from Lake Michigan at Chicago would affect the levels and 
outflows of Lakes Michigan, Huron, Erie, and Ontario and the St. 
Lawrence River, all of which are downstream, and would not affect 
the levels or outflows of Lake Superior, which is upstream from the 
diversion. A temporary increase in the diversion of 1,000 cubic feet 
per second for 3 years would have temporary effects that would reach 
& maximum in about 3 to 3% years and then gradually diminish and 
disappear about 15 years after the temporary diversion was dis- 
continued. 

The computed effects of a temporary diversion in terms of lowering 
of mean stages and reduction in average outflows are as follows: 


Mazimum temporary effects of a 3-year diversion of 1,000 cubic feet per second! 








Lakes Michigan and Lake Erie Lake Ontario 
and Huron 
Time required to reach maxi- | 36 months_...........- IF WE ccimnneinnce 42 months, 
mum effect. 
Lowering effect on lake levels !..| 0.05 foot (or % inch)...| 0.03 foot (or % inch)_..| 0.03 foot (or % inch). 
Reduction in outflow !_......... 625 orp feet per sec- | 585 — feet per sec- | 570 = feet per seo- 
ond. ond. on 


i1These maximum temporary effects would diminish gradually and would disappear approximately 
15 years after the temporary diversion was discontinued, 


| 
| 
| 
| 
| 
| 
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The report also found that the estimated reduction in generation of 
hydroelectric energy that would result from a 3-year increase in the 
diversion at Chicago would fall between a minimum of 188 million 
kilowatt-hours and a maximum of 443 million kilowatt-hours, depend- 
ing on when the diversions were started and when proposed additional 
hydroelectric plants are put into operation. This amount of reduction 
is a small fraction of 1 percent of the total energy production at the 
plants affected. Excluding the possible reduction at existing and 
proposed plants on the St. Lawrence in Quebec for which data for 
evaluation are not available, the estimated value of the maximum 
possible reduction at plants in New York and Ontario, representing 72 
percent of the total involved, would be $918,000 over the entire period 
that the increased 3-year diversion would have any effect. The total 
value of the minimum reduction if scheduled new capacity is not added 
during this period would be $408,000. During this period the increased 
flow in the Illinois waterway would permit an increase in generation at 
the existing Lockport plant of 70,400,000 kilowatt-hours, an offset 
of about 16 percent of the estimated maximum reduction in generation 
on the Niagara and St. Lawrence. This increase would have a total 
value of about $202,000. The temporary diversions would affect the 
dependable capacity of the hydroelectric plants, causing theoretical 
reductions of 2,750 kilowatts at plants in New York, 2,600 kilowatts in 
Ontario, and 5,000 kilowatts in Quebec, and a theoretical increase 
of 2,700 kilowatts at Lockport on the Illinois waterway, but these 
changes are small in relation to the capacity of the power systems 
involved and would be of such temporary character that assignment 
of any value to them is not warranted. 

With respect to lake levels, the Corps of Engineers stated that the 
lowering of lake levels of from three-eighths to five-eighths of an 
inch that would result from the 3-year diversion would tend to be 
beneficial in lessening possible damage to shore property during 
storms and high lake stages but the lowering effect is too small to 
permit monetary evaluation. 

With respect to navigation, the report shows that the temporary 
lowering effects of the 3-year diversion would tend to adversely affect 
navigation during low lake stages but the effect is so small and of 
such temporary nature that it is impracticable to evaluate it in 
monetary terms. 

The Chief of Engineers, in concluding, made no recommendation 
with respect to the advisability of the temporary diversion but merely 
pointed out that if sanitary conditions could be improved thereby, 
such a diversion should be considered in the light of the foregoing 
factors. 

VIEWS OF THE COMMITTEE 


The bill authorizing diversion, H. R. 3300, introduced in the 83d 
Congress, was vetoed by the President on four grounds: 

1. Existing diversions were adequate for navigation in the 
Illinois Waterway and the Mississippi River. 

2. All methods of control of lake levels and protection of 
property on the Great Lakes should be considered before arbi- 
trarily proceeding with the increased diversion. 

3. The diversions are authorized without reference to negotia- 
tions with Canada, 
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4. Legitimate interests of other States affected by the diversion 
may be. adversely affected. 

The bill in the 84th Congress, H. R. 3210, was also vetoed by the 
President. In the veto message he repeated the above points, with 
the exception of point 1, as reasons for his veto. It would appear 
that the effect of the diversion on navigation is not now an issue 
insofar as a veto is concerned, The remaining points may be analyzed 
as follows: 

With respect to point 2, the control of lake levels, it would appear 
that this matter has been satisfactorily settled. The Corps of Engi- 
neers testified that their studies were complete as contained in the 
recently published report, Senate Document No. 28, 85th Congress. 
Although general studies on lake levels will be continued under 
existing authority for a comprehensive report, it was testified that 
no further data were necessary and no additional conclusions are 
expected to be reached with respect to the diversion of Lake Michigan 
water at Chicago. This does not mean, however, that studies by 
the Public Health Service will not be necessary. The temporary 
diversion authorized by the bill for a 3-year period would apparentl 
be needed primarily by the Public Health Service in connection wit 
pollution control studies, and the Corps of Engineers would only be 
involved to the extent of coordinating their findings with those of 
the Public Health Service and possibly preparing the final combined 
report. To sum up, it would appear that point 2 should no longer 
be a reason for a veto. 

With respect to point 3, in regard to the negotiations with Canada, 
the State Department pointed out that these negotiations were now 
proceeding, based on the Corps of Engineers report, and that they 
were being expedited to the greatest extent possible. If tie negotia- 
tions are concluded satisfactorily before the bill reaches the President, 
then this point should not cause a veto. If, on the other hand, 
action is not taken on the bill and satisfactory conclusions are reached 
with Canada, the matter might have to be put over to next year 
with a consequent delay. It would appear, therefore, that this point 
— not be given sufficient weight to stop or delay action on the 

ill. 

With respect to the last point—the objections of some States to 
the diversion—the fact that the diversion is only temporary and for 
the purpose of a study, and the fact that downstream interests are 
safeguarded by limiting the maximum diversion to 5,000 cubic feet 
per second and prohibiting diversion during times of flood, would 
seem to indicate that there is no reason to take a different point of 
view than has been taken by the last two Congresses. This is fortified 
by the findings of the Corps of Engineers, which indicate the relatively 
= effect of the temporary diversion, most of which is not measur- 
able. 

In summary, it appears that a large part of the President’s objec- 
tions have been removed at this time and that the possible remaining 
objections may be either removed or lessened in the near future. 

‘he committee has heard testimony and has given consideration to 
the matter of controlling the flow of the Illinois River at Pekin, Ill., 
and at other points, both during low-water stages and high-water 
stages including times of flood. The language in section 1, sub- 
section (3), protects downstream interests along the Illinois, Des 
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Plaines, Chicago, and Calumet Rivers during times of flood by provid- 
ing that the Secretary of the Army shall not allow any water to be 
directly diverted from Lake Michigan to flow into the Illinois Water- 
way during such times of flood on the rivers enumerated. The com- 
mittee contemplates that the determination of times of flood shall be 
made by the Chief of Engineers. With respect to the regulation of 
flows along the Illinois River, particularly at Pekin, the committee 
anticipates that the diversion authorized by H. R. 2 in accordance 
with section 1 will be regulated with the objective of maintaining a 
uniform flow at Pekin of 8,000 cubic feet per second when such uni- 
formity of flow is feasible, as determined by the Chief of Engineers and 
the Secretary of the Army, and when maintenance of this uniformity 
will not conflict with or interfere with the provisions of section 1. 

After full consideration of the arguments for and against the in- 
creased diversion at Chicago, and after giving careful study to the 
bases of the veto of the bills in the last two Congresses, the committee 
is convinced that the temporary diversion proposed in H. R. 2 would 
not be significantly damaging to opposing interests and is the only 
practical method of securing necessary data to permit a final judgment 
on this matter after the test period of 3 years has passed. The com- 
mittee therefore recommends early consideration by the House and 
passage of the bill. 

ESTIMATED COST 


The estimated cost of the study and report which would be author- 
ized by H. R. 2 is $430,000. Since the findings of the Corps of 
Engineers with respect to the effect of the diversion on lake levels 
have been completed, the major part of the cost, estimated at $385,000, 
would cover the pollution and sanitary aspects of the study which 
would be undertaken by the United States Public Health Service and 
such other organizations as selected by the Secretary of the Army. 


O 
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1st Session No. 370 





AUTHORIZING THE CONSTRUCTION, MAINTENANCE, AND OPERA- 
TION BY THE ARMORY BOARD OF THE DISTRICT OF COLUMBIA, 
OF A STADIUM IN THE DISTRICT OF COLUMBIA 





Aprit 17, 1957.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 





Mr. McMi1an, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany H. R. 1937] 


The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 1937) to authorize the construction, maintenance, and 
operation by the Armory Board of the District of Columbia of a 
stadium in the District of Columbia, and for other purposes, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill H. R. 1937 do pass. 

The purpose of this legislation is to authorize the District of 
Columbia Armory Board to construct, maintain, and operate a 50,000- 
seat stadium, including parking facilities, in the District of Columbia 
suitable for holding athletic and other events. The overall cost in- 
cluding interest, engineering, legal, architectural and other incidental 
expenses shall not exceed $6 million. The bill directs the Secretary 
of the Department of Interior to acquire and transfer to the Board 
all the real property within the boundary of the East Capitol Street 
site contained in the National Capital Planning Commission report 
entitled ‘‘Preliminary Report on National Memorial Stadium” dated 
November 8, 1956. 

The National Capital Planning Commission was requested to 
comment on 4 available sites within the District of Columbia and 
of the 4 the site recommended in the bill, H. R. 1937, is one of the 2 
which received favorable consideration in this report. 

The bill authorizes the Board to issue 6 percent 30-year bonds 
secured by a mortgage on the stadium on conditions determined by 
the Board calculated to produce the cost of the stadium, i. e., $6 
million. Such bonds may be redeemed before maturity at not to 
exceed 105 percent of face value and accrued interest or may be 
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refinanced by the issue of refunding bonds limited to 30 years but in 
no case more than 50 years from date of enactment of this act. The 
bill authorizes the Board to enter into a trust agreement with any 
bank or trust company covering the financial arrangements for con- 
structing, maintaining, and operating the stadium with the usual 
types of provisions protecting the rights and remedies of bondholders; 

The bill also provides that bonds are to be sold at not less than par, 
If the proceeds realized exceed the cost, the excess shall be placed in a 
fund created by section 6 hereof for payment of the principal and 
interest on such bonds. The bill authorizes the issuance of temporary 
bonds and interim certificates exchangeable for definitive bonds when 
such bonds are executed and available. 

The bill provides that all such bonds and other obligations shall be 
exempt from all taxation now or hereafter imposed by the United 
States or the District of Columbia. 

The bill authorizes the Board, without regard to any other provision 
of law: 

(1) To determine all questions concerning use of the stadium; 

(2) To enter into contract with the District of Columbia and 

the Federal departments, bureaus, etc., under United States 
Code 31: 686 which regulates the purchase or manufacture of 

stad or material or the performance of services by one Federal 

bureau of department for another bureau or department; 

(3) To purchase or lease the necessary equipment and facilities 
and to sell the same but negotiated contracts regarding the same 
shall be limited to $3,000 or less; 

(4) To make structural and other changes when deemed neces- 
sary for the purposes of this act; 

(5) To prepare, maintain, and operate parking lots on the land 
provided by the Secretary; 

(6) to operate or contract for the operation of concessions 
deemed appropriate ; 

(7) to furnish suitable services to renters, lessees, and other 
occupants of the stadium; 

(8) to rent or lease from time to time all or part of the stadium 
for such rentals and for such periods as shall be determined by the 
Board; 

(9) to carry public-liability insurance on the stadium and to 
require tenants and lessees to do the same; 

(10) to accept er atuitous services from volunteers to aid in the 
conduct of its activities. 

This legislation requires the Board to place all receipts from its 
activities under this act in a fund to be used for operating, maintaining 
and repairing the stadium, and the payment of the principal and 
interest on the bonds issued under section 4 hereof. The costs of 
maintenance, repair, and operation and the establishment of a 6- 
month reserve shall be paid out of the fund first. The remainder 
of the fund shall be used to pay the principal and interest on the bonds. 

The bill requires that within a reasonable time after construction 
the Board shall file with the Congress and the District of Columbia 
Commissioners a sworn statement of the cost of construction and the 
amount of bonds issued. 

The bill requires that after payment of the bonds or establishment of 
a sinking fund for that sole purpose, but in any event not later than 50 
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years from date of enactment of this act the Board shall convey the 
stadium to the District of Columbia Commissioners and the stadium 
shall thereafter, maintained, and repaired by the District of Columbia. 

The Board is authorized by this legislation to employ the necessary 
personnel without regard to the civil-service laws and the Classification 
Act of 1949 as amended. 

The bill provides that under the direction of the Board and with a 
written authorization signed by its members, an employee of the Board 
may exercise the powers vested in the Board by section 5 of this act. 

The bill provides that the liabilities created by the Board and its 
members shall be restricted to those chargeable solely to the funds 
contemplated by this act. No indebtedness created pursuant to this 
act shall be an indebtedness of the District of Columbia or of the 
United States. 

The bill further provides that in January of each year the Board 
shall file with the Congress, a financial statement certified by the 
District of Columbia Auditor, a report of activities and business at the 
stadium for the preceding fiscal year, and recommendations respecting 
future control and use of the stadium. 

Prior to the introduction of the bill, H. R. 1937, numerous confer- 
ences were held among the Commissioners of the District of Columbia, 
the president of the Washington Board of Trade, members of the 
Armory Board, the clerk of the House District Committee, and many 
other interested public officials in the District of Columbia. 

In one of these meetings it was determined that it would be wise 
before proceeding too far with the plans for this legislation that a 
representative of a bonding company should be consulted as it would 
be necessary to underwrite the bond issue of $6 million, as proposed 
in the bill. Upon meeting with such officials of a bonding house, it 
was determined that before any one would undertake to underwrite 
such a bond issue that it would be necessary to secure a preliminary 
economic and engineering survey to determine whether or not such 
a stadium would be practicable and provide sufficient revenue to 
maintain itself. 

Such a survey should include the economics of the entire stadium 
proposal, the uses to which the stadium might be put, possible sources 
of income, special revenue from parking, special revenue from con- 
cessions and other related items, and a recommendation for an 
economic maintenance plan. 

In accordance with the recommendations agreed upon by the inter- 
ested parties the District of Columbia Armory Board made applica- 
tion for an advance of $35,000 to the Housing and Home Finance 
Agency under date of March 19, such funds to cover the cost of the 
preliminary planning of the proposed stadium. 

The Housing and Home Finance Agency, under date of April 12, 
advised that— 


As a result of our very careful legal study of the matter we 
are of the opinion that we are not in a position to contract for 
advances to the Armory Board until it is vested with author- 
ity to proceed with the preparation of plans either in pre- 
liminary or final form. However, it may be possible to 
approve the application and make an offer to the Armory 
Board contingent upon the enactment into law of H. R. 
1937. We are hopeful that such assurances of the availa- 
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bility of Federal planning funds may enable the Armory 
Board to prevail upon its consulting engineers to proceed at 
once with the preparation of preliminary plans, the payment 
of their fee to be contingent upon the enactment of the pro- 
posed law. Since a disbursement of the planning funds is 
not ordinarily made until the completion and inspection of 
the plans by this Agency, little or no delay should be 
involved— 


and it is necessary that the Congress enact the bill, H. R. 1937, so 
that the District of Columbia Armory Board may secure such funds 
for the proposed studies and proceed with the plans for building a 
stadium. 

At a meeting of the House District Committee on April 15, members 
of the House District Committee agreed unanimously to report this 
legislation as an urgent measure to assist the Armory Board in secur- 
ing funds which have been applied for. The committee did go into a 
prolonged discussion of the legislation and decided unanimously that 
after the passage of the bill and upon receipt of the funds of $35,000 
by the District of Columbia Armory Board that if it were determined 
from the studies made that it would be feasible to construct a stadium 
that it was the will of the House District Committee that before taking 
any further steps in proceeding with the construction of the said 
stadium that the Armory Board, the Commissioners of the District 
of Columbia, and all interested parties who should be consulted or 
considered in this legislation, would be brought together in a meeting 
before the committee to determine whether or not public hearings 
should be held or whether or not any necessary amendments or 
changes in existing law should be made before proceeding. 

There is no cost either to the Federal or the District government 
involved in this legislation and no voice has been raised in opposition 
to the proposals as advanced from time to time and as set forth in the 
bill, H. R. 1937. 
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AMENDING THE ACT OF JUNE 4, 1953 (67 STAT. 41) 





Aprit 17, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Enate, from the Committee on Interior and Insular Affairs, sub- 
mitted the following 


REPORT 


[To accompany H. R. 3995] 





The Committee on Interior and Insular Affairs, to whom was re- 
ferred the bill (H. R. 3995) to amend the act of August 4, 1953 (67 
Stat. 41), and for other purposes, having considered the same, report 


favorably thereon with amendments and recommend that the bill 
as amended do pass. 


The amendment is as follows: 


Page 1, line 3, strike the word “ August” and insert the word “June”, 
Amend the title so as to read: 


A bill to amend the act of June 4, 1953 (67 Stat. 41), and 
for other purposes; 


PURPOSE OF THE BILL 


The purpose of H. R. 3995, as amended, introduced by Congress- 
woman Pfost, is to amend the act of June 4, 1953 (67 Stat. 41) which 
authorized the Secretary of the Interior to convey to local govern- 
mental agencies any land and improvements thereon that have been 
used for Federal Indian school purposes and that are no longer needed 
for such purposes. 

The 1953 act provides that if the lands are held in trust for an Indian 
or an Indian tribe, the consent of the beneficial owner must be obtained 
before the conveyance is made. In addition, the conveyance must 
require the property to be used for public purposes and to be available 
to Indians on a nondiscriminatory basis. The Secretary of the 
Interior may declare a forfeiture of the conveyance with a reversion 
to the United States if he determines these conditions have been 
breached for at least a year. Some Indian tribes do not wish to rely 
solely on the Secretary of the Interior to protect their interests; 
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therefore they have requested the introduction of legislation that 
would provide an additional method for enforcing the forfeiture. 

H, R. 3995 would amend the 1953 act to provide that an Indian 
or an Indian tribe who was the former beneficial owner of the property 
shall have the right to petition a United States district court to declare 
a forfeiture of the conveyance if a breach of the conditions of the 
conveyance has continued for at least a year and the Secretary of the 
Interior has failed to declare a forfeiture. 

The bill has been amended to correct an erroneous cituation oa 
the act of August 4, 1953 (67 Stat. 41) to the act of June 4, 1953, 
the title and on line 3, page 1. 

H. R. 3995 does not provide for any expenditure of Federal funds. 

The favorable report from the Secretary of the Interior dated 
March 29, 1957, is as follows: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 29, 1957. 
Hon. Ciarr ENGLE, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D. C. 

Dear Mr. Enaie: Your committee has requested a report on H. R. 
3995, a bill to amend the act of August 4, 1953 (67 Stat. 41), and for 
other purposes. 

We recommend that the bill be enacted. 

The act of June 4, 1953 (67 Stat. 41), authorizes the Secretary of 
the Interior to convey to local governmental agencies any land and 
improvements thereon that have been used for Federal Indian school 
purposes and that are no longer needed for such purposes. If the 
lands are held in trust for an Indian or an Indian tribe, the consent 
of the beneficial owner must be obtained before the conveyance is 
made. The conveyance must require the property to be used for 
public purposes and to be available to Indians on a nondiscriminatory 
basis. If at any time the Secretary of the Interior determines that 
these conditions have been breached, and that the breach has con- 
tinued for at least a year, he may declare a forfeiture of the conveyance 
and the title will there upon revert to the United States without the 
necessity for any judicial proceedings. 

The bill under consideration would provide an additional method 
for enforcing the forfeiture provision through the courts. It would 
give an Indian or an Indian tribe that was the former beneficial 
owner of the property the right to petition a United States district 
court to declare a forfeiture of the conveyance if a breach of the 
conditions of the conveyance has continued for at least a year and the 
Secretary of the Interior has failed to declare a forfeiture. The reason 
for the proposal of this additional method for enforcing the forfeiture 
provision in the present statute is the reluctance of the Nez Perce 
Tribe in Idaho to rely upon the Secretary of the Interior to protect its 
interests. If the tribe and the Secretary should disagree with respect 
to whether the conditions of a conveyance have in fact been breached, 
the tribe wants to be able to have the fact adjudicated in the courts. 
We have no objection to such procedure. The tribe is unwilling to 
consent to a proposed conveyance to a local school district unless this 
additional enforcement procedure is made available by an amend- 
ment to the present law. 
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Attention is directed to an erroneous citation in the bill. The 
reference to the act of August 4, 1953, should be changed to refer to the 
act of June 4, 1953. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report. 

Sincerely yours, 
HatrieLtp CHILSsON, 
Acting Secretary of the Interior. 


The Committee on Interior and Insular Affairs recommends enact- 
ment of H. R. 3995, as amended. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House of 
Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing law 
in which no change is proposed is shown in roman): 


Acr or June 4, 1953 (67 Srar. 41) 


That the Secretary of the Interior, or his authorized representative, 
is hereby authorized to convey to State or local governmental agencies 
or to local school authorities all the right, title, and interest of the 
United States in any land and improvements thereon and personal 
yroperty used in connection therewith heretofore or hereafter used for 
Federal Indian school purposes and no longer needed for such pur- 
poses: Provided, That the consent of the beneficial owner shall be 
obtained before the conveyance of title to land held by the United 
States in trust for an individual Indian or Indian tribe: Provided 
further, That no more than twenty acres of land shall be transferred 
under the terms of this Act in connection with any single school prop- 
erty conveyed to State or local governmental agencies or to local 
school authorities. Any conveyance under this Act shall reserve all 
mineral deposits in the land and the right to prospect for and remove 
such deposits under rules and regulations prescribed by the Secretary 
of the Fads rior, shall require the property to be used for school or other 

ublic purposes, and shall require the property to be available to 
Indi ans and non-Indians on the same terms unless otherwise approved 
by the Secretary of the Interior. If at any time the Secretary of the 
Interior determines that the grantee of any such lands, improvements, 
and personal property has failed to observe the provisions of the 
transfer agreement and that the failure has continued for at least one 
year, he may declare a forfeiture of the conveyance and the title con- 
veyed shall thereupon revert to the United States. Such determina- 
tion by the Secretary of the Interior shall be final. Jf the grantee of 
such land fails for a period of one year to observe the provisions of the 
transfer agreement and the Secretary of the Interior fails to declare a 
Jorferture of the conveyance, the former beneficial owner, if an indivi7ual 
Indian or an Indian tribe, may petition the United States District ( ourt 
Jor the district where the land 1s located to declare a forfeiture of the con- 
veyance and to vest the title in the United States, in the same trust status 
as previously existed, 

O 
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CERTAIN URGENT DEFICIENCY APPROPRIATIONS, 1957 


Aprit 17, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cannon, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H. J. Res. 312] 


The Committee on Appropriations, to which was referred House 
Joint Resolution No. 312, reports the same to the House with the 
recommendation that the joint resolution be agreed to. 

This resolution is necessary to provide for certain urgent items now 
pending in committee of conference on H. R. 4249, the Urgent De- 
ficiency Appropriation Bill, 1957, which should be disposed of prior 
to the impending recess. These and several other items were included 
in H. R. 4249 passed by the House on February 5 and which has been 
in conference since March 5. In view of the fact that the managers 
on the part of the two Houses have been unable to reach agreement 
on two or three amendments of the other body to H. R. 4249, the 
House on yesterday, April 16, made a second attempt to secure earl 
enactment of these urgent items by adopting H. J. Res. 310 wih 
omitted the two most controversial items and offered a generous 
compromise on a third item in disagreement. H. J. Res. 310 is fully 
explained in House Report 355 of April 16. 

Today, April 17, the Senate amended H. J. Res. 310 in such manner 
as to preclude agreement on the part of the House managers to the 
resolution as amended, principally because the Senate again inserted 
amendments dealing with the subjects on which the managers had 
been unable to agree in connection with H. R. 4249. 

The accompanying resolution H. J. Res. 312 represents the third 
attempt of the House to provide for those certain items on which 
immediate action should be taken. It is therefore hoped that the 
other body will, on this third attempt, e without further amend- 
ment. A summary of H. J. Res. 312 follows: 
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DISPOSITION OF SUNDRY PAPERS 





Apri 18, 1957.—Ordered to be printed 





Mrs. Green of Oregon, from the Joint Committee on Disposition of 
Executive Papers, submitted the following 


REPORT 


[Pursuant to 57 Stat. 380 and 59 Stat. 434] 


The joint select committee of the Senate and House of Representa- 
tives, appointed on the part of the Senate and House of Representa- 
tives and acting in compliance with the provisions of the act approved 
July 7, 1943 (57 Stat. 380), as amended by the act approved July 
6, 1945 (59 Stat. 434), respectfully reports to the Senate and House 
of Representatives that it has received and examined the report of 
the Archivist of the United States No. 57-9, dated April 11, 1957, 
to the 85th Congress, Ist session, submitting the following lists or 
schedules covering records proposed for disposal by the Government 
agencies indicated: 


Job No. Agency by which submitted Job No. Agency by which submitted 
II-N N A-2280...| Department of the Navy. II-N N A-2424...| Department of the Air Force. 
II-NN A-2360...| Department of the Army. II-NN A-2427...| Department of Agriculture. 
II-NN A-2383._- Department of Coramerce. LI-N N A-2428...| General Services Administration; 
II-NN A-2390...| Department of the Navy. II-NN A-2430_..| Department of the Army. 
II-NN A-2402__- Do. II-NN A-2434...| Department of the Air Force. 
II-NN A-2410... Do. ILI-NIR-154....| General Services Administration, 
II-NN A-2422... Do. 


Your committce reports that the records proposed for disposal in 
the said lists or schedules reported by the Archivist of the United 
States do not, or will not after the lapse of the period specificd, have 
sufficient administrative, legal, research, or other value to warrant 
their continued preservation by the Government and recommends 
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that their disposal be accomplished subject to the proviso of section 
6 and the provisions of section 9 of the aforementioned act, as amended. 
Respectfully submitted to the Senate and House of Representatives, 
EpitH GREEN, 
Rosert J. Corsert, 
Members on the Part of the House: 
Ourn D. Jounston, 
FRANK CARLSON, 
Members on the Part of the Senate: 
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AUTHORIZING THE SECRETARY OF THE INTERIOR TO 
PERMIT THE CONSTRUCTION OF A BRIDGE AND ROAD 
ACROSS CHINCOTEAGUE NATIONAL REFUGE 


Aprit 18, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


{To accompany H. R. 2493] 


The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (H. R. 2493) to authorize the Secretary of the Interior 
to permit the construction of a bridge and road across Chincoteague 
National Wildlife Refuge, and for other purposes, having considered 
the same, report favorably thereon with an amendment and recommend 
that the bill as amended do pass. 

The amendment is as follows: 

Beginning on line 9, page 2, strike out the balance of the sentence 
after the words ‘United States’, and inserting a period after the 
words “United States’. 


PURPOSE AND EFFECT OF THE BILL 


The purpose of the bill is to permit construction of an access road 
and a bridge by the State of Virginia across Assateague Channel on 
the Chincoteague National Wildlife Refuge. The construction will 
open to public use a fine beach which is presently accessible only by 
water. The witness for the Department of the Interior testified that 
the project would in no way be detrimental to the primary use of the 
refuge for the protection of wildlife and that it would further the policy 
of the Department of permitting multiple use of refuge lands where 
feasible. The bill provides that the necessary easement grants shall 
be on such terms as the Secretary of the Interior deems appropriate 
for the adequate protection of the wildlife refuge. 

No expenditure by the United States is involved since the road and 
bridge will be constructed and maintained by an agency of the State 
of Virginia. 
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The committee amended the bill by striking out beginning on line 9, 
page 2, the balance of the sentence after the words ‘United States”. 
The purpose of the amendment was to avoid jeopardizing the sale of 
revenue bonds on the project by the State by giving the Secretary of 
the Interior power to close the road. The amendment was suggested 
by the Department of the Interior with the explanation that the De- 
partment feels that the interests of the United States are adequately 
protected through the provision giving the Secretary power to grant 
the easements subject to such terms and conditions as he deems 
appropriate. 

The report of the Department of the Interior is as follows: 


Unitep States DepaRTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 18, 1957. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. Bonner: Your committee has requested a report on 
H. R. 2493 to authorize the Secretary of the Interior to permit the 
construction of a bridge and road across Chincoteague National Wild- 
life Refuge, and for other purposes. 

We recommend that your committee give favorable consideration 
to this proposal. 

H. R. 2493 would authorize this Department to permit controlled 
development, for recreational purposes, of a portion of the seashore of 
Chincoteague National Wildlife Refuge, Virginia. Such development 
would be permitted by granting to appropriate agencies of the State 
of Virginia such easements or rights as may be necessary for the con- 
struction and maintenance of a bridge across Assateague Channel and 
terminating on the Chincoteague National Wildlife Refuge. In 
addition, the bill would authorize the granting of rights of easements 
for the construction of an access road from the terminus of the bridge 
to a public beach and recreation area to be developed along the south- 
eastern shore of Assateague Island. 

Easements and other rights to be granted to the State pursuant to 
this measure would be authorized subject to such terms and conditions 
as the Secretary of the Interior deems appropriate for adequate pro- 
tection of the wildlife refuge and other interests of the United States. 
Other provisions of the bill would authorize the Secretary to enter into 
agreements with State, county, or municipal agencies for the con- 
struction, maintenance and operation by such agencies of a public 
beach, concession, parking areas, and other related public con- 
veniences. 

Chincoteague National Wildlife Refuge, Virginia, established in 
1943, has one of the finest sections of ocean beach to be found on the 
east coast. If this beach can be made accessible by the construction 
of a connecting bridge from Chincoteague Island and an access road 
through the refuge, it will provide excellent recreational opportunities 
for a great many people. This Department, in the administration of 
the national wildlife refuges, has long followed a policy of making these 
areas accessible for public use whenever it has been possible to do so 
without detriment to, or interference with, the primary objective of 
the area. We believe that regulated public use of the beach on the 
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Chincoteague Refuge can be permitted without encroachment upon 
the lands that are of primary importance to wildlife. 

We recommend a minor revision in the language of the bill as follows: 

On page 2, beginning on line 9, insert a period immediately following 
the words ‘“‘United States” and strike out the remainder of the sentence 
up to and including the word “hereunder.’’, in line 11. 

We suggest this amendment because we believe the authorit 
of the Secretary to grant easements and rights “subject to suc 
terms and conditions” as he deems appropriate will protect adequately 
the interests of the United States in granting such easements or rights 
to the State. Also, we understand that there has been some appre- 
hension that the bill in its present form, unless amended as herein 
suggested, might prevent or jeopardize the sale of revenue bonds by 
the bridge authority of the State. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report to your committee. 

Sincerely yours, 
Ross LEFrrier, 
Assistant Secretary of the Interior: 


The proposed legislation would make no changes in existing law. 
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PERMITTING THE SECRETARY OF THE INTERIOR TO CONTINUE 
TO DELIVER WATER TO LANDS IN THE HEART MOUNTAIN DIVI- 
SION, SHOSHONE FEDERAL RECLAMATION PROJECT, WYOMING 





Aprit 18, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Enete, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. J. Res. 287] 


The Committee on Interior and Insular Affairs, to whom was 
referred the joint resolution (H. J. Res. 287) permitting the Secretary 
of the Interior to continue to deliver water to lands in the Heart 
Mountain division, Shoshone Federal reclamation project, Wyoming, 
having considered the same, report favorably thereon without ailiied 
ment and recommend that the joint resolution do pass. 


PURPOSE 


Enactment of this legislation would permit the Secretary of Interior 
to continue to deliver water to lands in the Heart Mountain division, 
Shoshone Federal reclamation project, Wyoming, during the 1957 and 
1958 irrigation seasons. The Secretary is presently without authority 
to deliver water to a portion of the lands in this division. 


NEED FOR LEGISLATION 


The reclamation law provides that except during the development 
period fixed by the Secretary of the Interior, water may not be de- 
livered for the irrigation of lands until a repayment contract has been 
executed. A repayment contract with the Heart Mountain division 
has not yet been executed. The development period for this division 
has been fixed at 10 years, the maximum permitted under reclamation 
law. The first public notice, opening farm units of this division, was 
dated October 3, 1946, and therefore the 10-year development period 
for this group of units has expired. Additional farm units in this 
division were opened in July 1947 and April 1949. 
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The Heart Mountain Irrigation District covering the lands of the 
Heart Mountain division was established on July 17, 1953, and during 
the past year negotiations with the district have been underway with a 
view of reaching agreement on a repayment contract. The committee 
understands that agreement between the Bureau of Reclamation and 
the district is near. However, the contract will have to be voted on by 
the district and will require approval by Congress prior to its execution. 


The additional time provided by this legislation is necessary to 
complete these actions. 


DEPARTMENT’S REPORT 


The report of the Department of the Interior recommending enact- 
ment of this legislation follows: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., April 15, 1957. 
Hon. Cuan ENGiE, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D. C. 

Duar Mr. Encte: A report has been requested from this Depart- 
ment on House Joint Resolution 287, permitting the Secretary of the 
Interior to continue to deliver water to lands in the Heart Mountain 
division, Shoshone Federal reclamation project, Wyoming. 

We recommend that this joint resolution be enacted. 

The Heart Mountain division lands were opened to settlement 
under three public notices, The first public notice dated October 3, 
1946, opened 83 farm units; the second dated July 7, 1947, opened 31 
farm units; and the third dated April 13, 1949, opened 104 farm units. 
A subsequent public notice dated June 11, 1952, fixed the develop- 
ment period at 10 years, the maximum permitted under reclamation 
law. 

The public notices opening the homesteads to entry stated in part: 

“The reclamation law provides that except during the development 
period fixed by the Secretary of the Interior water may not be de- 
livered for the irrigation of lands until an organization, satisfactory in 
form and powers to the Secretary, has entered into a contract with 
the United States providing for the repayment of project construction 
costs which are allocated to such irrigated lands.” 

In accordance with this requirement, the entrymen and landowners 
petitioned the Park County district court for the formation of an 
urigation district. On July 17, 1958, the district court issued an 
order establishing the Heart Mountain Irrigation District. The dis- 
trict includes all irrigable lands under the Heart Mountain canal. 
During the past year negotiations have been underway with the dis- 
trict board of commissioners with a view to reaching agreement on a 
repayment contract. 

‘he Bureau of Reclamation advises me that it is close to agreement 
with the district board of commissioners on a proposed contract which, 
however, because of its extended payout period will require congres- 
sional approval before it can be executed on behalf of the United 
States. Every effort is being made to bring the contract negotiations 
to a satisfactory conclusion so that the water user election on the 
contract may be held at an early date and the contract submitted to 
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Congress for approval. Obviously, all this cannot be accomplished 
before the commencement of the 1957 irrigation season. 

The 10-year development period for the lands opened for settle- 
ment under the public notice of October 3 1946, commenced with 
the 1947 irrigation season and was completed at the end of the 1956 
irrigation season. Enactment of House Joint Resolution 287 would 
permit the continued delivery of water to these lands for not more than 
two additional seasons. It is our belief that all necessary contract 
arrangements can be made within this time and that, notwithstanding 
the provisions of general reclamation law, it would be undesirable to 
shut off delivery of water to the lands of the first unit pending com- 
pletion of these arrangements. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to your committee. 

Sincerely yours, 
Frep G. AANDAHL, 
Assistant Secretary of the Interior. 


COMMITTEE’S CONCLUSIONS AND RECOMMENDATION 


The committee is critical of both the Bureau of Reclamation and 
the district for the lack of progress in the repayment negotiations 
which makes this legislation necessary, and both are put on notice 
that a further extension of the development period beyond that here 
provided will not be considered. At the same time, the committee 
does not desire to prohibit the delivery of water to lands of the Heart 
Mountain division without providing reasonable opportunity to com- 
plete the contract, and therefore unanimously recommends enactment 
of House Joint Resolution 287. 


O 














85TH CoNnGREsS HOUSE OF REPRESENTATIVES Report 
1st Session No. 377 





AMENDING THE ACT FOR THE RETIREMENT OF PUBLIC- 
SCHOOL TEACHERS IN THE DISTRICT OF COLUMBIA 


ApriL 18, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. McMittan, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany H., R. 6454] 


The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 6454) to amend the act for the retirement of public- 
school teachers in the District of Columbia, having considered the 
same, report favorably thereon with amendments and recommend 
that the bill do pass. 

The amendments are as follows: 

(a) Page 2, line 2, immediately before the period, insert the 
following: 


and by inserting the following immediately before the period 
at the end of the second sentence: “: Provided, That such in- 
terest shall not be credited after December 31, 1956, except 
that in the case of a teacher separated before he has completed 
five years of teaching service interest shall be credited to the 
date of separation”. 
(b) Page 3, line 23, strike the figures ‘21’ and insert in lieu thereof 
‘to y?? 
(c) Page 4, line 3, strike the word “of’’ and insert in lieu thereof 
“cc ? 
or’’. 
(d) Page 4, line 24, immediately before the word “by” insert the 
following: 


by inserting the words ‘Air Force” after the word “Navy” 
in item (e) of the second sentence of section 8, and. 


(e) Page 5, line 22, strike the word “latter” and insert in lieu thereof 
“later’’. 
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(f) Page : strike line 25 and insert in lieu thereof the following: 


Src. The amendments made by this Act shall not 
apply in ike case of teachers retired or otherwise separated 
prior to its effective date, and the rights of such persons and 
their survivors shall continue in the same manner and to the 
same extent as if this Act had not been enacted. 

Sec. 3. No person retiring subsequent to the effective 
date of this Act and pursuant to its provisions shall be 
entitled to any benefits accruing by reason of the provisions 
of Public Law 648, 84th Congress, approved July 2, 1956 
(70 Stat. 487). 

Sec. 4. The effective date of this Act shall be October 
1, 1956. 


(g) Amend the title by adding at the end thereof the following: 
, and for other purposes”’ 

The purpose of the bill is to give to teachers and supervisory per- 
sonnel under the Board of Education of the District of Columbia sub- 
stantially the same benefits to which employees of the Federal and 
District Governments are entitled under the Civil Service Retirement 
Act, as amended by Public Law 854, 84th Congress, approved July 31, 
1956. 

The bill increases annuities for school employees and for widows of 
such employees on the average approximately 25 percent and for sur- 
viving children approximately 150 percent. 


i 


PRINCIPAL PROVISIONS OF THE BILL 


(a) The rate of contribution by employees is increased from 6 per- 
cent to 6) percent. 

(b) Optional retirement is permitted at age 62 after 5 years of serv- 
ie a of after 15 years. 

(c) The reduction factor for retirement before reaching age 60 is 
chs coed from 3 percent a year to 1 percent for each year the retiring 
employee is under age 60 and 2 percent for each year he is under 
age 55. 

(d) The present requirement that an employee have at least 10 
years of service to be eligible to retire for disability or for other reasons 
is changed to 5 years of service. 

(ec) An immediate annuity is granted upon involuntary separation 
from the service after attaining the age of 50 years with 20 years of 
service, or upon involuntary separation after 25 years of service, 
regardless of age. 

(f) Under present law annuities are based upon 1% percent of the 
highest average annual salary over a period of 5 consecutive years 
times the total years of service, or 1 percent plus $25, whichever is 
greater. The bill changes the formula so that the annuity will be 
based upon 1% percent for the first 5 years of service, 1% percent for 
the next 5 years of service, and 2 percent for the remainder, multiplied 
by the years of service (or 1 percent plus $25 in each case, whichever 
gives the greater annuity). 

The annuity of an employee electing a survivor’s annuity would be 
reduced by 2% percent of the first $2,500 and 10 perce nt of the balance. 
At present the reduction is 5 percent of the first $1,500 and 10 percent 
of the balance. 
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(g) Disability benefits are liberalized by providing a minimum of 
40 percent of the average salary or the annuity computed under the 
general formula after adding the years elapsing between the date of 
separation and attainment of age 60, whichever is the larger. An 
annuity larger than the minimum is payable if earned by the retiring 
employee. 

(hk) Present law credits honorable military service in time of actual 
war only. The bill allows credit for all honorable active military serv- 
ice if the employee is not receiving retirement pay based on such 
service. The bill also allows credit for military service if the employee 
is receiving retirement pay for military service if such retired pay is 
(1) based on a service-connected disability incurred in combat with 
an enemy or caused by an instrument of war, or (2) awarded under 
title III of Public Law 810, 80th Congress. 

(i) Under existing law, if any employee dies, after rendering 5 years 
of service, an automatic annuity equal to 50 percent of the employee’s 
earned annuity is payable to the widow. The bill extends similar 
benefits to dependent widowers. 

(7) The bill increases benefits for children of deceased employees 
as follows: 

(1) Ifaw = or husband survives, each child’s benefit would be the 
smallest of (i) 40 percent of the employee’s average salary divided by 
the number of children, (11) $600, or (i) $1,800 divided by the number 
of children. 

(2) If no wife or husband survives, each child would receive the 
smallest of (i) 50 percent of the employee’s average salary divided by 
the number of children, (ii) $720, or (111) $2,160 divided by the num- 
ber of children. 

Under present law, if a widow survives, each child receives the 
smallest of (1) one-fourth of the era earned annuity, (2) $900 
divided by he number of children, or (3) $360. 

Under present law, if no widow survives, each child receives the 
smallest of (1) one-half of the employee’s earned annuity, (2) $1,200 
divided by the number of children, or (3) $480. 


EFFECTIVE DATE 


The benefit provisions take effect October 1, 1956. The provision 
for increasing contributions by the employees would be effective on 
the first day of the second month following the enactment of the bill. 


cost 


The additional cost to the District government for the first few 
years would be negligible. However, section 6 of the present Teachers 
Retirement Act requires that a level financial reserve be maintained 
through adequate annual appropriations (in addition to the employees’ 
contribution). The benefits provided by this bill would require an 
additional annual appropriation of $867,200 to provide such a level 
reserve. This additional amount would have to be appropriated 
annually beginning with the fiscal year 1959. This amount would 
have to be appropriated in addition to the present cost to the District 
which, for the fiscal year 1957, is $2,655,000. 
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AMENDMENTS 


Amendment (a), designed to provide a cutoff date for the granting 
of interest on deposits of employees, is inserted to make the Teachers 
Retirement Act consistent in this respect with the Civil Service Re- 
tirement Act. 

Amendment (f), inserting the new section 2 in the bill, is designed 
to make clear that the bill does not affect employees retired prior to 
the effective date of the bill. 

The insertion of new section 3 is designed to prevent the possibility 
of employees retiring after the effective date of the bill (October 1, 
1956) and before December 31, 1957, becoming entitled to an increase 
in their annuities over and above the annuity to which the employees 
would be entitled under the bill. Such a possibility might otherwise 
exist by reason of the operation of Public Law 648, 84th Congress, 
which granted certain increases in annuities for the period ending 
December 31, 1957. 

The other amendments are inserted for purposes of clarification. 


CHANGES IN EXISTING LAW 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


60 Strat. 875—66 Stat. 17 


[That there shall be deducted and withheld from the annual salary 
of every teacher in the public schools of the District of Columbia an 
amount equal to 6 per centum of the teacher’s annual salary.] Be- 
ginning on the first day of the second month following the enactment of 
this Act, there shall be deducted and withheld from the annual salary of 
each teacher in the public schools of the District of Columbia an amount 
equal to 6% per centum of the teacher’s annual salary. The amounts 
deducted and withheld from the annual salary of each teacher, includ- 
ing amounts so deducted and withheld prior to the effective date of 
this Act under the Act entitled ‘An Act for the retirement of public- 
school teachers in the District of Columbia’’, approved January 15, 
1920 (41 Stat. 387), as amended, shall be credited to an individual 
account of the teacher from whose salary the deduction is made, to- 
gether with interest at 4 per centum per annum, compounded annually 
up to the effective date of this Act and thereafter at 3 per centum per 
annum, compounded annually from June 30 of the year in which the 
deductions are made. These individual interest-bearing accounts 
shall be kept by the Auditor of the District of Columbia. 

Any teacher may at his option and under such regulations as may 
be prescribed by the Commissioners of the District of Columbia 
deposit with the Collector of Taxes, District of Columbia, additional 
sums in multiples of $25 but not to exceed 10 per centum per annum 
of his annual salary, pay, or compensation, for services rendered since 
March 1, 1920, which amount together with interest thereon at 3 per 
centum per annum compounded as of June 30 of each year, shall, at 
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the date of his retirement, be available to purchase an annuity as 
he shall elect in accordance with such rules and regulations as may be 
prescribed by the Commissioners of the District of Columbia, in 
addition to the annuity provided by this Act; the purchase price of 
such annuity shall be based upon an interest rate of 3 per centum 
per annum compounded annually and upon such table of mortality 
as shall from time to time be prescribed by the Commissioners of the 
District of Columbia. In the event of death or separation from the 
service of such teacher before becoming eligible for retirement on 
annuity, the amounts so deposited with interest at 3 per centum com- 
pounded annually from June 30 of the year in which the deposits 
are made shall be refunded in accordance with the provisions of sec- 
tions 9 and 10, respectively, of this Act. A separate individual 
account shall be kept by the Auditor of the District of Columbia with 
respect to the voluntary deposits and interest of each teacher. 

Sec. 2. The amounts so deducted and withheld from the annual 
salary of every teacher, and the amounts of additional voluntary 
deposits, shall be deposited in the Treasury of the United States to 
the credit of the teachers’ retirement and annuity fund. As of the 
effective date of this Act, there shall be transferred and credited to 
such fund the balances of funds held for the retirement of teachers 
under the provisions of sections 2 and 7 of the Act of January 15, 
1920, as amended. The fund thus created shall be held and invested 
by the Secretary of the Treasury until paid out as hereinafter pro- 
vided, and the income derived from such investment shall constitute 
a part of said fund for the purpose of carrying out the provisions of 
this Act. Separate accounts shall be maintained by the Treasury with 
respect to (1) the regular operations of the retirement system, exclu- 
sive of those incident to the voluntary deposits; and (2) the voluntary 
deposits and the supplementary annuities and refunds resulting from 
such deposits. 

Src. 3. (a) Any teacher to whom this Act applies who shall have 
attained or shall hereafter attain the age of sixty years and has ren- 
dered at least thirty years of service computed as prescribed in section 
8 of this Act, or shall hereafter attain the age of sixty-two years and 
has rendered at least [fifteen] five years of service computed as pre- 
scribed in section 8 of this Act, may voluntarily retire and shall be 
eligible for retirement on an annuity computed as provided in section 
5 of this Act. 

(b) Any teacher to whom this Act applies who shall have attained 
or shall hereafter attain the age of fifty-five years and shall have ren- 
dered at least thirty years of service, computed as prescribed in sec- 
tion 8 of this Act, may voluntarily retire and shall be paid an imme- 
diate life annuity beginning on the first day of the month following 
the date of separation from the service, computed as prescribed in 
section 5 (a) of this Act, reduced by [one-fourth] one-twelfth of 1 per 
centum for each full month such teacher is under sixty years of age. 

(c) Any teacher who shall have attained or shall hereafter attain 
the age of sixty-two years and is eligible for retirement under the pro- 
visions of this Act, may be retired by the Board of Education upon 
written recommendation of the Superintendent of Schools. Any 
teacher who shall have attained, or shall hereafter attain the age of 
seventy years, shall be retired unless upon written recommendation of 
the Superintendent of Schools two-thirds of the members of the Board 
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of Education vote to retain such teacher in the public schools for the 
good of the service. No sum shall be paid to any teacher upon his 
retirement under the provisions of this section unless he shall have 
been employed as a teacher on active duty in the public schools of the 
District of Columbia for a total period of not less than [ten] five years. 

(d) Any teacher who completes twenty-five years of service or who attains 
the age of fifty years and completes twenty years of service shall upon 
involuntary separation from the service not by removal for cause on charges 
of misconduct or delinquency, be paid a reduced annuity computed as 
provided in section 5 (a) of this Act reduced by one-twelfth of 1 per centum 
for each full month not in excess of sixty and by one-sixth of 1 per centum 
for each full month in excess of siaty such teacher is under the age of sixty 
years at date of separation. 

Sec. 4. Any teacher to whom this Act applies who shall have served 
on active duty in the public schools of the District of Columbia for a 
total period of not less than [ten] five years, and who, before becoming 
eligible for retirement under the conditions defined in the preceding 
sections hereof, becomes physically or mentally disabled and incapable 
of satisfactorily performing the duties of his position, by reason of 
disease or injury not due to vicious habits, intemperance, or willful 
misconduct on the part of the teacher, shall upon his own application 
or upon order of the Board of Education as provided later in this 
section be retired on an annuity computed in accordance with the pro- 
visions of section 5 and 6 hereof: Provided, That proof of freedom 
from vicious habits, intemperance, or willful misconduct for a period 
of more than five years next prior to becoming so disabled for useful 
and efficient service shall not be required in any case. No claim shall 
be allowed under the provisions of this section unless the application 
for retirement shall have been executed prior to the applicant’s sepa- 
ration from the service or within six months thereafter. No teacher 
shall be retired under the provisions of this section unless examined 
under the direction of the Health Officer of the District of Columbia, 
and as a result of said examination, in his judgment, or in the judgment 
of the Superintendent of Schools concurred in by two-thirds of the 
members of the Board of Education, shall have been found to be 
physically or mentally incapacitated for efficient service. 

ivery annuitant retired under the provisions of this section, unless 
the disability for which retired be permanent in character, shall at the 
expiration of one year from the date of such retirement and annually 
thereafter, until reaching retirement age as defined in section 3 hereof, 
be examined under the direction of the Health Officer of the District of 
Columbia in order to ascertain the nature and degree of the annuitant’s 
disability, if any. If an annuitant shall recover before reaching retire- 
ment age he shall be reappointed by the Board of Education in accord- 
ance with such rules and regulations as the said Board may prescribe to 
the first position, equal or similar to any position in the public schools 
occupied by the annuitant before retirement, which becomes vacant 
after the date the Board of Education receives written notification 
from the Health Officer of the District of Columbia that the annuitant 
has recovered and is able to discharge his duties as a teacher in the 
public schools of the District of Columbia. Payment of the annuity 
shall be continued until the date of reappointment by the Board of 
Education. In the event that the annuitant refuses to accept the 
employment prescribed in this section no annuity shall be paid after 
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the date of such refusal. Should the annuitant fail to appear for 
examination as required under this section payment of the annuity 
shall be suspended until continuance of the disability shall have been 
satisfactorily established. Upon written recommendation of the 
Superintendent of Schools the Board of Education may order or direct 
at any time such medical or other examination as it shall deem neces- 
sary to determine the facts relative to the nature and degree of 
disability of any teacher retired on an annuity under this section. 

In all cases where the annuity is discontinued under the provisions 
of this section, so much of the annuity payments as would have been 
provided by an annuity whose actuarial value at the time of retirement 
was equal to the contributions accumulated with interest shall be 
charged against his individual account and, unless he shall become 
reemployed in a position under the purview of this Act, he shall be 
considered as having been separated from the service for other than 
retirement purposes and entitled to the benefits of section 9 (a) hereof: 
Provided, however, That if such teacher were also receiving an annuity 
because of voluntary deposits made under the provisions of section 1 
hereof, such annuity may be continued or, at the option of the teacher, 
the actuarial reserve value of such annuity may be withdrawn in cash 
unless the teacher is reemployed in a position within the purview of 
this Act, in which case the amount of such reserve value shall be 
treated as a voluntary deposit under the provisions of section 1 hereof. 

Sec. 5. (a) [That every teacher who shall be retired under the 
provisions of section 3 or section 4 of this Act shall receive an annuity 
composed of (1) a sum qual to 1 per centum of his average annual 
salary received during any five consecutive years of allowable service 
in the public schools of the District of Columbia, at the option of the 
teacher, multiplied by the years of service, plus a sum equal to $25 for 
each year of service or (2) a sum equal to 1% per centum of his average 
annual salary received during any five consecutive years of allowable 
service in the public schools of the District of Columbia, at the option 
of the teacher, multiplied by the years of service: Provided, That with 
the exception of the computation of deferred annuities provided in 
section 9 of this Act no annual salary used in the computation of the 
average annual salary received during any five consecutive years of 
allowable service shall be less than the maximum salary for class 1, 
group A (established by the District of Columbia Teachers’ Salary 
Act of 1947, as amended), as it was in the year the salary was received 
or $4,330, whichever is greater.] Except as otherwise provided in 
this Act, every teacher who shall be retired under the provisions of section 
8 or section 4 of this Act shall receive an annuity composed of (1) the 
larger of (A) 1% per centum of the average salary as defined in section 13 
of this Act, multiplied by so much of the total service as does not exceed 
five years, or (B) 1 per centum of the average salary, plus $25, multiplied 
by so much of the total service as does not exceed five years, plus (2) the 
larger of (A) 1% per centum of the average salary multiplied by so much 
of the total service as exceeds five years but does not exceed ten years, or 
(B) 1 per centum of the average salary, plus $25, multiplied by so much 
of the total service as exceeds five years but does not exceed ten years, plus 
(3) the larger of (A) 2 per centum of the average salary multiplied by so 
much of the total service as exceeds ten years, or (B) 1 per centum of the 
average salary, plus $25, multiplied by so much of the total service as 
exceeds ten years. [Annuities granted under the terms of this Act 
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shall accrue monthly and shall be due and payable in monthly install- 
ments at the beginning of the month following the month for which 
the annuity shall have accrued, such monthly installments being 
computed to the nearest dollar.] The life annuity of the teacher 
making such election, excluding any increase because of retirement under 
section 4 of this Act, shall be reduced by 2% per centum of so much thereof 
as does not exceed $2,400 and by 10 per centum of so much thereof as 
exceeds $2,400. Annuities payable to any retired teacher who has 
become eligible for retirement because of age as defined in section 3 
of this Act shall be payable during the lifetime of the annuitant. 
Annuities payable to any teacher retired on account of disability 
shall be subject to the conditions set forth under section 4 of this 
Act. 

(b) Any teacher retiring under the provisions of section 3 or section 
4 of this Act may, at the time of retirement, elect to receive in lieu of 
the life annuity described herein one of the following: 

(1) A reduced annuity and an annuity after death payable to 
his or her surviving widow or widower designated by such teacher 
at time of retirement equal to 50 per centum of such life annuity. 
The life annuity of the teacher making such election shall be 
reduced by 5 per centum of so much thereof as does not exceed 
$1,500, plus 10 per centum of the balance of such life annuity, and 
shall be further reduced by three-fourths of 1 per centum of such 
life annuity for each full year, if any, the designated wife or hus- 
band is under age of sixty at time of retirement, but the total re- 
duction shall in no case be more than 25 per centum of such life 
annuity. The annuity of such widow or widower shall begin on 
the first day of the month immediately following the month in 
which the death of the retired teacher occurs or the first day of 
the month following the widow’s or widower’s attainment of age 
fifty, whichever is the later, and such annuity or any right thereto 
shall terminate upon his or her death or remarriage. 

(2) If unmarried and in good health, a reduced annuity pay- 
able to him during his life, and an annuity after his death payable 
to a survivor annuitant having an insurable interest in such 
teacher, duly designated in writing and filed with the Auditor of 
the District of Columbia at the time of retirement, during the life 
of such survivor annuitant equal to 50 per centum of such reduced 
annuity and upon the death of such survivor annuitant all pay- 
ments shall cease and no further annuity shall be due and payable. 
The annuity hereunder payable to the teacher shall be 90 per 
centum of the life annuity otherwise payable if the survivor annui- 
tant is the same age or older than the annuitant, or is less than 
five years younger than the annuitant; 85 per centum if the 
survivor annuitant is five but less than ten years younger; 80 per 
centum if the survivor annuitant is ten but less than fifteen years 
younger; 75 per centum if the survivor annuitant is fifteen but 
less than twenty years younger; 70 per centum if the survivor 
annuitant is twenty but less than twenty-five years younger; and 
60 per centum if the survivor annuitant is twenty-five or more 
years younger. No such election shall be valid until the retiring 
teacher shall have satisfactorily passed a physical examination 
under the direction of the Health Officer of the District of 


Columbia, as prescribed by the Board of Education. No person 
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shall be eligible to receive an annuity under this subsection and 
an annuity under subsection (b) of section 9 of this Act based 
upon the service of the same teacher covering the same period of 
time. 

(3) A reduced annuity of equivalent value providing for a 
life-insurance benefit payable in a lump sum at the time of the 
annuitant’s death. The face amount of such life insurance may 
be in any amount which the retiring teacher shall designate at 
the time of retirement but shall not exceed his contributions 
accumulated with interest to the date of retirement. Payment of 
such insurance shall be made in accordance with the provisions of 
section 10 of this Act. Any annuitant who elects to receive the 
reduced annuity with fixed life-insurance benefits may reconvert 
the value of the life insurance to an additional annuity of equiva- 
lent value on any anniversary of the retirement date of said 
annuitant prior to reaching age seventy. 

Sec. 6. [That in calculating, as provided in section 5 (a), the 
annuity of a teacher retired under the provisions in section 4 of this 
Act, a minimum credit of twenty years shall be used in determining 
the sum allowable to a teacher with less than twenty years of service: 
Provided, That such minimum credit shall not exceed the total number 
of years of service which the teacher might have served if continuously 
employed as a teacher in the public schools of the District of Columbia 
to age sixty-two.] The annuity of a teacher retiring under section 4 shall 
be at least (1) 40 per centum of the average salary or (2) the sum obtained 
under section 5 after increasing his total service by the period elapsing 
between the date of separation and the date he attains the age of sixty years, 
whichever is the lesser. 

Src. 7. The amount of each year’s appropriation shall be calculated, 
on an actuarial basis, as a level percentage of the pay roll of all par- 
ticipants which shall be adequate to cover the liability normally 
accrued plus a further level amount equal to the interest on the 
unfunded accrued liability. 

Src. 8. The years of service which form the basis for determining 
the amount of the annuity provided in section 5 (a) of this Act shall 
be computed from the date of original probationary appointment as 
a teacher in the public schools of the District of Columbia, including 
so much of any authorized leaves of absence without pay beginning 
on the effective date of this amendatory Act as does not exceed six 
months in the aggregate in any fiscal year, plus any service credit that 
may be allowed under the provisions of this section: Provided, That 
the total credit granted for leaves of absence without pay shall not 
exceed one year: Provided further, That deposits equal to 5 per centum 
of those portions of salary received between July 1, 1949, and the 
effective date of this amendatory Act for which service credit was not 
earned may be made, and service credit received accordingly. In 
computing the length of service of retiring teachers credit may be 
given, year for year, for (a) public-school service or its equivalent 
outside the District of Columbia but not to exceed ten years; (b) con- 
tinuous temporary service in the public schools of the District of 
Columbia immediately prior to probationary appointment; (c) service 
in the government of the District of Columbia or the Government 
of the United States allowable under the Civil Service Act of 1920, 
as amended; [(d) periods of honorable service in the Army, Navy, 
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Marine Corps, or Coast Guard of the United States in time of war;] 
(d) periods of honorable active service in the Army, Navy, Air Force, 
Marine Corps, or Coast Guard of the United States (but not the National 
Guard except when ordered to active duty in the service of the United 
States) prior to the date of the separation upon which title to annuity is 
based; except that, if a teacher is awarded retired pay on account of 
military service, his military service shall not be included, unless such 
retired pay is awarded on account of a service-connected disability (1) 
incurred in combat with an enemy of the United States or (2) caused by 
an instrumentality of war and incurred in line of duty during an enlist- 
ment or employment as provided in Veterans Regulation Numbered 1 (a), 
part I, paragraph I, or is awarded under title IIT of Public Law 810, 
Eightieth Congress; (e) all educational leaves of absence with part pay 
authorized by the Board of Education in accordance with the Act of 
June 12, 1940 (54 Stat. 349): Provided, however, That that portion of 
the annuity which results from credit for service allowable under 
(a) and (c) of this section shall be reduced by the amount of any 
annuity which the retired teacher is entitled to receive under any 
Federal, State, or municipal retirement or pension system in respect 
to such service, except that such portion of the annuity after reduction 
shall not be less than the annuity purchasable with the deposit 
which the teacher is required to make under the provisions of this 
section in order to obtain credit for such service: Provided further, 
That no credit for service prescribed in this section, with the excep- 
tion of periods of honorable service in the Army, Navy, Marine 
Corps, or Coast Guard of the United States [in time of war] and all 
educational leaves of absence with part pay authorized by the Board 
of Education in accordance with the Act of June 12, 1940 (54 Stat. 
349), shall be given to any teacher entering the said public schools 
after June 30, 1926, until he shall have deposited to the credit of the 
teachers’ retirement and annuity fund of the District of Columbia a 
sum equal to the accumulated contributions and interest which he 
would have had credited to his individual account if such service had 
been rendered on active duty in the public schools of the District 
of Columbia, said contributions to be based on the average annual 
salary of the class to which the teacher is appointed: Provided further, 
That all contributions to the retirement fund made by any teacher 
on educational leave with part pay shall be determined in accordance 
with the provisions of section 1 of this Act, but otherwise no pro- 
vision of this Act shall be interpreted to deprive any teacher employed 
by the Board of Education of any rights or benefits allowable under 
the Act of June 12, 1940 (54 Stat. 349): Provided further, That if 
the teacher so elects, he may deposit the required sum in the fund in 
any number of monthly installments not exceeding fifty with interest 
at 3 per centum per annum compounded annually, upon making claim 
with the Auditor, District of Columbia, within one year of the effec- 
tive date of this Act, or within one year after the original probational 
appointment or reinstatement in the school service, or within two years 
after the date of honorable discharge from the military service: And 
provided further, That nothing contained herein shall be construed to 
allow any teacher more than one year’s credit for all services rendered 
in any one fiscal year, 


PR 








AMEND ACT FOR RETIREMENT OF D.C. SCHOOL TEACHERS |] 


A teacher who during the period of any war, or of any national 
emergency as proclaimed by the President or declared by the Congress, 
has left or leaves his position to enter the military service, as defined in 
this section, shall not be considered, for the purposes of this Act, as 
separated from his teaching position by reason of such military service, 
unless he shall apply for vo receive a lump-sum benefit under this Act, 
except that such teacher shall not be considered as retaining his teaching 
position beyond siz months after the date of the approval of this Act or 
the expiration of five years of such military service, whichever is later. 

Nothing in this Act shall affect the right of a teacher to retired pay, 
pension, or compensation in addition to the annuity herein provided, 

Sec. 9. (a) Should any teacher to whom this Act applies, after 
having served in the public schools of the District of Columbia for a 
total period of not less than [ten] five years and before becoming 
eligible for retirement, become separated from the service, such teacher 
may elect to receive a deferred annuity beginning at the age of sixty- 
two years computed as provided in section 5 of this Act: Provided, 
That any teacher who becomes separated from the public schools of 
the District of Columbia for other than retirement purposes and who 
does not elect to receive a deferred annuity as provided for in this 
section, shall receive as soon as practicable after separation the refund 
of deductions, deposits, or redeposits with interest thereon, or any 
voluntary contributions made under the provisions of section 1 of 
this Act, with interest: Provided further, That no teacher who shall 
withdraw the amount of his deductions, deposits, or redeposits under 
this section shall, after reinstatement, be entitled to credit for pre- 
vious service unless he shall deposit in the fund the amount so with- 
drawn by him: And provided further, That the amount recuired to be 
so deposited may be paid by the teacher, if he so elects, in «ny number 
of monthly installments, not exceeding one hundred, with interest at 
3 per centum compounded annually. 

(b) (1) In the event any teacher to whom this Act applies shall die 
subsequent to the date of enactment of this amendatory Act after 
having rendered at least five years of service in the public schools of 
the District of Columbia and is survived by a widow or dependent 
widower, such widow or dependent widower shall be paid an annuity 
beginning the first day of the month following the death of the teacher 
[or following the widow’s attainment of age fifty, whichever is the 
later,] equal to one-half the amount of an annuity computed as pro- 
vided in section 5 (a) of this Act with respect to such teacher: Pro- 
vided, That such payments or any right thereto shall cease upon the 
death or remarriage of the widowE 9 or dependent widower or upon 
the widower’s becoming capable of self-support. 

(2) In the event any teacher to whom this Act applies shall die 
subsequent to the date of enactment of this amendatory Act after 
having rendered at least five years of service in the public schools of 
the District of Columbia, or after having retired subsequent to such 
date of enactment under section 3 or section 4 of this Act, and is 
survived by a widow and a child or children, such widow shall be paid 
an immediate annuity terminable upon death, remarriage, or attain- 
ment of age fifty. The annuity payable to the widow of such teacher 
shall be equal to one-half the amount of an annuity computed as 
provided in section 5 (a) of this Act with respect to such teacher. 
The annuity payable to the widow of such annuitant shall be equal 
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to one-half the amount of the annuity which such annuitant was 
receiving at the time of his death, excluding any portion thereof pur- 
chased by voluntary contributions under section 1, or, if such annui- 
tant had elected a reduced annuity under the provisions of section 5 (b) 
of this Act, one-half of the annuity which such annuitant would have 
received if he had not made such election. [There shall also be paid 
to or on behalf of each such child an immediate annuity equal to one- 
half the amount of the annuity of such widow, but not to exceed $900 
divided by the number of such children or $360, whichever is lesser. 
Upon the death of such widow, the annuity of such child or children 
shall be recomputed and paid as provided in paragraph (3) of this 
subsection. ] 

[(3) In the event any teacher to whom this Act applies shall die 
subsequent to the date of enactment of this amendatory Act after 
having rendered at least five years of service in the public schools of 
the District of Columbia, or after having retired under the provisions 
of section 3 or section 4 of this Act subsequent to such date of enact- 
ment and leaves no surviving widow or widower but leaves a surviving 
child or children, there shall be paid to or on behalf of each such child 
an immediate annuity equal to the amount of the annuity to which 
such widow would have been entitled under paragraph (2) of this 
subsection had she survived, but not to exceed $1,200 divided by the 
number of such children or $480, whichever is lesser. ] 

[(4) The annuity payable to a child under this subsection shall be 
terminable upon his attaining the age of eighteen years, or his mar- 
riage, or his death, whichever occurs first, except that if such child is 
incapable of self-support by reason of mental or physical disability 
his annuity shall be terminable only upon death, marriage, or recove 
from such disability. In any case in which the annuity of a child, 
under this subsection, is terminated, the annuities of any other child 
or children, based upon the service of the same teacher, shall be 
recomputed and paid as though the child whose annuity was so 
terminated had not survived the teacher. ] 

(3) If any teacher to whom this Act applies shall die after completing 
five years of service in the public schools of the District of Columbia or after 
having retired under the provisions of section 3 or section 4 of this Act and 
is survived by a wife or husband, each surviving child who received more 
than one-half of his support from the teacher shall be paid an annuity 
equal to the smallest of (a) 40 per centum of the teacher’s average salary 
divided by the number of children, (b) $600, or (c) $1,800 divided by the 
number of children. If such teacher is not survived by a wife or husband, 
each surviving child shall be paid an annuity equal to the smallest of (a) 
50 per centum of the teacher’s average salary divided by the number of 
children, (b) $720, or (c) $2,160 divided by the number of children. The 
child’s annuity shall begin on the first day of the month after the teacher 
dies and such annuity or any right thereto shall terminate upon (a) his 
attaining age eighteen unless incapable of self-support after age eighteen, 
(6) his becoming capable of self-support after age eighteen, (c) his mar- 
riage, or (d) his death. Upon the death of the surviving wife or husband 
or termination of the annuity of the child, the annuity of any other child 
or children shall be recomputed and paid as though such wife, husband, or 
child had not survived the teacher. 
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£(5)] (4) In the event any teacher to whom this Act applies shall die 
subsequent to the date of enactment of this amendatory Act after 
having rendered at least five years of service in the public schools of 
the District of Columbia and is not survived [by a widow, widow and 
children, or children, ] by a widow, a dependent widower, and or children, 
but is survived by dependent parents or a dependent father or a 
dependent mother, such surviving dependent parents or parent shall 
be paid an annuity, beginning the first day of the month following the 
death of the teacher, equal to one-half the amount of an annuit 
computed as provided in section 5 (a) of this Act with respect to suc 
teacher: Provided, That such payments shall be made jointly to 
surviving dependent parents and payment of said annuity shall 
continue after the death of either dependent parent: Provided further, 
That all such payments or any right thereto shall cease upon the death 
of both dependent parents. 

(c) As used in this section— 

(1) The term “widow” means a surviving wife of an individual, 
who either shall have been married to such individual for at 
least two years immediately preceding his death, or is the mother 
of issue by such marriage. 

(2) The term ‘child’? means an unmarried child, including a 
dependent stepchild or an adopted child, under the age of eighteen 
years, or such unmarried child who because of physical or mental 
disability is incapable of self-support. 

(3) The term “dependent parents” means the natural parents 
of a teacher who were receiving one-half or more of their total 
income from said teacher immediately preceding the death of said 
teacher. 

(4) The term “dependent father’ or “dependent mother” 
means the natural father or natural mother of a teacher who was 
receiving one-half or more of his or her total income from said 
teacher immediately preceding the death of said teacher. 

(5) The term “widower” means the surviving husband of a teacher 
who was married to such teacher for at least two years immediately 
preceding her death or is the father of issue by such marriage. The 
term “‘dependent widower’? means a “widower” who is incapable of 
self-support by reason of mental or physical disability, and who 
received more than one-half of his support from such teacher. 

[5] (6) Questions of dependency and disability arising under 
this section shall be determined by the Board of Education and 
its decisions with respect to such matters shall be final and 
conclusive and shall not be subject to review. 

Sec. 10. (a) Any teacher from whose salary retirement deductions 
are made in accordance with this Act may designate in writing a 
beneficiary or beneficiaries to whom the amount of his deductions, 
together with interest then credited thereon, shall be payable, as 
hereinafter provided, in the event of the death of the teacher before 
or after retirement. 

(b) In the event any teacher shall die before retirement leaving no 
survivor entitled to annuity benefits under the provisions of this Act 
the total amount of his deductions with interest thereon shall be paid, 
upon the establishment of a valid claim therefor, provided the claim 
be filed with the Auditor of the District of Columbia within three 
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years after the death of such teacher, to the beneficiary or benefi- 
ciaries, if a beneficiary or beneficiaries be designated in writing by the 
teacher and recorded on his individual account, or, if there be no 
such beneficiary or beneficiaries designated, then to the duly appointed 
executor or administrator of the estate of the teacher, or, if the 
amount payable be less than $1,000 and no executor or administrator 
is appointed, to such person or persons as the Auditor, in his judg- 
ment, may determine is or are legally entitled thereto. 

(c) On the death of a retired teacher who elected to receive a reduced 
annuity with death benefits, the amount payable, if any, shall be 
determined according to the terms of the option so elected, and such 
amount shall be paid upon the establishment of a valid claim there- 
for, provided the claim be filed with the Auditor of the District 
of Columbia within three years after the death of such teacher, to 
the beneficiary or beneficiaries, if a beneficiary or beneficiaries be 
designated in writing by the teacher and recorded on his individual 
account, or, if there be no such beneficiary or beneficiaries designated, 
then to the duly appointed executor or administrator of the estate of 
the teacher, or, if the amount payable be less than $1,000 and no 
executor or administrator is appointed, to such person or persons as 
the Auditor, in his judgment, may determine is or are legally entitled 
thereto. 

(d) In the event that— 

(1) a retired teacher shall die without a survivor entitled to 
benefits by subsection (b) of section 5 or subsection (b) of section 
9, or 

(2) a retired teacher shall die leaving a survivor or survivors 
entitled to such benefits and the right to benefits of all such 
survivors shall terminate before a valid claim therefor shall have 
been established, or 

(3) the benefits of all persons entitled to benefits based upon 
the service of a teacher shall terminate, before the aggregate 
amount of the benefits paid equals the total amount credited to the 
individual account of such teacher with interest, to date of death 
or retirement of such teacher, whichever occurs first, the difference 
shall be paid, upon the establishment of a valid claim therefor, 
provided the claim be filed with the Auditor of the District of 
Columbia within three years after the death or retirement of such 
teacher, to the beneficiary or beneficiaries, if a beneficiary or 
beneficiaries be designated in writing by the teacher and recorded 
on his individual account, or, if there be no such beneficiary or 
beneficiaries designated, then to the duly appointed executor or 
administrator of the estate of the teacher, or, if the amount pay- 
able be less than $1,000 and no executor or administrator is 
appointed, to such person or persons as the Auditor, in his judg- 
ment, may determine is or are legally entitled thereto. Any 
payment made by the Auditor under this section shall be a bar to 
a recovery by any other person. 

Src. 11. That every teacher who shall continue in the service of the 
public schools of the District of Columbia after the passage of this 
Act, as well as every person who hereafter may be appointed to a 
position as teacher in the public schools of the District of Columbia, 
shall be deemed to consent and agree to the deductions made and pro- 
vided for herein; and the salary, pay, or compensation, which may be 
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paid monthly or at any other time, shall be full and complete discharge 
and acquitance of all claims and demands whatsoever for all services 
rendered by such teacher during the period covered by such pay- 
ment, except his claim for the benefits to which he may be entitled 
under the provisions of this Act, notwithstanding the provisions of 
the Act of June 20, 1906 (34 Stat. 316), and of any other law, rule, or 
regulation affecting the salary, pay, or compensation of the teachers 
employed in the service of the public schools of the District of 
Columbia. 

Sue. 12. That nothing in this Act shall be construed to prevent the 
discharge of any teacher at any time in the discretion of the Board 
of Education of the District of Columbia under the provisions of law. 

Sec. 13. That the term ‘teacher’, under this Act, shall include all 
teachers permanently employed by the Board of Education in the 
public day schools of the District of Columbia, including other edu- 
cational employees whose salaries are established in the District of 
Columbia Teachers’ Salary Act of 1945, as amended, except the 
employees of the Department of School Attendance and Work Per- 
mits; whenever the pronoun “his” occurs in this Act it shall be con- 
strued to mean both male and female; and the term ‘annual salary” 
shall be construed to mean the total annual income received during 
the fiscal year for service rendered in the public day schools (not 
including summer schools) of the District of Columbia, including 
basic salary, automatic increases, and longevity allowances, provided 
for in the District of Columbia Teachers’ Salary Act of 1945, as 
amended, and all wartime additional compensation or bonus, and 
this definition of ‘‘annual salary” shall not be construed to affect any 
deductions which have been made prior to the effective date of this 
Act from any teacher’s ‘‘annual salary” as defined in the Act of 
January 15, 1920, as amended. The term “average salary”’ shall mean 
the largest annual rate resulting from averaging, over any period of five 
consecutive years of creditable service in the public schools of the District 
of Columbia, a teacher’s rates of annual salary in effect during such 
period, aw each rate weighted by the time it was in effect. 

SEc. That the Commissioners of the District of Columbia shall 
prepare aa keep all needful tables, records, and accounts required for 

carrying out the provisions of this Act. The records to be kept shall 
include data showing the mortality experience of the teachers in the 
service of the public schools of the District of Columbia and the rate 
of withdrawal from such service, and any other information pertain- 
ing to such service that may be of value and may serve as a guide for 
future valuations and adjustments of the plan for the retirement of 
teachers. The Commissioners of the District of Columbia shall make 
a detailed comparative report annually to Congress showing all receipts 
and disbursements under the provisions of this Act, together with the 
total number of persons receiving annuities and the amounts paid 
them. And the Treasury Department shall prepare the estimates of 
the annual appropriations required to be made to the teachers’ retire- 
ment and annuity fund, and shall make actuarial valuations of such 
fund at intervals of five years, or oftener if deemed necessary by the 
Secretary of the Treasury. 

Src. 15. That the Commissioners of the District of Columbia shall 
include in their annual estimates of appropriations a sum sufficient to 
carry out the provisions of this Act and Acts amendatory thereof. 
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Appropriations made for the purposes of this Act shall be transferred 
to the credit of the teachers’ retirement and annuity fund established 
under section 2 hereof. 

Sec. 16. That the Commissioners of the District of Columbia are 
hereby authorized to perform, or cause to be performed, any or all 
acts and to make such rules and regulations as may be necessary and 
proper for the purpose of carrying the provisions of this Act into 
full force and effect. 

Sec. 17. That none of the money mentioned in this Act shall be 
assignable, either in law or equity, or be subject to execution or levy 
by attachment, garnishment, or other legal process. 

Sec. 18. The provisions of this Act shall apply to all teachers on 
the rolls of the public schools of the District of Columbia for the 
month of June 1946, or thereafter, if otherwise eligible: Provided, That 
nothing in this Act shall require the reduction of any annuity any 
teacher on the rolls of the public schools of the District of Columbia 
for the month of June 1946, would be entitled to receive, under the 
provisions of the Act of January 15, 1920, as amended, upon retire- 
ment. The said Act of 1920, as amended, shall not otherwise apply 
to teachers on the rolls of the public schools of the District of Co- 
lumbia for the month of June 1946, or thereafter, but such Act shall 
remain in force and effect with respect to teachers retired prior to the 
effective date of this Act, subject to the provisions of section 19. 

Sec. 19. The annuities of all teachers retired prior to the effective 
date of this Act shall be recomputed in accordance with the provi- 
sions of section 5 of this Act within ninety days after the approval of 
this Act retroactive to the effective date of this Act, and no recom- 
putation shall be made which will reduce the annuity received by any 
retired teacher: Provided, That the average annual salary during any 
five consecutive years, specified in section 5, upon which the annuity 
is based shall be within the last ten years of allowable service in the 
public schools of the District of Columbia: Provided further, That the 
increased amount of the annuity resulting therefrom shall be a straight 
life annuity without any insurance or death benefits of any kind. 

Sec. 20. The provisions of this Act shall take effect July 1, 1946. 
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STUDY OF RECREATIONAL BOATING SAFETY 





Apri 18, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


{Pursuant to sec. 136 of the Legislative Reorganization Act of 1946, Public Law 
601, 79th Cong.]! 


In accordance with section 136 of the Legislative Reorganization 
Act of 1946, your Committee on Merchant Marine and Fisheries 
submits the following report of a study to determine the need, if any 
for additional legislation to regulate pleasure boating in the United 
States. 

INTRODUCTION 


Early in the 1st session of the 84th Congress this committee em- 
barked upon a series of studies into the operations of various agencies 
under its jurisdiction, including the operation of the United States 
Coast Guard. Testimony during those hearings touched on the 
problems confronting the Coast Guard in the promotion of small 
boat safety and the enforcement of the Motorboat Act of 1940 
resulting from increasing use of the navigable waters of the United 
States by pleasure boats. 

In a letter dated May 9, 1956, to the chairman of your committee, 
the President of the National Association of Engine and Boat Manu- 
facturers, Inc., one of the leading trade organizations in the small-boat 
industry, called attention to the phenomenal increase in popularity of 
recreational boating in the United States since World War II. It 
was pointed out that shorter workweeks and consequent additional 
leisure time in all income groups indicates still greater growth of 
pleasure boating in the future. With the rising popularity of pleasure 
boating has come an increased awareness on the part of the State 

1 Sec. 136. To assist the Congress in appraising the administration of the laws and in developing such 
amendments or related legislation as it may deem ae each standing committee of the Senate and the 
House of Representatives shall exercise continuous watchfulness of the execution by the administrative 
agencies concerned of any laws, the subject matter of which is within the jurisdiction of such committee; 


and, for that purpose, shall study all pertinent reports and data submitted to the Congress by the agencies 
in the executive branch of the Government, 
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governments, the local governments, and the United States Coast 
Guard that with 25 million Americans now going afloat per year, 
responsibilities may be created which need to be studied and faced up 
to by the cognizant agencies or committees. The association’s letter 
expressed the view of the industry itself that with this growth and 
expansion of recreational boating, there arise duties and responsibilities 
which it must also study and face up to. The letter suggested the hold- 
ing of public hearings, both in Washington and in the major boating 
sections of the country, so as to afford affected groups and individuals, 
and the State and local governments themselves, a convenient oppor- 
tunity to have a part in solving the problems involved. The Outboard 
Boating Club of America concurred in the suggestion of the National 
Association of Engine and Boat Manufacturers urging the desirability 
of a regulatory study by appropriate congressional committees. 

In view of the apparent need for a comprehensive study of this 
field, preliminary steps were taken and hearings were scheduled to 
begin in Washington on July 2, 1956, with advance notice that after 
basic hearings in Washington the committee planned to hold hearings 
at boating centers throughout the country. Field hearings were 
deemed necessary in order to receive the broadest possible cross 
section of viewpoint, not only from national associations and other 
large organizations with wide membership, but also from individuals, 
local yacht clubs, and the many others who would be affected by any 
legislation which the Congress might enact, but who could not con- 
veniently come to Washington, D. C., to make their views known. 
The committee recognized that the consumer, as well as the producer, 
could be deeply affected by any action taken by way of additional 
regulation or legislation and should, therefore, have the fullest oppor- 
wane to express themselves in advance of the introduction of legis- 
ation. 

During 6 days of hearings in Washington, the committee heard 
testimony from the Commandant of the Coast Guard, the National 
Association of Engine and Boat Manufacturers, the United States 
Coast Guard Auxiliary, the American Yachtmen’s Association, the 
Motor Boat and Yacht Panel of the Merchant Marine Council of the 
Coast Guard, the American Pilot’s Association, the American Boat 
and Yacht Council, Yacht Safety Bureau, the United States Power 
Squadrons, and other individuals representing either themselves or 
other local organizations. 

Hearings throughout the country, covering a period of 5 months, 
were held in Chicago and Detroit in the Great Lakes area; Astoria, 
Oreg.; Tacoma and Seattle, Wash.; San Francisco, San Pedro, and 
San Diego, Calif., on the west coast; Elizabeth City, N. C., and 
New York City in the Middle Atlantic area; Boston, Mass., and 
Glendale, N. H., for the New England area; St. Louis as center for the 
western rivers area; New Orleans, La., for the Gulf Coast States; and 
at Miami Beach, Fla., for the southern Atlantic area, where they 
were concluded on December 7, 1956. 

In the course of the hearings, the committee heard over 300 witnesses 
from all walks of life and representing every phase of recreational 
boating and interests concerned therewith, including district Coast 
Guard representatives, United States Power Squadrons, United States 
Coast Guard Auxiliary, local yacht clubs, outboard boating clubs, 
marine dealers, marine trades associations, officials of State and local 
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governments, water skiers, boat livery operators, resort owners, bar 
pilots, boating writers, commercial fisherman, tug and barge operators, 
and the operators of oceangoing ships. 

The committee approached the subject objectively without any 

reconceived ideas and without any form of proposed legislation 

efore it. It sought to study all phases of recreational boating safety 
in the United States with the hope that full hearings would disclose 
the nature and extent of problems which might exist and point the 
way to corrective action if any was needed. 

Your committee believes that this plan has faithfully been carried 
out with gratifying results, 


STUDY OF RECREATIONAL BOATING SAFETY 


BACKGROUND 
1. Existing Federal laws 
(a) Jurisdiction of the United States Coast Guard under existing 
law.—The primary functions and responsibilities of the Coast Guard 
are set forth as follows: 





The Coast Guard shall enforce or assist in the enforcement 
of all applicable Federal laws upon the high seas and waters 
subject to the jurisdiction of the United States; shall administer 
laws and promulgate and enforce regulations for the promo- 
tion of safety of life and property on the high seas and on 
waters subject to the jurisdiction of the United States covering 
all matters not specifically delegated by law to some other 
executive department; shall develop, establish, maintain, and 
operate, with due regard to the requirements of national 
defense, aids to maritime navigation, ice-breaking facilities, 
and rescue facilities for the promotion of safety on and over 
the high seas and waters subject to the jurisdiction of the United 
States; and shall maintain a state of readiness to function as a 
specialized service in the Navy in time of war. (Emphasis 
supplied.] 


The phrase “high seas and waters subject to the jurisdiction of the 
United States” includes “the navigable waters of the United States,” 
the navigation of which the Supreme Court has repeatedly held to be 
subject to Federal control within the meaning of the commerce clause 
of the Constitution of the United States. The basic doctrine is well 
summed up in the following passage from the Supreme Court’s opinion 
in Gilman v. Philadelphia, decided in 1866: 

Commerce includes navigation. The power to regulate 
commerce comprehends the control for that purpose, and to 
the extent necessary, of all of the navigable waters of the 
United States which are accessible from a State other than 
those in which they lie. For this purpose they are the public 
property of the Nation, and subject to all requisite legislation 
by Congress. * * * For these purposes, Congress possesses 
all the powers which existed in the States before the adoption 
of the National Constitution, and which have always existed 
in the Parliament in England. 


Through major decisions ranging as far back as 1825, the concept of 
“the navigable waters of the United States” has developed from the 
early case of The Thomas Jefferson. In that case Federal jurisdiction 
was confined to the high seas and upon rivers as far as the ebb and flow 
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of the tide extended. Later cases extended the jurisdiction to the 
inland waterways, to canals, and to waters wholly within a given 
State, provided they form a connecting link in interstate commerce, 
By 1871 “navigable waters of the United States” were defined as those 
that are navigable in fact, and if navigable in fact when so used, were 
susceptible of being used, in their ordinary condition, as highways 
for commerce, over which trade and travel are or may be conducted in 
the customary modes of trade and travel on water. By 1940, in the 
case of Lnited States v. Appalachian Electrical Power Company, the 
concept was further expanded to include waterways which by reason- 
able improvement can be made navigable for use in interstate com- 
merce. Nor is it necessary that the improvement shall have been 
undertaken or authorized. 

Despite the overriding constitutional powers of the Federal Govern- 
ment to regulate commerce on the navigable waters of the United 
States, the Court has repeatedly held that the power does not exclude 
all State power of regulation. Ever since 1851, it has been recognized 
that there is a residuum of power in a State to make laws governing 
matters of local concern which, nevertheless, in some measure affect 
interstate commerce or even, to some extent, regulate it. Thus, the 
States may regulate matters which, because of their number and 
diversity, may never be adequately dealt with by Congress. 

When the regulation of matters of local concern is local in character 
and effect, and its impact on the national commerce does not seriously 
interfere with its operation, such regulation has been generally held 
to be within State authority. In this connection, Chief Justice 
Hughes, in Kelly v. Washington (1937), said: 


The principle is thoroughly established that the exercise 
by the State of its police power, which would be valid if not 
superseded by Federal action, is superseded only where the 
repugnance or conflict is so ‘direct and positive” that the 
two acts cannot “be reconciled or consistently stand to- 
gether.” 


Thus, it would appear that State or local regulation of the use of the 
navigable waters is a valid exercise of State police power, unless it is 
wreconcilably in conflict with Federal regulation of the same subject 
matter. 

(6) Motorboat Act of 1940.—The act of April 25, 1940, commonly 
called the Motorboat Act of 1940, is the basic Federal legislation 
presently applicable to the regulation of powerboating and small 
vessels on the navigable waters of the United States. This law, con- 
sisting of 21 sections, defines the term “motorboat’’; divides motor-- 
boats subject to the act into four classes; provides for lights, sound 
producing devices, safety equipment such as life preservers, fire extin- 
guishers, and flame arresters or backfire traps for various classes of 
motorboats; provides for operator’s licenses and certain other require- 
ments for motorboats carryiug passengers for hire; prohibits reckless 
or negligent operation and provides for penalties of fine or imprison- 
ment for violation thereof; and sets forth general provisions relative 
to the imposition of civil fines, remission or mitigation of fines and 


penalties and authority to establish regulations to carry out the pro- 
visions of the act. 
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The word “motorboat” as used in the act is defined to include every 
vessel propelled by machinery and not more than 65 feet in length, 
except tugboats and towboats propelled by steam. The length is 
required to be measured from end to end over the deck, excluding 
sheer. Steam-propelled motorboats in excess of 40 feet in length are 
subject to inspection by the Coast Guard. The definition includes 
inboard and outboard powered boats, sailboats with inboard engines 
sailing auxiliaries and other craft such as rowboats, prams, skiffs, an 
canoes when they are “temporarily equipped with a detachable 
motor.” In the past confusion over the interpretation of the term 
“motorboat” has resulted where sailboats equipped with an outboard 
motor or even inboard engines are concerned. 

The act is unclear on the responsibility of operators of motorboats 
to observe the statutory pilot rules. Difficulty in this regard stems 
at least in part from the fact that the lights and sound devices pro- 
visions of the 1940 act, being in effect unidentified amendments to 
local pilot rules, create an erroneous impression that possibly motor- 
boats are exempted from such rules. This difficulty is compounded 
by the fact that while the statutory pilot rules require that certain 
sound signals must be given by small boats in certain circumstances, 
the 1940 act exempts certain vessels from the requirement to carry 
signal equipment. 

Motorboats subject to the act are divided into the following four 
classes: (1) class A, less than 16 feet in length; (2) class I, 16 feet or 
over and less than 26 feet; (3) class II, 26 feet or over and less than 
40 feet in length; (4) class III, 40 feet or over and not more than 
65 feet in length. 

Certain of the provisions of the act apply not only to motorboats 
as defined therein, but to additional categories such as all vessels 

ropelled by machinery other than by steam, more than 65 feet in 
length. Yor example, the provisions relative to life preservers, fire 
extinguishers and flame arresters apply to large as well as small vessels. 

The prohibition against operation in a reckless or negligent manner 
applies not only to motorboats as defined in the act, but to “any 
vessel.” The penalty for conviction of reckless or negligent opera- 
tion, being a misdemeanor under the Motorboat Act, is a fine not 
exceeding $2,000 or imprisonment for a term not exceeding 1 year, 
or both such fine and imprisonment. The Commandant of the Coast 
Guard testified that the very severity of the penalty and the connota- 
tion of criminality preclude effective action in attempting to enforce 
safer boating. Additionally, the rather cumbersome administrative 
procedure involved in attempting to invoke this penalty, whereby 
the Coast Guard must certify a case to the Department of Justice, 
which in turn must forward the case to a district attorney for prose- 
cution in a Federal district court, has tended to limit its effectiveness. 

No regulation to aid in the effective enforcement of the prohibition 
against reckless and negligent operation has ever been adopted except 
to include in the rules and regulations for uninspected vessels the 
exact text of the statute. Asa result of the very narrow construction 
that has been administratively placed upon what constitutes reckless 
or negligent operation, offenders are only brought into court when 
someone has been killed or severely maimed. 

In addition to the penalties and procedures for arrest and prosecu- 
tion for reckless and negligent operation, the act also provides for 











6 STUDY OF RECREATIONAL BOATING SAFETY 


liability to a civil penalty of $100 to be imposed upon “the owner or 
operator, either one or both of them,” for the operation or navigation 
of any motor boat or vessel in violation of any of the provisions of the 
act. In the case of motorboats or vessels carrying passengers for hire 
the act provides that a penalty of $200 shall be imposed for violation 
of the provisions relative to life preservers, operator’s licenses, or fire 
extinguishers. Authority is also granted for the remission or mitiga- 
tion of any fine, penalty, or forfeiture. The final section of the act 
exempts certain vessels, notably those of less than 17 feet in length 
and those of open design, from having to carry on board their certifi- 
cate of award of number granted pursuant to the Numbering Act of 
1918, which they normally would be required to do under a provision 
of the Antismuggling Act of 1935. 

(c) The Numbering Act of 1918.—The act of June 7, 1918, entitled 
“An act to require numbering and recording of undocumented 
vessels,” is popularly called the Numbering Act of 1918. Under 
this act every undocumented vessel operated in whole or in part 
by. machinery, owned in the United States and found on the navigable 
waters thereof, except public vessels, and vessels not exceeding 16 
feet in length, measured from end to end over the deck, excluding 
sheer, temporarily equipped with detachable motors (that is to say, 
outboard motorboats of class A as classified in the Motorboat Act 
of 1940) are required to be numbered. Provision is made for the 
minimum size of numbers and requirements for attaching to the bow 
of the vessel and as to visibility and legibility. The numbers awarded 
on the application of the owner or master by the Coast Guard official 
in the district in which the vessel is owned is kept on record in that 
district. There is a prohibition against carrying of numbers not so 
awarded on the bows of a vessel. 

This act requires that notice of destruction or abandonment of a 
numbered vessel, or change in its ownership, shall be furnished within 
10 days by the owner to Coast Guard officials of the districts where 
the number was awarded. 

The penalty for violation of the act is $10, for which the vessel shall 
be liable and may be seized and proceeded against in the district 
court of the United States, in any district in which such vessel may 
befound. Provision is made for mitigation or remission of the penalty. 

(d) Rules of the road.—The last category of major Federal law to 
which the operator of motorboats (as well as other vessels, both small 
and large) is subject, are the statutory navigation rules. These are 
(a) the international rules for navigation at sea (33 U. S. C. Sees. 
61-147d; (6) navigation rules for harbors, rivers and inland waters 
generally, (33 U. S. C. sees. 151-159, 171-183, 191-213, 221, 231, 
232); (c) navigation rules for Great Lakes and their connecting and 
tributary waters, (33 U.S. C. Secs. 241-244, 251-262, 271-272, 281- 
293, 294-295); and (d) navigation rules for the Mississippi River and 
its tributaries above the Huey P. Long Bridge, the Atchafalaya 
River above the Plaquemine-Morgan City Alternate Waterway, and 
the Red River of the North (Western Rivers Rules), (33 U. 8. C. 
Secs. 301-303, 311-323, 331, 341-351, 352, 353-356). 

These navigation rules must be followed by all vessels within the 
particular areas covered. They embrace rules for passing, require- 
ments as to lights, steering and sailing rules, sound signals, speed in 
fog, orders to helmsmen, rules concerning vessels not underway, state- 
ment of penalties for violation of the rules, and others, 








a 
_ @- 


oT he OP Pe | Ro 


ve 





STUDY OF RECREATIONAL BOATING SAFETY 





2. Developments since 1940 


(a) Statistics on the growth of boating.—In 1918, at the time of the 
adoption of the Numbering Act, there were not more than 100,000 
undocumented motorboats in the entire country. Most of these were 
inboards or sailing auxiliaries. The outboard was then something 
of novelty. Motors were heavy, large, low horsepowered, hard to 
start, and unreliable. There were not too many in point of numbers. 
Thus, it appears as a practical consideration, outboards of 16 feet or 
less were excluded from the Numbering Act. 

Although statistics on the subject are scanty, it appears that the 
development of recreational boating in the United States was steady 
from World War I, but did not begin to hit its peak stride until im- 
mediately after World War II. In 1947 our best estimates show that 
there were almost 2% million pleasure craft in operation. Within 6 
years this number had more than doubled. And in 1956, the total 
number of recreational boats in use in the United States, on all waters, 
approximated 6 million. 

According to the National Association of Engine and Boat Manu- 
facturers, Inc., the most recent statistics break down as follows: 
397,000 motorboats numbered by the United States Coast Guard 
for use on Federal waters, including inboard cruisers, runabouts, out- 
board boats over 16 feet, and auxiliary sailboats; 450,000 inboard 
motorboats (unnumbered) in use on waters not under Federal juris- 
diction; 4,000 inboard cruisers and auxiliary sailboats, 5 net tons or 
over, documented by United States Bureau of Customs; and, 4,545,000 
outboard motors in use in the United States, including 584,000 new 
units, sold in 1956; plus 575,000 sailboats without inboard power on 
all waterways. 

It has been estimated that 28 million persons have taken part in 
recreational boating, making use of the waterways more than once 
or twice during 1956. This would be about 17 percent of all persons 
living in the continental United States, according to the most recent 
Bureau of the Census figures. 

About one and one-quarter billion dollars were spent at the retail 
level for new and used boats, accessories, safety equipment, fuel, in- 
surance, docking, maintenance, etc., during the calendar year 1956. 
At least 25 percent of this, or $316,440,000 was spent for the purchase 
of new outboard boats and motors, according to the Outboard Boating 
Club of America. 

The increasing mobility of boatowners, as they travel across State 
lines, today is emphasized by the fact that over 750,000 boat trailers 
are known to be in use. 

From the foregoing it can be seen that the great increase in boating 
activity has taken place in smaller vessels, principally outboards. 

Testimony before the committee has shown the dramatic changes 
that have taken place since the Numbering Act of 1918. The popula- 
tion of the United States has increased from 104 million then, to about 
170 million today. Personal income and leisure time have risen to 
levels undreamed of 40 years ago. 

As interest in small boating has increased, the reliability of horse- 

ower, safety, speed of boats, and power of motors have also increased. 

eanwhile, costs have either come down or remained relatively low. 

It has also been extensively suggested that the crowding of the 
highways has been a strong influence upon the flocking to the water- 


ways. 
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Inquiries by your committee throughout the country show that 
boating has become indeed a universal sport, indulged in by persons of 
all types and stations of life, operating all types of boats. 

(b) Accident statistics.—At the outset of your committee’s investi- 
gation, inquiry was made as to statistics concerning fatalities and 
accidents involving pleasure craft. 

Generally speaking, all sources, including the Commandant of the 
Coast Guard, the various industry associations and State governments, 
indicated a lack of comprehensive knowledge of the extent of fatalities 
and accidents in the recreational boating field. 

Industry groups, while conceding the lack of full statistics on this 
subject, tended to interpret such information as was available to 
prove that boating was and is the safest of all sports, and getting 
safer. Figures from the same sources have been cited to show both 
the hazards and the safety of boating. 

The Statistical Bulletin of the Metropolitan Life Insurance Co. for 
June 1956 reported that about 1,200 lives are lost annually in the 
United States as the result of accidents involving small boats. Nearly 
half of these deaths occur in the 3 months of May through July. 
Ignorance of dangers involved was cited as one of the major reasons 
for these hishaps. 

The most of the deaths in this study could have been avoided 
through adequate knowledge of safe boat operation or the exercise of 
ordinary care is clear from a review of the circumstances under which 
they occurred. The death claim records show that in many instances 
small boats turned over when occupants stood up or shifted their 
position in the craft. Overloading was also responsible for an appre- 
ciable number of deaths. Others resulted from such dangerous 
practices as speeding, sharp turning, and engaging in horseplay near 
dams or falls. Sudden squalls, severe winds and treacherous currents 
not infrequently played a part in causing small-boat accidents. Boats 
hitting submerged objects also added to the toll of victims. 

While Coast Guard records are admittedly far from complete and 
comprehensive, a tabulation (Hearings, pp. 56-59, inclusive) of occur- 
rences involving loss of life or damage of $1,500 or more, of vessels 
less than 100 gross tons, and not subject by law to Coast Guard 
inspection, during the fiscal year of 1955, is most revealing: 

(1) Pleasure inboard motorboats led the list of classes of vessels 
involved in casualties resulting from explosions and fire in 4 of the 5 
areas, which include Atlantic, Pacific, Gulf, Western Rivers, and 
Great Lakes. 

(2) Capsizing of outboard motorboats led the field of this type of 
casualty in every region, with 51 vessels involved and 94 lives lost. 

(3) Pleasure boating again led the field for major casualties result- 
ing from collision. 

(4) Only in the field of foundering did recreational boating lose its 
lead. In this category uninspected commercial fishing vessels were 
well ahead in both numbers of casualties and numbers of lives lost. 

In view of the admittedly inadequate information on numbers, 
types, and causes of accidents in the field of pleasure boating, it is 
obviously impossible to know the true picture at this time. Even so, 
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while the fact might be that the ratio of accidents to activity be low, 
we must never forget the known figures are highly disturbing. They 
leave no room for complacency. After all, we are considering an 
activity which is engaged in for pleasure and recreation. Moreover, 
the fact that the sport is seasonal or periodic makes casualty figures 
appear deceptively low when contrasted with those resulting from 
automobile traffic, which is at a high level the year-round. 

Whatever the true picture of boating statistics may be, stories 
appearing in the daily press of boating accidents of a serious nature, 
are commonplace. ‘There was no place visited among the 16 cities 
in which committee hearings were held, where tragic instances were 
not reported in the papers during the time of the committee’s visit. 

(c) Increasing opportunities for boating.—Just as the rising increase 
in personal income in recent years has put boating within reach of 
larger and larger portions of our population, other developments in 
the economic expansion in the United States have made major con- 
tributions to the explosive development of this sport. 

Flood control and irrigation projects throughout the country have 
created vast new areas of water suitable for recreation. 

Lake Mead in Nevada, the large lakes created by the Tennessee 
Valley Authority, the multiple-purpose flood control and river de- 
velopment program of the United States Corps of Engineers in the 
Missouri River Basin, and the recently developed artificial impound- 
ment behind Buggs Island Dam in Virginia near the North Carolina 
border, are aie 

Thus, programs with basic purposes of flood control, improvement 
of navigation, storage of irrigation water and hydropower develop- 
ment, also provide public recreational use as important incidental 
benefits in connection with the large impounded reservoirs which form 
their backbone. The recreation potential in the areas of these reser- 
voirs is immense in regions which have been in the past virtual water 
sports deserts. 

Developments in transportation have brought large natural areas of 
water into easier accessibility to larger numbers of people. New mass- 
produced lightweight boats, plus efficient compact outboard motors, 
and the availability and use of efficient boat trailers have made it 
possible for hundreds of thousands of boating enthusiasts quickly and 
easily to enjoy their sport in areas which only very recently were in- 
accessible to the average person. 


DISCUSSION OF TESTIMONY—COMMITTEE CONCLUSIONS 


Your committee’s study of pleasure-boating safety in the United 
States has resulted in the compilation of a printed record of 1,638 
pages of testimony. Analysis and evaluation of this record disclose 
that this general subject is comprised of many important elements, 
each of which requires separate discussions. 

Testimony was received on the following important parts of the 
overall subject: 


1. Legislation versus education 
2. Jurisdiction—need for uniformity 
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3. Need for additional legislation— 
(a) Registration and numbering of boats 
(6) Additional authority for Coast Guard 
(c) Licensing of owners and operators 
(d) Operator age limitations 
(e) Boat liveries 
(f) Inspection of pleasure boats 
(g) Construction and equipment standards 
(hk) Rules of the road 
(7) Accident statistics 
(7) Certificate of award of number—liens, etc. 
4. Reckless or negligent operation— 
(a) Excessive speed 
(6) Overloading of boats 
(c) Operating while under the influence of intoxicating liquor, 
drugs, etc. 
(d) Certain water-skiing practices 
(e) “Buzzing” other boats and bathers 
(f) Riding the gunwales 
(g) Proceeding into waters considered dangerous after a 
warning by the Coast Guard 
(h) Standing up in boat 
i) Failure to observe storm warnings 
5. Enforcement of boating laws and regulations 
(a) Adequacy of Coast Guard personnel and equipment 
(6) Financing of enforcement 
(c) Cooperative enforcement with States 

On the basis of sincere effort to evaluate fairly and intelligently the 
testimony and recommendations presented during the course of the 
study on these subjects, your committee believes that some revision 
of existing Federal law and regulation of recreational boating is neces- 
sary at this time. The recent and prospective growth of boating 
activity compels this conclusion. On the other hand, your committee 
does not believe that radical changes in the law are needed to meet 
current problems or those forseeable in the next 5 to 10 years. There- 
fore, it is the purpose of this report to make an objective analysis of 
various elements involved in the study and make only the minimum 
recommendations needed to modernize existing law and regulation, 
to keep pace with developments, and to attempt to avoid the confusion 
which could result if Federal responsibility should be neglected. 

It may well be that within the next 5 to 10 years, accelerated 
growth of boating activity, radical changes in design and construction 
of pleasure boats and substantially increased horsepower of motors, 
will bring about profound changes in requirements for boating safety 
regulations and laws which will have to be met as they arise. At 
present, however, it is not possible to anticipate such future contin 
gencies. 


1. Legislation versus education 


Many witnesses before the committee felt that most of the safety 
roblems which exist today in the field of pleasure boating, involve 
ack of commonsense or ignorance, neither of which can be corrected 

by legislation. Some took the position that no legislative problem 
existed and all that was required would be greater educational efforts. 
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Your committee agrees that commonsense cannot be legislated. It 
is believed, however, that maximum safety afloat in pleasure boats 
can be achieved by a proper blending of both legislation and education. 
Each has its place and both are required tools in any effective safety 
kit. 

With respect to legislation, it should not restrict the growth of the 
sport or industry. 

With respect to education, it is pointed out that all efforts today to 
educate boat owners or operators are on a voluntary basis. The 
testimony before the committee revealed that the several very fine 
organizations which carry on such voluntary educational activities are 
in fact reaching only a very small percentage of the 6 million boat 
owners and operators in the country today. Indeed, they lack the 
capacity properly to educate all boat owners. 

‘our committee does not believe that present voluntary educational 
efforts are adequate, and they should be expanded. 

In addition to increased efforts by such organizations as the Coast 
Guard Auxiliary, the United States power squadrons, yacht clubs, 
and others to reach greater portions of the boating population, your 
committee believes that the boating industry itself can make vastly 
greater contribution to safety education than it has to date. In 
proposing to your committee that this study be undertaken, the 
industry stated that it desired to face up to its responsibilities. It is 
suggested that this is an appropriate area for such action by the in- 
dustry, and the committee quotes with approval from page 1442 of 
the printed record an excerpt taken from an editorial in the Skipper 
magazine of December 1956: 


The responsibility of educating this group lies squarely on 
the arden of the marine industry. 

There are entirely too many people connected with boat- 
ing who are interested only in making money and don’t care 
a fig about responsibility toward their customers. The 
industry has been tardy in setting up its own code of ethics 
from the manufacturers’ level but there has been some prog- 
ress. Now what is needed is a program directed at the distrib- 
utor, the dealer, the salesman, pointing out their obligations 
and the important role they can and should play in making 
the water a safer place for all hands. 

The large majority of marine accidents are a direct result 
of inexperience, and it should be forcibly impressed on the 
trade that turning a greenhorn loose without some kind of 
basic instruction is like handing him a loaded gun. 


Along with an industry effort at educating the new arrivals to boat- 
ing, a stepped-up program of safety education for the many already 
in the sport appears a necessity. Your committee was impressed 
with the part being played by the Coast Guard Auxiliary in this area. 
Created by Public Law 8, 77th Congress, the auxiliary, with its 
nationwide system of flotillas and volunteer yachtsmen dedicated to 
boating safety, is in a unique position to assume leadership, in coop- 
eration with industry, in boat-safety education. Auxiliary member- 
ship and activity, with proper planning at headquarters and district 
levels and with a nominal increase in funds, can be increased many 
times. To this end, a study should be made of the feasibility of 
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expansion of the auxiliary, with particular emphasis on the need for 
increased personnel at headquarters and district level for planning 
and direction. 

2. Jurisdiction—Uniformity 

Your committee was urged by some witnesses to preempt, by posi- 
tive legislation, the jurisdiction over all waters of the United States 
except those clearly State controlled. This was based upon a desire 
to obtain maximum uniformity of boating laws and to avoid conflict- 
ing or varying State laws. 

In view of the Federal Government’s jurisdiction over the “navigable 
waters of the United States” as defined by the courts in interpretations 
of our Constitution, it is safe to say that the great majority of the 
waters used extensively by pleasure boats in the United States are 
subject to Federal control. Thus, it is argued that by full exercise of 
Federal power Congress could, by comprehensive legislation, achieve 
uniformity of regulation on most of the waters of the country on which 
there is substantial boating activity. 

While fully in agreement with the objective of all witnesses who 
urged maximum uniformity of boating laws in the United States, your 
committee does not feel that this objective should be attained by such 
extreme means as preemptory action by the Federal Government, 
Nor does it appear practical. 

Several witnesses before the committee were official representatives 
of State governments. These witnesses agreed in their testimony 
that the proper way to proceed to obtain the desired uniformity of 
boating laws was for the Congress to enact an up-to-date Federal 
boating safety law for the high seas and waters under Federal juris- 
diction, which law would serve as a guide or model for those States 
which desire also to enact boating safety laws. Your committee 
agrees with the views of these State representatives and feels that it is 
the responsibility of this committee and the Congress to assist the 
States in this manner. Inshort, this committee prefers a policy of full 
cooperation with the States, rather than a policy premised upon any 
considerations of paramount and exclusive jurisdiction. 

Many of the States presently considering boating legislation have 
problems peculiar to and necessitated by strictly local conditions 
within those States. They alone should decide how best to regulate 
those local conditions. Such action on the part of the States, how- 
ever, does not mean that the result should be 48 different State laws 
and a 49th different Federal law, to regulate pleasure boating in the 
interest of safety. Any such result must be avoided. 

Waterways are unlike highways. A motorist on the highway knows 
the minute he passes from one State to another, or from one county to 
another. Conspicuous signs notify the motorist of these events. The 
operator of a boat, on the other hand, generally has no way of knowing 
when he crosses a State line. This fact alone is sufficient, in your 
committee’s opinion, to underscore the necessity and desirability of 
generally uniform State and Federal laws to regulate both safety 
equipment for pleasure boats and the operation of the boats themselves. 

It is the committee’s hope that this report and its treatment of the 
various subjects, together with the recommendations for Federal 
legislation and Coast Guard regulations, will be helpful to those 
States interested in boating-safety laws and that the result will be 
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general uniformity of boating laws and penalties throughout the 
country. Your committee believes that, through close cooperation 
with the States, such uniformity can and will be attained. The result 
will be that the operator of a boat will know that his required safety 
equipment is the same for the waters under the jurisdiction of the 
United States and the non-Federal waters, the same in one State 
as in another and the same from lake to lake within a State, Likewise, 
with State laws patterned after the model Federal law will come 
uniformity of safe operating regulations and practices, and a generally 
accepted concept of what constitutes reckless or negligent operation 
of a boat, together with similar penalties for violations. 

With uniform boating-safety standards and regulations, except for 
the strictly local conditions, the question of State versus Federal 
jurisdiction as a practical matter should become unimportant. 


8. Need for additional Federal legislation 


(a) Numbering of all boats.—As mentioned previously, the Number- 
ing Act of 1918 specifically excludes from its provisions outboard-motor 
boats less than 16 feet in length. It is in this particular category of 

leasure boats that sales have mushroomed in the last few years. In 
act, it is estimated that the large majority of the 6 million pleasure 
craft in the United States fall into this category. 

The overwhelming majority of the witnesses appearing before your 
committee, in all sections of the United States, recommended that all 
motor-driven boats be registered and numbered by the United States 
Coast Guard for identification purposes. No sound reasons were 
presented why this should not be done. Some testimony was received 
which urged the registration of all pleasure boats, whether motor pro- 
pelled or not. 

Your committee believes that it is necessary and desirable to re- 
quire that all motor-driven pleasure boats used on waters subject to 
Federal regulation obtain a Coast Guard number for identification 
purposes. It is considered impractical at this time to extend the 
numbering requirements to canoes, rowboats, sailboats, etc., which 
are not motor driven. 

Your committee feels that a reasonable fee should be charged for 
the registration of a boat by the Coast Guard, with the proceeds to 
be earmarked for administration and enforcement purposes. The 
numbers should be renewed at least every 3 years, instead of the 
present “one shot” system. Adequate penalties for failure to comply 
with the registration provisions of such a new law should be provided. 

(b) Additional authority for the Coast Guard.—In the previous dis- 
cussion of the Motorboat Act of 1940, it was pointed out that the only 
method provided in the act for the prosecution of an owner or operator 
of a boat alleged to have operated his boat in a reckless or negligent 
manner, is a criminal proceeding with the penalties being a fine up to 
$2,000 or imprisonment for a term of not more than 1 year, or both. 
(Reckless or negligent operation of a boat is discussed under a separate 
heading later in this report.) 

The Commandant of the Coast Guard has testified that he advocates 
a civil penalty which could be assessed by the Coast Guard for reckless 
or negligent operation of a boat. This civil penalty authority vould 
be in addition to existing criminal penalty authority and would p2rmit 
the Commandant of the Coast Guard to impose a penalty of up to 
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$200 with the power to remit or mitigate the penalty. Many witnesses 
before the committee endorsed the Commandant’s request for such 
authority. 

Your committee feels that if this additional civil penalty authority 
were given to the Coast Guard, it would have a very great deterrent 
effect upon the reckless or negligent operation of pleasure boats, as 
well as provide the Coast Guard with greater flexibility of enforce- 
ment than it now has. Moreover, it is felt that the very great 
majority of violations could be handled more effectively, fairly, and 
expeditiously under such a procedure. If, however, a person charged 
with reckless or negligent operation of a boat desired to contest the 
action in a Federal court or before a United States Commissioner, he 
would have this right protected, because the Coast Guard would have 
to institute court proceedings to collect the fine. 

(c) Licensing of pleasure-boat owners and operators.—Considerable 
testimony was presented to your committee throughout the country 
on the question of whether or not every owner or operator of a pleasure 
boat should be required to obtain a license or permit. ‘This question 
also involved the taking of an examination to qualify for such license 
or permit and meeting certain basic physical qualifications. 

The proponents of licenses, examinations and physical qualifica- 
tions for boat owners and operators, generally analogize their posi- 
tion to the requirements for driving an automobile. They feel that 
boating is similarly situated to that of the automobile in the early 
1920’s and that those who disagree with them are advancing the 
same arguments advanced by the then opponents of automobile 
drivers’ licenses, etc. 

The opponents of such requirements for boatowners and operators 
feel that the analogy to automobiles is a specious one, that licenses 
or permits would restrict the sport of boating, that it is impracticable 
to administer such a system, and that licenses would not prevent 
accidents and promote safety afloat. 

The arguments, both pro and con, have much merit, and were heard 
with interest and close attention. On balance, however, your com- 
mittee feels that existing circumstances do not justify such an extreme 
exercise of regulatory power at this time. Moreover, statistics rela- 
tive to boating accidents and concentrations of boating activity 
are not now sufficient to permit adequate evaluation of the need for 
such a step. 

If the use of our waterways by small craft continues its present rapid 
rate of growth it may well be that conditions will be created which 
will require this additional form of regulation. In the meantime, it 
is the belief of the committee that the need to legislate for operators’ 
licenses can be indefinitely postponed if the industry itself takes 
effective steps to educate new purchasers of boats and engines. 
Here again, the industry has an opportunity to face up to a situation 
and realize its responsibilities. 

Accordingly, your committee does not recommend legislation to re- 
quire licensing operators of pleasure boats at this time, but will keep 
its eye upon the situation and observe closely the action taken by the 
industry in the field of education. 

(d) Operator age limitations.—Your committee heard a great deal of 
testimony regarding the ability of youngsters to operate pleasure 
boats. Many witnesses felt that young children are better operators 








STUDY OF RECREATIONAL BOATING SAFETY 15 


than a great many adults. The value of boating as a deterrent to 
juvenile delinquency was also stressed. 

Other witnesses urged a law that would establish a minimum age 
limit for the operator of a small pleasure boat. These witnesses pre- 
sented no criteria for arriving at such a minimum age and, as in the 
case of operators’ licenses, generally analogized their position to the 
age limit requirements for automobile drivers. 

Your committee does not believe that it has been demonstrated in the 
record that such age limitations are necessary or desirable. Clearly, 
no dependable statistics are available to show that any particular age 
group is more responsible for boating accidents than another. In the 
absence of any such showing, it is felt that to legislate an arbitrary age 
for operators of pleasure boats on Federal waters would be an abuse 
of our regulatory powers. If and when it can be shown that minors 
who operate pleasure boats are a real contributing factor to unsafe 
boating conditions, the question will be reevaluated. Pending such a 
showing, your committee declines te recommend legislation in vacuo. 

(e) Boat liweries—Those engaged in the business of renting boats 
to the public were the subject of much testimony before your com- 
mittee. It was generally recognized that the operators of such estab- 
lishments should be held to a higher degree of responsibility than the 
owner of his own boat. ‘This is because a person who rents a boat 
has a right to expect that he is getting a safe and properly equipped 
boat. Your committee was surprised to learn that many livery oper- 
ators do not even keep a record of who they rent boats to or make any 
attempt to ascertain if the person renting the boat has any knowledge 
of how to operate the boat. ‘These conditions need to be remedied. 

Insofar as boat liveries renting boats to be operated on the navigable 
waters of the United States are concerned, they will be required to 
obtain a Coast Guard number for each motor-driven boat. 

Your committee feels that in order adequately to protect the safety 
of those persons who rent boats, there should be a closer regulation of 
livery operators, This regulation may include licensing the livery as 
such, actual inspection of the boats periodically, requirements for 
recordkeeping, etc. It is felt, however, that such regulation is properly 
the function of, and can best be performed by the States themselves 
rather than by the Federal Government. ‘The State laws to regulate 
boating, which it is hoped will be patterned after and consistent with 
the Federal law, could contain a section specifically designed to regu- 
late boat liveries in a uniform manner. 

No Federal legislation is recommended. 

(f) Inspection of pleasure boats—A limited amount of testimony 
was presented to your committee on the question of Coast Guard 
inspection of all pleasure boats on Federal waters. The testimony of 
the Commandant of the Coast Guard on this point is quoted as follows: 


I would like, if I may, to emphasize a point here that the 
committee should bear in mind throughout this study. That 
is, there is a world of difference between the terms ‘“‘enforce- 
ment” and “inspection.” 

Under existing law the Coast Guard is charged with the 
responsibility for the inspection of all vessels, particularly 
motorboats, sailing craft, and barges, which carry more than 
six paying passengers. Inspection procedure entails the 
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physical examination of the affected vessels, approval of their 
design, construction, alterations, and repair, as well as their 
equipment, machinery, and appurtenances. It takes under 
cognizance the manning requirements of such vessels and the 
duties and qualifications of their operators and crews. It of 
course involves the issuance of a certificate of inspection be- 
fore the vessel can be operated. 

Now, by enforcement we mean seeing to it that a boat is 
equipped as required by law or regulation, is properly identi- 
fied by number where such is required, and is not operated in 
a reckless or negligent manner. 

We believe that inspection should quite properly be re- 
quired where paying passengers are carried. But to extend 
such a condition to pleasure boats would entail an enormous 
increase in our operating forcees—remember, pleasure boats 
are numbered in the millions—and still, we believe, leave 
unsolved most of the problems facing us today. 


Your committee agrees that not only is the inspection of the 6 
million pleasure boats impracticable, but it is likewise unnecessary. 
There has been no showing before this committee that such inspection 
would result in greater safety afloat. No Federal legislation is 
recommended. 

(g) Construction and equipment standards.—Testimony before the 
committee indicated that as of today there are no generally accepted 
or recognized standards of design or construction of pleasure boats, 
There is no “code of good practice” in the industry, compliance with 
which would enable the public to know that the conduct is satisfactory 
for the purpose intended, Nor has the Coast Guard promulgated 
any such standards. 

It was learned, however, that as a result of efforts by the Coast 
Guard and others, the American Boat and Yacht Council was formed 
by the industry for the purpose of developing recognized safety 
standards for small-boat construction, layout, equippage and mainte- 
nance. The council is an organization of individuals from the boating 
industry itself. In the words of the Commandant of the Coast Guard 
before the committee: 


This represents direct recognition by the small-craft 
industry that self-regulation in safe construction and 
arrangements standards will work to the best interests of 
themselves, the boatowner, and the boat operator. 


Your committee commends the industry for this enlightened action 
and urges that efforts to bring about recognized and adhered to 
standards of design, construction and equipment for small pleasure 
craft be intensified. Desirable standards can probably be developed 
better through industry cooperation than by law. No Federal 
legislation is recommended. 

(h) Rules of the road.—Testimony was received at the hearings 
recommending that the four existing and different rules of the road 
be made uniform. 

These pilot or traffic rules cover the high seas, the inland waters of 
the United States, the Great Lakes and their connecting and tributary 
waters, and the western rivers, chiefly the Mississippi and its tribu- 
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taries. Additionally, some witnesses urged that changes be made in 
these rules to restrict the right-of-way privileges presently belonging, 
under certain conditions, to small pleasure boats over large and often 
unmaneuverable commercial vessels, particularly in narrow channels. 

Your committee believes there is considerable merit to these sug- 
gestions, but feels that any such changes should result from a con- 
sideration by the committee of pilot rules in general and not as part 
of legislation relating to small pleasure boats. Therefore, no Federal 
legislation is recommended as a part of this report. 

(i) Accident statistics ——Earlier in this report, your committee has 
stated that accurate and comprehensive statistics regarding boating 
accidents are almost nonexistent. Various organizations and the 
Coast Guard have some statistics on the subject, but all differ with 
consequent disagreement on the significance of any one compilation. 
The only thing worse than no statistics are several different sets that 
no two groups will accept as accurate. 

To meet this deficiency, your committee is proposing two things: 
First, legislation is recommended which will empower the Coast 
Guard to issue regulations which will impose an obligation upon the 
operator of a boat involved in an accident to stop, render assistance, 
and report the accident promptly. Penalties would be provided for 
failure to do so. Secondly, it is urged that the Coast Guard call a 
small boat safety conference to discuss and decide, among other things, 
how best to compile and disseminate one, accurate, agreed-upon set 
of accident statistics that will meet with the approval of all groups 
concerned with boating safety. 

It is hoped that these efforts will be productive at an early date and 
that all segments of the industry and sport will cooperate closely with 
the Coast Guard. 

(7) Certificate of award of number—endorsing thereon liens, mortgages 
and to provide for recording.—Testimony before your committee sug- 
gested the desirability of a provision for the endorsement of liens, 
mortgages, etc., on the certificate of award of number issued to un- 
documented vessels. Such vessels are not covered by the Shi 
Mortgage Act of June 5, 1920 (46 U.S. C. 911), which requires that all 
such encumbrances be filed in the office of the collector of customs at 
the home port of the vessel. Because of lack of Federal legislation 
affecting undocumented vessels, it is extremely difficult to determine 
at the time of the purchase of a numbered and undocumented vessel 
whether such vessel is already encumbered by mortgages, liens, etc., 
at places or ports outside the Coast Guard district in which the owner 
resides. To satisfy himself that the owner has clear title to the vessel, 
it is necessary to look and search the records of courthouses, the re- 
corder of deeds offices, and other State facilities provided for the 
recording of such legal encumbrances under State law. This com- 
mittee feels that if comprehensive legislation were enacted to provide 
for the recordation of liens, mortgages and other encumbrances on 
small vessels it would greatly facilitate and encourage banks and other 
lending agencies in financing the purchase of such vessels. However, 
~~ committee feels that this study and its recommendations should 

e devoted solely to the subject of safety of boating, and the matter of 
recording of title for purposes of notice of lien, etc., should be the sub- 
ject of separate study and recommendation. 
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4. Reckless and negligent operation 


Your committee has discussed elsewhere in this report the desir- 
ability of giving the Coast Guard additional authority to invoke civil 
penalties against owners or operators of pleasure boats who are found 
operating in a reckless or negligent manner. It was pointed out that 
as a result of the very narrow construction that has been adminis- 
tratively placed upon what constitutes reckless or negligent operation 
under existing law, offenders are brought into court only when some- 
one has been killed or severely maimed. Your committee does not 
believe that the Coast Guard has exercised its authority under this 
section as aggressivelv as it should have, sufficiently to keep pace 
with enforcement needs as boating activity has increased. 

In recommending that additional civil penalty authority be given 
to the Coast Guard, it is the committee’s intention to strengthen the 
hand of the Coast Guard in the enforcement of the prohibition against 
reckless or negligent operation of a boat. 

During the hearings a great amount of testimony was received re- 
lating to a wide variety of dangerous or undesirable actions embraced 
within the meaning of the term ‘‘reckless or negligent,” such as— 

(a) Excessive speed 

(b) Overloading of boats 

(c) Operating while under the influence of intoxicating liquor, 
drugs, etc. 

(d) Certain water-skiing practices 

(e) “Buzzing” other boats and bathers 

(f) Riding the gunwales 

(g) Proceeding into waters considered dangerous after a warning 
by the Coast Guard 

(hk) Standing up in a boat 

(i) Failure to take reasonable precautions on the approach of 
bad weather 


Your committee believes that it would be unwise to attempt to 
enact legislation defining specific offenses involving these types of 
actions. On the other hand, the existing law in this regard appears 
to be broad enough and adequate, if properly implemented by Coast 
Guard regulations. Conditions are so varied and the vessels them- 
selves vary so greatly that it is considered more feasible and practical 
to have a general statement of standards of conduct for the operation 
of boats and have the Coast Guard issue regulations which will 
include within the definition of reckless or negligent operation, all 
of those kinds of operations or actions which are considered unsafe. 

With all motor-driven boats numbered for identification, industry 
education of new boat and engine buyers, penalty authority to meet 
the gravity of all types of unsafe operation and a firmer enforcement 
policy by the Coast Guard, your committee feels that the great 
majority of dangerous boating practices can and will be abated for 
the foreseeable future. 


5. Enforcement of boating laws and regulations 

(a) Adequacy of Coast Guard personnel and equipment.—Your com- 
mittee was extremely gratified to learn firsthand, in every city where 
hearings were held in the United States, the very high regard the 
citizens have for the work and personnel of the Coast Guard. Your 
committee wishes to publicly commend “all hands” for their part in 
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earning this splendid reputation throughout the country. Most 
witnesses felt that the Coast Guard is undermanned for the responsi- 
bilities it has and urged that additional funds be appropriated to 
enable it to augment both its personnel and equipment. For example, 
in some localities it was suggested that safety afloat would be enhanced 
by the operation of several smaller patrol vessels by the Coast Guard, 
rather than one 80-foot patrol boat. The point was also made by 
many witnesses, that with additional personnel to enforce existing 
boating laws, the necessity for further safety regulations would be 
diminished. 

Your committee believes that all of these points are well taken. 

Insofar as additional funds for the Coast Guard are concerned, it 
should be clearly understood that this is a legislative committee, and 
it cannot appropriate funds. Necessary steps have been taken, 
however, to apprise the House Appropriations Committee of the 
testimony received by your committee at its nationwide hearings. 

With respect to the enforcement of existing boating safety laws and 
regulations, your committee will, in this report, recommend to the 
Secretary of the Treasury that he direct the Commandant of the 
Coast Guard to increase the program for such enforcement. Your 
committee is delighted to see that the House Appropriations Commit- 
tee looks with favor upon the Coast Guard’s proposed program to put 
into operation a limited number of mobile boarding and rescue teams 
that can move quickly from area to area in the interests of better 
enforcement. 

This is certainly a step—but only a first step—in the right direction 
by the Coast Guard and it is hoped by your committee that the 
officials who control the Coast Guard budget will take cognizance of 
and make a realistic appraisal concerning the increased responsibilities 
of the Coast Guard with respect to the safety afloat of 28 million of our 

eople. 

(b) Financing enforcement.—Testimony was presented to your com- 
mittee showing that for many years the owners and operators of 
pleasure boats have been paying into the Federal Treasury millions 
of dollars annually as a result of the Federal tax of 2 cents per gallon 
on gasoline, 6 cents a gallon on lubricating oil, and 2 cents a gallon 
on diesel fuel. These taxes are nonrefundable and go into the general 
funds of the Treasury Department. It was pointed out that the 
operators of automobiles and airplanes pay these same taxes, but that 
in return they get better highways, airports, etc. 

It was suggested that in view of these millions of dollars in taxes 
aid annually by the boating public that additional amounts could 
e allowed the Coast Guard for the enforcement of boating safety 

laws on the Federal waters of the United States. 

Testimony also indicated that almost all of the 48 States impose a 
State tax on gasoline used in pleasure boats, but that the great major- 
ity of these States permit the boatowners to obtain a refund of this 
tax on the theory that they are taxes for the highways and boat- 
owners do not benefit from the improved highways. In 1953 these 
State taxes averaged 5.10 cents per gallon on gasoline and it was 
urged that the States consider the advisability of keeping, rather than 
refunding these taxes to boatowners and use the moneys so retained 
to provide additional boating facilities in the States and for the en- 
forcement of boating safety laws. 
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Your committee does not feel that it can make recommendations on 
either of those proposals, relating as they do to Federal and State 
taxes. They are set out in this report for the information of those 
officials of the Treasury Department and the States who are concerned 
with such matters. 

(c) Cooperative enforcement with States ——Uniformity of boating laws 
has been discussed earlier in this report. It was stated in that 
connection: 


In short, this committee prefers a policy of full cooperation 
with the States, rather than a policy premised upon any con- 
siderations of paramount and exclusive jurisdiction. 


Your committee believes that it would be mutually beneficial if this 
principle of full cooperation were extended to the field of enforcement 
of recreational boating safety laws. The Commandant of the Coast 
Guard has defined enforcement as— 


seeing to it that a boat is equipped as required by law or 
regulation, is properly identified by number where such is 
required, and is not operated in a reckless or negligent 
manner. 


If the States enact boating safety laws containing substantially 
similar provisions with respect to safety equipment and what consti- 
tutes reckless or negligent operation, it is felt that both State and 
Federal enforcement officials could jointly or concurrently enforce 
both the State and the Federal law. Thus, State officers—be they 
State police, sheriffs, State game wardens, etc.—woul!d augment those 
Federal officers—be they coastguardsmen, forest rangers, game war- 
dens—and vice versa. With such cooperation between the State and 
Federal officers in the enforcement of similar recreational boating laws, 
the situation need no longer exist whereby any officer is in doubt as to 
his authority with respect to a particular body of water. Similar 
penalties for reckless or negligent operation of a boat could be enforced 
in a State court, before a United States commissioner, by the Coast 
Guard, or, if necessary, by a Federal court. 

Section 141 of title 14, United States Code Annotated, presently 
contains authority for the Coast Guard to assist the States and for 
the Coast Guard to avail itself of State assistance. The section 
reads as follows: 


(a) The Coast Guard may, when so requested by proper 
authority, utilize its personnel and facilities to assist any 
Federal agency, State, Territory, possession, or political 
subdivision thereof, or the District of Columbia, to perform 
any activity for which such personnel and facilities are 
especially qualified. 

(b) The Coast Guard, with the consent of the head of the 
agency concerned, may avail itself of such officers and 
employees, advice, information, and facilities of any Federal 
agency, State, Territory, possession, or political subdivision 
thereof, or the District of Columbia as may be helpful in the 
performance of its duties. In connection with the utilization 
of personal services of employees of State or local govern- 
ments, the Coast Guard may make payments for necessary 
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traveling and per diem expenses as prescribed for Federal 
employees by the standardized Government travel regula- 
tions (Aug. 4, 1949, ch. 393 sec. 1, 63 Stat. 505). 


It may be that this section provides all the authority needed for the 
Coast Guard to enter into cooperative enforcement arrangements with 
those States having comparable laws authorizing cooperation with the 
Federal Government. If more specific or additional authority is re- 
quired, it is the opinion of your committee that it should be enacted. 
A program of enforcement through such cooperative Federal-State 
arrangements is the keystone to uniform, effective and efficient boat- 
ing regulation with the least burden upon either those who use our 
national waterways or the State and Federal authorities who have 
the responsibility of assuring safe operation thereon. 

There are many precedents for this type of intergovernmental co- 
operation, and your committee believes that through developments 
in this field the proper exercise of the police power of the States and 
the responsibilities of the Federal Government on the navigable waters 
of the United States will be strengthened. 


RECOMMENDATIONS 
Federal legislation 


1. General.—Revise existing laws applicable to recreational boating 
with a view to (a) simplification, (6) elimination of conflicting rules 
and requirements, and (c) provision for basic authority vested in the 
Commandant of the Coast Guard to promulgate regulations to meet, 
on a continuing basis, the problems of the growing utilizction of the 
navigable waters of the United States. 

Such revision, to be called the Boating Act of 1957, should include 
legislative provisions to effectuate the following recommendations, 
Nos. 2 to 10, inclusive. 

2. Numbering Act of 1918.—Repeal the Numbering Act of 1918, as 
amended. 

3. Registration of Motorboats.—In addition to undocumented vessels, 
other than motorboats as defined in section 1 of the act of April 25 
1940 (54 Stat. 163; 46 U.S. C. 526), now required to be registered and 
numbered by the Coast Guard, require the registration and numbering 
by the Coast Guard of all motorboats used on the navigable waters of 
the United States, subject, however, to the exemption of motorboats 
in such special categories as the Commandant of the Coast Guard 
shall, from time to time, determine. Subject to the exemption of 
certain categories of motorboats, no person shall operate a vessel 
required to be registered and numbered by the Coast Guard which 
does not have a valid registration and number. 

4. Registration—Issuance and renewal.—A certificate of award of 
number or registration certificate shall be issued by the Coast Guard 
to the person having beneficial ownership of every motorboat registered 
in accordance with Recommendation No. 3, and shall be renewable at 
least every 3 years. This provision shall become effective at such time 
as the Commandant of the Coast Guard shall determine, but not later 
than 2 years after the enastment of authorizing legislation. Pro- 
cedures for application, eligibility and issuance of said certificate shall 
be designed to carry out the purposes hereof in the simplest, and most 
expeditious manner. 
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§. Registration—Eligibility —On and after the effective date or dates 
of the new numbering system, as determined by the Commandant of 
the Coast Guard every applicant for a new certificate of award of 
number or registration certificate shall certify to the issuing officer 
that he has knowledge of the rules of the road and the provisions of 
the Boating Act of 1957, provided, however, that presentation of 
evidence of ownership of the motorboat, for which application for 
certificate is made, prior to said date shall be presumptive evidence of 
such knowledge. No applicant for renewal of a number, nor any appli- 
cant who shall have owned a registered motorboat within 2 years of 
a new application, shall be required to offer additional evidence of 
eligibility for award of number. 

6. Registration—Fees.—Require a reasonable fee for the issuance of 
each certificate of award or number (or registration certificate) and 
renewal thereof, the proceeds of which would be earmarked to cover the 
administration of the registration system and enforcement. 

7. Enforcement—Penalties for failure to register or renew.—Provide 
for penalties up to $50 for failure to comply with the registration 
requirements of the Boating Act of 1957, and the prohibition against 
the operation of unnumbered motorboats. 

8. Enforcement—Penalties for reckless or negligent operation.—Pro- 
vide for the imposition of civil penalties (in addition to existing penal- 
ties provided under 46 U. S. C. 526) for violations of law prohibiting 
reckles or negligent operation of motorboats or vessels. 

9. Accidents—Duty to render assistance and report.—In accordance 
with regulations prescribed by the Commandant of the Coast Guard, 
impose an obligation upon the operator of any motorboat or vessel 
involved in an accident to (1) stop and render assistance, (2) give his 
name, address and identification of the motorboat to the operator of 
the other watercraft or owner of the property so damaged, and (3) in 
the event such accident resulted in death or injury to any person or 
serious damage to property to file promptly with the Commander of 
the Coast Guard District in which such accident occurs a full descrip- 
tion of the incident, including the names of any persons killed or 
injured, and/or property damaged. 

10. Uniformity of laws—Coordination and cooperation with States.— 
Provide additional legislative authority designed to make possible 
and to encourage cooperative arrangements between the several 
States and the Federal Government in the interest of achieving the 
greatest possible degree of uniformity in State laws and regulations 
modeled after or consistent with the Federal laws and regulations, 


and providing for joint and/or concurrent enforcement of recreational 
boating laws. 








RECOMMENDATIONS TO THE SECRETARY OF THE TREASURY 


1. Request the Commandant of the Coast Guard to review the 
present volume and status of recreational boating activities on the 
navigable waters of the United States, together with apparent trends, 
and submit to the Congress estimates of the additional personnel, 
facilities and appropriations which might be needed to carry out the 
recommendations contained herein. 

2. Direct the Commandant of the Coast Guard to increase the 
program of enforcement of existing laws applicable to motorboats 
under 65 feet in length. 
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3. Direct the Commandant of the Coast Guard to make a thorough 
examination of the organization of the Office of Merchant Marine 
Safety with a view to determining the desirability of establishing 
separate divisions thereof to administer laws and regulations pertain- 
ing to the construction and operation of small craft, with particular 
reference to recreational boating. 

4. Call within the earliest practicable time a National Small Boat 
Safety Conference under his sponsorship, with invitations to the 
National Association of Engine and Boat Manufacturers, the Outboard 
Boating Club of America, individual boat and engine manufacturers, 
the United States Salvage Association, the National Fire Protection 
Association, Yacht Safety Bureau, individual insurance companies, 
boating organizations, boating publications, the United States Coast 
Guard Auxiliary, the United States Power Squadrons, the American 
Boat and Yacht Council, the Motorboat and Yacht Advisory Panel, 
the American Yachtsmen’s Association, the Water Safety Congress 
and other groups, to inquire into and report on the following and 
related subjects: 

(a) The desired scope of basic statistics concerning recreational 
boating activity throughout the United States, and ways and 
means for the compilation and dissemination of such statistics. 

(6) The adequacy of existing regulations concerning equipment 
required aboard the several classifications of motorboats. 

(c) The adequacy of existing industry programs relative to 
recommended boat capacity and recommended horsepower of 
engines to be used with particular hulls. 

(d) The need for accelerated development of construction 
standards for boats and engines. 

(e) Ways and means of increasing the effectiveness of existing 
educational programs through the coordination of the efforts of 
the United States Coast Guard Auxiliary, the United States 
Power Squadrons, the National Association of Engine and Boat 
Manufacturers, the Outboard Boating Club of America, indi- 
vidual yachting groups, the American Red Cross, the Boy Scouts 
of America, the public-school systems, and others. 

5. Direct the Commandant of the Coast Guard to make a study of 
the feasibility of expansion of the Coast Guard Auxiliary, with par- 
ticular emphasis on the need for increased personnel at headquarters 
and district level for planning and direction. 


RECOMMENDATION TO THE GOVERNORS OF THE STATES 


1. It is strongly recommended that in the interest of the highest 
degree of uniformity in the field of recreational boating activities, the 
several States join in the closest cooperation with the Federal Gov- 
ernment with a view to the early enactment of State laws modeled 
after or consistent with basic Federal law, subject to reasonable 
exceptions arising out of local conditions. 


CONCLUSION 


Your committee feels that the type of objective study which it 
undertook to determine what, if any, Federal legislation was necessary 
or desirable in the interest of maximum safety of recreational boating, 
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is most conducive to the preparation and introduction of reasonable 
and maturely considered legislation. In addition, such a study, in 
advance of legislation, affords the greatest opportunity for all affected 
interests to participate and ascertain their particular responsibilities, 

For example, a careful analysis of this report and the recommenda- 
tions contained herein reveal that certain basic areas of responsibility 
have emerged from the study. It has been shown that this committee 
and the Congress must bring Federal boating laws up to date. It 
has also been shown that in order to achieve the goal of maximum 
safety afloat, significant contributions must be made by the States, 
the Coast Guard, the boat and engine industry and, last, but by no 
means least, by the boating public. If all will do their share, this 
goal will be achieved. 

Your committee desires to express its sincere appreciation to all 
those individuals and organizations throughout the country that have 
given of their time and energies to assist the committee during the 
course of this study. Without their efforts the study could not have 
been so fruitful. ‘The Coast Guard personnel, in every city visited 
by the committee, were especially cooperative. Particular recogni- 
tion is due Capt. Eugene A. Coffin, Jr., executive secretary of the 
Merchant Marine Council, United States Coast Guard Headquarters 
in Washington, who was designated by the Commandant to accom- 
pany your committee on its nationwide study. He was most helpful 
at all times. 

Finally, your committee wishes to commend the frankness and 
honesty of approach of the two industry associations who gave their 
broad support to a study of the regulatory needs of an activity which 
so intimately affects their business. 

The conclusions and recommendations contained in this report are 
supported by the great weight of all the testimony taken throughout 
the country. 

It is the belief of your committee that appropriate followup to the 
recommendations herein will result in: 

(1) Clarification and modernization of the existing Federal 
law in the interest of all who fall within its provisions, but without 
adding to existing burdens of regulation any more than the 
increasing growth of boating activity warrants; 

(2) Guidance to the many States who are now confronted with 
proposals to enact a variety of laws and regulations intended to 
meet local problems without regard to the conflicts that might 
be created with the Federal law and those of other States in 
what has become a highly mobile activity; 

(3) The establishment of basic machinery for effective Federal/ 
State cooperation in the enforcement of State and Federal laws. 

Your committee has directed its staff to proceed to draft the legisla- 
tion necessary to carry out the foregoing recommendations. After 
the legislation has been drafted and introduced, all who would be 
affected by its provisions will have an opportunity to appear and 
testify concerning such provisions by way of further assistance and 
“aaron to the committee in determining the form of iegislation to 

e reported to the Congress for enactment. 

To be fully effective, early action is necessary. What today is 

merely a booming activity may tomorrow become an emergency. 
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AUTHORIZING THE UNITED STATES TO DEFRAY THE COST 
OF ASSISTING THE KLAMATH TRIBE OF INDIANS TO PREPARE 
FOR TERMINATION OF FEDERAL SUPERVISION, TO DEFER 
SALES OF TRIBAL PROPERTY 


Aprit 30, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Enate, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany §. 469] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (S. 469) to authorize the United States to defray the 
cost of assisting the Klamath Tribe of Indians to prepare for termina- 
tion of Federal supervision, to defer sales of tribal property, and for 
other purposes, having considered the same, report favorably thereon 
with amendments and recommend that the bill as amended do pass. 

The amendment is as follows: 

Page 2, line 9, strike out the sentence reading— 


There is hereby authorized to be appropriated, out of any 
money in the Treasury not otherwise appropriated, such 
sums as the Secretary deems necessary, but not to exceed 
$1,100,000 to reimburse the tribe for such expenditures of 
tribal funds. 


and insert in lieu thereof the following language— 


In order to reimburse the tribe, in part, for expenditure of 
such tribal funds as the Secretary deems necessary for the 
purposes of carrying out the requirements of this section, 
there is hereby authorized to be appropriated out of any 
money in the Treasury not otherwise appropriated, an 
amount equal to one-half of such expenditures from tribal 
funds, or the sum of $550,000, whichever is the lesser amount. 


Page 2, line 16, strike out the word “seven” and insert the word 
6645 op) 3 

Six”’, 

Page 3, lines 10 and 11, strike out the words “if such property is 
not purchased for public use’’. 

Page 4, following line 3, add a new subsection (g) as follows— 
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(g) Subsection 5 (a), paragraph 5, of the Act is amended 
by deleting “tribe’’ and by inserting in lieu thereof ‘‘members 
who elect to remain in the tribe’. 


Page 4, line 4, redesignate subsection ‘‘(g)” as “‘(h)’’. 

Page 4, line 6, redesignate subsection ‘‘(h)” as ‘‘(i)”’. 

Page 4, following line 16, add a new subsection as follows— 
> ’ S ’ 


(j) Section 15 of the Act is amended by changing the 
period at the end thereof to a comma and by adding “without 
application from the member, including but not limited to 
the creation of a trust of such member’s property with a 
trustee selected by the Secretary, or the purchase by the 
Secretary of an annuity for such member: Provided, however, 
That no member shall be declared to be in need of assistance 
in conducting his affairs unless the Secretary determines 
that such member does not have sufficient ability, knowledge, 
experience and judgment to enable him to manage his 
business affairs, including the administration, use, invest- 
ment, and disposition of any property turned over to such 
member and the income and proceeds thereform, with such 
reasonable degree of prudence and wisdom as will be apt to 
prevent him from losing such property or the benefits thereof: 
Provided further, That any member determined by the 
Secretary to be in need of assistance in conducting his affairs 
may, within 90 days after receipt of written notice of such 
Secretarial determination, assert in any naturalization court 
for the area in which such member resides, that he does not 
need assistance in conducting his affairs, and the decision of 


such court shall be final with respect to the affected member’s 
conduct of his affairs.” 


The purpose of S. 469, as amended, is to authorize the United 
States to defray partially the cost of assisting the Klamath Tribe of 
Indians to prepare for termination of Federal supervision and to defer 
such termination for a period of 18 months. 

Legislation somewhat similar to S. 469, as amended, was introduced 
in the House as follows: H. R. 650 and H. R. 663 by Congresswoman 
Green of Oregon, H. R. 2471 by Congressman Miller of Nebraska 
and H. R. 2518 by Congressman Ullman of Oregon. These bills were 
considered concurrenily with S. 469. 


BACKGROUND OF THE LEGISLATION 


Public Law 587, 83d Congress, approved August 13, 1954 (68 Stat. 
718), provided for the termination of Federal supervision over the 
property of the Klamath Tribe of Indians located in the State of 
Oregon and the individual members thereof. Section 5 of the law 
authorized the Secretary of the Interior to select and contract with 
qualified management specialists to perform the following duties: 

1. Cause an appraisal to be made of all tribal property show- 
ing its fair market value by practical logging or other appropriate 
economic units. 

2. Give each adult member of the tribe an opportunity to 
withdraw from the tribe and have his interest in tribal property 
converted into money and paid to him, or to remain in the tribe 
and participate in a management plan. 
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3. Determine and select the portion of the tribal property 
which, if sold at the appraised value, would provide sufficient 
funds to pay the members who elect to have their interests 
converted into money, arrange for the sale of such property, and 
ceenuet the proceeds of sale among the members entitled 
thereto. 

4, Cause a plan to be prepared in form and content satisfactory 
to the tribe and to the Secretary for the management of tribal 
property retained by those persons who remain in the tribe. 
This management plan would be carried on under a trustee, or 
by the tribe operating as a corporation or other legal entity. 

The foregoing actions must be completed by March 31, 1958. 

The forests of the Klamath Reservation contain approximately 
3,800 million board-feet of tribally owned ponderosa and sugar pine 
timber growing on 590,000 acres classed as commercial timberland. 
This tribal forest, which has been operated under sustained-yield 
management for many years, represents approximately 90 percent 
of the assets of the Klamath Indians. 


DESCRIPTION OF THE LEGISLATION 


S. 469, as amended, delays the sales of tribal property belonging to 
the Klamath Indians until the end of the 2d session of the 85th Con- 
gress. During this delay period of approximately 18 months, 
Congress will have an opportunity to consider alternative means of 
protecting the economy and preserving good conservation practices 
in the Klamath Reservation. Without the enactment of the legis- 
lation proposed in S. 469, the management specialists must begin 
selling the tribal property in accordance with section 5 (a) paragraph 
(3) of Public Law 587. 

The Indian Affairs Subcommittee held lengthy hearings on Febru- 
ary 8, 11, 12, and 13; March 21 and 23; and April 3, 1957, on the 
various aspects of the legislation as w ell as the Klamath Termination 
Act in general. 

Testimony presented from three official members of the Klamath 
Executive Committee, the management specialists, representatives 
of the Bureau of Indian Affairs, and a sizable number of Oregon 
officials and interested citizens, expressed concern over the work- 
ability of the termination program under the present act. The 
Oregon State Legislature memorialized Congress to take immediate 
action on the legislation proposed by S. 469 and 7 of the 9 members 
of the executive committee signed and submitted a request to enact 
S. 469. 

It must be noted, however, that two members of the executive 
committee appeared before the Committee on Interior and Insular 
Affairs on behalf of 200 petitioners in strong opposition to any legis- 
lation affecting the Klamath Termination Act of 1954. 

The committee members were impressed with the results of the 
Stanford Research Institute studies conducted by and under the 
direction of the management specialists which indicate that 70 per- 
cent of the enrolled Klamath Indians residing in 18 States and the 
Territory of Alaska will elect to withdraw from tribal ownership. 
This being the case, the committee members estimated that satisfy- 
ing the claims of the withdrawees under the provisions of section 5 
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of Public Law 587 might require the sale of almost 2.7 billion board- 
feet of saw timber during a period of less than a year. These sales 
would probably glut the timber market in the Klamath Basin, bring 
greatly reduced stumpage prices to the Indians, and virtually destroy 
a sustained-yield forest capable of furnishing millions of board-feet of 
timber annually. Under these circumstances Public Law 587 is being 
mended to provide that no sales of tribal property shall be made 
pursuant to paragraph (3) of subsection (a) of section 5 or section 6 
of the act prior to the adjournment of the 2d session of the 85th 
Congress. 

S. 469, as amended, would also extend the final termination date 
from August 13, 1958, to August 13, 1960. It is believed that during 
this 2-year period the sales of tribal property may be arranged at times 
and in quantities that will not unreasonably depress the market. 

Subsection (b) of section 5 of the Klamath Termination Act pro- 
vided, at the request of the Indians in 1954, that the tribe would pay 
all of the expenses incurred in carrying out the termination program. 
S. 469, as amended, provides for the reimbursement of the tribe, in 
part, for the expenditures of such tribal funds as the Secretary of the 
Interior deems necessary for carrying out the termination program, 
an amount equal to one-half of such expenditures from tribal funds, 
or the sum of $550,000, whichever is the lesser amount. 

Inasmuch as the delay recommended by S. 469 was initiated by the 
management specialists and not the Klamath Indians, the committee 
members feel that the Federal Government should meet half of the 
expenses incurred, and have therefore recommended that a sum not in 
excess of $550,000 be appropriated for this purpose. 

Subsection 5 (a) paragraph (3) of the Klamath Termination Act 
was amended in S. 469 to give preference right to the tribe and to 
members who stay in the tribe, as well as to the members who with- 
draw from the tribe. Presently, the preference is restricted to the 
latter group. This amendment also makes it clear that the prefer- 
ence must be exercised not as an agent for others, and that the prefer- 
ence must be exercised only for entire parcels as they are offered for 
sale. The House committee further amended the amendment in 
S. 469 by striking the words “if such property is not purchased for 

ublic use” from the third and fourth lines of the proviso. Thus the 
ndians are assured equal priority to purchase any property offered 
for sale. 

The present law provides in section 5 (a), paragraph (5), that the 
management plan prepared to handle the property of the members 
of the tribe who elect to stay in the tribe, rather than to withdraw, 
must be satisfactory to all members of the tribe. As written, this 
includes the withdrawing members, which, of course, was not in- 
tended. In order to remedy this defect the committee amended sub- 
section 5 (a), paragraph 5, by deleting the word “tribe” and inserting 
in lieu thereof ‘‘members who elect to remain in the tribe.” 

Public Law 587, 83d Congress, provides in section 15 that the Secre- 
tary of the Interior shall protect the rights of members of the tribe 
who are minors, non compos mentis, or, in his judgment, in need of 
assistance in conducting their affairs by causing the appointment of 
guardians in courts of competent jurisdiction or by such other means 
as he may deem adequate. In order to clarify the meaning of the 
words “by such other means as he may deem adequate” and to satisfy 
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certain private trust companies which may be appointed trustees, the 
law is being amended to provide for the use of private trusts without 
application from the members but with the proviso that no member 
shall be declared in need of assistance unless the Secretary determines 
that he is unable to administer, use, invest, or dispose of his income 
or the proceeds therefrom with such reasonable degree of prudence 
that he will not lose their benefits. This amendment further provides 
that any member who is determined to be in need of assistance in 
conducting his affairs may, within 90 days after receipt of written 
notice of being declared in such need, assert in any naturalization court 
for the area in which he resides, that he does not need such assistance. 
The decision of this naturalization court shall be final with respect to 
the affected member’s conduct of his affairs. The purpose of the 
provisos is to limit the power of the Secretary of the Interior over the 
Indian who is declared incompetent without his having made appli- 
cation for need of assistance. 


COMMITTEE COMMENTS ON ACTIVITIES OF THE MANAGEMENT SPECIALISTS 


The committee members take note of the fact that Public Law 587 
in section 5 authorized the Secretary of the Interior to employ, at the 
earliest practical time after the enactment of the act (August 13, 1954), 
and after consultation with the tribe at a general meeting called for 
that purpose, the services of three qualified management specialists 
who shall: 


(1) cause an appraisal to be made, within not more than 
12 months after their employment, or as soon thereafter 
as practicable, of all tribal property showing its fair market 
value by practicable logging or other appropriate economic 
units; 

(2) give each adult member of the tribe, immediately after 
the appraisal of the tribal property, an opportunity to elect 
for himself, and, in the case of a head of a family, for the 
members of the family who are minors, to withdraw from the 
tribe and have his interest in tribal property converted into 
money and paid to him, or to remain in the tribe and partici- 
pate in the tribal management plan to be prepared pursuant 
to paragraph (5) of this subsection: 

(3) determine and select the portion of the tribal property 
which if sold at the appraised value would provide sufficient 
funds to pay the aaa who elect to have their interests 
converted into money, arranged for the sale of such property, 
and distribute the proceeds of sale among the members en- 
titled thereto: Provided, That whenever funds have accumu- 
lated in the amount of $200,000 or more, such funds shall be 
distributed pro rata to the members who elected to take dis- 
tribution of their individual shares, and thereafter similar 
pro rata distribution shall be made whenever funds have 
accumulated in the amount of $200,000 or more until all of the 
property set aside for sale shall have been sold and the pro- 
ceeds distributed: Provided further, That any such member 
shall have the right to purchase any part of such property for 
not less than the highest offer received by competitive bid, 
and to apply toward the purchase price all or any part of the 
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sum due him from the conversion of his interest in tribal 
property: Provided further, That when determining and 
selecting the portion of the tribal property to be sold, due con- 
sideration shall be given to the use of such property for graz- 
ing purposes by the members of both groups of the tribe; 

(4) cause such studies and reports to be made as may be 
deemed necessary or desirable by the tribe or by the Secre- 
tary in connection with the termination of Federal super- 
vision as provided for in this Act; and 

(5) cause a plan to be peapdaers in form and content satis- 
factory to the tribe and to the Secretary for the management 
of tribal property through a trustee, corporation, or other 
legal entity. 


The committee members note also that over 5 months elapsed 
between the date of the enactment of the act, August 13, 1954, and 
the selection of the management specialists, January 26, 1955, and 
another 34 months elapsed before the management specialists were 
contracted. The management specialists did not enter into a con- 
tract to have the Klamath tribal resources and assets appraised and 
inventoried until February 17, 1956. On February 18, 1957, when 
the appraisal was to have been completed, the management specialists 
extended the appraisal period for 45 days at the request of the party 
making the survey and inventory. This delay was necessitated by 
inclement weather over which the appraisers had no control. 

A second extension was granted the timber appraisers by the man- 
agement specialists on April 2, 1957, in order to permit completion 
of the survey report. This 30-day extension was made in order to 
permit the appraisers to place the assembled data on IBM cards. 

The committee members further note that on numerous occasions 
the management specialists engaged in policymaking procedures, gave 
interviews, and made recommendations which were not within their 
prerogatives and without the expressed knowledge and permission of 
the proper representatives of the Department of the Interior. Since 
the resignation of one of the management specialists on March 31, 
1956, the present two members have continued in their capacities. 

The committee members also note that although the management 
specialists are being paid the sum of $1,000 per month they are not 
devoting full time to their duties, and they have not and are not caus- 
ing the work they were contracted to supervise to be done in an ex- 
peditious manner. The committee members, finally, feel that had the 
management specialists pursued their duties in a forceful manner the 
results of the efforts would have been more favorable to the Klamath 
Indians and the Federal Government. 

Reports from the Secretary of the Interior on H. R. 650, H. R. 663, 
H. R. 2471, and H. R. 2518, a supplemental report dated March 15, 
1957, and a copy of a telecram urging enactment of S. 469, dated 
April 1, 1957, sent by the Klamath tribal executive committee, are as 
follows: 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., February 8, 1957. 
Hon. Crater Enctre, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D. C. 


Drar Mr. Enete: Your committee has re uested a report on 
H. R. 650, a bill to amend Public Law 587, 83d Congress, by author- 
izing the Federal Government to defray the cost of assisting the 
Klamath India 1s to prepare for termination of Federal supervision. 

We recommend that the bill be not enacted, but that Congress 
enact instead H. R. 2471 which covers the same subject and which 
also makes other changes, in the Klamath Termination Act which we 
believe are desirable. 

This bill repeals the provision in the existing law which provides for 
the use of tribal funds to pay the cost of the termination program 
and substitutes an authorization for the appropriation of Federal funds 
to pay such costs. We agree that the cost of the termination program 
should be borne by the Federal Goverament in view of the precedent 
established for the Menominee Tribe, but suggest that greater flexi- 
bility would be allowed if the costs were initially paid out of tribal 
funds and the tribe were reimbursed by the Government. We also 
suggest that a maximum limitation of $1,100,000 be imposed upon 
the reimbursable obligation assumed by the Government. 

The foregoing procedure i is the one that was adopted for the Menomi- 
nee Tribe, and it is the one incorporated in H. R. 2471. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report. 

Sincerely yours, 





Hatrretp CHILson, 
Assistant Secretary of the Interior. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., February 13, 1957, 
Hon. Criatr ENGLie, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D. C. 

My Dear Mr. Enate: Your committee has requested a report on 
H. R. 663, a bill to amend Public Law 587, 83d Congress, by deferring 
implementation requirements and requiring report by management 
specialists. 

We recommend that the bill be not enacted, but that Congress 
enact in lieu thereof a proposed bill to amend the act terminating 
Federal supervision over the Klamath Indian Tribe, which was sub- 
mitted by our letter dated January 7, 1957. 

We agree that sales of timber lands under the existing Klamath 
Termination Act should be deferred for a reasonable time until 
Congress has had a further opportunity to determine what steps, if 
any, should be taken to protect the economy and to preserve good 
conservation practices in the region. We heve so recommended, 
and our reasons are set forth at length in our January 7 letter. That 
letter should be considered as a part of our report on this bill. 
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We believe that the bill under consideration does not adequately 
meet the problem in the following respects: 

1. The bill assumes, incorrectly, we believe, that the appraisal 
required to be made by the present law will be completed when the 
report prepared by the contract firm of appraisers is submitted to 
the management specialists. This is a question upon which opinions 
differ, but the position of this Department is that the management 
specialists have not ‘‘caused an appraisal to be made” until they 
approve the appraisal report, submit it to the Secretary, and he 
approves it. Without arguing the point, however, we suggest that 
the simplest way to resolve the question is to amend subsection 5 (a) 
(2) to provide that the opportunity to withdraw from the tribe shall 
be afforded each member immediately after the appraisal of the 
tribal property ‘“‘and approval of the appraisal by the Secretary.” 

2. The bill sets up a time limitation within which the management 
specialists must submit to the Secretary the appraisal of the contract 
appraisers. We know of no reason for imposing this time limitation 
and believe that it is unwise. Under the present law, the management 
specialists are required to submit their appraisal as soon as practicable. 
If the contract appraisers should prepare a completely inadequate 
appraisal and the management specialists feel it is necessary to require 
the preparation of a supplemental appraisal, they should not be under 
any 3 months’ limitation. 

3. The bill requires the report of the management specialists (and 
presumably the appraisal) to be forwarded immediately to Congress, 
without any opportunity for the Secretary to review and comment on 
it, and stops all further action under section 5 of the act for 9 months 
thereafter. ‘This has several undesirable features: 

(a) First, the delay period is not keyed to practical operational con- 
siderations. If the report should be submitted to Congress durin 
the third month of this year, for example, the 9 months’ delay perio 
would continue until the 12th month. If Congress adjourns during 
the summer, however, without taking any further action with respect 
to the forest, the delay during the fall and early winter would serve 
no useful purpose. We therefore suggest that the delay period be 
limited to the adjournment date of the first session of Congress. 
Insofar as congressional reconsideration is concerned, that date would 
i the same practical effect as the 9 months’ period specified in the 

ill. 

(b) Second, the bill dolays all action under section 5, rather than 
merely the sale of timberlands. The only delay that is necessary in 
order to allow Congress to reconsider the conservation problem is a 
delay in timberland sales. A delay in other procedures would actually 
hinder Congress in its consideration of the conservation problem. If 
the number of withdrawing Indians is small, the conservation problem 
will be greatly different from the problem that will be presented if the 
number of withdrawing Indians is large. This information cannot be 
ascertained if all procedures under section 5 are stopped for 9 months. 

Furthermore, as there can be no assurance that Congress will want 
to legislate further with respect to the forest, a delay in determining 
the number of Indians who want to withdraw, a delay in preparing 
tentative sale plans, and a delay in preparing alternative management 
plans for the residual tribal estate, would bring the program to a 
standstill until the end of the delay period, for no useful purpose. 
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I should like to emphasize that the election of some members to 
withdraw from the tribe will in no way restrict Congress’ power te 
legislate for the conservation of the forest. The election to withdraw 
will entitle the individual Indian to have his proportionate share of 
tribal assets sold and converted into money, but the method, terms, 
and conditions of sale will be subject to further legislation by Congress. 

The only reason for delaying the election, which we have heard, is 
the desire to reopen the right of a withdrawing member to receive a 
proportionate share of the tribal assets, and allow the tribe to control 
the rate of withdrawals and to require withdrawing members to take 
less than their proportionate share. This issue is irrelevant to the 
conservation problem to which the bill is addressed. The present 
law gives all members of the tribe equal interest in the tribal assets 
and we believe that there is no reason for reconsidering that phase of 
the present law. 

4. At the end of the 9 months’ delay period, the bill would leave the 
situation in a much worse condition than it now is, insofar as sales in 
large enough quantities to depress the market are concerned, because 
the sale procedures specified in the existing law would need to be 
carried in less than 1 year’s time. 

5. The bill delays the publication of the final membership roll until 
the end of the 9 months’ period. There is no reason for such delay, 
and the delay will only serve to keep the factions within the tribe in 
a state of turmoil. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report. 

Sincerely yours, 
Hatrietp Cuitson, 
Assistant Secretary of the Interior. 





DEPARTMENT OF THE INTERIOR, 
Orrice OF THE SECRETARY, 
Washington 25, D. C., February 8, 1957. 
Hon. Crarr ENGtE, 
Chairman, Committee on Interior and Insular A ffairs, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Encte: Your committee has requested a report on 
H. R. 2518, a bill to authorize the United States to defray the cost of 
assisting the Klamath Tribe of Indians to prepare for termination of 
Federal supervision, and to defer such termination for a period of 18 
months. 

We recommend that the bill be not enacted unless it is amended as 
suggested below. The amendments would make it conform in sub- 
stance to the proposed bill transmitted to the Speaker of the House 
by this Department on January 7, 1957. That transmittal letter 
should be regarded as a part of this report. 

1. We agree that timber sales under the existing Klamath Termina- 
tion Act should be deferred for a reasonable time until Congress has 
had a further opportunity to determine what steps, if any, should be 
taken to protect the economy and to preserve good conservation prac- 
tices in the region. We so recommended in our January 7 letter, and 
we shall therefore not repeat the reasons here. 
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With respect to the period of delay, we believe that the delay period 
should be fixed in terms of the adjournment date of a session of Con- 
gress. The only purpose of the delay period is to give Congress an 
opportunity to legislate further if it wishes to do so, and a delay that 
extends beyond the adjournment of Congress would serve no useful 
purpose. For example, if the bill should be enacted during the 4th, 
5th, or 6th month of this year, an 18-month delay period would 
extend until the 10th, 11th, or 12th month of next year. As Congress 
normally adjourns during July or August, a delay beyond that time 
would be of no benefit. 

We recommend that the adjournment date of the first session of this 
Congress be selected, rather than the adjournment date of the second 
session. ‘The question of further conservation legislation has been 
raised at the very beginning of this session, and we hope that one full 
session will be adequate time in which to resolve the question. In 
fairness to members of the tribe who have been trying for many years 
to obtain their share of tribal assets, the delay should not be longer 
than necessary. 

We realize that this question of time involves a matter of judgment 
and that the pertinent considerations which have a bearing will need 
to be considered carefully. 

2. While we believe that sales of Klamath forest lands should be 
deferred for a reasonable time, we strongly recommend that there be 
no delay in the procedure for determining the members who want to 
withdraw from the tribe, and for making tentative sales plans for use 
if Congress fails to legislate further. If the opportunity to elect to 
withdraw is delayed. Congress will actually be hindered in its con- 
sideration of the conservation problems. If the number of withdraw- 
ing Indians is small, the conservation problem will be greatly different 
from the problem that will be presented if the number of withdrawing 
Indians is large. This information cannot be ascertained if all pro- 
cedures under section 5 are stopped. 

Furthermore, as there can be no assurance that Congress will want 
to legislate further with respect to the forest, a delay in determining 
the number of Indians who want to withdraw, a delay in preparing 
tentative sale plans, and a delay in preparing alternative management 
plans for the residual tribal estate, would bring the program to a stand- 
still until the end of the delay period, for no ahaha eiaeas 

I should like to emphasize that the election of some members to 
to withdraw from the tribe will in no way restrict Congress’ power to 
legislate for the conservation of the forest. The election to withdraw 
will entitle the individual Indian to have his proportionate share of 
tribal assets sold and converted into money, but the method, the terms, 
and the conditions of sale will be subject to further legislation by 
Congress. 

The only reason for delaying the election, which we have heard, 
is the desire to reopen the right of a withdrawing member to receive 
a proportionate share of the tribal assets, and allow the tribe to control 
the rate of withdrawals and to require withdrawing members to take 
less than their proportionate shares. This issue is irrelevant to the 
conservation problem to which the bill is addressed. The present 
law gives all members of the tribe equal interests in the tribal assets 
and we be lieve that there is no reason for reconsidering that phase of 
the present law. 
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The foregoing recommendations can be adopted by amending the 
bill as follows: Delete “no further action shall be taken pursuant to 
paragraphs (2) and (3) of subsection (a) of section 5, or section 6 of 
this Act prior to eighteen months following the date of the enactment 
of this section.” and insert in lieu thereof ‘no sales of tribal property 
shall be made pursuant to paragraph (3) of subsection (a) of section 5, 
or section 6 of this Act prior to the adjournment of the Ist session of 
the 85th Congress.” 

3. With respect to the cost of the termination program, we suggest 
that the maximum Federal reimbursement be increased from $800,000 
to $1,100,000 in view of the extension of time for selling or arranging 
for the management of tribal property. This can be done by amend- 
ing the dollar figure in subsection (b) of the bill. 

4. With respect to the extension of time for handling tribal property, 
we recommend in our January 7 letter that a total period of 7 years 
after the date of the 1954 act be used. That would allow 4 years for 
making sales after the end of the 1st session of Congress. The bill 
under consideration provides for a 6-year period after the date of the 
1954 act, which would allow only 2 vears for making sales after the 
end of the 2d session of Congress. We believe that the longer period 
is desirable, and as a further safeguard we recommend the following 
additional amendment: Before the period at the end of subsection (c) 
of the bill insert the following: ‘‘and by adding at the end of the 
subsection the following new sentence: ‘If such actions cannot be 
completed within the time prescribed without creating inequities, a 
report of the relevant facts shall be submitted to the Congress before 
the expiration of such time’.”’ 

5. The last subsection of the bill (subsee. (d)) also extends from 4 
to 6 years the time for removing restrictions on allotted land, as dis- 
tinguished from tribal land. The conservation problem revolving 
around the tribal forest does not involve the allotted lands, and we 
believe that there is no reason for deferring the date for terminating 
Federal supervision over the allotted lands. 

n We therefore recommend that subsection (d) be deleted from the 
ill. 

6. The bill does not include several amendments to the present law 
which we believe are highly desirable. They are described in our 
January 7 letter, and relate to (1) the authority to withdraw minors 
and incompetent persons from the tribe, (2) specification that an 
opportunity to elect to withdraw shall be afforded only after the 
appraisal is approved by the Secretary, (3) Indian preference rights 
to purchase tribal property, (4) definition of an adult, (5) free secre- 
tarial service, on request, in selling allotted land owned by one per- 
son, (6) restrictions on interests in allotted lands on the Klamath 
reservation that are owned by non-Klamaths, and (7) restrictions on 
purchased, as distinguished from allotted, land. 

We recommend that these technical amendments be included in the 
bill. We believe that they are noncontroversial. The language for 
that purpose is contained in subsections 1 (d), (e), (f), (g), and (h) of 
the proposed bill that was transmitted with our January 7 letter. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report. 

Sincerely yours, 


HATFIELD CHILSON, 
Assistant Secretary of the Interior. 
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DEPARTMENT OF THE INTERIOR, 
Orrice oF THE SECRETARY, 

Washington 25, D. C., February 8, 1957, 
Hon. Ciair ENGte, 

Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Enotes: Your committee has requested a report on 
H. R. 2471, a bill to amend the act terminating Federal supervision 
over the Klamath Indian Tribe. 

We recommend that the bill be enacted, with the perfecting amend- 
ments referred to below. With these amendments, the bill is the 
same as the proposed bill submitted to Congress by executive com- 
munication from this Department on January 7, 1957. 

The purpose of the bill is to do four things: (1) delay any sales of 
tribal timberlands until Congress has had a further opportunity to 
determine whether all or any part of the lands should be acquired by 
the Federal or State Government for public conservation purposes, or 
whether other alternative steps may be needed to protect the economy 
and to preserve good conservation practices in the region, (2) prevent 
forced sales of Klamath tribal timberlands in quantities and at times 
that will unreasonably depress the market, (3) provide for Federal 
payment of the costs of the termination program, and (4) make several 
technical amendments to the law, the need for which has been dis- 
closed by our experience during the past 2% years. 

In order to accomplish the first purpose, the bill provides that no 
sales of tribal property shall be made before the end of the 1st session 
of the 85th Congress, and if during that time Congress authorizes 
public acquisition of the timberlands by a State or Federal agency the 
sale to the public agency must be on the terms specified by Congress 
rather than under the procedure specified in the existing law. 

The problem is how to mitigate the effect on the economy of the 
area of a partial or complete liquidation of the Klamath Forest. When 
the bill that became the Klamath Termination Act was presented to 
Congress by executive communication on January 4, 1954, we pointed 
out that there is a conflict between the interest of the Indians.in ob- 
taining the maximum value from the forest as a private capital asset, 
and the interest of the United States in maintaining the forest under 
sustained-yield management for the benefit of all of the people in the 
region. That is, the Indians might get a better return on their 
investment if the forest were liquidated and the proceeds invested 
in some other form, but the liquidation of the forest would injure the 
general public in the area. Inasmuch as the United States may not 
require private property to be devoted to a public purpose without 
adequate compensation, we pointed out that the right of the Indians 
to liquidate a part of the forest is a private property right that should 
not be denied them after the Federal trust over their property is 
terminated. When the bill was under consideration by Congress, it 
was well understood that the only practical way to insure continued 
management of the forest on sustained-yield principles, in the interest 
of the general public as distinguished from the interest of the Indians 
as private citizens, was some form of public acquisition if the Indians 
concluded that it was to their best interest to liquidate all or a part 
of the forest. 
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Subsequent studies by the management specialists, who were re- 
tained in accordance with the provisions of the act, indicate that some 
of the Indians believe that it would be in their best interest, eco- 
nomically, to liquidate their shares of the tribal estate by withdrawing 
from the tribe and by investing the proceeds in some other form. Al- 
though the appraisal of the tribal forest has not yet been completed, 
the management specialists have estimated that on the basis of the 
probable retail appraised value the Indians can expect to get less 
return on their capital if the forest remains in sustained yield manage- 
ment than they could get if their capital were invested conservatively 
in Government or corporate bonds, or in the so-called blue-chip 
common stocks. 

The conservation problem was raised when Congress considered the 
original bill in 1954, and it has been under constant consideration since 
then. Whether the forest should be maintained intact as a conserva- 
tion measure for the public good is primarily a matter for Congress to 
determine. If the answer is in the affirmative, it is clear that the 
Indians as private property owners should not be forced by law to 
maintain the forest for the public good. Inasmuch as it is the public 
interest that is involved, some form of public ownership seems to be 
the only reasonable approach. We therefore recommend that the sale 
of any part of the forest should be stopped for a reasonable time in 
order that Congress may consider further whether public acquisition 
by the Federal or State Government will be authorized. We believe 
that a delay until the end of the 1st session of the 85th Congress is a 
reasonable time, in view of the 2% years that have already elapsed. 
Some definite time limitation for the delay period is necessary in order 
to prevent the Indians as private property owners from being deprived 
of ordinary control and use of their property solely because of public 
conservation interest. 

In order to accomplish the second purpose, the bill provides that if 
public acquisition of the forest is not authorized and sales of tribal 
property are necessary in order to pay the members who withdraw 
from the tribe, the sales shall be arranged at times and in quantities 
that will not unreasonably depress the market. The bill also extends 
the time for completing such sales from 4 to 7 years after the data of 
the original act, which was August 13, 1954, and provides that if it 
develops that sales within such time limitation will bring inadequate 
prices in the light of appraisals, a report of the facts shall be submitted 
to Congress for such corrective action as Congress thinks advisable. 
Assuming that no sales are commenced before the summer of 1957, 
which would be the effect of the first amendment discussed above, 
this means that any sales of tribal property that are necessary will be 
made during the 4-year period between the summer of 1957 and 
August 13, 1961. 

In other to accomplish the third purpose, the bill provides for reim- 
bursing the tribe, up to a maximum of $1,100,000, for expenses that 
are incurred in carrying out the termination program and that are 
approved by the Secretary. Congress authorized similar action in 
connection with the Menominee termination program in Wisconsin, 
and there is no reason for treating the Klamath Indians differently. 

In order to accomplish the fourth purpose, the bill makes a number 
of changes in the existing law. Although the changes are primarily 
technical in nature, they are of considerable practical importance. 
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The first relates to the procedure for permitting individual Indians 
to withdraw from the tribe. The present law permits the withdrawal 
of minors or incompetents only when they are a part of the family of 
an adult member of the tribe who elects to withdraw. This means 
that no opportunity is provided for withdrawing a minor when his 
parents are divorced and he is in the custody of a non-Klamath 

arent, or when the minor is in the legal custody of a Klamath parent 

ut lives with his non-Klamath parent, or when the minor is an orphan 
and lives with a non-Klamath foster parent or in a State institution 
or when the minor has been abandoned by his Klamath parents and 
lives with a relative or friend who has no legal responsibility for his 
custody. There are many other variations of the problem. There 
is also no provision for withdrawing from the tribe the estate of a 
deceased member. We believe that some provision should be made 
for considering the interests of such persons and for withdrawing 
them from the tribe if they would be benefited. As it is difficult to 
spell out in detail the many varying circumstances when the choice 
should be placed in one or the other of the natural parents, in an 
adopted parent, in a foster parent, in a guardian, in a relative, in a 
State welfare official, or in some other person, the bill permits the 
Secretary to designate the person who is best able to represent the 
interests of the member involved and gives the person designated the 
right to withdraw such member from the tribe if withdrawal would 
be for his benefit. 

The designation of a person to determine the withdrawal of a minor 
or incompetent will not give that person control over the property of 
the minor or incompetent. Section 15 of the present law requires the 
Secretary to protect the rights of such persons before removing restric- 
tions on the property by arranging for the judicial appointment of a 
guardian or by some other appropriate means which might include, 
for example, the establishment of a private trust. A private trust 
should be used if the fees and costs of guardianship proceedings are 
excessive. 

The second technical change relates to the time for permitting the 
individual Indian to exercise an election to withdraw from the tribe. 
The present act requires that the opportunity to elect be given to 
each adult member of the tribe immediately after the appraisal of the 
property has been completed. We believe that the appraisal will not 
be completed until the report of the contract appraisers has been 
adopted by the management specialists, and until it has been submitted 
to and approved by the Secretary in accordance with the contract 
between the management specialists and the Secretary. Such ap- 
proval was required by the Secretary pursuant to his rulemaking 
power under the act. The validity of this interpretation has been 
questioned, however, and in order to remove any doubt about the 
matter the bill specifically provides that the opportunity to elect to 
withdraw shall be given to the Indians after the appraisal is approved 
by the Secretary. . 

The contention has been advanced that the election to withdraw 
will create a vested right to have a proportionate share of the tribal 
property sold on the open market, that the vesting of such right might 
prevent the enactment of further legislation to preserve the forest, 
and that the election to withdraw should therefore be postponed 
until after Congress has decided the fate of the forest. We strongly 
oppose any such postponement. The right to elect to withdraw is as 
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much a vested right at the present time as would be the right to 
withdraw after the election is made. Moreover, Congress needs to 
know how many of the tribal members want to withdraw before it 
can determine how much, if any, of the forest should be acquired for 
public conservation purposes; and the amendment recommended to 
carry out the first purpose of the bill, discussed above, will clearly 
permit such acquisition by a public agency according to a procedure 
or price fixed by Congress rather than under the procedure specified 
in existing law, if Congress wishes to legislate to that effect. ‘There is 
therefore no need to postpone the determination of the number of 
Indians who want to withdraw in order to permit Congress to protect 
the forest, and there are cogent reasons for not delaying. 

The only other reason heretofore offered for delay is to allow the 
tribe to control the rate of withdrawals and to require the withdrawin 
members to take less than their proportionate shares of the triba 
assets. The right to withdraw and be paid a proportionate share of 
the tribal assets is an essential part of the present law, and it should 
not be changed. 

The third change relates to the Indian preference to purchase any 
tribal land that is offered for sale. The change gives the preference 
right to the tribe and to the members who stay in the tribe, as well as 
to the members who withdraw from the tribe. The preference is 
presently restricted to the latter group. The change also makes it 
clear that the preference may be exercised by an Indian only for his 
own account and not as an agent for others, and that the preference 
must be exercised only for entire parcels as they are offered for sale. 

The fourth technical change changes the definition of ‘‘adult’’ to 
conform to the law of the place where the person resides. 

The fifth technical change permits the Secretary to perform, on 
request prior to termination, for the owner of the entire interest in a 
tract of allotted land the same services with respect to sale that he is 
authorized to perform for the owners of fractionated interests in an 
allotment. 

The sixth technical change relates to the termination of the trust or 
restricted status of interests in allotted land on the Klamath Reserva- 
tion that are owned by non-Klamath Indians. Those are interests 
acquired by inheritance. After the termination program for the 
Klamath Indians has been completed, there will be no practical 
administrative procedure for administering undivided interests in 
Klamath allotments that may have been inherited by non-Klamath 
Indians. 

The seventh technical change makes it clear that the provision for 
terminating restrictions on individually owned Indian land apply 
both to allotted and to purchased land. 

The following perfecting amendments to the bill are recommended: 

1. On page 2, line 19, after ‘‘member” insert “whose name appears 
on the final roll.’”’ The reason is solely one of clarity. 

2. On page 4, line 12, insert a new section 2 as follows: 

“Sec. 2. Nothing in the Act of August 13, 1954 (68 Stat. 718) 
shall affect the authority to make timber sales otherwise authorize 
by law prior to the termination of Federal control over such timber.” 

The reason is to make clear that tribal timber sales may continue 
to be made as authorized by existing law until Federal control over the 
timber has been terminated. We believe that such authority now 
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exists, but the authority has been questioned by some members of 
the tribe and the question can most easily be resolved by the inclusion 
in the bill of a clear statement to that effect. In view of the proposed 
extension of the terminal program until 1961, timber sales during the 
intervening period are important to the members of the tribe because 
the customary per capita pavements are made from timber sales in- 
come. 

The management specialists who were retained in accordance with 
the provisions of the 1954 act have advised us that they concur in 
the recommendation that the proposed legislation be enacted. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report to your committee. 

Sincerely yours, 
Hatrietp CHILson, 
Assistant Secretary of the Interior, 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 15, 1957. 
Hon. Crair ENGLE, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D. C. 

Drar Mr. EnGie: The Commissioner of Indian Affairs has just 
held a series of meetings in Portland to discuss the feasibility of using 
private trusts as one of the means to protect the interests of individual 
Klamath Indians who will need assistance in handling their affairs 
after the termination of Federal supervision. In our judgment, the 
legislative history of section 15 of the Klamath Termination Act 
and similar acts for other tribes adequately indicates that the authority 
of the Secretary to protect the rights of such Indians ‘‘by such other 
means as he may deem adequate” includes the authority to establish 
private trusts for that purpose. The representatives of some of the 
private trust companies, however, are fearful that the failure of the 
statute to specify the use of private trusts may invite litigation which 
will be expensive to the Indians, and in order to remove that possi- 
bility we recommend that the bills now pending to amend the Klamath 
Termination Act (H. R. 2471 and H. R. 2518) be amended by including 
in section 1 a new subsection as follows: 

“( ) Section 15 of the Act is amended by changing the period at 
the end thereof to a comma and by adding ‘without application from 
the member, including but not limited to the creation of a trust of 
such member’s property with a trustee selected by the Secretary, or 
the purchase by the Secretary of an annuity for such member.’ ” 

It has also developed that under the language of section 5 (a), 
aragraph (5), of the present act the management plan prepared to 
andle the property of the members of the tribe who elect to stay in 

the tribe, rather than to withdraw, must be satisfactory to all members 
of the tribe, which includes the withdrawing members. This result 
was never intended. In order to remedy this defect we recommend 
that H. R. 2471 and H. R. 2518 be amended by adding to section 1 
a new subsection as follows: 
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“( ) Subsection 5 (a), paragraph 5, of the Act is amended by 
deleting ‘tribe’ and by inserting in lieu thereof ‘members who elect 
to remain in the tribe.’ ” 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report. 

Sincerely yours, 
HarFietp CHILSON, 
Assistant Secretary of the Interior. 


Kiamata Farts, Oreac., April 1, 1957. 
REPRESENTATIVE CiLairR ENGLE, 
Chairman of House Committee Interior Insular Affairs, Capitol, 
Washington, D. C.: 

On direction of Klamath Tribal Executive Committee, which is 
the official representative of Klamath tribes, we do strongly advocate 
and urge that immediate passage of Senate bill 469 and to say at this 
time it is imperative that this be passed to safeguard the interests of 
the Klamath Indians and that we would appreciate your help in 
securing its passage. 

KLAMATH TRIBAL ExEcuTIvE COMMITTEE, 
Datrorp Lanp, Chairman, 

J. L. Kirx, Vice Chairman. 

Boyp Jackson, Member. 

Disson Cook, Member. 

EtnatHan Davis, Secretary. 

THEODORE Crume, Member. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House f 
of Representatives, changes in existing law made by the bill, as re- " 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


Act or Avaust 13, 1954 (68 Srat. 718) 


That the purpose of this Act is to provide for the termination of 
Federal supervision over the trust and restricted property of the Kla- 
math Tribe of Indians consisting of the Klamath and Modoc Tribes 
and the Yahooskin Band of Snake Indians, and of the individual 
members thereof, for the disposition of federally owned property 
acquired or withdrawn for the administration of the affairs of said 
Indians, and for a termination of Federal services furnished such 
Indians because of their status as Indians. 

Sec. 2. For the purposes of this Act: 

(a) “Tribe” means the Klamath Tribe of Indians consisting of the 
Klamath and Modoe Tribes and Yahooskin Band of Snake Indians. 

(b) “Secretary” means the Secretary of the Interior. 

(c) “Lands” means real property, interests therein, or improve- 
ments thereon, and include water rights. 
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(d) ‘Tribal property” means any real or personal property, includ- 
ing water rights, or any interest in real or personal property, that 
belongs to the tribe and either is held by the United States in trust 
for the tribe or is subject to a restriction against alienation imposed 
by the United States 

(e) [‘‘Adult’”’ means a member of the tribe who has attained the 
age of twenty-one years.] ‘Adult’? means a person who is an adult 
according to the law of the place of his residence. 

Src. 3. At midnight of the date of enactment of this Act the roll of 
the tribe shall be closed and no child born thereafter shall be eligible 
for enrollment: Provided, That the tribe shall have a period of six 
months from the date of this Act in which to prepare and submit to 
the Secretary a proposed roll of the members of the tribe living on the 
date of this Act, which shall be published in the Federal Register. If 
the tribe fails to submit such roll within the time specified in this 
section, the Secretary shall prepare a proposed roll for the tribe, which 
shall be published in the Federal Register. Any person claiming 
membership rights in the tribe or an interest in its assets, or a repre- 
sentative of the Secretary on behalf of any such person, may, within 
ninety days from the date of publication of the proposed roll, file an 
appeal with the Secretary contesting the inclusion or omission of the 
name of any person on or from such roll. The Secretary shall review 
such appeals and his decisions thereon shall be final and conclusive. 
After disposition of all such appeals, the roll of the tribe shall be pub- 
lished in the Federal Register, and such roll shall be final for the 
purposes of this Act. 

Src. 4. Upon publication in the Federal Register of the final roll as 
provided in section 3 of this Act, the rights or beneficial interests in 
tribal property of each person whose name appears on the roll shall 
constitute personal property which may be inherited or bequeathed, 
but shall not otherwise be subject to alienation or encumbrance before 
the transfer of title to such tribal property as provided in section 6 of 
this Act without the approval of the Secretary. Any contract made 
in violation of this section shall be null and void. 

Sec. 5. (a) The Secretary is authorized and directed to select and 
retain by contract, at the earliest practicable time after the enactment 
of this Act and after consultation with the tribe at a general meeting 
called for that purpose, the services of qualified management specialists 
who shall— 

(1) cause an appraisal to be made, within not more than twelve 
months after their employment, or as soon thereafter as prac- 
ticable, of all tribal property showing its fair market value by 
practicable logging or other appropriate economic units; 

[(2) give each adult member of the tribe, immediately after 
the appraisal of the tribal property, an opportunity to elect for 
himself, and, in the case of a head of a family, for the members 
of the family who are minors, to withdraw from the tribe and 
have his interest in tribal property converted into money and 
paid to him, or to remain in the tribe and participate in the 
tribal management plan to be prepared pursuant to paragraph 
(5) of this subsection: ] 

(2) immediately after the appraisal of the tribal property and 
approval of the appraisal by the Secretary, give to each member 
whose name appears on the final roll of the tribe an opportunity to 
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elect to withdraw from the tribe and have his interest in tribal property 
converted into money and paid to him, or to remain in the tribe and 
participate in the tribal management plan to be prepared pursuant 
to paragraph (5) of this subsection; in the case of members who are 
minors, persons declared incompetent by judicial proceedings, or 
decea sed, the opportunity to make such election on their behalf shall be 
given to ‘the person designated by the Secretary as the person best 
able to represent the interests of such member; 

(3) determine and select the portion of the tribal property 
which if sold at the appraised value would provide sufficient 
funds to pay the members who elect to have their interests con- 
verted into money, arranged for the sale of such property, and 
distribute the proceeds of sale among the members entitled there- 
to: Provided, That whenever funds have accumulated in the 
amount of $200,000 or more, such funds shall be distributed pro 
rata to the members who elected to take distribution of their 
individual shares, and thereafter similar pro rata distribution 
shall be made whenever funds have accumulated in the amount 
of $200,000 or more until all of the property set aside for sale 
shall have been sold and the proceeds distributed: [Provided 
further, That any such member shall have the right to purchase 
any part of such property for not less than the highest offer 
received by competitive bid, and to apply toward the purchase 
7 all or any part of the sum due him from the conversion of 
iis interest in tribal property:] Provided further, That any person 
whose name appears on the final roll of the tribe, or a guardian on 
behalf of any such person who is a minor or an incompetent, shall 
have the right to purchase, for his or its own account but not as an 
agent for others (which fact shall be subject to final and conclusive 
determination by the Secretary), any of such property in lots as 
offered for sale for not less than the highest offer received by com- 
petitive bid; any individual Indian purchaser may apply toward 
the purchase price all or any part of the sum due him from the 
conversion of his interest in tribal property; and if more than one 
right is exercised to purchase the same property pursuant to this 
proviso the property shall be sold to one of such persons on the basis 
of competitwe bids: Provided further, That when determining and 
selecting the portion of the tribal property to be sold, due con- 
sideration shall be given to the use of such property for grazing 
purposes by the members of both groups of the tribe; 

(4) cause such studies and reports to be made as may be 
deemed necessary or desirable by the tribe or by the Secretary 
in connection with the termination of Federal supervision as 
provided for in this Act; and 

(5) cause a plan to be prepared in form and content satis- 
factory to the [tribe] members who elect to remain in the tribe 
and to the Secretary for the management of tribal property 
through a trustee, corporation, or other legal entity. 

[(b) Such amounts of Klamath tribal funds as may be re- 
quired for the purposes of this section shall be available for 
expenditure by the Secretary: Provided, That the expenses 
incident to the sale of property and the distribution of proceeds 
of sale pursuant to vareaniil (3) of this subsection shall be 
charged exclusively to the interests of the members who withdraw 
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from the tribe, and the expenses incurred under paragraphs (4) 
and (5) of this subsection shall be charged exclusively to the 
interests of the members who remain in the tribe, and all other 
expenses under this section shall be charged to the interests of 
both groups of members. ] 

(b) Such amounts of Klamath tribal funds as may be required 
for the purposes of this section shall be available for expenditure 
by the Secretary. In order to reimburse the tribe, in part, for 
expenditure of such tribal funds as the Secretary deems necessary 
for the purposes of carrying out the requirements of this section, 
there is hereby authorized to be appropriated out of any money in 
the Treasury not otherwise appropriaied, an amount equal to one- 
half of such expenditures from tribal funds, or the sum of $550,000, 
whichever is the lesser amount. 

Suc. 6. (a) The Secretary is authorized and directed to execute any 
conveyancing instrument that is necessary or appropriate to convey 
title to tribal property to be sold in accordance with the provisions of 
paragraph (3) of subsection (a) of section 5 of this Act, and to transfer 
title to all other tribal property to a trustee, corporation, or other 
legal entity in accordance with the plan prepared pursuant to para- 
graph (5) of subsection (a) of section 5 of this Act. 

(b) It is the intention of the Congress that all of the actions 
required by sections 5 and 6 of this Act shall be completed at the 
earliest practicable time and in no event later than [four years} siz 
years from the date of this Act. 

(c) Members of the tribe who receive the money value of their 
interests in tribal property shall thereupon cease to be members of 
the tribe: Provided, That nothing shall prevent them from sharing in 
the proceeds of tribal claims against the United States. 

Ssc. 7. The Secretary is authorized and directed, as soon as practi- 
cable after the passage of this Act, to pay from such funds as are 
deposited to the credit of the tribe in the Treasury of the United States, 
$250 to each member of the tribe on the rolls of the tribe on the date of 
this Act. Any other person whose application for enrollment on the 
rolls of the tribe is subsequently approved, pursuant to the terms of 
section 3 hereof, shall, after enrollment, be paid a like sum of $250: 
Provided, That such payments shall be made first from the capital 
reserve fund created by the Act of August 28, 1938 (25 U.S. C., Sec. 
530). 

Sec. 8. (a) The Secretary is authorized and directed to transfer 
within four years from the date of this Act to each member of the 
tribe unrestricted control of funds or other personal property held in 
trust for such member by the United States. 

(b) [All restrictions on the sale or encumbrance of trust or restricted 
land owned by members of the tribe (including allottees, heirs, and 
devisees, either adult or minor) are hereby removed four years after the 
date of this Act, and the patents or deeds under which titles are then 
held shall pass the titles in fee simple, subject to any valid encum- 
brances:] All restrictions on the sale or encumbrance of trust or restricted 
enterests in land, wherever located, owned by members of the tribe (includ- 
ang allottees, purchasers, heirs, and devisees, either adult or minor), and 
on trust or restricted interests in land within the Klamath Indian Reser- 
vation, regardless of ownership, are hereby removed fuur years after the 
date of this Act, and the patents or deeds under which titles are then 
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held shall pass the titles in fee simple, subject to any valid encumbrances: 
Provided, That the provisions of this subsection shall not apply to 
subsurface rights in such lands, and the Secretary is directed to trans- 
fer such subsurface rights to one or more trustees designated by him 
for management for a period not less than ten years. ‘The titles to 
all interests in trust or restricted land acquired by members of the 
tribe by devise or inheritance four years or more after the date of this 
Act shall vest in such members in fee simple, subject to any valid 
encumbrance. 

(c) Prior to the time provided in subsection (b) of this section for 
the removal of restrictions on land owned by one or by more than one 
member of a tribe, the Secretary may— 

(1) upon request of any of the owners, partition the land and 
issue to each owner a patent or deed for his individual share that 
shall become unrestricted four years from the date of this Act; 

(2) upon request of any of the owners, and a finding by the 
Secretary that partition of all or any part of the land is not 
practicable, cause all or any part of the land to be sold at not less 
than the appraised value thereof and distribute the proceeds of 
sale to the owners: Provided, That any one or more of the owners 
may elect before a sale to purchase the other interests in the land 
at not less than the appraised value thereof, and the purchaser 
shall receive an unrestricted patent or deed to the land; and 

(3) if the whereabouts of none of the owners can be ascertained, 
cause such lands to be sold and deposit the proceeds of sale in the 
Treasury of the United States for safekeeping. 

(d) The Secretary is hereby authorized to approve— 

(1) the exchange of trust or restricted land between the tribe 
and any of its members; 

(2) the sale by the tribe of tribal property to individual mem- 
bers of the tribe; and 

(3) the exchange of tribal property for real property in fee 
status. Title to all real property included in any sale or exchange 
as provided in this subsection shall be conveyed in fee simple. 

Sec. 9. (a) The Act of June 25, 1910 (36 Stat. 855), the Act of 
February 14, 1913 (37 Stat. 678), and other Acts amendatory thereto 
shall not apply to the probate of the trust and restricted property of 
the members of the tribe who die six months or more after the date 
of this Act. 

(b) The laws of the several States, Territories, possessions, and the 
District of Columbia with respect to the probate of wills, the deter- 
mination of heirs, and the administration of decedents’ estates shall 
apply to the individual property of members of the tribe who die six 
months or more after the date of this Act. 

(c) Section 5 of the Act of June 1, 1938 (52 Stat. 605), is hereby 
repealed, 

Sec. 10. The Secretary is authorized, in his discretion, to transfer 
to the tribe or any member or group of members thereof anv federally 
owned property acquired, withdrawn, or used for the edministration 
of the affairs of the tribe which he deems necessary for Indian use, or 
to transfer to a public or nonprofit body any such property which he 
deems necessary for public use and from which members of the tribe 
will derive benefit. 

Src. 11. No property distributed under the provisions of this Act 
shall at the time of distribution be subject to Federal or State income 
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tax. Following any distribution of property made under the provi- 
sions of this Act, such property and any income derived therefrom 
by the individual, corporation, or other legal entity shall be subject 
to the same taxes, State and Federal, as in the case of non-Indians: 
Provided, That, for the purpose of capital gains or losses the base value 
of the property shall be the value of the property when distributed 
to the individual, corporation or other legal entity. 

Sec. 12. Sections 2, 3, 4, 5, and 6 of the Act of August 28, 1937 (50 
Stat. 872, 873), and section 2 (a) of the Act of August 7, 1939 (53 Stat. 
1253), are repealed effective on the date of the transfer of title to tribal 
property to a trustee, corporation, or other legal entity pursuant to 
section 6 of this Act. All loans made from the reimbursable loan fund 
established by section 2 of the Act of August 28, 1937 (50 Stat. 872), 
and all other loans made from Klamath tribal funds, including loans 
of livestock made by the tribe repayable in kind, shall be transferred 
to the tribe for collection in accordance with the terms thereof. 

Sec. 13. (a) That part of section 5 of the Act of August 13, 1914 
(35 Stat. 687; 43 U.S. C. 499), which relates to the transfer of the 
care, operation and maintenance of reclamation works to water users 
associations or irrigation districts shall be applicable to the irrigation 
works on the Klamath Reservation. 

(b) Effective on the first day of the calendar year beginning after 
the date of the proclamation provided for in section 18 of this Act, the 
deferment of the assessment and collection of construction costs pro- 
vided for in the first proviso of the Act of July 1, 1932 (47 Stat. 564; 
25 U. S. C. 386a), shall terminate with respect to any lands within 
irrigation projects on the Klamath Reservation. The Secretary shall 
cause the first lien against such lands created by the Act of March 
7, 1928 (45 Stat. 200, 210), to be filed of record in the appropriate 
county office. 

(c) There is hereby authorized to be appropriated out of any funds 
in the Treasury not otherwise appropriated the sum of $89,212 for pay- 
ment to the Klamath Tribe with interest at 4 per centum annually as 
reimbursement for tribal funds used for irrigation construction oper- 
ation and maintenance benefiting nontribal lands on the Klamath 
Reservation, such interest being computed from the dates of disburse- 
ment of such funds from the United States Treasury. 

(d) The Secretary is authorized to adjust, eliminate, or cancel all or 
any part of reimbursable irrigation operation and maintenance costs 
and reimbursable irrigation construction costs chargeable against 
Indian owned lands that are subject to the provisions of this Act, 
and all or any part of assessments heretofore or hereafter imposed 
on account of such costs, when he determines that the collection thereof 
would be inequitable or would result in undue hardship on the Indian 
owner of the land, or that the administrative costs of collection would 
probably equal or exceed the amount collected. 

(e) Nothing contained in any other section of this Act shall affect 
in any way the laws applicable to irrigation projects on the Klamath 
Reservation. 

Sec. 14. (a) Nothing in this Act shall abrogate any water rights 
of the tribe and its members, and the laws of the State of Oregon 
with respect to the abandonment of water rights by nonuse shall not 
apply to the tribe and its members until fifteen years after the date 
of the proclamation issued pursuant to section 18 of this Act. 
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(b) Nothing in this Act shall abrogate any fishing rights or privi- 
leges of the tribe or the members thereof unjoyed under Federal 
treaty. 

Src. 15. Prior to the transfer of title to, or the removal of restric- 
tions from, property in accordance with the provisions of this Act, 
the Secretary shall protect the rights of members of the tribe who are 
minors, non compos mentis, or in the opinion of the Secretary in need 
of assistance in conducting their affairs by causing the appointment 
of guardians for such members in courts of competent jurisdiction, 
or by such other means as he may deem adequate[.], without applica- 
tion from the member, including but not limited to the creation of a trust 
of such member’s property with a trustee selected by the Secretary, or the 
purchase by the Secretary of an annuity for such member: Provided, how- 
ever, That no member shall be declared to be in need of assistance im con- 
ducting his affairs unless the Secretary determines that such member does 
not have sufficient ability, knowledge, experience and judgment to enable 
him to manage his business affairs, including the administration, use, 
investment, and disposition of any property turned over to such member 
and the income and proceeds therefrom, with such reasonable degree of 
prudence and wisdom as will be apt to prevent him from losing such prop- 
erty or the benefiis thereof: Provided further, That any member determined 
by the Secretary to be in need of assistance in conducting his affairs may, 
within 90 days after receipt of written notice of such Secretarial deter- 
mination, assert in any naiuralization court for the area in which such 
member resides, that he does not need assistance in conducting his affairs, 
and the decision of such court shall be final with respect to the affected 
member’s conduct of his affairs. 

Sec. 16. Pending the completion of the property dispositions pro- 
vided for in this Act, the funds now on deposit, or hereafter deposited, 
in the United States Treasury to the credit of the tribe shall be avail- 
able for advance to the tribe, or for expenditure, for such purposes as 
may be designated by the governing body of the tribe and approved 
by the Secretary. 

Sec. 17. The Secretary shall have authority to execute such 
patents, deeds, assignments, releases, certificates, contracts, and other 
instruments as may be necessary or appropriate to carry out the 
provisions of this Act, or to establish a marketable and recordable 
title to any property disposed of pursuant to this Act. 

Sec. 18. (a) Upon removal of Federal restrictions on the property 
of the tribe and individual members thereof, the Secretary shall 
publish in the Federal Register a proclamation declaring that the 
Federal trust relationship to the affairs of the tribe and its members 
has terminated. Thereafter individual members of the tribe shall 
not be entitled to any of the services performed by the United States 
for Indians because of their status as Indians and, except as otherwise 
provided in this Act, all statutes of the United States which affect 
Indians because of their status as Indians shall no longer be applicable 
to the members of the tribe, and the laws of the several States shall 
apply to the tribe and its members in the same manner as they apply 
to other citizens or persons within their jurisdiction. 

(b) Nothing in this Act shall affect the status of the members of 
the tribe as citizens of the United States. 

Sec. 19. Effective on the date of the proclamation provided for in 
section 18 of this Act, all powers of the Secretary or other officer of 
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the United States to take, review, or approve any action under the 
consitution and bylaws of the tribe are hereby terminated. Any 
powers conferred upon the tribe by such constitution which are in- 
consistent with the provisions of this Act are hereby terminated. Such 
termination shall not affect the power of the tribe to take any action 
under its constitution and bylaws that is consistent with this Act with- 
the participation of the Secretary or other officer of the United 
tates. 

Src. 20. The Secretary is authorized to set off against any indebted- 
ness payable to the tribe or to the United States by an individual 
member of the tribe or payable to the United States by the tribe, any 
funds payable to such individual or tribe under this Act and to deposit 
the amounts set off to the credit of the tribe or the United States as 
the case may be. 

Sec. 21. Nothing contained in this Act shall deprive the tribe or its 
consitutuent parts of any right, privilege, or benefit granted by the 
Act of August 13, 1946 (60 Stat. 1049). 

Src. 22. Nothing in this Act shall abrogate any valid lease, permit, 
license, right-of-way, lien, or other contract heretofore approved. 
Whenever any such instrument places in or reserves to the Secretary 
any powers, duties, or other functions with respect to the property 
subject thereto, the Secretary may transfer such functions, in whole 
or in part, to any Federal agency with the consent of such agency and 
may transfer such functions, in whole or in part to a State agency with 
the consent of such agency and the other party or parties to such 
instrument. 

Src. 23. The Secretary is authorized to issue rules or regulations 
necessary to effectuate the pruposes of this Act, and may in his dis- 
cretion provide for tribal referenada on matters pertaining to manage- 
ment or disposition of tribal assets. 

Sec. 24. All Acts of parts of Acts inconsistent with this Act are 
hereby repealed insofar as they affect the tribe or its members. Effec- 
tive on the first day of the fiscal year beginning after the date of the 
proclamation provided for in section 18 of this Act, section 2 of the 
Act of August 19, 1949 (63 Stat. 621, ch. 468) shall become inappli- 
cable to the unrecouped balance of funds expended in cooperation 
with the school board of Klamath County, Oregon, pursuant to said 
Act. 

Sec. 25. If any provision of this Act, or the application thereof to 
any person or circumstance, is held invalid, the remainder of the Act 
and the application of such provision to other persons or circum- 
stances shall not be affected thereby. 

Src. 26. Prior to the issuance of a proclamation in accordance with 
the provisions of section 18 of the Act, the Secretary is authorized to 
undertake, within the limits of available appropriations, a special pro- 
gram of education and training designed to help the members of the 
tribe to earn a livelihood, to conduct their own affairs, and to assume 
their responsibilities as citizens without special services because of 
their status as Indians. Such program may include language training, 
orientation in non-Indian community customs and living standards, 
vocational training and related subjects, transportation to the place 
of training or instruction, and subsistence during the course of train- 
ing or instruction. For the purposes of such program the eet 
is authorized to enter into contracts or agreements with any Federal, 








ASSISTING THE KLAMATH TRIBE OF INDIANS 25 
State, or local governmental agency, corporation, association, or per- 
son. Nothing in this section shall preclude any Federal agency from 
undertaking any other program for the education and training of 
Indians with funds appropriated to it. 

Sec. 27. Notwithstanding any other provisions of this Act, no sales 
of tribal property shall be made pursuant to paragraph (8) of subsection 
(a) of section 5, or section 6 of this Act prior to the adjournment of the 
second session of the Eighty-fifth Congress. 
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MINORITY REPORT 


We of the minority think that the managers appointed to carry out 
the Klamath termination legislation have failed in their responsibilities 
under the act. The testimony before this committee indicates clearly 
that they have not directed their efforts to carrying out the act as 
intended by Congress but have on the contrary, failed in keeping to 
the time schedule, have been more concerned with benefits that may 
or may not accrue to the chambers of commerce, and have substituted 
their own interpretation of the law for the intent of the act. Termina- 
tion as planned by Congress cannot be consummated if the managers 
substitute their own ideas for those expressed in the legislation. 

It is our judgment that this act will not be executed as intended by 
Congress unless the managers are men who believe in the legislation 
and will place the intent of Congress before all other considerations. 

We recommend that immediate steps be taken to correct this 
situation. 

Respectfully submitted. 

E. Y. Berry 
Joun P. SayLor, 
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1st Session No 381 





AUTHORIZING THE PRESIDENT TO AWARD THE MEDAL 
OF HONOR TO THE UNKNOWN AMERICAN WHO LOST 
HIS LIFE IN THE KOREAN CONFLICT 


May 2, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 


Mr. Pricer, from the Committee on Armed Services, submitted the 
following 


REPORT 


[To accompany H. R. 1214] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 1214) to authorize the President to award the Medal of Honor 
to the unknown American who lost his life while serving overseas in 
the Armed Forces of the United States during the Korean conflict, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 


PURPOSE OF THE BILL 


The purpose of the bill is to authorize and direct the President to 
award, in the name of Congress, a Medal of Honor to the unknown 
American who lost his life while serving overseas in the Armed Forces 
of the United States during the Korean conflict and who will lie buried 
in the Memorial Amphitheater of the National Cemetery at Arlington, 
Va., as authorized by the act of August 3, 1956, Public Law 975, 
84th Congress. 

EXPLANATION OF THE BILL 


This bill is similar to the act approved August 24, 1921, which 
authorized the bestowal of the Congressional Medal of Honor upon 
the unknown American who lost his life while serving overseas in the 
Armed Forces of the United States during World War I, and the act 
of March 9, 1948, which authorized a similar award to the unknown 
American who lost his life while serving in the Armed Forces during 
World War II. 
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The committee believes that H. R. 1214 should be enacted because 
its enactment will recognize the gallantry and intrepidity of those 
members of the Armed Forces of the United States who made the 
supreme sacrifice in the Korean conflict. 

It is planned to award this medal in connection with the ceremonies 
of interring the unknown Americans who lost their lives in World 
War II and the Korean conflict, as authorized by previous acts of 
Congress. 

It is the understanding of the committee that a commission is 
formulating plans for the burial of these unknown Americans. In 
this connection the committee believes that the interment of the 
unknown Americans of World War II and the Korean conflict should 
in no way disturb the final resting place of the unknown soldier of 
World War I and that the memorial to that soldier as it exists today 
should not be altered. 


COMMITTEE POSITION 


Without objection, a quorum being present, the bill was ordered 
favorably reported. 


FISCAL DATA 


Enactment of this legislation will result in no additional cost to the 
Government. 


DEPARTMENT RECOMMENDATIONS 


The Department of the Army on behalf of the Department of 


Defense favors the enactment of the bill as is indicated by the follow- 
ing letter: 


Marca 25, 1957. 
Hon. Cart Vinson, 


Chairman, Committee on Armed Services, 
House of Representatives. 

Dear Mr. Cuarrman: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense with 
respect to H. R. 1214, 85th Congress, a bill to authorize the President 
to award the Medal of Honor to the unknown American who lost his 
life while serving overseas in the Armed Forces of the United States 
during the Korean conflict. The Secretary of Defense has delegated 
to the Department of the Army the responsibility for expressing the 
views of the Department of Defense thereon. 

This bill would authorize and direct the President to award, in the 
name of the Congress, a Medal of Honor to the unknown American 
who lost his life while serving overseas in the Armed Forces of the 
United States during the Korean conflict, and who will lie buried in 
the Memorial Amphitheater of the National Cemetery at Arlington, 
Va., as authorized by the act of August 3, 1956, Public Law 975, 
84th Congress. 

The Department of the Army on behalf of the Department of 
Defense favors the above mentioned bill. 

Enactment of H. R. 1214 will recognize the gallantry and intrepidity 
of those members of the Armed Forces of the United States who made 
the supreme sacrifice in the Korean conflict. This proposal is similar 
the the act approved August 24, 1921 (42 Stat. 191) which authorized 
the bestowal of the Congressional Medal of Honor upon the unknown 
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American who lost his life while serving overseas in the Armed Forces 
of the United States during World War I, and the act of March 9, 1948 
(62 Stat. 71) which authorized a similar award to the unknown Ameri- 
can who lost his life while serving in the Armed Forces during World 
War II. 

For the foregoing reasons the Department of the Army on behalf of 
the Department of Defense recommends that the bill be favorably 
considered. 

The enactment of this legislation will result in no additional cost 
to the Government. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report, 

Sincerely yours, 


Wiser M. Brucker, 
Secretary of the Army. 
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AUTHORIZING THE SECRETARY OF DEFENSE TO LEND CERTAIN 
EQUIPMENT AND PROVIDE SERVICES TO THE BOY SCOUTS OF 
AMERICA FOR USE AT THE GOLD RUSH JAMBOREE 


May 2, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Winsteap, from the Committee on Armed Services, submitted 
the following 


REPORT 


[To accompany H. R. 6881] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 6881), to authorize the Secretary of Defense to lend certain 
Army, Navy, and Air Force equipment and provide certain services 
to the Boy Scouts of America for use at the Gold Rush ’57 Jamboree 
of the Boy Scouts of America, and for other purposes, having consid- 


ered the same, report favorably thereon without amendment and 
recommend that the bill do pass. 


PURPOSE OF THE BILL 


The purpose of the bill is to authorize the Secretary of Defense to 
lend certain Army, Navy, and Air Force equipment, and to provide 
certain services, to the Boy Scouts of America for use at the Gold 
Rush Jamboree to be held at the Highland State recreation area in 
the State of Michigan during the period May 24-26, 1957. 


EXPLANATION OF THE BILL 


Prior to World War II it was customary for the Government to 
assist the Boy Scouts in connection with their annual jamboree by 
lending to them the necessary camping, commissary, refrigeration, 
and medical equipment needed at the site of the encampment. 

The custom was revived following World War II, and the acts of 
August 5, 1949, May 26, 1952, and July 2, 1956, authorized a loan of 
military property to the Boy Scouts during the Second, Third, and 
Fourth National Jamborees. In addition, legislation passed during 
the last Congress authorizing the loan of military property to the 
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Boy Scouts for use during the International Jamboree to be held this 
ear. 

‘1 The provisions of this bill are identical with the authority contained 

in the bill passed last year authorizing the loan of military property 

to the Boy Scouts for use at their national jamboree. 

The equipment and services to be furnished must be agreed upon 
by the Secretary of Defense and the National Council of Boy Scouts 
of America. The bill also requires that the Secretary of Defense take 
from the Boy Scouts of America an appropriate’ bond for the safe 
return of such property as is loaned and that no expense shall be 
incurred by the United States for the delivery, return, rehabilitation, 
or replacement of any equipment that is furnished. 


COMMITTEE POSITION 


Without objection, a quorum being present, the bill was ordered 
favorably reported by the committee. 


FISCAL DATA 


Enactment of this legislation would cause no increase in the budg- 
etary requirements for the Department of Defense. 


DEPARTMENT RECOMMENDATIONS 


The Department of the Army on behalf of the Department of 
Defense interposes no objection to the enactment of the bill. The 
Department letter follows: 


Apri 22, 1957; 
Hon. Cari Vinson, 


Chairman, Committee on Armed Services, 
House of Representatives. 

Dear Mr. CuarrMan: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense with 
respect to H. R. 6881, 85th Congress, a bill to authorize the Secretary 
of Defense to lend certain Army, Navy, and Air Force equipment and 
provide certain services to the Boy Scouts of America for use at the 
Gold Rush ’57 Jamboree of the Boy Scouts of America, and for other 
purposes. The Secretary of Defense has delegated to the Depart- 
ment of the Army the responsibility for expressing the views of the 
Department of Defense thereon. 

The purpose of the bill is to authorize the Secretary of Defense to 
lend to the Boy Scouts of America, for the use and accommodation of 
the approximately 12,000 Scouts and officials who are to attend the 
Gold Rush ’57 Jamboree of the Boy Scouts of America to be held 
beginning May 24, 1957, and ending May 26, 1957, at the Highland 
State recreation area in the State of Michigan, such tents, cots, 
blankets, commissary equipment, flags, refrigerators, and other equip- 
ment and services as may be necessary or useful to the extent that 
items are in stock and available and their issue will not jeopardize the 
national defense program. No expense shall be incurred by the 
United States Government for the delivery, return, rehabilitation, or 


replacement of such equipment. In addition, the Boy Scouts of 
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America would be required to give a bond for the safe return of the 
property loaned. 

The Department of the Army on behalf of the Department of 
Defense interposes no objection to the above-mentioned bill. 

The enactment of this legislation would cause no apparent increase 
in the budgetary requirements for the Department of Defense. 

This report has been coordinated within the Department of Defense 
in accordance with procedures preeeenes by the Secretary of Defense. 

Inasmuch as the committee has requested that this report be expe- 
dited, it is being submitted without reference to the Bureau of the 
Budget. 

Sincerely yours, 
Wiser M. Brucker, 
Secretary of the Army. 
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CONSIDERATION OF H. R. 52 





Mayr 2, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Deanery, from the Committee on Rules, submitted the 
following 


REPORT 
[To accompany H. Res. 244} 


The Committee on Rules, having had under consideration House 
Resolution 244, report the same to the House with the recommendation 
that the resolution do pass. 

O 
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CONSIDERATION OF H. R. 72 
Mary 2, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. TxHornsBErRRY, from the Committee on Rules, submitted the 
following 


REPORT 
[To accompany H. Res. 245] 


The Committee on Rules, having had under consideration House 
Resolution 245, report the same to the House with the recommenda- 
tion that the resolution do pass. 
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CONSIDERATION OF H. R, 6659 
May 2, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Manppen, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 246] 


The Committee on Rules, having had under consideration House 
Resolution 246, report the same to the House with the recommenda- 
tion that the resolution do pass. 


O 
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THIRD SUPPLEMENTAL APPROPRIATION BILL, 1957 


May 3, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cannon, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H. R. 7221} 


The Committee on Appropriations submits the following report in 
explanation of the accompanying bill making appropriations to supply 
certain supplemental appropriations for the sca year ending June 30, 
1957, and for other purposes. 

The estimates upon which the bill is based are contained in House 
Documents Nos, 115, 144, and 156. The bill is divided into chapters 
corresponding to the subcommittees considering the detailed estimates, 


SuMMARY OF BILL 


Budget estimates considered by the Committee total $149,905 ,663. 
Appropriatiens recommended total $79,840,788, a decrease of 
$70,064,875. Amounts of the estimates and recommendations are 
distributed by chapters of the bill as indicated in the following table: 


23010°—58 H. Rept., 85-1, vol. 2——15 
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CHAPTER I 


SUBCOMMITTEE 


JAMIE L. WHITTEN, Mississippi, Chairman 


FRED MARSHALL, Minnesota H, CARL ANDERSEN, Minnesota 
WILLIAM H. NATCHER, Kentucky WALT HORAN, Washington 
JAMES B. BOWLER, Illinois CHARLES W. VURSELL, Illinois 


DEPARTMENT OF AGRICULTURE 
AGRICULTURAL RESEARCH SERVICE 


Salaries and expenses: Research—The committee approves the 
budget language increasing the construction limitation under this 
head by $66,000 for the replacement of a building at the Big Spring 
Field Station at Big Spring, Texas, which was destroyed by fire on 
September 26, 1956. The building is needed to continue research on 
soil and water conservation for the dry land areas of the Southern 
Great Plains and for beef cattle research. 

No additional appropriation is required since the replacement cost 
will be absorbed within present funds available in this appropriation. 

Payments to States, Hawaii, Alaska, and Puerto Rico: Penalty mail.— 
The full budget estimate of $250,000 is recommended to reimburse the 
Post Office for the fiscal year 1957 penalty mail costs of the state agri- 
cultural experiment stations. Public Law 705, approved July 14, 
1956, subsequent to enactment of the regular 1957 appropriation bill, 
provides for payment of this cost by the Department of Agriculture 
in lieu of previous arrangements whereby it was handled by the Post 
Office Department. 

The funds will be obtained by transfer from the appropriation to 
the Extension Service for ‘‘Payments to States, Hawaii, Alaska, and 
Puerto Rico,” fiscal year 1957. 


EXTENSION SERVICE 


Federal Extension Service: Penalty mail.—The sum of $514,000, the 
full budget estimate, is proposed for the 1957 penalty mail costs of 
this Service. As outlined above, the Department of Agriculture must 
now reimburse the Post Office Department for penalty mail costs 
under Public Law 705, approved July 14, 1956. 

The funds will be obtained by transfer from the appropriation to 
the Extension Service for “Payments to States, Hawaii, Alaska, 
Puerto Rico,” fiscal year 1957. 


AGRICULTURAL CONSERVATION PROGRAM 


Emergency range Conservation.—The committee has not included 
budget language which would have permitted the transfer of $25,000,- 
000 from funds available to the Soil Bank to implement the recom- 
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mendations on deferred grazing in the President’s recent drought 
message. New legislation on this subject has just been adopted 
which will require the submission of a revised estimate at a later date. 
The Committee feels that this item should be denied at this time. 
Also, it is to be noted that the situation has now changed in much of 
the drought area. 


OFFICE OF THE SECRETARY 


Salaries and expenses.—The bill includes language providing for an 
additiona! $23,400 to meet the increased costs for this office resulting 
from the Federal Pay Act of 1956. This money will be obtained by 
transfer from other appropriations of the Department where person- 
nel savings can be made, or by absorption within appropriations for 
this Office. Department witnesses testified that economical opera- 
tion of the Secretary’s Office may make it possible to meet this obli- 
gation without transferring the entire amount. Accordingly the lan- 
guage approved by the committee provides that “not to exceed” 
$23,400 may be transferred. 


Commopity Crepit CorPoORATION 


Administrative expense limitation —The budget estimate proposed 
language increasing the limitation on the use of funds for administra- 
tive expenses in fiscal year 1957 by $2,500,000. The Committee is 
recommending the sum of $2,000,000, a reduction of $500,000. 

‘The volume of commodities being handled by the Corporation dur- 
ing the current fiscal year is substantially larger than contemplated 
when the regular 1957 bill was considered. In view of the obligation 
of the Corporation to make loans, take over commodities surrendered, 
and meet other demands resulting from basic price support laws, the 
Corporation must meet the increased workload as it develops. Fur- 
ther, increased transactions have resulted from the expanded export 
sales program of the Corporation. 
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CHAPTER II 


SUBCOMMITTEE 
PRINCE H. PRESTON, Georgia, Chairman 
ALBERT THOMAS, Texas CLIFF CLEVENGER, Ohio 
JOHN J. ROONEY, New York FRANK T. BOW, Ohio 
SIDNEY R. YATES, Illinois WALT HORAN, Washington 
JOHN F. SHELLEY, California MELVIN R. LAIRD, Wisconsin 


DANIEL J. FLOOD, Pennsylvania 
DEPARTMENT OF COMMERCE 


Coast AND GEODETIC SURVEY 


Salaries and expenses—The Committee recommends the budget 
language which provides an additional $55,000 for retirement pay of 
commissioned officers resulting from a larger number of officer retire- 
ments than expected at the time the regular 1957 appropriation was 
enacted. The language in the bill provides that these funds will be 
obtained by transfer from National Bureau of Standards appropria- 
tions, rather than from a new appropriation. 


PANAMA CANAL COMPANY 


Panama Canal Bridge.—The budget estimate of $1,000,000 for work 
reliminary to the construction of a high-level bridge across the 
anama Canal at Balboa, Canal Zone, has not been approved by the 

Committee. In view of the need, wherever feasible, to delay all new 
undertakings of this kind until the Federal fiscal situation has im- 
proved, action on this item is deferred. 


TARIFF COMMISSION 


Salaries and expenses.—To meet the added cost due to the Federal 
Executive Pay Act of 1956, the Committee recommends the budget 
estimate of $25,000. In view of the limited amount of funds available 
to this organization, absorption of this item does not appear to be 
feasible. 
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CHAPTER III 


SUBCOMMITTEE 
GEORGE H. MAHON, Texas, Chairman 
HARRY R. SHEPPARD, California RICHARD B. WIGGLESWORTH, Massachusetts 
ROBERT L. F. SIKES, Florida ERRETT P. SCRIVNER, Kansas 
W. F. NORRELL, Arkansas GERALD R., FORD, Jr., Michigan 
JAMIE L. WHITTEN, Mississippi EDWARD T. MILLER, Maryland 
GEORGE W. ANDREWS, Alabama HAROLD O. OSTERTAG, New York 


JOHN J. RILEY, South Carolina 
DANIEL J. FLOOD, Pennsylvania 


DEPARTMENT OF DEFENSE 
DEPARTMENT OF THE Navy 
MEDICAL CARE 


The Committee recommends an additional amount of $10,000,000 
for medical care to provide for costs incident to the care of dependents 
of members of the Navy in civilian hospitals, a reduction of $2,200,000 
in the budget estimate. This care was authorized by Publie Law 569 
of the 84th Congress and became effective December 7, 1956. No 
provisions were made for this activity in the budget submitted to the 
Congress for fiscal year 1957. The funds approved by the Committee 
will be derived by transfer from the appropriation for ‘Construction 
of ships.” 


SERVICEWIDE SUPPLY AND FINANCE 


The Committee recommends $8,000,000 for an additional amount 
for servicewide supply and finance as recommended in the budget 
estimate. This will provide additional funds for transportation costs 
which have increased since the passage of the Department of Defense 
Appropriation Act for 1957 as a result of rate increases and additional 
costs incurred in the transportation of petroleum products largely as a 
result of Navy redistribution requirements durmg the recent Suez 
crisis. The funds made ayailable will be derived by transfer from the 
appropriations for “Reserve personnel, Navy” and “Military per- 
sonnel, Marine Corps.” 
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CHAPTER IV 


SUBCOMMITTEE 
GEORGE W. ANDREWS, Alabama, Chairman 
GEORGE H, MAHON, Texas IVOR D, FENTON, Pennsylvania 
HARRY R. SHEPPARD, California FREDERIC R. COUDERT, Jz., New York 
J. VAUGHAN GARY, Virginia EARL WILSON, Indiana 
LOUIS C. RABAYUT, Michigan BENJAMIN F. JAMES, Pennsylvania 


JOHN F. SHELLEY, California 


GENERAL GOVERNMENT MATTERS 
CoMMISSION ON GOVERNMENT SECURITY 


Salaries and expenses.—The Committee recommends language as 
requested in House Document No. 115, explained therein as follows: 
O appropriation was recommended for 1958 in the annual budget 
because it appeared that the Commission’s work could be completed 
and its activities closed out by the end of the current fiscal year. The 
Commission’s report to the President and the Congress is due not 
later than June 30, 1957, and the Commission ceases to exist 90 days 
thereafter. It is contemplated that the report will be finished within 
the time prescribed. It is now apparent, however, that the 90-day 
eriod after submission of the report will be required to close out the 
ommission’s activities. ‘The necessary financing can be most readily 
accomplished by continuing available the unobligated balance of the 
1957 appropriation. 
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CHAPTER V 


SUBCOMMITTEE 


ALBERT THOMAS, Texas, Chairman 


SIDNEY R. YATES, Illinois CHARLES W. VURSELL, Illinois 
JOE L. EVINS, Tennessee HAROLD OC. OSTERTAG, New York 
EDWARD P. BOLAND, Massachusetts CHARLES RAPER JONAS, North Carolina 


INDEPENDENT OFFICES 
Crvit Service ComMMISSION 


Salaries and expenses.—The Committee has denied the budget esti- 
mate for an increase of $150,000 for salaries and expenses of this 
Commission. Since the beginning of the fiscal year no significant 
new activities have been added and the Committee can see no necessity 
for a supplemental appropriation. 

Annuities, Panama Canal construction employees and Lighthouse 
Service widows.—The budget estimate for this item is $552,000. The 
Committee has allowed $500,000 which should provide the amount 
that will be required by the Commission for the remainder of the 
fiscal year. 

Administrative expenses, Employees’ life insurance fund.—The Com- 
mittee has not approved a $76,500 increase in limitation for admin- 
istrative expenses of this fund. The amount was requested for the 
Federal government to assume the assets and liabilities of certain 
employee beneficial associations. Approval would cost the insurance 
fund $22,000,000. The Committee is sympathetic, however, to the 
insurance needs of members of associations who retired from Federal 
employment before the Federal insurance program became effective, 
and would consider a fair and reasonable proposal by the Civil Service 
Commission to assume the policies of such members. 


GENERAL SERVICES ADMINISTRATION 


Operating expenses, Public Buildings Service—The bill contains 
$900,000 to pay wage-board pay increases granted during the fiscal 
year 1957 to certain employees of the General Services Administration, 
and which were effected through April 7, 1957. The budget estimate 
also included $320,000 as a contingent amount and such amount 
is denied. 


Hovusine AND Home Finance AGENCY 


Office of the Administrator.—The Committee has denied the budget 
estimates for $170,000 for administrative expenses, and $800,000 for 
studies of housing design and construction, supply and demand, and 
the mortgage market. Such studies may be of value but the Com- 
mittee does not consider them to be essential'at this time. 
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Federal Flood Indemnity Administration,—The Committee’ has 
denied the $50,000,000 budget estimate to institute a new and experi- 
mental subsidy program of Federal flood insurance, but recommends 
that the agency use the $325,000 it now has for further study to 
develop a more workable plan. The proposal for flood indemnity 
that has been presented to the Committee is too indefinite and costly. 

The present plan contemplates that 40% of the cost of the premiums 
and all administrative costs would be borne by the Federal govern- 
ment. The premium cost is almost prohibitive. The Government 
would underwrite all losses, and estimates of those losses are too 
indefinite. The program certainly would be very costly to the 
Government and the policyholders. 

It is clear that the budget estimate for $50,000,000 is merely the 
initial step committing the taxpayers to a new subsidy program 
and the Committee does not recommend such a step at this time 
when every effort is being made to reduce Federal spending. 

Federal National Morigage Association.—The request to increase the 
limitation on administrative expenses of the Association by $200,000 
is not allowed. Although there is an increase in workload in the cur- 
rent year over fiseal 1956, the $4,025,000 presently available for 1957 
is $530,000 more than the amount actually used in 1956 and sueh 
increase should be adequate. 


VETERANS ADMINISTRATION 


Medical administration and miscellaneous: operating expenses.—The 
language proposed in the budget estimate to increase the limitation 
on expenses of travel by $20,000 is not allowed. The travel limitation 
for 1957 presently is $992,200, or approximately 5 percent of the total 
appropriation, and the Committee considers such amount to be more 
than sufficient to provide for all necessary travel in connection with 
this item. 

Inpatient care-—The Committee has not approved a proposed 
transfer of $3,000,000 from other appropriations of the Veterans 
Administration to this item. In providing the entire $662,900,000 
requested in the budget estimate at the beginning of the year, the 
Committee considered such amount to be more than adequate for the 
entire year. Since that time the patient load has decreased by 1,000 
below the number then provided for. This $3,000,000 available for 
transfer should be held as an unobligated balance and be returned to 
the Treasury at the end of the fiscal year. The remainder of wage- 
board pay increase costs for which transfers were requested should be 
absorbed. 

Readjustment benefits—The bill provides $65,000,000 for this, pur- 
pose, a reduction of $12,000,000 in the budget estimate. The addi- 
tional amount recommended is necessary because veterans of the 
Korean conflict enrolling in educational institutions are in excess of 
estimates made earlier in the year. The item also includes funding 
requirements for the War Orphans Educational Assistance Act of 
1956 for which appropriations have not previously been provided. 

Automobiles and other conveyances for disabled veterans.—The bill 
provides $850,000 for this item, a reduction of $150,000 in the estirate. 
Such sum is to be made available by transfer from the appropriation 
for compensation and pensions. 
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CHAPTER VI 
SUBCOMMITTEE 
MICHAEL J, KIRWAN, Chairman 
W. F. NORRELL, Arkansas BEN F. JENSEN, Iowa 
ALFRED D. SIEMINSEI, New Jersey IVOR D. FENTON, Pennsylvania 
DON MAGNUSON, Washington HAMER H. BUDGE, Idaho 


DEPARTMENT OF INTERIOR 
Bureau or InpIAN AFFAIRS 


Resources management.—The Committee has approved the budget 
request of $133,000 to assist the Indians of the Gila River Indian 
Reservation in the payment of their irrigation operation and mainte- 
nance assessments on the San Carlos irrigation project. Due to 
crop failure resulting from the drought, the tribe will be able to pay 
only $25,000 of its assessment charge of $158,000 for the current 
fiscal year. The Committee action is predicated on the existing 
emergency and it is expected that the tribe will resume full payment 
of its obligation in succeeding fiscal years. 

The $133,000 provided in the bill will be absorbed within existing 
funds through transfer from the Bureau’s appropriation for ‘““Educa- 
tion and welfare services” as proposed in the budget estimate. 


Fish AND WILDLIFE SERVICE 


General administrative expenses—The Committee has allowed 
$75,000, a reduction of $164,000 from the budget request, to provide 
during the remainder of the current fiscal year for additional adminis- 
trative costs incident to the reorganization of the Fish and Wildlife 
Service authorized by the Fish and Wildlife Act of 1956, 

The budget request proposed that on an annual basis the direct 
appropriation for administrative overhead be increased from the 
present base of $852,500 to $1,757,000. This would represent an 
increase of $904,500, or more than double the present cost of adminis- 
tration. In addition, it should be noted -that under a separate item 
below, an increase of $94,000 on an annual basis was requested under 
the reorganization to establish the new Office of the Assistant Secretary 
for Fish and Wildlife. 

The budget request includes 114 additional positions compared to 
the present administrative staff of 140, or an inerease of 82 percent. 
Under the proposed plan entirely separate administrative staffs would 
be established in Washington and the regional offices for the Bureau of 
Sport Fisheries and Wildlife and the Bureau of Commercial Fisheries. 
The Committee sees no justification for providing such costly dupli- 
cate staffs for provision of budget, personnel, property management, 
and other housekeeping services. It, therefore, recommends that the 
increase in administrative overhead be limited to $300,000 on an 
annual basis. This, together with the annual cost of $94,000 for the 
Office of the Assistant Secretary will provide a total increase of $394,000 
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in direct appropriations over the present base of $852,500 for adminis- 
trative expenses. 

The increase allowed will make available on an annual basis a total 
of $295,000 for the Office of the Commissioner, an increase of $100,000 
over current funds available. This will provide for the establishment 
of the immediate Office of the Commissioner and $59,000 for expansion 
of the Office of Program Review. No increase for the Office of Infor- 
mation over the $150,000 currently available is believed warranted. 
However, $108,000 is recommended, as proposed by the Department, 
to place the entire financing of this activity on a direct appropriation 
basis in lieu of the present use of permanent appropriations for this 
purpose. The Committee allowance also includes provision for a 
regional director and assistant regional director for the Bureau of 
Commercial Fisheries in each region. This will cost $176,600 on an 
annual basis of which $92,000 is to be financed from direct appropria- 
tion. 

The Committee believes that the increases allowed together with 
efficient utilization of the present administrative staff will provide 
adequately for the reorganization contemplated by Public Law 1024 
(84th Congress). The Committee requests that every effort be made 
to hold costs, including reclassifications. of personnel, to the minimum 
necessary to effectuate the reorganization. 

In addition to the direct appropriation of $1,152,500 approved by 
the Committee on an annual basis, there are available to the Fish and 
Wildlife Service other funds to pay the administrative expenses 
incident to carrying out programs financed from permanent appropria- 


tions. The Committee has approved a maximum of $995,500 for 
this purpose. 


ADMINISTRATION, DEPARTMENT OF INTERIOR 


Salaries and expenses —The Committee has allowed $65,000, a 
reduction of $10,700 from the budget estimate. The amount pro- 
vided includes $44,000 for the remainder of the current fiscal year 
for expenses of the Office of Assistant Secretary for Fish and Wildlife 
established pursuant to the Fish and Wildlife Act of 1956, and $21,000 
for increased pay costs authorized by the Executive Pay Act, approved 
July 31, 1956. 

The amount allowed is to be absorbed by transfer from unobligated 
balances of certain appropriations available to the Department as 
proposed in the budget request. 


DEPARTMENT OF AGRICULTURE 
Forest SERVICE 
SALARIES AND EXPENSES 


Control of forest pests —The Committee recommends $800,000, the 
budget estimate, for control of the spruce budworm in southern Idaho, 
blackheaded budworm in northern Idaho and western Montana, jack- 
wer budworm in Minnesota and Wisconsin, and the southern pine 

eetle in Great Smoky Mountain National Park. These infestations 
are causing severe and widespread damage and control measures should 
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be undertaken as soon as possible to prevent further timber losses 
and to reduce the cost of ultimate control. 

The amount approved is to be absorbed by transfer from appropria- 
tions currently available to the Department of Agriculture for salaries 
and expenses as proposed in the budget estimate. 


INDEPENDENT OFFICES 
Inp1AN Ciarms CoMMISSION 
Salaries and expenses —The Committee has allowed the budget 
estimate of $7,700 to finance a portion of the increased pay costs 
authorized by the Executive Pay Act approved July 31, 1956. 


SMITHSONIAN INSTITUTION 


Salaries and expenses, National Gallery of Art—The Committee has 
allowed $30,000, the budget estimate, to cover the increased costs of 
steam and electricity and wage-board pay increases. The National 
Gallery. of Art is meeting within available funds other increased costs 
totalling $16,600 which appears to be the maximum that can be 
absorbed without eliminating essential services during the remainder 
of the current fiscal year. 
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CHAPTER VII 


SUBCOMMITTEE 
JOHN E. FOGARTY, Rhode Island, Chairman 


HENDERSON LANHAM, Georgia JOHN TABER, New York 
WINFIELD K. DENTON, Indiana MELVIN R. LAIRD, Wisconsin 


DEPARTMENT OF LABOR 
OFFICE OF THE SECRETARY 


Salaries and expenses.—The bill includes authority to transfer to 
this appropriation $24,000 to be derived, in equal amounts, from the 
current appropriations for ‘Salaries and expenses, Bureau of Labor 
Statistics” and ‘Salaries and expenses, Wage and Hour Division.” 
These additional funds are necessary to pay increased salary costs 
under the Federal Executive Pay Act of 1956. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 


The Committee has noticed an increasing tendency of the Bureau 
of the Budget to include items in requests for supplement»! appropria- 
tions that definitely and clearly belong in the regular annual budgets. 
The Department of Health, Education, and Welfare seems to generate 
far more of this type of estimate than is reasonable. Some outstand- 
ing examples are set forth in the following narrative. There is no 
excuse for this type of budgeting. It adds uncertainties that make 
program operation during the year more difficult and adds work and 
expense at every level of Government where these requests are pre- 

ared and acted upon. The Committee hopes that it has seen the 
ast of this type of budgeting. 


FREEDMEN’s HospiTAL 


Salaries and expenses.—The bill includes $46,400, a reduction of 
$13,800 from the amount of the request. This request was to cover 
three specific items. The first was $13,800 for 23 additional nursing 
positions. The Congress appropriated every dollar that was re- 
quested in the regular budget for 1957. There has been no increase 
in patient load since the 1957 budget was presented to Congress. 
The Committee, therefore, disallowed this item. If there is merit in 
this request it certainly should have been included in the regular, 
annual budget for 1957. 

The second item was $20,000 for elevator repairs. A fire occurred 
in one elevator last November which called attention to the need for 
these repairs. If this were a.really urgent item it is difficult to under- 
stand why it wasn’t sent to Congress much earlier. Since it obviously 
was not considered urgent, it is equally difficult to understand why 
it wasn’t simply included in the regular budget for fiscal year 1958. 
However, the need seems obvious and the Committee has no desire to 
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interfere with the efficiency of the hospital jbecause of the inept han- 
dling of the budget. This item has, therefore, been allowed. 

The third item was $26,400 for a new X-ray machine. From the 
information submitted to the Committee it has been obvious for a 
long time that this machine would need replacement. The formal 
justifications submitted with the request stated, “During the year of 
1956, over 20 service calls were required on this equipment, represent- 
ing 45 hours of man labor. Amount of labor was $350 and amount of 
replacement material $900.” Under orderly budgeting this item 
would certainly have been provided for in the regular budget rather 
than require everyone concerned to handle it as a special item in a 
supplemental. However, the Committee has also approved this item 
rather than endanger the employees and patients who had nothing to 
do with the haphazard budgeting involved. 


OFrFIcE oF EDUCATION 


Grants for State committees on education beyond the high school.—The 
House voted to disallow funds to continue the President’s Committee 
on Education Beyond the High School, which were contained in the 
Labor-Health, Education, and Welfare bill for 1958 as it was reported 
by the Committee on Appropriations. To be consistent with the 
action of the House, the Committee has disallowed the request of 
$650,000 for grants to States to carry out the overall program that 
the President’s Committee was to head. 


Pusiic HeauttH SERVICE 


Hospitals and medical care.—The bill includes $1,184,000, a reduction 
of $76,000 from the request. The request included $796,000 for man- 
datory increased expenses not foreseeable when the regular budget for 
1957 was sent to Congress. In addition the request included $76,000 
for additional personnel and $388,000 for equipment and supplies. 

The Chief, Division of Hospitals, told the Committee that the 
$76,000 for personnel was for “Restoration of 131 positions eliminated 
in 1957 as a result of the occurrence of large, unbudgeted items of 
expense.” The material submitted in justification of the request 
contained similar statements obviously aimed at creating the impres- 
sion that no employees were to be added over the number originally 
budgeted for 1957. A comparison of the tables on employment 
submitted with the original 1957 budget and the similar table sub- 
mitted with the supplemental request showed that they anticipated 
increasing actual employment by the end of the fiscal year to 117 
more employees than an naper in the original 1957 budget request 
(page 94 of the hearings). ile the Committee does not doubt that 
the figures and statements regarding positions were correct, it is 
rather obvious that there was an attempt to juggle the position figures 
in such a way as to hide the fact that there was a planned increase in 
actual employment, over that originally budgeted for 1957. This 
portion of the request was disallowed. Since the bill will not likely 
receive final pagers until late May or June the additional employees 
could not possibly be on the rolls for more than a few weeks, if at all: 


This is another request that certainly had no place in this supple- 
mental request. 
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The Committee has allowed the $388,000 item for equipment and 
supplies. From the evidence submitted by the Department and others 
there seems no doubt that there is a real need for these funds but 
why those charged with the responsibility for budgeting for these 
needs have failed to provide for them in regular annual budgets to 
the point that they must now come in with an eleventh-hour request 
like this, is a mystery to the Committee. 


Saint Exizasetus Hospirau 


Salaries and expenses.—The bill includes $133,000, the full amount 
of the request. This amount is necessary to cover mandatory cost 
increases that could not be foreseen and budgeted for in the regular 
1957 budget. 

Construction and equipment, maximum security building.—The bill 
includes $673,000, the full amount of the request. The cost of this 
building was estimated at $6,821,000 in 1955 and that amount was 
appropriated. Since that time costs have gone up and the low bids 
received for the building exceeded the funds available by the amount 
carried in the bill. 

Orrice or THE SECRETARY 


Salaries and expenses, Office of Field Administration——The bill in- 
cludes authorization to transfer an additional amount of $68,000 from 
the old-age and survivors insurance trust fund for the field work of 
this Office. This is the full amount requested. These funds are nec- 
essary for the work of hiring and processing payrolls, travel vouchers, 
etc. for approximately 2,200 additional field employees for the Bureau 
of Old-Age and Survivors Insurance who are needed to carry out the 
expanded program under the Social Security Act amendments of 1956. 


NATIONAL MEDIATION BOARD 


Salaries and expenses.—The committee has approved a requested 
transfer of $15,500 to this appropriation from the appropriation “‘Sala- 
ries and expenses, National Railroad Adjustment Board.” These 
funds are necessary to pay increased salary costs under the Federal 
Executive Pay Act of 1956. 


RAILROAD RETIREMENT BOARD 


Salaries and expenses.—The bill includes an authorization to use an 
additional $600,000 of funds, from the railroad retirement trust fund, 
for administrative expenses. This is the full amount estimated by 
the Board to be necessary to perform the additional work required by 


the 1956 amendments to the Railroad Retirement Act and the Social 
Security Act. 


UNITED STATES SOLDIERS’ HOME 


Maintenance and operation.—The bill includes authorization to use 
an additional $79,000 of funds from the Soldiers’ Home permanent 
fund for maintenance and operation of the Home. This is the full 
amount requested to cover mandatory cost increases that could not 
be foreseen at the time the 1957 budget was presented. 
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CHAPTER VIII 


SUBCOMMITTEE 
CLARENCE CANNON, Missouri, Chairman 
LOUIS ©. RABAUT, Michigan BEN F. JENSEN, Iowa 
MICHAEL J. KIRWAN, Ohio H. CARL ANDERSEN, Minnesota 
JOHN FOGARTY, Rhode Island JOHN TABER, New York 
JOHN J. RILEY, South Carolina IVOR D. FENTON, Pennsylvania 
JOE L. EVINS. Tennessee HAMER H. BUDGE, Idaho 


EDWARD P. BOLAND, Massachusetts 
DON MAGNUSON, Washington 


PUBLIC WORKS 
DEPARTMENT OF DerensE—Civit Functions 
DEPARTMENT OF THE ARMY 


Entombment of unknown Americans of World War II and Korea.— 
The budget request for $269,000 is to provide funds necessary for 
construction of crypts at Arlington Cemetery and to cover the costs 
of entombment ceremonies on Memorial ley next year. It was 
testified at the hearings that only $159,000 of this amount is needed 
for obligation in fiscal year 1957. The Committee has provided this 
amount and will consider the remainder of the request in connection 
with the regular appropriation for Cemeterial Expenses for fiscal 
year 1958. 
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CHAPTER IX 


SUBCOMMITTEE 
JOHN J. ROONEY, New York, Chairman 
PRINCE H. PRESTON, Georgia FREDERIO R. COUDERT, Jr., New York 
ROBERT L. F. SIKES, Florida FRANK T. BOW; Ohio 
DON MAGNUSON, Washington CLIFF CLEVENGER, Ohio 


DEPARTMENT OF STATE 
SALARIES AND EXPENSES 


A supplemental request of $2,200,000 was contained in House 
Document No. 115 for “Salaries and expenses,” Department of State. 
Of this amount, $1,000,800 was requested for the payment of salary 
increases authorized under Public Law 828, approved July 28, 1956; 
$41,880 was requested for official residence allowances for deputy 
chiefs of mission authorized under Public Law 828; $157,320 was 
Sere for medical benefits for dependents also authorized under 
Public Law 828, and $1,000,000 for evacuation costs from the scene 
of hostilities in the Middle East. 

The Committee has included in the bill $500,400 for the payment of 
salary increases authorized under Public Law 828, The Department 
is expected to absorb the additional cost of the salary increases. 
Funds for official residence allowances for deputy chiefs of mission 
and medical benefits for dependents have not been allowed. 

The Committee has approved $725,000, a reduction of $275,000 in 
the amount requested, for expenses incurred in the evacuation of 
Government employees, their dependents, or other American citizens 
from the scene of hostilities in the Middle East. The Committee is 
recommending that this additional amount be included in the item 
“Emergencies in the diplomatic and consular services” rather than in 
the item ‘“‘Saiaries and expenses.” 


ConTRIBUTIONS TO INTERNATIONAL ORGANIZATIONS 


There is included in the bill the additional sum of $4,169,409 for 
this item which is a reduction of $3,294,975 in the amount of the 
budget estimate. 

The Committee was advised that the Secretary General of the 
United Nations was authorized to incur expenditures on behalf of 
an emergency international force, U. N. E. F., for 1957 up to 
$16,500,000. Of that amount, $10,000,000 was to be met from assess- 
ments on member governments in accordance with the regular assess- 
ment scale, and the remaining $6,500,000 was to be met by voluntary 
contributions. The Committee has allowed the sum of $3,333,000 
as contained in House Document No. 115 to pay for the United States 
assessment of 33.33 percent of the initial $10,000,000 expenditure for 
U. N. E. F. to secure and supervise the cessation of hostilities in the 
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Middle East. Also included in House Document No. 115 was a 
request for $3,250,000 as # voluntary contribution to U.N. E. -P, 
which is 50 percent of the total to be met in that manner. The 
Committee has not included funds in the bill for this requested volun- 
tary contribution. Since this is not a regular contribution item, thé 
Committee feels that such voluntary ¢ontribution should be made 
from funds available to the President. 

The United States’ share of an advance to the Working Capital 
Fand of the United Nations in the amount of $666,600, the amount 
requested in House Document No. 115, is included in the bill. 

he remainder of the amount allowed is for an increased contribu- 
tion to the joint support program of the International Civil Aviation 
Organization. 

The funds requested to pay increased annual contributions retro- 
active to fiscal year 1951 to the International Bureau for the Publica- 
tion of Customs Tariffs are denied. 


INTERNATIONAL CONTINGENCIES 


The Committee has included in the bill the sum of $225,000, a reduc- 

tion of $225,000 in the amount of the budget estimate, for this item to 

rovide funds to cover the costs of a number of previously unscheduled 
international meetings and conferences. 


THE JUDICIARY 
SupreEME Court oF THE UNITED STATEs 


Care of the building and grounds.—The bill includes an additional 
$7,500 for the payment of wage-board pay increases effective Decem- 
ber 2, 1956. 

Court or CLaims 


Salaries and expenses.—There is included in the bill $34,400 addi- 
tional to cover the cost of Public Law 854, approved July 31, 1956, 
which provided for an increase in salary from $14,800 to $19,000 for 
each of the 12 Commissioners in the Court of Claims. 


Courts or Apprats, District Courts, AND OTHER 
JUDICIAL SERVICES 


Salaries of judges—The Committee recommends a transfer of 
$300,000 from the item “Salaries of supporting personnel” to this 
item to provide the funds for the increased salaries of certain judges 
as authorized by Public Law 500, approved April 30, 1956 and Public 
Law 854, approved July 31, 1956, and also to provide additional funds 
required because of the increased number of active and retired judges. 
This transfer of funds is possible since the Judiciary was unable to 
recruit additional probation staff as early as had been anticipated and 
the funds therefor will not be required in the item “Salaries of sup- 
porting personnel.” 

Fees of jurors and commissioners.—The bill includes $160,000 
additional to pay the fees, expenses and costs of jurors for service in 
the Federal Courts. 
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Salaries of referees: —There is included in the bill the sum of $253,000, 
the amount of the budget estimate, to provide the funds for the in- 
creased salaries as authorized by Public Law 518, approved May 10, 
1956, and for three new positions. These funds are to be derived 
from the referees’ salary fund. 

Expenses of referees.—The bill includes the sum of $57,000 addi- 
tional, a decrease of $22,900 in the amount requested, for expenses of 
referees to be derived from the referees’ expense fund. These added 


costs are due to the unprecedented number of bankruptcy cases filed 
during the current fiscal year. 


FUNDS APPROPRIATED TO THE PRESIDENT 


PRESIDENT’sS SPECIAL INTERNATIONAL PROGRAM 


The sum of $1,300,000 additional is included in the bill, expressly for 
construction of the United States National Pavilion at the Universal 
and International Exhibition of Brussels. 


Comoarative statement of budget estimates and amounts recommended in the bill 
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CHAPTER X 
SUBCOMMITTEE 


LOUIS C, RABAUT, Michigan, Chairman 


OTTO E. PASSMAN, Louisiana EARL WILSON, Indiana 
WILLIAM H. NATCHER, Kentucky BENJAMIN F, JAMES, Pennsylvania 


DISTRICT OF COLUMBIA 
OPERATING EXPENSES 
DEPARTMENT OF GENERAL ADMINISTRATION 


The Committee recommends the budget estimate of $180,000 for 
this Department. The request for supplemental funds is necessary 
because the annual allotment of $250,000 contained in the regular 1957 
Appropriation Act for the refund of erroneously paid taxes is almost 
depleted. As of March 12, 1957, the balance in the account was 
$1,003 and the Department anticipates refunds to individuals for the 
balance of this fiscal year will amount to at least $180,000. 


PERSONAL SERVICES, WAGE SCALE EMPLOYEES 


The Committee recommends an appropriation of $415,000 to finance 
an average increase of 11 cents per hour in wages of the “‘blue collar” 
employees of the District of Columbia, retroactive to the first pay 
period in February. The District has sufficient funds to finance this 
wage increase in the current fiscal year but the Committee was con- 
cerned as to whether funds would be available for this purpose in fiscal 
year 1958. The Committee was assured that funds will be available, 
either through anticipated revenue increases or by transfer of unex- 
pended balances of fiscal year 1957 appropriations to surplus. 

The Committee has added a proviso to the budget language which 
would prohibit the retroactive clause being applied to the Federal 
Employees Group Life Insurance policies of these wage scale employees. 
A similar provision has been carried in previous District of Columbia 
and Federal employee pay acts. 


CapitaAL OUTLAY 
PUBLIC BUILDING CONSTRUCTION 


The Committee has approved the budget estimate of $390,000°for 
the Anacostia Senior High School Addition. This supplemental 
amount is necessary as the solicitation of construction bids in August 
1956, resulted in a low bid of $975,700, or $121,300 more than funds 
available for construction. Since that time the scope of the project 
has been enlarged to include an athletic field and bleachers and 
modifications to the existing school building. 
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MISCELLANEOUS 


The Committee recommends the appropriation of the budget 
estimates for each of the following items: 


Settlement of claims and suite.o- 6eeuse-.55-%-------~~..-----.-.-- $22, 798 
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CHAPTER XI 
SUBCOMMITTEE 
W. F. NORRELL, Arkansas, Chairman 
MICHAEL J. KIRWAN, Ohio WALT HORAN, Washington 
JOHN J. ROONEY, New York FRANK T. BOW, Ohio 


LEGISLATIVE BRANCH 
House or REPRESENTATIVES 


Provision is made for additional funds for the Folding Room, 
though in amount somewhat less than the request. The average 
expenditure rate in recent months coupled with probable workload 
demands in the next two months indicate need for this small additional 
amount. 

Language is also included for a small transfer to the item for salaries 
of official reporters of debates based on recent decision of the Comp- 
troller General as to entitlement under the salary ceiling law. 

The bill also includes a small item for salary and position adjust- 
ments of teachers in the page school meade pursuant to statutory 
autiiority. 

GOVERNMENT Printine OFrrice 


The volume of congressional printing and binding pertaining to 
fiscal year 1956 orders placed with the Government Printing Office, 
some of which are still in process of completion, makes necessary an 
additional appropriation to reimburse the printing office revolving 
fund. The bill includes the estimate for that purpose. 


ARCHITECT OF THE CAPITOL 


The sum of $21,000 is included for certain appropriations under 
expenditure supervision of the Architect to enable payment, pursuant 
to law, of the unabsorbable portion of wage-board pay adjustments 
for certain laborers and mechanics consistent with locally prevailing 
rates, and certain other statutory items. Necessary implementing 
language is also included in the bill. 

Consistent with the prevailing practice for the departments gen- 
erally, and pursuant to law, language is included for allowances for 
uniforms for six employees. 

The estimate of $17,000 for the Senate Office Building is left for 
determination by that body in accord with custom. 
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CHAPTER XII 
CLAIMS, AUDITED CLAIMS, AND JUDGMENTS 


The Committee recommends the full amount of $2,728,739 con- 
tained in House Document Numbered 156 to cover claims for dam- 
ages, audited claims, and judgments rendered against the United 
States. Of this amount, $681,457 represents judgments of the Court 
of Claims and the United States district courts. The amount pro- 
vided for claims is $2,047,282. 
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AUTHORIZING THE SALE OR LOAN OF VESSELS TO 
FRIENDLY FOREIGN NATIONS 


May 6, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Rivers, from the Committee on Armed Services, submitted the 
following 


REPORT 


[To accompany H. R. 6952] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 6952), to authorize the transfer of naval vessels to friendly 
foreign countries, having considered the same, report favorably there- 
on with amendments and recommend that the bill, as amended, do 
pass. 

The amendments are as follows: 

On page 1, line 4, following the word “sell” insert the following: 
“(not to exceed’’. 

On page 1, line 5, following the word “submarine” insert a closing 
parenthesis ‘‘)’’, and strike the words “and he may”’. 

On page 1, line 6, following the word “nations,” insert the following: 
“from the Reserve Fleet,”’. 

On page 1, lines 8 and 9, strike the words “not to exceed forty-five 
in number.” and insert in lieu thereof the following: 


as follows: (1) NATO and European area (The Federal Re- 
public of Germany, Greece, Italy, The Netherlands, Norway 
and Turkey) not to exceed 19 ships; (2) Latin American area 
(Argentina, Brazil, Chile, Colombia, Cuba, Peru, Uruguay, 
and Venezula) not to exceed 21 ships; (3) Far Eastern area 
(Taiwan, and Thailand) not to exceed two ships; and (4) a 
pool of not to exceed seven such ships to be loaned to friendly 
nations in an emergency. 


PURPOSE OF THE BILL 


The purpose of the bill is to authorize the President to transfer by 
sale 4 ships and by loan 45 ships of the destroyer, escort, and submarine 
type of the Reserve Fleet. The loans will be for a period of 5 years 
with an option to the President to renew the loans for additional 
periods not exceeding 5 years. This is new legislation. 

86006 
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EXPLANATION OF AMENDMENTS 


First and second amendments 


The first amendment in no way changes the substance of the bill, 
but is designed merely through the use of a parenthetical statement 


to improve the draftsmanship of the measure, The same is true of 
the second amendment. 


Third amendment 


The third amendment, which requires that the ships to be sold or 
lent shall be ships from the Reserve Fleet and not from the active 
force, is designed merely to render entirely clear the source from which 
these ships will be obtained. It was clear to the committee from the 
testimony given that it was the intention of the executive branch to 
draw these ships only from the Reserve Fleet, but the committee felt 
that amending the bill so as to make clear on its face that active ships 


would not be transferred would give a salutary assurance in this re- 
spect to the American people. 


Fourth amendment 


The bill as presented to the Congress by the Department of De- 
fense gave no indication as to the areas of the world or the countries 
which would be the recipients of the vessels to be sold or lent. The 
committee felt that the Congress and the American people should be 
informed in this respect. The amendment, therefore, is designed to 
make definite and specific not only the general areas (such as NATO, 
the Latin American area, and the Far Eastern area) which will re- 
ccive these ships, but also the specific countries within those areas. 


BACKGROUND OF THE BILL 


The proposal is designed to assist this country is carrying out its 
responsibilities in the North Atlantic Treaty area, the Far East, and 
in South and Central America. It would implement certain recom- 
mendations of the Joint Chiefs of Staff concerning Allied Forces to be 
supported under the mutual defense assistance program. The ships 
authorized for sale or for loan by the bill would be used by the recipient 
countries to discharge naval responsibilities assumed by them in their 
respective areas. ‘These ships will assist the recipient countries in 
maintaining their own internal security, protecting their coasts and 
coastal lines of communications, and in protecting sea lines of com- 
munication. 


Antisubmarine capability 


There is a continuing requirement in these areas to achieve a strong 
antisubmarine capability, in view of the rapid expansion and large 
size of the Soviet submarine fleet. Anything these countries can do 
to offset the prospective submarine menace will contribute directly 
to the total war capability of the free world. This contribution will, 
in turn, free corresponding United States Naval forces from certain 
antisubmarine warfare tasks. In normal peacetime operations, these 
ships will also provide a means whereby the recipient countries can 
conduct valuable and much needed training. 
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ABILITY OF COUNTRIES TO USE VESSELS 


The ability of the countries concerned to absorb and operate these 
ships has been checked by the respective country teams (Ambassador, 
Military Assistance Advisory Group, and United States Military 
Mission). In some cases, these ships will replace worn out and 
obsolete ships which have been kept in operation for lack of better 
ships to perform necessary tasks. In the remainder, they will afford 
a much needed increase in strength. The Department of the Navy is 
confident that they will be effectively employed. 


AGREEMENTS WITH FOREIGN GOVERNMENTS 


It is proposed that, upon enactment of the bill into law, a formal 
agreement will be concluded by the State Department with the 
recipient foreign government. It will be for a term of 5 years with 
a renewable clause and will stipulate that the ships be used in ac- 
cordance with the conditions of the Mutual Defense Assistance 
Agreement. ‘The recipient government will have use of all equipment 
and spare parts on board the ships at the time of the delivery, but title 
remains in the United States even though the ships may be placed 
under the recipient government’s flag. Possession of the ships 
will not be relinquished without consent of the United States, and no 
claims rising as a result of transfer and operation of the ships may be 
assessed against the United States. ‘The United States may repossess 
these ships at any time if necessitated by its own emergency defense 
requirements. At the expiration of the loan, the ships will be re- 
turned in the same condition as when loaned, except for fair wear and 
tear, but if a ship is damaged or lost through enemy action, the 
recipient country is exempt from liability for such damage or loss, 


REQUESTS FOR SHIPS 


Many requests for United States ships have been received since 
World War II from foreign countries and each has been carefully 
assessed in the light of individual country needs, United States 
mobilization requirements, worldwide demands on United States 
resources, and the availability of mutual defense assistance funds. 
The ships proposed for loan will satisfy some of the more urgent re- 
quests which have been considered. Although the ships proposed for 
loan are part of our mobilization plans, they will not be lost to the 
United States nor to the common defense but will be in the hands of 
reliable allies, manned and ready to assist in the defense of the free 
world in time of emergency. 


PRIOR TRANSFERS OF SHIPS 


Since the end of World War II the United States has transferred 
over 1,000 ships to friendly foreign nations. These ships range all 
the way from aircraft carriers to small landing craft. Approximately 
350 of these ships were sold; 650 were given away under the mutual 
defense assistance program or other authority, and 160 have been 
transferred on a loan basis. 
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TRANSFERS GENERALLY 


The transfer of United States naval vessels to foreign navies jg 
primarily founded on article I, section 8, of the Constitution, providi 
for the spending of Treasury funds for the “common de ne 
general welfare of the United States.” 


TRANSFERS BY SPECIFIC LAW 


Specific legislation by Congress is required for the transfer of any 
naval ships out of the United States Navy to the navy of a foreign 


os NI NPS RAIN 


country. Transfers have previously been made under laws illustrated | 


by the following: 
(a) Destroyer escorts to France, Denmark, Peru, Uruguay, 


Brazil, and the United Kingdom (Public Law 146, 82d Cong,, | 


September 1951). 

(b) Submarines to Italy and small aircraft carrier to France 
(Public Law 188, 83d Cong., August 5, 1953). 

(c) Eighteen patrol frigates and 50 landing craft to Japan 
(Public Law 467, 82d Cong., July 8, 1952). 


(d) Submarines to Turkey (Public Law 214, 83d Cong,, | 


August 7, 1953). 
(e) Various vessels to China (Public Law 512, 79th Cong,, 
July 16, 1946). 
% Light cruisers to Brazil, Chile, and Argentina (sec. 408 (¢) 
of Mutual Security Act of 1951, Public Law 621, 31st Cong.). 
Also, ships have been transferred to allies under the Lend-Lease Act 
when it was operative. 


SOURCES FOR TRANSFER 


Ships for transfer may be obtained from two fundamental sources: 
(1) Stricken from the Navy Register; and 
(2) Ships still carried on the Register. 
A ship may be stricken from the Navy Register only after the Secre- 
tary of the Navy concludes that it is either unfit for service or, if being 
constructed, it cannot be finished without great and disproportionate 
expense. A vessel that has been stricken from the Navy Register is 
not subject to the requirement of Public Law 3, 83d Congress, March 
10, 1951, that a battleship, carrier, cruiser, destroyer, or submarine 
cannot be sold, transferred, or otherwise disposed of, unless authorized 
by Congress. 


TRANSFERS OF SMALL SHIPS 


Ships other than those enumerated above may be transferred as 
being in excess of mobilization requirements whenever such determi- 
nation is made by the Secretary of Defense. However, the Chief of 
Naval Operations must certify that the subject of such a disposal is 
not essential to the defense of the United States. This would satisfy 
congressional requirements for vessels other than a battleship, carrier: 
cruiser, destroyer, or submarine. 


Stat 
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PERTINENT LAWS 


les ig The laws which apply to transfer or other disposal of United 


ieing _ States ships are the following: 
> an Mutual Security Act of 1954, section 102, General authority: 


Military assistance may be furnished under this chapter 
on a grant or loan basis, and upon such other appropriate 
terms as may be agreed upon, by the procurement from 


a any source and the transfer to eligible nations and inter- 
es national organizations of equipment, materials and serv- 
rated ices * * *, 

Section 7307, title 10, United States Code: 
puay, Sec. 7307. Resrriction oN Disposau.—(a) Notwith- 
ong. standing any other provision of law, no battleship, eircraft 
aoe carrier, cruiser, destroyer, or submarine of the Navy may 


be sold, transferred, or otherwise disposed of, unless the 
Chief of Naval Operations certifies that it is not essential to 
apan the defense of the United States. 

(b) Without authority from Congress granted after 


! 

‘Ong. March 10, 1951, no battleship, aircraft carrier, cruiser, 

destroyer, or submarine that has not been stricken from the 

OnE. Naval Vessel Register under section 7304 of this title, nor 
any interest of the United States in such a vessel, may be 

ae sold, transferred, or otherwise disposed of under any law. 

> Act FORM OF TYPICAL AGREEMENT WITH FOREIGN GOVERNMENT 

1. The Government of the United States agrees to lend 
to (Foreign government), for the periods sets out below, 
i the two vessels identified in the annex to this note. 

meets 2. The (Foreign government) will retain possession of 
and use these vessels for (e. g.) antisubmarine warfare train- 

, ing and in accordance with the conditions contained in this 

oe note and the Mutual Defense Assistance Agreement between 

ang our two Governments signed on (date). 

oe 3. The period of the loan for each submarine shall be 

faaa five years from the date of its delivery to (the Foreign gov- 

alate ernment). The Government of the United States may, 


ned however, request the return of the vessels at an earlier date 
= if such action is necessitated by its own defense requirements. 
In this event (the Foreign government) will promptly return 

the vessels to the United States. 


d as 4. Each vessel, together with its available on-board spares 
“rmi- and allowances, including consumable stores and fuel, will 
‘ef of be delivered to (the Foreign Government) at such place and 
sal is time as may be mutually agreed upon. Each delivery shall 
tisfy be evidenced by a delivery certificate. (The Foreign Gov- 
rier’ ernment) shall have the use of all outfitting equipment, 


appliances, fuel, consumable stores and spares and replace- 
ment parts on board the submarines at the time of their 
delivery. 
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5. (The Foreign Government) may place the vessles under 
its flag. ‘Title to the submarines shall remain in the Govern- 
ment of the United States. 

6. (The Foreign Government) renounces all claims against 
the Government of the United States and will save the Gov- 
ernment of the United States harmless from any claims 
asserted by third parties arising from the transfer, use, or 
operation of the vessels. 

7. Upon the expiration of the period for which it was 
loaned, each vessel shall be returned to the United States 
at a place and time to be specified by the Government of 
the United States in substantially the same condition, fair 
wear and tear excepted, as when transferred. However 
(the loss of the vessels arising out of enemy action sustained 
while in use under the conditions set forth in numbered 
paragraph 2 of this note. If any of the vessels are damaged 
or lost except under the circumstances described in the 
preceeding sentences, (the Foreign Government) agrees to 
pay the Government of the United States fair and reasonable 
compensation. 


NUMBERS AND TYPES OF SHIPS 


The ships to be lent or sold are divided generally into 3 categories 
and into 3 types. The categories are as follows: (1) to be sold, 
3 destroyers and 1 submarine; (2) to be lent to specific countries, 
30 destroyers and destroyer-escorts, and 8 submarines (two of these 
submarines constitute a renewal of a existing loan to The Nether- 
lands) ; and (3) to constitute a pool of 7 ships to be loaned in the event 
of an emergency, all of which must be of the destroyer, destroyer- 
escort or submarine types. No ships of any other type can be loaned 
pursuant to this authority. 

The types of the ships themselves is evident both from the language 
of the bill and from the explanation given above. Only destroyers, 
destroyer-escorts, and submarines can be either sold or lent under the 
authority of this measure. 


COMMITTEE POSITION 


The committee wishes to point out that this measure was reported 
unanimously. 
FISCAL DATA 


Enactment into law of this measure will involve a gross cost of 
$89 million. Some amount, as yet unknown, will be recovered by 
the United States under the reimbursable provisions of the Mutual 
Security Act. 

DEPARTMENTAL DATA 


This measure is a pert of the legislative program of the Department 
of Defense for the 85th Congress and is approved by the Bureau of 
the Budget, as is evidenced by letter dated April 13, 1957, from 
Secretary of the Navy Thomas S. Gates, Jr., which is set out below 
and made a part of this report. No objection is interposed by the 
Bureau of the Budget, as is also evidenced by the letter set out below. 
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DEPARTMENT OF THE Navy, 
OrricE OF THE SECRETARY, 
Washington, D. C., April 13, 1957. 
Hon. Sam Raypurn, 
Speaker of the House of Representatives, 
Washington, D. C. 

My Dear Mr. Speaker: There is forwarded herewith a draft of 
roposed legislation to authorize the transfer of naval vessels to 
hiendly foreign countries. 

This proposal is a pert of the Department of Defense legislative 
rogram for 1957, and it has been approved by the Bureau of the 
Budget. The Department of the Navy has been designated as the 
representative of the Department of Defense for this legislation. It is 
recommended that this proposal be enacted by the Congress. 


PURPOSE OF THE LEGISLATION 


The proposed legislation would authorize the President to transfer 
by loan or sale 49 ships of the destroyer, destroyer escort, and sub- 
marine types of the Reserve Fleet. The loan period will not exceed 
5 years, the loans to be renewed for additional periods not exceeding 
5 years at the discretion of the President. 

‘The loan of these naval ships has many advantages. The proposed 
ship transfers are aimed at the replacement of obsolescent ships in the 
recipient navies. The ships loaned in service and operating will form 
a free-world pool of warships which would be dispersed over a large 
area. They would be deployed to critical areas prior to D-day and be 
immediately available. They will assist in the modernization of these 
foreign navies. The ships will provide much needed additional train- 
ing, and strengthen the antisubmarine warfare potential in the 
respective areas. In addition, the United States can by careful selec- 
tion of ships transferred, influence the composition of friendly foreign 
navies in such a way as to best complement the United States Navy 
amd make maximum contribution to the defensive strength of the 
free world. 

Inasmuch as the details of the proposed loan program are classified, 
they are not transmitted to the Congress at this time, but will be made 
available to the Congress at the hearings on the proposed bill. 

Section 7307 of title 10, United States Code, requires the authoriza- 
tion of Congress for the loan of destroyers and submarines. 


COST AND BUDGET DATA 


It is estimated the cost of activation, which includes rehabilitation, 
outfitting, and providing spare parts, ammunition and logistic support, 
for each destroyer will be approximately $2.0-million; for each de- 
stroyer escort, approximately $1.7 million; and for each submarine, 
approximately $1.75 million. The total funds required for activation 


of ships in this transfer program is approximately $87.0 million. The 


costs will be charged to funds programed for the recipient government 
under the Mutual Security Act of 1954, as amended, or to funds pro- 
vided by the recipient government under the reimbursable provi~'ons 
of that act, on a country by country basis, in accordance with \ueir, 
economic capability. 
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Should the United States request the return of a ship loaned prior | 


to the expiration of the loan period specified by the agreement, the 


foreign government if it has paid the above costs under the reimbursa. | 


ble provisions of the act, will be reimbursed by the United States ong 
pro rata basis. 
Sincerely yours, 
Tuomas S. Garss, Jr., 
Secretary of the Navy. 


A BILL To authorize the transfer of nava' vessels to friendly foreign 
countries 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, That, 
notwithstanding section 7307 of title 10, United States Code, 
or any other law, the President may sell three destroyers and 
one submarine, and he may lend, or otherwise make available 
to friendly foreign nations, on such terms and under such 
conditions as he deems appropriate, destroyers, destroyer 
escorts, and submarines, not to exceed forty-five in number. 
The President may promulgate such rules and regulations as 
he deems necessary to carry out the provisions of this Act. 

Sec. 2. Loans under this Act shall be for periods not 
exceeding five years, but the President may, in his discretion, 
extend any such loan for additional periods of not more than 
five years. All loans shall be made on the condition that 
they may be terminated at an earlier date if necessitated by 
defense requirements of the United States. 

Sec. 3. All expenses involved in the activation, rehabilita- 
tion and outfitting, including repairs, alterations and 
logistic support, of vessels transferred under this Act shall 
be charged to funds programmed for the recipient Govern- 
ment under the Mutual Security Act of 1954, as amended, 
or to funds provided by the recipient Government under the 
reimbursable provisions of that Act. In the event that 
a loan is terminated by the United States prior to the expira- 
tion of the loan period, the Secretary of Defense may reim- 
burse the recipient Government on a pro-rata basis for funds 

rovided by it under the reimbursable provisions of the 
Mutual Security Act of 1954, as amended, in connection 
with the loan. 

Src. 4. No vessel may be made available under this Act 
unless the Secretary of Defense, after consultation with 
the Joint Chiefs of Staff, determines that its transfer is in 
the best interests of the United States. The Secretary of 
Defense shall keep the Congress currently advised of all 
transfers under this Act. 

Sec. 5. The authority of the President to transfer naval 
vessels under this Act terminates on December 31, 1959. 


CHANGES IN EXISTING LAW 


In compliance with clause 3, of rule XIII of the Rules of the House 
of Representatives, there is herewith printed in parallel columns the 
text of provisions of existing laws which would be repealed or amended 
by the various provisions of the bill. 
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EXISTING LAW 


(10 U. S. C. ch. 633—Naval 
Vessels) 


* * * * * 


Sec. 7307. Restriction on Dis- 
posaL.—(a) Notwithstanding any 
other provision of law, no battle- 
ship, aircraft carrier, cruiser, de- 
stroyer, or submarine of the Navy 
may be sold, transferred, or other- 
wise disposed of, unless the Chief 
of Naval Operations certifies that 
it is not essential to the defense of 
the United States. 

(b) Without authority from 


Congress granted after March 10, 
1951, no battleship, aircraft car- 


rier, cruiser, destroyer, or sub- 
marine that has not been stricken 
from the Naval Vessel Register 
under section 7304 of this title, nor 
any interest of the United States 
in such a vessel, may be sold, 
transferred, or otherwise disposed 
of under any law. 
* * * & * 


THE BILL 


That, notwithstanding section 
7307 of title 10, United States 
Code, or any other law, the Presi- 
dent may sell (not to exceed three 
destroyers and one submarine), 
and he may lend, or otherwise 
make available to friendly foreign 
nations, from the Reserve Fleet, on 
such terms and under such condi- 
tions as he deems appropriate, 
destroyers, destroyer escorts, and 
submarines, as follows: (1) NATO 
and European area (The Federal 
Republic of Germany, Greece, 
Italy, The Netherlands, Norway, 
and Turkey) not to exceed 19 
ships; (2) Latin American area 
(Argentina, Brazil, Chile, Colom- 
bia, Cuba, Peru, Uruguay, and 
Venezuela) not to exceed 21 ships; 
(3) Far Eastern area (Taiwan, and 
Thailand) not to exceed two ships; 
and (4) a pool of not to exceed 
seven such ships to be loaned to 
friendly nations in emergency. 
The President may promulgate 
such rules and regulations as he 
deems necessary to carry out the 
provisions of this Act. 

Sec. 2. Loans under this Act 
shall be for periods not exceeding 
five years, but the President may, 
in his discretion, extend any such 
loan for additional periods of not 
more than five years. All loans 
shall be made on the condition 
that they may be terminated at 
an earlier date if necessitated by 
the defense requirements of the 
United States. 

Sec. 3. All expenses involved in 
the activation, rehabilitation, and 
outfitting, including repairs, alter- 
ations, and logistic support, of 
vessels transferred under this Act 
shall be charged to funds pro- 
gramed for the recipient govern- 
ment under the Mutual Security 
Act of 1954, as amended, or to 
funds provided by the recipicnt 
government under the reimburs- 
able provisions of that Act. In 
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EXISTING LAW 


THE BILL 


the event that a loan is terminated 
by the United States prior to the 
expiration of the loan period, the 
Secretary of Defense may reim- 
burse the recipient government on 
a pro rata basis for funds provided 
by it under the reimbursable pro- 
visions of the Mutual Security Act 
of 1954, as amended, in connection 
with the loan. 

Src. 4. No vessel may be made 
available under this Act unless the 
Secretary of Defense, after consul- 
tation with the Joint Chiefs of 
Staff, determines that its transfer 
is in the best interests of the 
United States. The Secretary of 
Defense shall keep the Congress 
currently advised of all transfers 
under this Act. 

Sec. 5. The authority of the 
President to transfer naval vessels 
under this Act terminates on De- 
cember 31, 1959. 
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DECLARING A CERTAIN PORTION OF BACK COVE AT 
PORTLAND, MAINE, TO BE NONNAVIGABLE WATER 
OF THE UNITED STATES 





May 6, 1957.—Referred to the House Calendar and ordered to be printed 





Mr. Harris, from the Committee on Interstate and Foreign Com- 
merce, submitted the following 


REPORT 


[To accompany H. R. 4511] 


The Committee on Interstate and Foreign Commerce, to whom 
was referred the bill (H. R. 4511) to declare a certain portion of Back 
Cove at Portland, Maine, to be nonnavigable water of the United 
States, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 

The purpose of this bill is to declare a certain portion of Back Cove 
at Portland, Maine, to be nonnavigable water of the United States 
so as to permit the city to develop Back Cove as a recreation basin 
for small boats. 

The legislation would abandon a portion of a Federal project to 
permit development of the proposed recreation basin. The right to 
alter, amend, or repeal the legislation is reserved. 

This is remedial legislation necessary to permit the city of Portland 
to undertake the proposed project. 

Back Cove is a tidal lagoon on the north side of the city of Portland. 
A Federal project for Portland Harbor authorized by an act of Con- 
gress approved in 1912 provides, in part, for a channel in Back Cove 
12 feet deep and 300 feet wide from Tukey Bridge to the. head of 
Back Cove. 

The proposed legislation would declare that portion of Back Cove 
from a line 2,500 feet upstream from Tukey Bridge to the head of 
Back Cove to be a nonnayigable water of the United States to permit 
certain filling and land reclamation. This would mean abandonment 
of approximately 3,500 feet of the upstream section of the Federal 
project channel in Back Cove. 

The original Federal project was developed to take care of com- 
mercial shipping, which ceased many years ago. The only boating 
in recent years has been a small number of pleasure boats. 
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The City of Portland Planning Board has under study a plan for 
development of Back Cove as a recreation basin for small boats. The 
program would call for filling along the southeasterly side of the cove, 
land reclamation for recreation facilities, and a marina to accommodate 
small boats. 

No opposition to the proposed legislation has been expressed. 

The bill does not involve the expenditure of funds by the United 
States. 

AGENCY REPORTS 


The following communications from Government agencies concerned 
were considered by the committee: 


DEPARTMENT OF THE ARMY, 
Washington, D. C., April 4, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. CuatrMAn: Reference is made to your request of Feb- 
ruary 8, 1957, for the views of the Department of Defense with 
respect to H. R. 4511, 85th Congress, Ist session, a bill to declare a 
certain portion of Back Cove at Portland, Maine, to be nonnavigable 
water of the United States. The Secretary of Defense has delegated 
to the Department of the Army the responsibility for expressing the 
views of the Department of Defense. 

The Department of the Army has considered the above-mentioned 
bill and offers no objection to its favorable consideration. 

Back Cove is a tidal lagoon on the north side of the city of Portland. 
A Federal project for Portland Harbor authorized by an act of Con- 
gress approved July 25, 1912, provides, in part, for a channel in Back 
Cove, 12 feet deep and 300 feet wide from Tukey Bridge to the 
head of Back Cove. 

H. R. 4511 would declare that portion of Back Cove from a line 
2,500 feet upstream from Tukey Bridge to the head of Back Cove 
to be a nonnavigable water of the United States. This includes 
abandonment of approximately 3,500 feet of the upstream section of 
the Federal project channel in Back Cove. 

The original Federal project was developed for the accommodation 
of commercial shipping which ceased in the early 1930’s. The only 
boating in recent years has been a small number of pleasure boats. 

The city of Portland Planning Board has under study a plan for 
development of Back Cove as a recreation basin for small boats. The 
program would provide for filling along the southeasterly side of the 
cove, in the area of the existing project channel, land reclamation for 
recreation facilities, and a marina to accommodate small boats. The 
proposed bill would fulfill the desires of local interests toward a develop- 
ment program which will be more adaptable to the area. 

This bill does not involve the expenditure of funds by the United 
tates. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 


Wiser M. Brucker, 
Secretary of the Army. 


ee 
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Executive OFFIce OF THE PRESIDENT, 
BurREAvU OF THE BuDGET, 


Washington, D. C., March 29, 1957. 
Hon. Oren Harris, 


Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

My Dear Mr. Cuatirman: This is in reply to your letter of Febru- 
ary 8, 1957, requesting the views of the Bureau of the Budget on 
H. R. 4511, a bill to declare a certain portion of Back Cove at Port- 
land, Maine, to be nonnavigable water of the United States. 

The purpose of the bill is clearly indicated in its title. 


The Bureau of the Budget would have no objection to the enact- 
ment of this measure. 


Sincerely yours, 
Rospert E. MERRIAM, 
Assistant Director. 





DEPARTMENT OF COMMERCE, 
Orrice oF THE GENERAL COUNSEL, 
Washington, February 27, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. CuarrMan: This letter is in reply to your request of 
February 8, 1957, for the views of this Department with respect to 
H. R. 4511, a bill to declare a certain portion of Back Cove at Portland, 
Maine, to be nonnavigable water of the United States. 

This bill appears to be concerned primarily with matters within 
the purview of the Corps of Engineers, Department of the Army. 

After careful consideration, it appears that the interest of the 
Department is too remote to justify comment. 

Sincerely yours, 
J. ALLEN OvERTON, Jr., 
Deputy General Counsel. 
O 
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CONTINUING IN EFFECT THE SUSPENSION ON TROOP 
CEILINGS IN THE ARMED FORCES 


May 7, 1957.—Committed,to the Committee of the Whole House on the State of 
the Union and ordered to be printed 


Mr. Mrituer of California, from the Committee on Armed Services, 
submitted the following 


REPORT 


[To accompany H. R. 7143] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 7143) to amend the act of August 3, 1950, as amended, to 
continue in effect the provisions relating to the authorized personnel 
strengths of the Armed Forces, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

The purpose of the proposed legislation is to continue in effect until 
July 1, 1959, the suspension first enacted on Aygust 3, 1950, relating 
to the authorized personnel strengths of the Armed Forces. 

The act of August 3, 1950, suspended the personnel ceilings imposed 
by law until July 31, 1954. This act was further extended until 
July 31, 1957, by Public Law 307 of the 83d Congress. 

Under the proposed legislation the suspension would be continued in 
effect until July 1, 1959, the date upon which the authority to induct 
individuals into the Armed Forces expires. 

Under section 2 of the Universal Military Training and Service Act, 
the Armed Forces are authorized a personnel strength of approximately 
2,005,000. This strength has been exceeded since the outbreak of 
hostilities in Korea and the present strength of the Armed Forces is 
approximately 2,800,000. 

During the period that the limitations on troop strengths are in 
effect another provision of the Universal Military Training and Service 
Act is in effect which limits the total number of persons who may 
serve on active duty in the Armed Forces to 5 million. Thus, there 


is a limitation in effect today even though the normal troop ceilings 
are in suspension, 
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The necessity for the extension of the present authority to suspend 
the troop strengths is obvious. Without the enactment of the pro- 
posed legislation our armed services would have to be substantially 
reduced from its present strength of approximately 2,800,000. Ob- 
viously, world conditions do not permit us to reduce our Armed 
Forces substantially below the present figure of 2,800,000 and certainly 
not anywhere near the anal slightly in excess of 2 million persons 
authorized by the Universal Military Training and Service Act. For 
example, unless the proposed legislation is enacted, the Air Force 
would have to be reduced by approximately 413,000 persons effective 
August 1, 1957. 

It would be impossible for the Armed Forces to meet their current 
and programed commitments under the authorized strengths contained 
in existing law. 

The Committee on Armed Services unanimously recommends 
enactment of the proposed legislation. 

Enactment of the proposed legislation is also recommended by the 
Department of Defense and the Bureau of the Budget interposes no 
objection as indicated by the following attached letter. 


DEPARTMENT OF THE AIR Force, 
OFFICE OF THE SECRETARY, 
Washington, April 25, 1957. 
Hon. Sam RayBurn, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: There is forwarded herewith a draft of legis- 
lation, to amend the act of August 3, 1950, as amended, to continue in 
effect the provisions relating to the authorized personnel strengths of 
the Armed Forces. 

This proposal is part of the Department of Defense legislative 
oe for 1957 and the Bureau of the Budget has advised that it 

as no objection to the submission of this proposal for the consider- 
ation of the Congress. The Department of the Air Force has been 
designated as the representative of the Department of Defense for 
this legislation. It is recommended that this proposal be enacted by 
the Congress. 
PURPOSE OF THE LEGISLATION 


The purpose of this proposed legislation is to extend until July 31, 
1960, the provisions of the act of August 3, 1950 (Public Law 655, 
8ist Cong.; 64 Stat. 408), as amended. In 1954 suspension of the 
limitation on the authorized active-duty personnel strength of the 
Armed Forces, as well as other limitations on the authorized personnel 
strength of other components and branches of the Armed Forces was 
extended until July 31, 1957 (Public Law 307, 83d Cong.; 68 Stat. 27). 

The international situation under which this suspension was 
originally granted and extended has not materially improved, and at 
times approaches a critical intensity. The Armed Forces must 
achieve and maintain a strength commensurate with the commitments 
of the United States, the world situation in general, and the capabil- 
ities of our allies. Overseas operations must be aggressively sup- 
ported. The Armed Forces must be assured of an adequate military 
capability necessary to support United States foreign policy for an 
indefinite period. 
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Failure to continue the suspension of the limitation on the author- 
ized active-duty personnel strength of the Armed Forces would auto- 
matically force the strength of the Armed Forces downward from its 
current level of approximately 2.8 million to approximately 2 million. 
This would require the demobilization of a large segment of the active 
combat and supporting elements and cause our present commitments 
to be completely unacceptable from a military security point of view. 
In view of the need for long-range Department of Defense planning in 
this area and the fact that the Department of Defense program for 
fiscal year 1958 is based upon an active-duty personnel strength 
which is substantially in excess of 2 million, the further suspension of 
the authorized personnel strength of certain components and branches 
of the Armed Forces should be for a minimum of 3 years. The Con- 
gress has repeatedly declared that an adequate strength must be 
achieved and maintained to insure the security of this Nation. Con- 
tinued suspension of the limitations on the authorized active-duty 
strengths is essential to the achievement of that objective. 


COST AND BUDGET DATA 


This proposal would cause no increase in budgetary requirements 
within the Department of Defense. 
Sincerely yours, 
(Signed) Donatp A. QuaR.zs, 


H. R. 7143 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, 
as introduced, are shown as follows: 


Existine Law Tue Brin 


Section 1 of the Act of August 3, 
1950, ch. 537, as amended (68 
Stat. 27) 


That provisions of law imposing That section 1 of the Act of 
restrictions on the authorized per- August 3, 1950, ch. 537, as 
sonnel strength of any component amended (68 Stat. 27), is further 
of the Armed Forces, including amended by striking out the words 
sections 102, 202, 213, and 302 of “July 31, 1957” and inserting the 
the Women’s Armed Services Inte- words ‘July 1, 1959” in place 
gration Act of 1948 (62 Stat. 357, thereof. 

363, 369, and 371), section 2, title 
I of the Selective Service Act of 
1948 (62 Stat. 605), as amended, 
section 2 of the Act of April 18, 
1946 (60 Stat. 92), and sections 
102 and 202 of the Act of July 10, 
1950 (64 Stat. 322 and 323), are 
hereby suspended until July 31, 
1957. 

O 
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AMENDING SECTION 214 OF THE INTERSTATE COM- 
MERCE ACT RELATING TO STOCK PAR VALUES 





May 7, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Harais, from the Committee on Interstate and Foreign Com- 
merce, submitted the following 


REPORT 


[To accompany H. R. 3625] 


The Committee on Interstate and Foreign Commerce, to whom 
was referred the bill (H. R. 3625) to amend section 214 of the Inter- 
state Commerce Act, as amended, to prevent the use of arbitrary 
stock par values to evade Interstate Commerce Commission juris- 
diction, having considered the same, report favorably thereon with 
an amendment and recommend that the bill as amended do pass, 

The amendment is as follows: 

Strike out all after the enacting clause and insert the following: 
That section 214 of the Interstate Commerce Act, as amended (49 U. 8. C. 314), 
is hereby further amended by— 

(1) striking out “par value” wherever it appears in the proviso in the first 
sentence and inserting in lieu thereof ‘“‘value of capital stock or principal 
amount of indebtedness’; and 

(2) striking out that part of the second sentence which precedes the pro- 
viso and inserting in lieu thereof the following: “In the case of capital stock 
having no par value, the value thereof for the purpose of this section shall 
be the fair market value as of the date of its issue; and in the case of capital 
stock having par value, the value for the purpose of this section shall be the 


fair market value as of the date of its issue, or the par value, whichever is 
the greater:”’. 


PURPOSE OF LEGISLATION 


The purpose of this bill is to prevent the use, by motor carriers sub- 
ject to part II of the Interstate Commerce Act, of arbitrary par values 
for the issuance of capital stock as a means of evading the jurisdiction 
of the Interstate Commerce Commission over the issuance of such 
securities under section 214 of the act. This bill would give effect to 
legislative recommendation No. 14 of the Interstate Commerce Com- 
mission as set forth in its 70th annual report to the Congress. 
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BACKGROUND INFORMATION AND NEED FOR LEGISLATION 


Section 214 of the Interstate Commerce Act provides that motor 
carriers shall be subject to the provisions of section 20a (pars. 2 to 11) 
which require railroad and other carriers subject to part I of the act 
to secure approval from the Interstate Commerce Commission before 
issuing new securities. The Commission was first given control over 
the issuance of securities by railroads and other carriers subject to 
part I in the Transportation Act of 1920 for two reasons: (1) To make 
certain that the basis for a fair return on investment (one of the 
standards used in ratemaking) was not unduly expanded, and to pre- 
vent the capital structures of carriers from being unduly broadened; 
and (2) to prevent the issuance of securities for purposes designed to 
promote the private interests of stockholders. 

Similar control over the issuance of motor carrier securities was 
given to the Commission by section 214 of the Interstate Commerce 
Act, enacted in 1935. However, section 214 contains an exemption for 
motor carriers where the value of the securities offered, together with 
the value of the securities already outstanding, does not exceed 
$1 million. It also exempts notes maturing in 2 years or less, when 
the notes to be issued, together with all outstanding obligations matur- 
ing in 2 years or less, do not exceed $200,000. 

In calculating the aggregate amount of securities outstanding, sec- 
tion 214 provided that, in the case of no par stock issues, the value 
thereof shall the fair market value as of the date of issue. With 
respect to par value stock, the value thereof is calculated by multiply- 
ing the number of shares outstanding by the par value per share. 
Thus, by assigning an arbitrary par vali per share of stock which has 
no relation to the market value of such stock, it is possible to reduce 
the value of the stock offerings in order to bring the total value of 
securities being offered plus securities outstanding below the $1 million 
and $200,000 limits prescribed for exempted securities, thereby avoid- 
ing the necessity for obtaining Commission approval for the issuance 
of new securities. 

The bill being reported would rectify this situation. 


HEARINGS AND COMMITTEE ACTION 


Hearings on H. R. 3625, along with other bills relating to the finan- 
cial matters of surface carriers, were held by the Transportation and 
Communications Subcommittee of this committee on April 30, 1957. 
The Chairman of the Interstate Commerce Commission urged the 
passage of this bill. There was no opposition to it. 

The committee amendment strikes out all after the enacting clause 
and inserts a substitute in which there has been included, in addition 
to certain needed technical changes, certain changes suggested by the 
Securities and Exchange Commission, modified slightly as suggested 
by the Interstate Commerce Commission. The report of the Securi- 
ties and Exchange Commission is shown as an appendix to this report. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
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enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Section 214 or tHe INrErRstaTe Commerce Act, as AMENDED (49 
U.S. C. 314) 


ISSUANCE OF SECURITIES 


Src. 214. Common or contract carriers by motor vehicle, corpora- 
tions organized for the purpose of engaging in transportation as such 
carriers, and corporations authorized by order of the Commission to 
acquire control of any such carrier, or of two or more such carriers, 
shall be subject to the provisions of paragraphs 2 to 11, inclusive, of 
section 20a of part I of this Act (including penalties applicable in 
cases of violations thereof): Provided, however, That said provisions 
shall not apply to such carriers or corporations where the [par value] 
principal amount of the securities to be issued, together with the [par 
value] principal amount of the securities then outstanding, does not 
exceed $1,000,000, nor to the issuance of notes of a maturity of two 
years or less and aggregating not more than $200,000, which notes 
aggregating such amount including all outstanding obligations matur- 
ing in two years or less may be issued without reference to the per- 
centage which said amounts bear to the total amount of outstanding 
securities. [In the case of securities having no par value, the par 
value for the purpose of this section shall be the fair market value 
as of the date of their issue:] Jn the case of capital stock having no par 
value, the principal amount thereof for the purpose of this section shall be 
the fair market value as of the date of its issue; and in the case of capital 
stock having par value, the principal amount for the purpose of this section 
shall be the fair market value as of the date of its issue, or the par value, 
whichever is the greater: Provided further, That the exemption in sec- 
tion 3(a)(6) of the “Securities Act, 1933” is hereby amended to read 
as follows: “‘(6) Any security issued by a common or contract carrier, 
the issuance of which is subject to the provisions of section 20a of the 
Interstate Commerce Act, as amended;’’. 


APPENDIX 


SECURITIES AND ExcHaNGE CoMMISSION, 
Washington, D. C., April 26, 1957. 
Re H. R. 3625, 3775, 4390, 369, 370, 5771, 5330, and 3626, 85th Con- 
Congress, Ist session. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 

Dear Mr. Harris: This refers to the notice of hearings dated April 
22, 1957, on the above bills and requesting expedition of the reports 
thereon. The Commission does not desire to make oral presentation 
on any of the bills. On January 25, 1957, you requested this Com- 
mission’s comments on H. R. 3625, a bill to amend section 214 of the 
Interstate Commerce Act, as amended, to prevent the use of arbi- 


trary stock par values to evade Interstate Commerce Commission 
jurisdiction. 
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Under section 3 (a) (6) of the Securities Act of 1933, securities 
issued subject to the provisions of section 20a of the Interstate Com- 
merce Act are exempt from the registration requirements of the 
Securities Act. The effect of the bill would appear to limit further 
the securities exempt from section 20a of the Interstate Commerce 
Act. As a practical matter, the bill would have almost no effect 
— o~ workload of this Commission, and we take no position on 
the : 

We would suggest for your consideration, however, certain language 
changes. The term “principal amount’, which appears in the bill, 
is used in the securities field in connection with debt securities, and 
not with respect to stocks. It is suggested that the term “value” 
would be more appropriate in connection with stocks. To this end, 
> on suggested that the language of the bill be modified to read as 
ollows: 

(1) striking out “par value” wherever it appears in the first sentence 
of me proviso and inserting in lieu thereof “‘value or principal amount”’; 
an 

(2) striking out the second sentence of the proviso and inserting in 

lieu thereof the following: 
“In the case of capital stock having no par value, the value thereof 
for the purpose of this section shall be the fair market value as of 
the date of its issue; and in the case of capital stock having par value 
the value for the purpose of this section shall be the fair market value 
as of the date of its issue, or the par value, whichever is greater:’’. 

The Bureau of the Budget advises that it has no objection to the 
submission of these views. 

Sincerely yours, 


J. SIncLAIR ARMSTRONG, Chairman; 


O 
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AMENDING THE MEDALS OF HONOR ACT 





May 7, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 





Mr. Harris, from the Committee on Interstate and Foreign Com- 
merce, submitted the following 


REPORT 


[To accompany H. R. 5328] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (H. R. 5328) to amend the Medals of Honor Act to 
authorize awards for acts of heroism involving any motor vehicle 
subject to the motor carrier safety regulations of the Interstate Com- 
merce Commission, having considered the same, report favorably 
thereon with an amendment and recommend that the bill as amended 
do pass. 

The amendment is as follows: 

Page 2, strike out lines 3 to 6, inclusive, and insert the following: 


(2) By changing section 3 thereof to read: 

“Src. 3. Appropriations for the Interstate Commerce 
Commission are hereby made available for carrying out the 
provisions of this Act.” 


PURPOSE OF LEGISLATION 


The purpose of this bill is to provide the necessary statutory 
authority to award medals of honor for acts of heroism performed in 
connection with any wreck or threatened wreck, disaster, or grave 
accident involving any motor vehicle subject to the safety regulations 
established by the Commission under the provisions of section 204 (a) 
of the Interstate Commerce Act. This would include the motor 
vehicles of common and contract carriers of passengers and property 
by motor vehicle and the motor vehicles of private carriers of prop- 
erty by motor vehicle engaged in interstate commerce. The bill would 

ive effect to legislative recommendation No. 26 of the Interstate 


ommerce Commission appearing in its 70th annual report to the 
Congress. 
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NEED FOR LEGISLATION 


The Medals of Honor Act (38 Stat. 743; 45 U.S. C., sees. 44-46) 
now provides for the award of Presidential bronze Medals of Honor, 
with suitable emblematic devices, to any persons who shall, by extreme 
daring, endanger their own lives in saving, or endeavoring to save, 
lives from any wreck, disaster, or grave accident, or in preventing or 
endeavoring to prevent such wreck, disaster or grave accident, upon 
any railroad within the United States engaged in interstate commerce. 
This law was enacted on February 23, 1905, when there were prac- 
tically no motor vehicles or highways in existence. Today we have 
over 65 million motor vehicles operating on 3% million miles of public 
highways. Many acts of heroism are performed by persons in saving, 
or endeavoring to save lives in serious accidents, or in preventing or 
endeavoring to prevent serious accidents on the Nation’s highways, 
roads, and streets in which motor vehicles are involved. Yet, no 
Presidential awards may be made for such heroism. 

The bill recognizes the fact that acts of heroism, comparable to 
those involving railroads, are also performed by persons under similar 
circumstances involving motor vehicles, and should be similarly recog- 
nized and rewarded. 

Appropriations for railroad safety functions are no longer made 
separately, but are included in the Commission’s appropriations. The 
change in the Medals of Honor Act made by paragraph (2) of the bill 
will bring that act into conformity with this appropriation practice. 


HEARINGS 


The Subcommittee on Transportation and Communications of this 
committee held hearings on this bill on March 28 and April 1, 1957. 
The Chairman of the Interstate Commerce Commission, and a witness 
for the American Trucking Associations, Inc., spoke in favor of this 
legislation. No opposition was expressed to this legislation. The 
Bureau of the Budget has advised that it has no objection to the enact- 
ment of this measure. The Bureau’s report is shown in the appendix 
to this report. 

CHANGES IN EXISTING LAW 


In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Mepauts or Honor Act 


(45 U.S. C. 44-46) 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the President of the 
United States be, and he is hereby, authorized to cause to be prepared 
bronze medals of honor, with suitable emblematic devices, which shall 
be bestowed upon any persons who shall hereafter, by extreme daring, 
endanger their own lives in saving, or endeavoring to save, lives from 
any wreck, disaster, or grave accident, or in preventing or endeavoring 
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to prevent such wreck, disaster, or grave accident, upon any railroad 
within the United States engaged in interstate commerce or involving 
any motor vehicle subject to safety regulations established by the Inter- 
state Commerce Commission under the provisions of section 204 (a) of 
the Interstate Commerce Act: Provided, That no award of said medal 
shall be made to any person until sufficient evidence of his deserving 
shall have been furnished and placed on file, under such regulations 
as may be prescribed by the President of the United States. 

Sec. 2. That the President of the United States be, and he is 
hereby, authorized to issue to any person to whom a medal of honor 
may be awarded under the provisions of this Act a rosette or knot, 
to be worn in lieu of the medal, and a ribbon to be worn with the 
medal; said rosette or knot and ribbon to be each of a pattern to be 
prescribed by the President of the United States: Provided, That 
whenever a ribbon issued under the provisions of this Act shall have 
been lost, destroyed, or rendered unfit for use without fault or neglect 
on the part of the person to whom it was issued, a new ribbon shall 
be issued to such person without charge therefor. 

Sec. 3. [That the appropriations for the enforcement and execu- 
tion of the provisions of the Acts to promote the safety of employees 
and travelers upon railroads are hereby made available for carrying 
out the provisions of this Act.] Appropriations for the Interstate 
Commerce Commission are hereby made available for carrying out the 
provisions of this Act. O 
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AMENDING THE ACT OF JULY 11, 1947, TO INCREASE THE MAXI- 
MUM RATE OF COMPENSATION WHICH THE DIRECTOR OF THE 
METROPOLITAN POLICE FORCE BAND MAY BE PAID 


May 8, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. McMnm1an, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany H. R. 4932] 


The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 4932) to amend the act of July 11, 1947, to increase the 
maximum rate of compensation which the Director of the Metropolitan 
Police force band may be paid, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
(H. R. 4932) do pass. 

The purpose of this legislation is to change the rate of compensation 
of the Director of the band of the Metropolitan Police Department 
from that of a lieutenant to captain. 

The Director of the band of the Metropolitan Police Department 
presently receives the salary of a lieutenant, which is $6,460. Under 
compensation as a captain he would then receive an increase of $625, 
or $7,085 

This legislation has the approval of the Chief of the Metropolitan 
Police Department and also the Board of Commissioners of the Dis- 
trict of Columbia. 

CHANGES IN EXISTING LAW 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 
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(61 Stat. 311, D. C. Code 4-182) 


That there is hereby authorized to be established in the Metro- 
politan Police Department a band to perform at such municipal or 
civic functions and events as may be authorized by the Commissioners 
of the District of Columbia. The Major and Superintendent of 
Police is authorized in his discretion to detail, without additional 
compensation, such officers and members of the Metropolitan Police 
force as may request such a detail to participate in the activities of 
such band. The said Commissioners are authorized to employ, 
without reference to the civil-service laws, one director for such ed 
with compensation at a rate not to exceed the rate of compensation to 
which a [lieutenant] captain in the Metropolitan Police force is 
entitled. 


O 
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AMENDING THE UNIVERSAL MILITARY TRAINING AND 
SERVICE ACT WITH REGARD TO PERSONS IN MEDICAL, 
DENTAL AND ALLIED SPECIALIST CATEGORIES 





May 8, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 





Mr. Kitpay, from the Committee on Armed Services, submitted 
the following 


REPORT 


|To accompany H. R. 6548! 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 6548) to amend the Universal Military Training and Service 
Act, as amended, as regards persons in the medical, dental, and allied 
specialist categories, having considered the same, report favorably 
thereon with amendment and recommend that the bill do pass. 

The amendment is as follows: 


Strike out all after the enacting clause and insert in lieu thereof the 
following: 


That section 4 (a) of the Universal Military Training and Service Act (50 U. S. C. 
App. 454 (a)) is amended by inserting the following new paragraph before the 
last paragraph thereof: 

‘“‘No person in the medical, dental, and allied specialist categories shall be 
inducted under the provisions of this subsection if he applies or has applied for 
an appointment as a Reserve officer in one of the Armed Forces in any of such 
categories and is or has been rejected for such appointment on the sole ground 
of a physical disqualification.” 

Sec. 2. Section 4, Universal Military Training and Service Act, as amended 
(50 U.S. C. App. 454), is amended by adding the following new subsection at 
the end thereof: 

(1) (1) Subject to section 2 of this title, the President may order to active 
duty (other than for training), as defined in section 101 (22) of title 10, United 
States Code, for a period of not more than twenty-four consecutive months, with 
or without his consent, any member of a reserve component of the Armed Forces 
of the United States who is in a medical, dental, or allied specialist category, 
who has not attained the thirty-fifth anniversary of the date of his birth, and 
has not performed at least one year of active duty (other than for training). 
This subsection does not affect or limit the authority to order members of the 


reserve components to active duty contained in section 672 of title 10, United 
States Code. 
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“(2) For the purposes of computation of the periods of active duty (other than 
for training) referred to in subsection (1), credit shall be given for all periods of 
one day or more performed under competent orders, except that no credit shall 
be allowed for periods spent in student programs prior to reecipt of the appropri- 
ate professional degree or in intern training. 

**(3) Any person who is called or ordered to active duty (other than for train- 
ing) from a reserve component of the Armed Forces of the United States after 
September 5, 1950, and thereafter serves on active duty (other than for training) 
as a medical, dental, or allied specialist for a period of twelve months or more 
shall, upon release from active duty or within six months thereafter, be afforded 
an opportunity to resign his commission from the reserve component of which he 
is a member unless he is otherwise obligated to serve on active military training 
and service in the Armed Forces or in training in a reserve component by law or 
contract. 

““(4) Any physician or dentist who meets the qualifications for a Reserve com- 
mission in the respective military department shall, so long as there is a need for 
the services of such a physician or dentist, be afforded an opprotunity to volunteer 
for a period of active duty (other than for training) of not less than twenty-four 
months. Any physician or dentist who so volunteers his service, and meets the 
qualifications for a Reserve commission shall be ordered to active duty (other 
than for training) for not less than twenty-four months, notwithstanding the 
grade or rank to which such physician or/dentist is entitled. 

Src. 3. Section 4 (j), Universal Military Training and Service Act, as amended 
(50 U. 8. C. App. 454 (j)), is reenacted with the following amendments: 

(A) Strike out the words ‘‘as referred to in subsection (i)”’ in the first sentence; 
and 

(B) Strike out “‘fifty-first”’ and insert ‘‘thirty-fifth” in the last sentence of the 
second paragraph. 

Src. 4. Section 5 (a) of the Universal Military Training and Service Act (50 
U.S. C. App. 455 (a)) is amended by striking out the third proviso and inserting 
the following in place thereof: ‘Provided further, That nothing herein shall be 
construed to prohibit the President, under such rules and regulations as he may 
prescribe, from providing for the selection or induction of persons by age group 
or g:oups or from providing for the selection or induction of persons qualified in 
needed medical, dental, or allied specialist categories pursuant to requisitions 
submitted by the Secretary of Defense: And provided further, That, notwithstand- 
ing any other provision of law, except section 314 of the Immigration and Nation- 
ality Act (8 U. 8. C. 1425), no person who is qualified in a needed medical, dental, 
or allied specialist category, and who is liable for induction under section 4 of this 
title, shall be held to be ineligible for appointment as a commissioned officer of 
an Armed Force of the United States on the sole ground that he is not a citizen 
of the United States or has not made a declaration of intent to become a citizen 
thereof, and any such person who is not a citizen of the United States and who is 
appointed as a commissioned officer may, in lieu of the oath prescribed by section 
1757 of the Revised Statutes, as amended (5 U.S. C. 16), take such oath of service 
and obedience as the Secretary of Defense may prescribe:’’. 

Src. 5. Section 5 of the Universal Military Training and Service Act (50 U.S. C. 
App. 455) is amended by adding the following new subsection at the end thereof: 

“‘(c) Notwithstanding any other provision of law, any qualified person who— 

**(1) is liable for induction; or 

(2) as a member of a Reserve component is ordered to active duty, 
as a physician, or dentist, or in an allied specialist category in the Armed Forces of 
the United States, shall, under regulations prescribed by the President, be ap- 
pointed, reappointed, or promoted to such grade or rank as may be commensurate 
with his professional education, experience, or ability: Provided, That any person 
in a needed medical, dental, or allied specialist category who fails to qualify for, 
or who does not accept, a commission, or whose commission has been terminated, 
may be used in his professional capacity in an enlisted grade.” 

Src. 6. Section 6 (b), Universal Military Training and Service Act, as amended 
(50 U. S. C. App. 456 (b)), is amended by adding at the end of paragraph (5) the 
following new clause: 

“(E) periods of active duty performed by medical, dental, or allied specialists 
in student programs prior to receipt of the appropriate professional degree or in 
intern training.” 

Sec. 7, Section 6 (d), Universal Military Training and Service Act, as amended, 


(50 U. 8. C. app. 454), is amended by adding the following new subsection at the 
end thereof: 
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**(4) It is the sense of the Congress that the President shall provide for the 
annual deferment from training and service under this title of the numbers of 
optometry students and premedical, preosteopathic, preveterinary, preoptometry 
and predental students at least equal to the numbers of male optometry, pre- 
medical, preosteopathic, preveterinary, preoptometry and predental students at 
colleges and universities in the United States at the present levels as determined 
by the Director herein.” 

Sec. 8 Section 7 of the Act of September 9, 1950, chapter 939 (64 Stat. 826), 
as amended, is amended to read as follows: 

‘Sec. 7. This Act, except for section 3 and section 5, terminates at the close 
of June 30, 1957.” 

Sec. 9. This Act takes effect July 1, 1957, and shall terminate on July 1, 1959. 


The purpose of the proposed legislation, as amended, is to provide 
for the medical and dental health of the armed services for the next 2 
fiscal years. 

The so-called doctors draft law was enacted on September 9, 1950, in 
order to provide a means of obtaining the necessary number of phy- 
sicians and dentists and allied specialists required for the armed 
services following the expansion of our armed services during that 
period. 

Under the doctors draft law, which expires on July 1, 1957, phy- 
sicians and dentists up to and including the age of 50 years were 
required to register unless they were members of the Reserve com- 
ponents. This was a special registration in addition to registration 
required under the Universal Military Training and Service Act for 
those liable for service under that act. 

Under the doctors draft law four priorities were authorized. The 
first priority consisted of physicians and dentists who had been de- 
ferred to complete their medical and dental education during World 
War II or had received Government assistance during World War II 
in completing their medical or dental education and thereafter served 
on active duty (exclusive of training duty) for less than 90 days. 
Priority II consisted of the same category except that it was applicable 
to those who had served for more than 90 days but less than 12 months 
on active duty. Priority III consisted of those without previous active 
service but who had not been deferred to complete their medical or 
dental education or who had not received Government aid while in 
medical or dental school. Priority IV consisted of all other physicians 
and dentists under the age of 51. 

This law was extended from time to time and in 1955 the age of 
tiability for special registrants was reduced from 50 to 46 years. 

The Congress recognized in 1950 and in each extension of the law 
that the special registration and involuntary call to active duty, or 
induction, of physicians and dentists over the age of 26 was discrim- 
inatory. However, there was no alternative to this method since it 
was necessary to obtain physicians and dentists to provide for the 
medical and dental needs of the armed services. 

Since that time the Congress has enacted legislation increasing the 
special pay for physicians and dentists as well as providing for addi- 
tional constructive credit for longevity pay and promotional purposes. 
This law, enacted in 1956, has already had a marked effect upon 
increasing the number of career physicians and dentists in the armed 
services. 

However, it is still necessary for the armed services to obtain physi- 
cians and dentists on an involuntary basis for at least the next 2 fiscal 
years. 
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From where will these physicians and dentists come to meet the 
needs of the armed services? 

In 1951 the Congress adopted an amendment to the Universal Mili- 
tary Training and Service Act which provided that anyone deferred 
on June 20, 1951, or thereafter deferred for any reasons, would remain 
liable for induction up to the age of 35. Thus, an individual born prior 
to June 20, 1925, would not be liable for induction since his liability for 
induction expired on June 25, 1951, when he attained the age of 26. 
However, those in a deferred status on that date, or thereafter de- 
ferred, became liable for service up to age 35. Thereafter, individuals 
were inducted into the armed services who were beyond the age of 26 
on the basis of this provision of law. Following the termination of 
hostilities in Korea, the President, by Executive order, postponed the 
induction of individuals over the age of 26. 

Under existing law, the President is authorized to order the induc- 
tion of individuals by age group or age groups. However, he does 
not have the authority under existing law to induct individuals on the 
basis of their individual status, their profession, or their technical 
skills. 

Since it is still necessary to obtain physicians through involuntary 
methods, the proposed legislation authorizes the President to make 
such calls under such rules and regulations as he may prescribe for the 
selection or induction of persons qualified in needed medical, dental or 
allied specialist categories pursuant to requisitions submitted by the 
Secretary of Defense. 

Thus the President will be authorized to make calls from among 

medical and dental personnel even though these individuals are in age 
groups which, but for their profession, would not subject them to call 
except as it pertains to all individuals in those age groups. 
This obviously is discriminatory legislation also, but the calls will 
be limited to fodividuals who were deterred on or after June 20, 1951, 
and will be further limited to those who are in needed medical, dental, 
or allied specialist categories. 

Since individuals born prior to June 20, 1925, will not be affected, 
it is obvious that for the remainder of this calendar year, only physi- 
cians and dentists who are 32 years of age or less will be called. In 
calender 1958 this group will be under the age of 33 and up to July 1, 
1959, the termination date of the proposed legislation, as amended, 
will be under the age of 34. Therefore, no physician or dentist will 
be inducted or involuntarily ordered to active duty under the pro- 
mae of the proposed legislation, as amended, who exceeds the age 
of 34. 


PROPOSED RATIO OF PHYSICIANS TO TROOP STRENGTH 


The Department of Defense advised the Committee on Armed 
Services that the ratio of physicians to troop strength would be in- 
creased from 3 per thousand troop strength to 3.4 per thousand troop 
strength after July 1, 1957. This action was based upon recommenda- 
tions submitted to the Department of Defense by the Health and 
Resources Advisory Committee, a committee consisting of civilian 
physicians and operating as an advisory committee to the President. 
On the basis of this ratio, the armed services would require 10,500 
physicians annually for the next 2 years, which figure includes the 
residents serving on active duty but excludes interns. In order to 
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sustain this number of physicians it would be necessary to call to active 
duty or induct some 2,400 physicians in fiscal 1958 and 2,700 in fiscal 
1959, who were deferred to obtain their medical educations, or a total 
of 5,100 during the next 2 fiscal years. 

However, after careful consideration, the Committee on Armed 
Services is of the opinion that a ratio of 3 per thousand troop strength, 
the present authorized ratio, should not be exceeded, in view of the 
practical situation which exists concerning the need for obtaining phy- 
sicians through involuntary means, or at least through the existence of 
authority to order physicians to active duty involuntarily. 

In view of this practical fact, as well as the fact that the armed 
services have been provided with adequate medical care as evidenced 
by the health of the armed services and taking into consideration the 
recently enacted Dependent Medical Care Act which may relieve some 
of the requirements for physicians in the armed services, the com- 
mittee is of the opinion that the ratio of 3 per thousand troop strength 
for the next 2 fiscal years should not be changed. It is realized, of 
course, that this ratio will vary among the services because of the 
peculiar needs of the separate services, but the overall Department 
of Defense ratio, in the opinion of the Committee on Armed Services, 
should, on an end-strength basis, remain at the present authorized 
levels. Variations from time to time will undoubtedly be necessary 
in order to accommodate requests for active duty from among volun- 
teer physicians, and also to permit phased residency training programs, 
but the ratio objective should be geared to an end-strength of 3 per 
thousand troop strength. 

The committee is not unmindful of the testimony of the Surzeon 
General of the Army and the Assistant Secretary of Defense, Health 
and Medicine, concerning many areas of military medicine, including 
the assignment of additional medical personnel to military attachés, 
the desirability of increased emphasis on purely military matters 
involving new problems of warfare, including evacuation and logistical 
problems, together with the effects of radiation and other matters 
pertaining strictly to military medicine. However, even though 
recognizing the desirability of permitting the armed services to have 
more physicians to accomplish these objectives, nevertheless the 
committee must take the position that these matters should be post- 
poned so long as it is necessary to order physicians to active duty 
through the methods contemplated by the proposed legislation. 

By adopting a ratio of 3 per thousand troop strength instead of the 
ratio suggested by the Department of Defense, the armed services 
will only require approximately 9,500 physicians during each of the 
next 2 fiscal years, again counting all of the residents but excluding 
interns. 

The lowered ratio will reduce the required input of physicians on 
an involuntary basis from 2,400 in fiscal 1958 to 1,400, and from 2,700 
in fiscal 1959 to 1,700, for a total requirement for the next 2 fiscal 
years of 4,100 as contrasted with the 5,100 originally contemplated 
»y the Department of Defense. However, this reduced figure does 
not detract from the urgency for the proposed legislation. 

To meet the required input of 1,400 physicians in fiscal 1958 there 
will be an available pool of approximately 3,542 physicians who will 
be liable for service under the terms of the proposed legislation. In 
fiscal 1959 to meet the need for 1,700 physicians there will be an 
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available pool of 4,087 physicians under the terms of the proposed 
legislation. 

The number of available physicians takes into consideration those 
who will be deferred because they are essential in their communities 
and those who will be physically disqualified. The number of phy- 
sicians who will be ordered to active duty includes those who have 
been previously deferred to complete residency training, thus assuring 
the armed services of an adequate source of experienced physicians, 


RATIO FOR DENTISTS 


The requirements for dentists based upon a ratio of 2 per thousand 
troop strength, which has remained constant, indicates that in order 
to maintain an annual strength of approximately 6,000 dentists, 1,100 
dentists will be needed in fiscal 1958 and 1,606 in fiscal 1959 through 
involuntary means. ‘To meet the need for 1,100 dentists in 1958 there 
will be approximately 1,478 dentists available, and to meet the need 
for 1,600 dentists in fiscal 1959 there will be approximately 2,022 
dentists available, under the terms of the proposed legislation. 


OTHER PROVISIONS 


Under the terms of the proposed legislation as submitted by the 
Department of Defense ae approved by the Committee on Armed 
Services, a physician or dentist who is registered under the regular 
draft law may be commissioned even though he is not a citizen of 
the United States. This is a reiteration of existing law. 

In addition, the proposed legislation, as submitted by the Depart- 
ment of Defense, contains a provision approved by the Committee on 
Armed Services requiring that the physician or dentist liable for induc- 
tion or ordered to active duty as a member of a Reserve component, 
will be appointed, reappointed, or promoted to such grade or rank as 
may be commensurate with his professional education, experience, or 
ability. However, any person who fails to qualify for, or who does 
not accept a commission, or whose commission has been terminated 
may be used in his professional capacity in an enlisted grade. This 
likewise is a reiteration of existing law. 

Physicians, dentists, and vetermarians who enter on active dut 
will be eligible for the special pay now provided for such individuals 
and this will include an individual who is inducted as a regular regis- 
trant and thereafter applies for and is granted a commission. 

The provision for the interservice transfer of members of the medi- 
cal and dental corps will be continued. 

The provision of existing law which denies special pay for physicians, 
dentists and veterinarians for those inducted under the doctors draft 
law will be continued in effect so that no person inducted prior to July 
1, 1957, as a special registrant under the doctors draft law, will be 
eligible for the special pay now provided for physicians, dentists, and 
veterinarians. 

COMMITTEE AMENDMENT 


The Committee on Armed Services has amended the proposal sub- 
mitted by the Department of Defense in several important respects. 

Under existing law which would not have been continued under the 
Department of Defense proposal as originally submitted to the com- 
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mittee, the President was directed to establish a National Advisory 
Committee to advise the Selective Service System and coordinate the 
work of State and local volunteer advisory committees established 
to cooperate with the National Advisory Committee with respect to 
the selection of needed medical, dental, and allied specialist categories 
required for service in the armed services. 

These committees make determinations with respect to persons in 
residency training programs who shall be recommended for deferment 
for the purpose of completing their residency programs and also make 
appropriate recommendations with respect to the faculties of medical, 
dental, and allied specialist schools, schools of public health, and with 
respect to physicians, dentists and veterinarians engaged in essential 
laboratory and clinical research, having due regard to the respective 
needs of the armed forces and the civilian population. The American 
Medical Association strongly recommended that the National Advi- 
sory Committee and the local and State committees be continued and 
the Committee on Armed Services concurs in the views of the American 
Medical Association. Therefore, the proposed legislation contains an 
amendment which will continue these committees in effect as they 
have been in the past. 

Another provision now contained in existing law which will expire 
on July 1, 1957, and which was not originally recommended by the 
Department of Defense for continuation, deals with the authority of 
the President to involuntarily order Reserve officers to active duty 
in needed medical, dental, and allied specialist categories. Since 
there is no provision of law under which individuals, who apply for 
and who are granted commissions under the provisions of the pro- 
posed legislation, may be involuntarily ordered to active duty, the 
Committee on Armed Services has amended the proposed legislation 
so that the President will have the authority to involuntarily order to 
active duty individuals in these categories who obtain Reserve 
commissions, thus avoiding any legal complications that may other- 
wise arise without this specific authority. The amendment will only 
apply to individuals under the age of 35 who have served on active 
duty for less than 1 year, thus providing ample protection for those 
who have completed their active service and who have retained their 
Reserve commissions, and will also protect those who are over the 
age of 35 who prefer to retain their Reserve commissions. 

The committee has also amended the proposed legislation with 
respect to the termination of commissions of those individuals who are 
appointed, inducted, or enlisted in the armed services in needed 
medical, dental, or allied specialist categories when they are over the 
age of 26. Under existing law, no person who is inducted, enlisted, 
or appointed in the armed services beyond the age of 26 incurs a Re- 
serve obligation. The proposed legislation, therefore, contains a 
committee amendment which affords such individuals an opportunity 
to resign their commissions from the Reserve components if such indi- 
viduals were appointed, enlisted, or inducted after attaining the age 
of 26. This provision will assure these physicians and dentists and 
allied specialists the right to resign their commissions unless otherwise 
obligated. Reserve commissions are onlv granted to physicians, 
dentists, and allied specialists on an indefinite basis and, therefore, 
an officer who does not resign his commission will, as a member of a 
Reserve component, be liable to call to active duty in time of war or 
national emergency as provided under existing law. 
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The Committee on Armed Services has also amended the proposed 
legislation so as to permit a physician or dentist who meets the 
qualifications for a Reserve commission to be afforded an opportunity 
to volunteer for a period of active duty of not less than 24 months 
within the needs of the armed services. This provision is now con- 
tained in existing law which will expire on July 1, 1957. Since this 
legislation is discriminatory in that it singles out physicians, dentists, 
and allied specialists for special calls over the age of 26, there appears 
to be no reason why the armed services should not be required to 
accept the volunteer services of physicians and dentists and allied 
specialists who are not subject to the provisions of the proposed 
legislation if by accepting their services it will reduce the necessity for 
the involuntary call of another physician, dentist, or allied specialist 
who is otherwise liable within the terms of the proposed legislation. 

As previously stated, the attractiveness of a career in the medical 
or dental corps of the respective services has increased considerably 
in the past several months. The number of physicians and dentists 
who have accepted regular commissions has shown a marked increase 
so that today we have in excess of 4,000 career physicians serving on 
active duty in the armed services. This figure is expected to increase 
to 4,600 in fiscal 1958 and in excess of 5,000 by the end of fiscal 1959. 
However, this will still only furnish approximately one-half of the 
required number of physicians to provide for the medical needs of 
the armed services. The increase in the number of career physicians 
on active duty, however, has made it possible to eliminate entirely 
the doctors draft law as well as the special registration feature of the 
doctors draft law so that under the terms of the proposed legislation 
only those individuals who are otherwise liable under the Universal 
Military Training and Service Act as regular registrants will be liable 
for service. Statistically, the situation is approximately the same for 
dentists. 

The Committee on Armed Services has also amended the original 
proposal as submitted by the Department of Defense by inserting a 
termination date of July 1, 1959. While the authority to induct 
individuals as regular registrants under the Universal Military Train- 
ing and Service Act expires on July 1, 1959, nevertheless those deferred 
for any reason remain liable for service until passing their 35th anni- 
versary of their birth even though the authority to induct individuals 
under the regular draft law has expired. Since the proposed legisla- 
tion, as amended, authorizes the President to make such calls for 
persons in the medical, dental and allied specialist categories and 
since most of these calls will affect individuals over the age of 26 
who have been deferred, it is necessary to incorporate a termination 
date in the proposed legislation in order that the entire subject matter 
may be completely reviewed prior to July 1, 1959. 

The committee also amended the proposed legislation by reiterating 
that portion of existing law, which would otherwise expire on July 1, 
1957, which declares that it is the sense of Congress that the President 
shall defer a sufficient number of medical, dental and allied specialist 
category students, as well as preprofessional school students, to 
maintain the levels in existence in 1950. 

The Department of Defense concurs in the amendments adopted- 
by the Committee on Armed Services. 
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The Committee on Armed Services strongly recommends the enact- 
ment of the proposed legislation. Testimony was received from the 
American Medical Association, the American Dental Association, 
Association of American Medical Colleges, American Optometric 
Association, and the National Medical Veterans Association, The 
proposed legislation, as amended, has been approved by the Depart- 
ment of Defense, and there is no objection from the Bureau of the 
Budget as indicated by the following attached letter: 


Marcu 28, 1957. 
Hon Sam Raysurn, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: There is forwarded herewith a draft of 
proposed legislation to amend the Universal Military Training and 
Service Act, as amended, as regards persons in the medical, dental, and 
allied specialist categories. 

This proposal is a part of the Department of Defense legislative 
program for 1957, and it has been approved by the Bureau of the 
Budget. The Department of the Army has been designated as the 
representative of the Department of Defense for this legislation. It 
is recommended that this proposal be enacted by the Congress. 


PURPOSE OF THE LEGISLATION 


The purpose of this proposed legislation is to amend the Universal 
Military Training and Service Act to provide authority for the Presi- 
dent to issue special calls for physicians and dentists and allied 
specialists for duty in the Armed Forces in lieu of calls under the 
so-called Doctor Draft Act, which is scheduled to expire on July 1, 
1957. This legislation if enacted will permit special calls for this 
category of personnel to be made from those persons who are other- 
wise liable for induction under the regular draft. 

The proposed legislation also continues the provision that physi- 
cians, dentists, and allied specialists who are not citizens of the 
United States, or who have not made a declaration of intent to become 
citizens, except for the provisions of section 314 of the Immigration 
and Nationality Act (66 Stat. 163, 241), will not be ineligible for 
appointment as commissioned officers by reason of that fact and may, 
in lieu of the oath prescribed, take such oath of service and obedience 
as the Secretary of Defense may prescribe. 

The proposed legislation also continues the current provisions of 
the Universal Military Training and Service Act which permits needed 
physicians, dentists, or allied specialists, who refuse or who are 
ineligible for commissions or whose commissions are terminated, to 
be used in their professional capacity in an enlisted grade. 

The proposed legislation would take effect July 1, 1957, upon the 
expiration of the current Doctor Draft Act. 

The Department of Defense believes that this legislation is essential 
if the Army, Navy, and Air Force are to continue to maintain sufficient 
numbers of well-qualified physicians, dentists, and allied specialists 
to meet their requirements, 
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COST AND BUDGET DATA 


No additional expense will result from the enactment of this 
legislation. 
Sincerely yours, 
Witser M. Brucker, 
Secretary of the Army. 


SECTIONAL ANALYSIS 


Section 1 amends section 4 (a), Universal Military Training and 
Service Act (50 U.S. C. App 454 (a)) to provide that no person in the 
medical, dental, and allied specialist categories will be inducted into 
the Armed Forces if he is or has been rejected for appointment as a 
Reserve officer in any of such categories in one of the Armed Forces 
on the sole ground of a physical disqualification. 

Section 2 amends section 4, Universal Military Training and Serv- 
ice Act (50 U.S. C. App 454) by adding a new subsection (1) to provide 
that: 

(1) The President may order to active duty (other than for train- 
ing) for a period of not more than 24 consecutive months any Reserve 
officer in the medical, dental, or allied specialist category who is under 
the age of 35 years and has not served on active duty (other than for 
training) for a period of at least 1 year. 

(2) In computing periods of active duty, all periods of active duty 
of 1 day or more shall be counted except that no credit shall be allowed 
for periods spent in student programs prior to receipt of the pro- 
fessional degree or while in intern training. 

(3) Reserve officers called or ordered to active duty after September 
5, 1950, who serve as a medical, dental, or allied specialist for 12 
months or more are afforded the opportunity to resign their Reserve 
commission at the time of release from active duty or within 6 months 
thereafter unless such officer has a Reserve obligation by law or 
contract. 

(4) Any physician or dentist who qualifies for a Reserve commission 
may, so long as there is a need for this services, volunteer for not less 
than 2 years’ active duty, and shall be ordered to active duty notwith- 
standing the grade to which he is entitled. 

Section 3 reenacts section 4 (j), Universal Military Training and 
Service Act, as amended (50 U. S. C. App. 454 (j)), w ith rezard to the 
continuation of the National Advisory Coaimhitiee and local and State 
advisory committees but amends it to delete the reference to section 
4 (i) and to change the reference to the av ailability of medical, dental 
and allied specialist personnel who have attained a certain age from 
age 51 to age 35. 

This provision thus reenacts section 4 (j) of the Universal Military 
Training and Service Act, as amended, which authorized the appoint- 
ment of National, State and local medical advisory committees, and 
thus assures that their advice on the selection of persons in needed 
medical, dental and allied specialist categories will continue to be 
available to the Selective Service System in the same manner as it 
has been in the past in connection with the administration of the 
expiring doctors’ draft law. 








Qaeeod > 


Nr 


AMENDING THE MILITARY TRAINING AND SERVICE ACT 1l 


Section 4 amends section 5 (a) of the Universal Military Training 
and Service Act (50 U. S. C. App. 455 (a)) by changing the present 
third proviso to authorize the President, under such regulations as he 
may prescribe, to provide for the selection or induction of persons 
qualified in needed medical, dental, or allied specialist categories, and 
to provide further that except as provided in section 314 of the 
Immigration and Nationality Act (8 U. S. C. 1425), no person who is 
qualified in a needed medical, dental, or allied specialist category, 
and who is liable for induction, will be held ineligible for appointment 
as @ commissioned officer on the sole ground that he is not a citizen 
or declarant and that any such noncitizen who is appointed may, in 
lieu of the oath prescribed in section 1757 R. S., take an oath of 
service and obedience as prescribed by the Secretary of Defense. 

Section 5 amends section 5 of the Universal Military Training and 
Service Act (50 U.S. C. App. 455) by adding subsection (c) to provide 
that any qualified person who is liable for induction or as a member of 
a Reserve component is ordered to active duty as a physician, den- | 
tist, or in an allied specialist category in the Armed Forces of the 
United States will, under regulations prescribed by the President, be 
appointed, reappointed, or promoted to grade or rank commensurate 
with his professional education, experience, or ability. Further, this 
section provides that if such person fails to qualify for, or does not 
accept, a commission, or if his commission is terminated, he may be 
used in his professional capacity in an enlisted grade. 

Section 6 amends section 6 (b), Universal Military Training and 
Service Act, as amended (50 U.S. C. App. 456 (b)) to provide that, 
for the purpose of determinining the periods of active duty to be 
included in computing veterans’ exemptions, no credit will be allowed 
for periods of active duty performed by medical, dental, or allied 
specialists in student programs prior to receipt of the appropriate 
professional degree or in intern training. 

Section 7 amends section 6 (d) of the Universal Military Training 
and Service Act, as amended, to reiterate the sense of the Congress 
that the President shall continue to provide for the deferment of pre- 
optometry, premedical, predental, preveterinary, and preosteopathic 
students, equal to the levels in attendance at universities and colleges 
in 1950. 

Section 8 provides that the act of September 9, 1950 (64 Stat. 826), 
as amended, except for sections 3 and 5 thereof, terminates at the 
close of June 30, 1957. 

Section 9 provides that the act takes effect July 1, 1957, and termi- 
nates July 1, 1959. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, there is herewith printed changes in existing law 
made by the proposal as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter amending existing law is 
printed in italics, existing law in which no change is proposed is in 
romen): 
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Titre I—To Amenp tHe Untversat Minirary TRAINING AND 
Service Act, as AMENDED, AS RerGarDsS PERSONS IN THB 
Mepicat, Dentat, AND ALLIED SpEcraList CATEGORIES 


Sec. 4 (a). TRAINING AND SERVICE IN GENERAL.—Except as other- 
wise provided in this title, every male citizen of the United States and 
every male alien admitted for permanent residence, who is between the 
ages of 18 years and 6 months and 26 years, at the time fixed for his 
registration, or who attains the age of 18 years and 6 months after 
having been required to register pursuant to section 3 of this title, or 
who is otherwise liable as provided in section 6 (h) of this title, shall be 
liable for training and service in the Armed Forces of the United 
States: Provided, That each registrant shall be immediately liable for 
classification and examination, and shall, as soon as practicable fol- 
lowing his registration, be so classified and examined, both physically 
and mentally, in order to determine his availability for induction for 
training and service in the Armed Forces: Provided further, That any 

male alien who is between the ages of 18 years and 6 months and 26 
years, at the time fixed for registration, or who attains the age of 18 
years and 6 months after having been required to register pursuant to 
section 3 of this title, or who is otherwise liable as provided i in section 6 
(h) of this title, who has remained in the United States in a status 
other than that of a permanent resident for a period exceeding one 
year (other than an alien exempted from registration under this title 
and regulations prescribed thereunder) shall be liable for training and 
serv ice in the Armed Forces of the United States, except that any rsuch 
alien shall be relieved from liability for training and service under this 
title if, prior to his induction into the Armed Forces he has made 
application to be relieved from such liability in the manner prescribed 
by and in accordance with rules and regulations prescribed by the 
President; but any alien who makes such application shall thereafter 
be debarred from becoming a citizen of the United States. The 
President is authorized, from time to time, whether or not a state of 
war exists, to select and induct into the Armed Forces of the United 
States for training and service in the manner provided in this title 
(including but not limited to selection and induction by age group or 
age groups) such number of persons as may be required to provide and 
maintain the strength of the Armed Forces. 

At such time as the period of active service in the Armed Forces 
required under this title of persons who have not attained the nine- 
teenth anniversary of the day of their birth has been reduced or 
eliminated pursuant to the provisions of section 4 (k) of this title, and 
except as otherwise provided in this title, every male citizen of the 
United States who is required to register under this title and who has 
not attained the nineteenth anniversary of the day of his birth on the 
date such period of active service is reduced or eliminated, or who is 
otherwise liable as provided in section 6 (h) of this title, and every 
male alien admitted for permanent residence who is required to reg- 
ister under this title and who has not attained the nineteenth anni- 
versary of the dav of his birth on the date such period of active service 
is reduced or eliminated, or who is otherwise liable as provided in sec- 
tion 6 (h) of this title, shall be liable for training in the National Secu- 
rity Training Corps: Provided, That any male alien who is required to 
register under the provisions of this title and who has not reached the 
nineteenth anniversary of the date of his birth on the date such period 
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of active service is reduced or eliminated, or who is otherwise liable as 
provided in section 6 (h) of this title, who has remained in the United 
States in a status other than that of a permanent resident for a period 
exceeding one year shall be liable for training in the National Securit 
Training Corps except that any such alien shall be relieved from suc 
training under this title if prior to his induction into the Nationai 
Security Training Corps he ids made application to be relieved from 
such liability in the manner prescribed by and in accordance with 
rules and regulations prescribed by the President, but any alien who 
makes such application shall thereafter be debarred from becoming a 
citizen of the United States: Provided further, That persons deferred 
under the provisions of section 6 of this title shall not be relieved from 
liability for induction into the National Security Training Corps solely 
by reason of having exceeded the age of 19 years during the period of 
such deferment. ‘The President is authorized, from time to time, 
whether or not a state of war exists, to select and induct for training 
in the National Security Training Corps as hereinafter provided such 
number of persons as may be required to further the purposes of this 
title. 

No person shall be inducted into the Armed Forces for training 
and service or shall be inducted for training in the National Security 
Training Corps under this title until his acceptability in all respects, 
including his physical and mental fitness, has been satisfactorily 
determined under standards prescribed by the Secretary of Defense: 
Provided, That the minimum standards for physical acceptability 
established pursuant to this subsection shall not be higher than those 
applied to persons inducted between the ages of 18 and 26 in Janu- 
ary 1945: Provided further, That the passing requirement for the 
Armed Forces Qualification Test shall be fixed at a percentile score 
of 10 points. 

No persons shall be inducted for such training and service until 
adequate provision shall have been made for such shelter, sanitary 
facilities, water supplies, heating and lighting arrangements, medical 
care, and hospital accommodations for such persons as may be deter- 
mined by the Secretary of Defense or the Secretary of the Treasury 
to be essential to the public and personal health. 

The persons inducted into the Armed Forces for training and serv- 
ice under this title shall be assigned to stations or units of such 
forces. Persons inducted into the land forces of the United States 
pursuant to this title shall be deemed to be members of the Army of 
the United States; persons inducted into the naval forces of the 
United States pursuant to this title shall be deemed to be members 
of the United States Navy or United States Marine Corps or the 
United States Coast Guard, as appropriate; and persons inducted 
into the air forces of the United States pursuant to this title shall be 
deemed to be members of the Air Force of the United States. 

Every person inducted into the Armed Forces pursuant to the 
authority of this subsection after the date of enactment of the 1951 
Amendments to the Universal Military Training and Service Act shall, 
following his induction, be given full and adequate military training 
for service in the armed force into which he is inducted for a period 
of not less than four months, and no such person shall, during this 
four months’ period, be assigned for duty at any installation located 
on land outside the United States, its Territories and possessions 
(including the Canal Zone) ; and no other member of the Armed Forces 
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of the United States who is enlisted, inducted, appointed, or ordered 
to active duty after the date of enactment of the 1951 Amendments 
to the Universal Military Training and Service Act shall be assigned 
to duty at any installation located on land outside the United States, 
its Territories and possessions (including the Canal Zone), until he 
has had the equivalent of at least four months of basic training: 
Provided, That no funds appropriated by the Congress shall be used 
for the purpose of transporting or maintaining in violation of the 
provisions of this paragraph any person inducted into, or enlisted, 
appointed, or ordered to active duty in, the Armed Forces under the 
provisions of this title. 

No person, without his consent, shall be inducted for training and 
service in the Armed Forces or for training in the National Security 
Training Corps under this title, except as otherwise provided herein, 
= he has attained the twenty-sixth anniversary of the day of his 

irth. 

No person in the medical, dental, and allied specialist categories shall 
be inducted under the provisions of this subsection if he applies or has 
applied for an appointment as a Reserve officer in one of the Armed 
Forces in any of such categories and is or has been rejected for such ap- 
pointment on the sole ground of a physical disqualification. 

No member of the Armed Forces shall be restricted or prevented 
from communicating directly or indirectly with any Member or 
Members of Congress concerning any subject unless such communica- 
tion is in violation of law, or in violation of regulations necessary to the 
security and safety of the United States. 

Sec. 5 (a) Setection.—The selection of persons for training and 
service under section 4 shall be made in an impartial manner, under 
such rules and regulations as the President may prescribe, from the 
persons who are liable for such training and service and who at the 
time of selection are registered and classified, but not deferred or 
exempted: Provided, That in the selection of persons for training and 
service under this title, and in the interpretation and execution of the 
provisions of this title, there shall be no discrimination against any 
person on account of race or color: Provided further, That in the'clas- 
sification of registrants within the jurisdiction of any local board, the 
registrants of any particular registration may be classified, in the man- 
ner prescribed by and in accordance with rules and regulations 
prescribed by the President, before, together with, or after the 
registrants of any prior registration or registrations; and in the 
selection for induction of persons within the jurisdiction of any local 
board and within any particular classification, persons who were 
registered at any particular registration may be selected, in the manner 
prescribed by and in accordance with rules and regulations prescribed 
by the President, before, together with, or after persons who were 
registered at any prior registration or registrations: [And provided 
further, That nothing herein shall be construed to prohibit the selec- 
tion or induction of persons by age group or groups under rules and 
regulations prescribed by the President:] 

Provided further, That nothing herein shall be construed to prohibit 
the President, under such rules and requlations as he may prescribe, from 
providing for the selection or induction of persons by age group or groups 
or from providing for the selection or induction of persons qualified wn 
needed medical, dental, or allied specialist categories pursuant to requist- 
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tions submitted by the Secretary of Defense: And provided further, That, 
notwithstanding any other provision of law, except section 314 of the 
Immigration and Nationality Act (8 U. S. C. 1425), no person who is 
qualitied in a needed medical, dental, or allied specialist category, and 
who is liable for induction under section 4 of this title, shall be held to be 
ineligible for appointment as a commissioned officer of an Armed Force 
of the United States on the sole ground that he is not a citizen of the United 

tates or has not made a declaration of intent to become a citizen thereof, 
and any such person who is not a citizen of the United States and who is 
appointed as a commissioned officer may, in lieu of the oath prescribed 
by section 1757 of the Revised Statutes, as amended (6 U.S. C. 16), 
take such oath of service and obedience as the Secretary of Defense may 
prescribe: And provided further, That— 

(1) no local board shall order for induction for training and 
service in the Armed Forces of the United States any person who 
has not attained the age of nineteen unless there is not within the 
jurisdiction of such local board a sufficient number of persons who 
are deemed by such local board to be available for induction and 
who have attained the age of nineteen to enable such local board 
to meet a call for men which it has been ordered to furnish for 
induction; and 

(2) no local board shall order for induction for training and 
service in the Armed Forces of the United States any person who 
has not attained the age of nineteen, if there is any person within 
the jurisdiction of such local board who (i) is as much as ninety 
days older, (ii) has not attained the age of nineteen, and (iii) is 
deemed by the local board to be available for induction. 

Sec. 5 (c). Notwithstanding any other provision of law, any qualified 
person who— 

(1) is liable for induction; or 

(2) as a member of a reserve component is ordered to active duty, 

as a physician, or dentist, or in an allied specialist category in the 
Armed Forces of the United States, shall, under regulations prescribed 
by the President, be appointed, reappointed, or promoted to such grade 
or rank as may be commensurate with his professional education, ex- 
perience, or ability: Provided, That any person in a needed medical, 
dental, or allied specialist category who fails to qualify for, or who does 
not accept, a commission, or whose commission has been terminated, may 
be used in his professional capacity in an enlisted grade. 

Section 7 of the Act of September 9, 1950, chapter 939 (64 Stat. 826), 
as amended, 1s amended to read as follows: 

“Src. 7. This Act, except for section 3 and section 5, terminates at 
the close of June 30, 1957.” 

This Act takes effect July 1, 1957. 


O 
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AUTHORIZING AN EXCHANGE OF LAND BETWEEN THE 
UNITED STATES AND THE STATE OF CALIFORNIA 


May) 8, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Mitter of California, from the Committee on Armed Services, 
submitted the following 


REPORT 


{To accompany H. R. 787] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 787) to authorize the exchange of certain lands between the 
United States of America and the State of California, having con- 
sidered the same, report favorably thereon with amendment and 
recommend that the bill do pass. 

The amendment is as follows: 

On page 2, line 4, following the word “as’’, insert the words “have 
been or’’. 

PURPOSE OF THE BILL 


The purpose of H. R. 787 is to authorize the Secretary of the Army 
to convey to the State of California 2 parcels aggregating 13.647 acres 
of land, part of the Alameda Administration Center, in exchange for 
3 parcels aggregating 20.877 acres of land to be conveyed to the United 
States by the State. This is new legislation. 

Use of the lands 


The lands to be acquired by the United States would be incorporated 
in the Alameda Center. The lands to be conveyed to the State are 
required in connection with the new tube being constructed between 
Oakland and Alameda under the Alameda estuary. 


No money consideration 


H. R. 787 provides that the exchange be effected without payment 
of monetary consideration, subject to specific reservations, rights, and 
easements, together with such other and further terms and conditions 
as may be expressly agreed upon by the parties. 
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EXPLANATION OF THE AMENDMENT 


The reason for the amendment is simply that the United States has 
already entered into an agreement with the State of California respect- 
ing the relocation of certain improvements located on the lands of the 
United States which are to be conveyed to the State of California. 
This amendment will embody that agreement within the legislation, 


BACKGROUND OF ALAMEDA CENTER 


The Alameda Administration Center was established in 1955 under 
the jurisdiction of the Quartermaster General on 99.5 acres of land 
which had been acquired during 1942-48 at a cost of $691,755 and 
developed for depot and storage use at a cost of $11,162,563. Durin 
World War II the lands were the nucleus of the Air Service Conauaiaid 
AAF Overseas Transit Depot and the Pacific Overseas Shipping 
Depot, which utilized an area comprising 210.93 acres, including 
leased lands that were relinquished after the installation was inacti- 
vated in 1947. In 1951 the depot was reactivated, and utilized until 
1955, as the Alameda Medical Depot under the jurisdiction of the 
Surgeon General. The 13.647 acres proposed for transfer to the 
State have been used for open storage and to provide access to other 
portions of the center by rail and road. The land was acquired in 
1944, 1945, and 1948 at a prorated cost of $39,198 and has a current 
value unimproved of approximately $173,870. Roads, hard stand, 
rail facilities, fencing, and utilities were constructed at a prorated 
cost of $404,217. 


IMPROVEMENT OF TRAFFIC FACILITIES 


Improvement of traffic facilities through the construction of the 
second underwater crossing of the Alameda estuary is in the public 
interest and will be of direct benefit to the Alameda Administration 
Center. It will further serve to relieve peak hour traflic congestion 
thereby directly benefiting employees of the center. 


Grant of easement 

Accordingly, the Department of the Army agreed to make the 
Government-owned lands described in H. R. 787 available to the State 
of California through the grant of an easement under section 7 of the 
act of July 24, 1946 (60 Stat. 643), which has been superseded by the 
act of August 10, 1956 (70A Stat. 150, 10 U. S. C. 2668). A license 
revocable at will by the Secretary of the Army has also been issued to 
the State to permit use of other lands during the construction period, 
Relocation by State 

The State in turn agreed to relocate Government-owned facilities, 
utilities, and improvements from the lands made available for tube 


and roadway purposes and reestablish them in accordance with Army 
requirements. 


Acquisition by State 

In order to provide sufficient area in which to effect the relocation, 
the State of California offered to acquire an donate to the United 
States, the 20.877 acres of land, valued at $181,872, described in 
section 3 of the bill. 
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STATE NEED FOR FEE TITLE 


The requirements of the Department of the Army can be met under 
existing legislation through the acceptance of the donation of land 
from the State under the authority of the act of July 17, 1953, as 
extended (67 Stat. 177; 70 Stat. 325). However, the committee is 
sympathetic to the desire of the State to obtain fee title to the property 
for which it has a long-range requirement in connection with the under- 
water tube. 


Previous legislation 
The act of July 14, 1956 (Public Law 710, 84th Cong., 70 Stat. 540), 
provided authority for a similar exchange of lands between the Secre- 
tary of the Navy and the State at the adjacent United States naval 
air station supply annex. 
FISCAL DATA 


Enactment into law of this measure will not involve the expenditure 
of any Federal funds. 
COMMITTEE POSITION 


Without objection, a quorum being present, the bill, as amended, 
was ordered favorably reported by the House Committee on Armed 
Services. 

DEPARTMENTAL DATA 


Neither the Department of the Army, on behalf of the Department 
of Defense, nor the Bureau of the Budget, interpose any objection to 
the enactment of this measure, as is indicated by the letter from 
Secretary of the Army Wilbur M. Brucker, dated April 1, 1957, which 
is set out below and made a part of this report. 


Apri 1, 1957. 
Hon. Carn Vinson, 
Chairman, Commitiee on Armed Services, 
House of Representatives. 

Dear Mr. CuarrMan: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense with 
respect to H. R. 787, 85th Congress, a bill to authorize the exchange 
of certain lands between the United States of America and the State 
of California. The Secretary of Defense has delegated to the Depart- 
ment of the Army the responsibility for expressing the views of the 
Department of Defense thereon. 

The purpose of the bill is to authorize the Secretary of the Army 
to convey to the State of California 2 parcels aggregating 13.647 acres 
of land, part of the Alameda Administration Center, in exchange for 
3 parcels aggregating 20.877 acres of land. The lands to be acquired 
by the United States would be incorporated in the Alameda center. 
The lands to be conveyed to the State are required in connection with 
the new tube being constructed between Oakland and Alameda under 
the Alameda estuary. H. R. 787 provides that the exchange be 
efiected without payment of monetary consideration, subject to 
specific reservations, rights, and easements together with such other 
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and further terms and conditions as may be expressly agreed upon 
by the parties. 

The Department of the Army, on behalf of the Department of 
Defense, is not opposed to the enactment of this measure. 

The Alameda Administration Center was established in 1955 under 
the jurisdiction of the Quartermaster General on 99.5 acres of land 
which had been acquired during 1942-48 at a cost of $691,755 and 
developed for depot and storage use at a cost of $11,162,563. Durin 
World War II the lands were the nucleus of the Air Service Comman 
AAF Overseas Transit Depot and the Pacific Overseas Shipping 
Depot, which utilized an area comprising 210.93 acres, including 
leased lands that were relinquished after the installation was inacti- 
vated in 1947. In 1951 the depot was reactivated, and utilized until 
1955, as the Alameda Medical Depot under the jurisdiction of the 
Surgeon General. The 13.647 acres proposed for transfer to the State 
have been used for open storage and to provide access to other portions 
of the center by rail and road. The land was acquired in 1944, 1945, 
and 1948 at a prorated cost of $39,198 and has a current value unim- 

roved of approximately $173,870. Roads, hard stand, rail facilities, 
encing, and utilities were constructed at a prorated cost of $404,217. 

Improvement of traffic facilities through the construction of the 
second underwater crossing of the Alameda estuary is in the public 
interest and will be of direct benefit to the Alameda Administration 
Center. It will further serve to relieve peak hour traffic congestion, 
thereby directly benefiting employees of the center. Accordingly, the 
Department of the Army agreed to make the Government-owned 
lands described in H. R. 787 available to the State of California 
through the grant of an easement under section 7 of the act of July 24, 
1946 (60 Stat. 643), which has been superseded by the act of August 
10, 1956 (70A Stat. 150, 10 U. S. C. 2668). A license revocable at 
will by the Secretary of the Army has also been issued to the State to 

ermit use of other lands during the construction period. The State 
in turn agreed to relocate Government-owned facilities, utilities, and 
improvements from the lands made available for tube and roadway 

urposes and reestablish them in accordance with Army requirements. 

n order to provide sufficient area in which to effect the relocation, 
the State of California offered to acquire and donate to the United 
States, the 20.877 acres of land, valued at $181,872, described in 
section 3 of the bill. 

The requirements of the Department of the Army can be met under 
existing legislation through the acceptance of the donation of land 
from the State under the authority of the act of July 17, 1953, as 
extended (67 Stat. 177; 70 Stat. 325). However, the Department is 
sympathetic to the desire of the State to obtain fee title to the property 
for which it has a long-range requirement in connection with the 
underwater tube. The act of July 14, 1956 (Public Law 710, 84th 
Cong., 70 Stat. 540), provided authority for a similar exchange of 
lands between the Secretary of the Navy and the State at the adjacent 
United States Naval Air Station Supply Annex. 

Since the State has undertaken the relocation of facilities in accord- 
ance with its agreement, and the bill provides for the conveyance to 
contain “such other and further terms and conditions as may be ex- 
pressly agreed upon,” the inclusion in the legislation of specific condi- 
tions concerning the relocation of facilities is not considered essential. 
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Reservations set forth in the bill will provide adequately for access 
required by the Department of the Army to the Alameda Administra- 
tion Center. The discrepancies referred to in letter dated August 23, 
1956, from Mr. Frank B. Durkee, director, Department of Public 
Works of the State of California, forwarded to the Department of the 
Army with your letter of August 29, 1956, have been resolved and 
H. R. 787 drafted to reflect that resolution. 

The enactment of this measure will not involve the expenditure 
of any Department of Defense funds. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this report. 

Sincerely yours, 
Wiser M. Brucker, 
Secretary of the Army. 
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AUTHORIZING CONVEYANCE OF LAND TO THE 
STATE OF WYOMING 


Marx 8, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Duruam, from the Committee on Armed Services, submitted 
the following 


REPORT 


[To accompany H. R. 2515] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 2515) to authorize the conveyance to the State of Wyoming 
of about 37.75 acres of land comprising a part of Francis E. Warren 
Air Force Base, having doniitlated the same, report favorably thereon 
without amendment and recommend that the bill do pass. 


PURPOSE OF THE BILL 


This bill would authorize the transfer of approximately 37.75 acres 
of land along the east boundary of Francis E. Warren Air Force 
Base, Wyo., from the Air Force to the State of Wyoming. 

Present use of land 

This property is presently leased to the State of Wyoming and is 
used as a site for State highway-department office buildings. This is 
new legislation. 

PAYMENT OF VALUE 


The committee directs attention to the fact that the State of 
Wyoming will pay to the United States the fair market value of the 
37.75 acres of land to be conveyed. 


NO FUTURE REQUIREMENT BY UNITED STATES 


The Department of Defense has no foreseeable requirement for this 
property and its proposed transfer to the State of Wyoming will not 
adversely affect plans for Francis E. Warren Air Force Base. For 
this reason, the Department of the Air Force, on behalf of the Depart- 
ment of Defense, advised the committee that it has no objection to the 
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transfer of this property from the United States to the State of 
Wyoming. 
FISCAL DATA 


Enactment into law of this measure will not involve the expenditure 
of any Federal funds. 
COMMITTEE POSITION 


Without objection, a quorum being present, the bill was ordered 
favorably reported. 


DEPARTMENTAL DATA 


Neither the Department of the Air Force, on behalf of the Depart- 
ment of Defense, nor the Bureau of the Budget has any objection to 
H. R. 2515, as is evidenced by the letter dated April 18, 1957, which 
is signed by Secretary of the Air Force Donald A. Quarles, and 
which is set out below and made a part of this report. 


DEPARTMENT OF THE AIR Force, 
OFFICE OF THE SECRETARY, 
Washington, April 18, 1957. 
Hon. Cart VINSON, 
Chairman, Committee on Armed Services, 
House of Representatives. 


Dear Mr. CuHarrman: Reference is made to your request for the 
views of the Department of Defense with respect to H. R. 2515, a 
bill to authorize the conveyance to the State of Wyoming of about 
37.75 acres of land comprising a part of Francis E. Warren Air Force 
Base. The Secretary of Defense has delegated to this Department 
the responsibility for expressing the views of the Department of 
Defense. 

This bill would authorize the transfer of approximately 37.75 acres 
of land along the east boundary of Francis E. Warren Air Force Base, 
Wyo., from the Air Force to the State of Wyoming. This property 
is presently leased to the State of Wyoming and is used as a site for 
State highway department office buildings. 

The Department of Defense has no foreseeable requirement for this 
property and its proposed transfer to the State of Wyoming will not 
adversely affect plans for Francis E. Warren Air Force Base. For 
this reason, the Department of the Air Force on behalf of the Depart- 
ment of Defense has no objection to the transfer of this property from 
the Air Force to the State of Wyoming. 

The enactment of this bill will not involve the expenditure of funds 
of the Department of Defense. As indicated in the legislation, con- 
veyance of the land will be at fair market value. 

This report has been coordinated within the Department of De- 
fense in accordance with procedures prescribed by the Secretary of 
Defense. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to the Congress. 

Sincerely yours, 
Donautp A. QuARLES. 


O 
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AUTHORIZING THE SECRETARY OF THE NAVY TO FUR- 
NISH SUPPLIES AND SERVICES TO FOREIGN VESSELS 
AND AIRCRAFT 

, 

May 8, 1957.—Committed to the Committee of the Whole House on the State of 


the Union and ordered to be printed 


Mr. DuruaM, from the Committee on Armed Services, submitted the 
following 


REPORT 


(To accompany H. R. 5237] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 5237), to authorize the Secretary of the Navy to furnish sup- 
plies and services to foreign vessels and aircraft, and for other purposes, 
having considered the same, report favorably thereon with amendment 
and recommend that the bill do pass. 

The amendment is as follows: 

On page 2, line 21, following the word “‘as’’, strike the word “‘to” 
and insert the word ‘‘the’’. 


Purpose or THE Bint 


H. R. 5237 would authorize the Secretary of the Navy to furnish 
supplies and services to foreign naval vessels and military aircraft by 
any United States Navy activity without an edvance of funds on a 
reciprocal reimbursable basis. This amends existing law. 


EXPLANATION OF THE AMUENDMENT 
The amendment is designed merely to correct a typographical error. 
BACKGROUND OF THE BILL 
EXISTING AUTHORITY WITHIN UNITED STATES 
Under the act of May 27, 1953 (ch. 67, 67 Stat. 34), now codified 


as section 7227 of title 10, United States Code, the Secretary of the 
Navy has authority to provide routine port services and miscellaneous 
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supplies to foreign naval vessels in United States ports on a reimburs- 
able basis without an advance of funds. 


OUTSIDE UNITED STATES 


Advance of funds is required for the furnishing of services and 
supplies by United States naval vessels or activities outside the 
United States, and for the furnishing of any services or supplies to 
foreign military aircraft. 


SHIP REPAIR WITHIN UNITED STATES 


Advance of funds is also required for any overhaul or repairs to 
foreign naval vessels by United States Navy activities. 


BROADENED SPHERE OF MILITARY COOPERATION 


As the United States has broadened the sphere of its military 
cooperation with friendly foreign nations through international organ- 
izations such as NATO and SEATO, Navy operations with foreign 
vessels and aircraft have become increasingly common. In the 
course of such operations, mutual exchange of supplies and services 
is often necessary or desirable. Foreign governments normally pro- 
vide supplies and services to United States forces without requiring 
any advance of funds. 


EFFECT ON RELATIONS 


It is detrimental to good international relations, and embarrassing 
for United States commanders to require an advance of funds where 
reciprocal services or supplies are requested, particularly in the case 
of those nations which have a good reputation for prompt payment of 
their obligations. 


Existina Law Nor ADEQUATE 


The act of May 27, 1953 was sponsored by the Department of the 
Navy. At the time of its passage, its provisions were expected to 
encompass all the Navy’s requirements for such authority. However, 
recent experiences have shown that the provisions of this act are not 
sufficiently broad and flexible to permit adequate support of our 
current operations with friendly foreign military forces. In particu- 
lar, its provisions prevent expeditious handling by the Navy of 
requests for supplies and services in foreign ports, or by foreign air- 
craft, and for emergency repairs to foreign vessels by Navy ship 
repair facilities. Accordingly, the Department of the Navy recom- 
mends extension of its authority as set forth in this proposal. 


Neep ror New LEGISLATION 


Three principal considerations have led to the belief that new and 
broader legislation is necessary in the field of furnishing supplies and 
services to foreign vessels and aircraft. ‘These considerations are as 
follow: 
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FIRST CONSIDERATION 


First, the original act applies to furnishing supplies and services to 
foreign naval vessels in United States ports only. ‘There is no other 
legislation to authorize the sale of material and services to foreign 
naval units other than this act. It is the committee’s view that our 
worldwide operations, many of which require continued close support 
of friendly foreign naval units, necessitate extending this authority, 
to enable the United States Navy to provide logistic support at 
locations other than in a United States port. 

For example, the limitation imposed by the act necessitated dis- 
approval of a COMSIXTHEFLT request to approve the issue of sup- 

ies to allied forces incident to joint exercises, for items which could 
be spared, and for which the allied naval officials concerned agreed 
their governments would promptly reimburse the United States. 
Thus, the act precluded our providing minor repairs and services to 
NATO foreign naval units which frequently operate with United States 
naval task forces. 

SECOND CONSIDERATION 


A second consideration is the restriction that supplies and services 
can only be furnished when a prior agreement conferring reciprocal 
rights on the United States has been negotiated with the country con- 
cerned. Negotiations with NATO countries of agreements pursuant 
to Public Law 33, and importantly with Great Britain, revealed 
the inadvisability of having separate formal reciprocal agreements. 
British authorities maintain that a formal agreement is not necessary, 
since supplies and services have been done heretofore on a basis of 
longstanding custom and honored verbal agreement. 

NATO, through its Military Agency for Standardization, has 
generated a single agreement for all NATO nations providing for the 
furnishing of port services and supplies on a reimbursable basis with- 
out an advance of funds. There are a number of advantages to having 
a single agreement under NATO. However, due to the conflict of 
the NATO agreement with Public Law 33, it has not been possible 
for the United States to approve the NATO agreement. Enactment 
of the proposed amendment, which still requires that a foreign govern- 
ment furnish comparable assistance, will give the required authority 
for the United States to approve the NATO standardization agreement. 


THIRD CONSIDERATION 


A third consideration is the restriction that supplies and services 
such as overhauling, repairs, and alterations be accomplished only 
after receipt of an advance of funds. This presents no problem under 
normal peacetime conditions, when a repair is accomplished at a 
United States facility. The concern of the Navy is to have authority 
to enable it to render this type of service to a friendly foreign naval 
ship anywhere in the world and under emergency conditions when it 
is to our advantage to furnish the service. The requirement of an 
advance of funds under emergency conditions would delay, and in 
some cases obviate, the advantage of providing the services. . In 
addition, the Navy has experienced difficulty in negotiating agreements 
which include this restriction. Great Britain is the best illustration. 

Frequent repairs are made to United States naval vessels in British 
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yards and no advance of funds to the Royal Navy is required. In- 
frequent repairs of British naval ships are accomplished by United 
States naval facilities. As previously mentioned, British authorities 
are reluctant to enter into an agreement formalizing this restriction 
which is in opposition to established long-standing naval custom and 
honored oral agreement. This has placed the United States in an 
embarrassing position, since, by law, we are required to receive 
payment in advance for services which are performed by other govern- 
ments without the requirement of making an advance of funds, 


AIRCRAFT 


Last, is the matter of including foreign military aircraft within the 
scope of the act. Current and future naval operations, many of which 
are performed in conjunction with foreign forces, include the use of 
aircraft. It is therefore important that the Navy have authority to 
furnish supplies and services to military aircraft for the same reasons 
as apply to naval ships. 


Narrow Use or AvTHority 


The committee wes assured that this amendment to Public Law 33 
is not intended to place the Navy in the position of being a substantial 
source of supplies and services for support of foreign naval units. 
It does not place any obligation upon the United States. It is per- 
missive only, in that it would authorize the furnishing of supplies 
and services only when they are readily available, and as the situation 
warrants. 

Fiscat Data 


Enactment into law of this measure will not involve any expenditure 
of Federal funds. 
ComMITTEE PosiItIon 


Without objection, a quorum being present, the bill was ordered 
favorably reported. 
DEPARTMENTAL Data 


H. R. 5237 is a part of the legislative progrem for the Department 
of Defense for the 85th Congress, as is evidenced by the letter dated 
February 13, 1957, from Secretary of the Navy Charles S. Thomas, 
which is set out below and made a part of this report. This letter 
also indicates that the Bureau of the Budget has no objection to this 
measure, 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, D. C., February 13, 1957. 


Hon. Sam Raysurn, 
Speaker of the House of Representatives, 
Washington, D. C. 
My Dear Mr. Speaker: There is forwarded herewith a draft of 
legislation to authorize the Secretary of the Navy to furnish supplies 
and services to foreign vessels and aircraft, and for other purposes. 
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This proposal is part of the Department of Defense legislative pro- 
gram for 1957 and the Bureau of the Budget has advised that there is 
no objection to the submission of this proposal for the consideration 
of the Congress. The Department of the Navy has been designated 
as the representative of the Department of Defense for this legislation. 
It is recommended that the proposal be enacted by the Congress. 


PURPOSE OF THE LEGISLATION 


Under the act of May 27, 1953 (ch. 67, 67 Stat. 34), now codified as 
section 7227 of title 10, United States Code, the Secretary of the Navy 
has authority to provide routine port services and miscellaneous sup- 

lies to foreign naval vessels in United States ports on a reimbursable 

asis without an advance of funds. Advance of funds is required for 
the furnishing of services and supplies by United States naval vessels 
or activities outside the United States, and for the furnishing of any 
services or supplies to foreign military aircraft. Advance of funds is 
also required for any overhaul or repairs to foreign naval vessels by 
United States Navy activities. The proposed legislation would au- 
thorize furnishing of such supplies and services to foreign naval vessels 
and military aircraft by any United States Navy activity, without an 
advance of funds on a reciprocal, reimbursable basis. 

As the United States has broadened the sphere of its military coop- 
eration with friendly foreign nations through international organiza- 
tions such as NATO ook SEATO, Navy operations with foreign 
vessels and aircraft have become increasingly common. In the course 
of such operations, mutual exchange of supplies and services is often 
necessary or desirable. Foreign governments normally provide sup- 
plies and services to United States forces without requiring any ad- 
vance of funds. It is detrimental to good international relations, 
and embarrassing for United States commanders to require an advance 
of funds where reciprocal services or supplies are requested, particu- 
larly in the case of those nations which have a good reputation for 
prompt payment of their obligations. 

The act of May 27, 1953, was sponsored by the Department of the 
Navy. At the time of its passage, its provisions were expected to 
encompass all the Navy’s requirements for such authority. However, 
recent experiences have shown that the provisions of this act are not 
sufficiently broad and flexible to permit adequate support of our cur- 
rent operations with friendly foreign military forces. In particular, 
its provisions prevent expeditious handling by the Navy of requests 
for supplies and services in foreign ports, or by foreign aircraft, and 
for emergency repairs to foreign vessels by Navy ship repair facilities. 
Accordingly, the Department of the Navy recommends extension of 
its authority as set forth in this proposal. 


COST AND BUDGET DATA 


Enactment of this proposal would result in no incresse in cost to 
the Government. 
Sincerely yours, 
Cua2ztes S. THoMAs, 
Secretary of the Navy. 
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CHANGES IN Existinc Law 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives there is printed below in parallel columns 
the text of the provisions of existing laws which would be amended 
by the various provisions of the bill. 


EXISTING LAW 


TARY OF 

THE NAVY: MISCELLANE- 

OUS POWERS AND DUTIES 
* * * * * 


7226. Naval Reserve yacht pennant. 

7227. Foreign naval vessels: supplies 
and services. 

7228. Merchant vessels: supplies. 


* * * * * 





§ 7227. Foreign naval vessels: 


supplies and services 


(a) The Secretary of the Navy, 
under such regulations as he 
prescribes, may furnish to foreign 
naval vessels at ports and naval 
bases of the United States— 


(1) routine port services, 
including pilotage, tugs, gar- 
bage removal, linehandling, 
and utilities, on a reimburs- 
able basis without an advance 
of funds if such services are 
furnished on a like basis to 
United States naval vessels 
at ports and naval bases of 
the country concerned; 

(2) miscellaneous supplies, 
including fuel, provisions, 
spare parts, and general stores, 
on a reimbursable basis with- 
out an advance of funds if a 
prior agreement conferrin 
reciprocal rights on the Unite 
States and covering the reim- 
bursement therefor has been 
made with the country con- 
cerned; and 


THE BILL 


Sec. 2. The analysis of chapter 
631 of title 10, United States 
Code, is amended by striking out 
the item— 

“7227. Foreign naval vessels: supplies 
and services.’ 
and inserting the following item 
in place thereof: 
“7227, Foreign naval vessels and air- 
craft: supplies and services.” 
§ 7227. Foreign naval vessels and 
aircraft: supplies and 
services 

(a) The Secretary of the Navy, 
under such regulations as he pre- 
scribes, may authorize any United 
States naval vessel or activity to 
furnish, on a reimbursable basis 
without advance of funds, to naval 
vessels and military aircraft of any 
foreign country which makes avail- 
able comparable assistance— 

(1) supplies and_ services 
such overhauling, repairs, and 
alterations, including the in- 
stallation of equipment; and 


(2) miscellaneous supplies 
such as fuel, provisions, spare 
parts, and general stores. 
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EXISTING LAW 


(3) supplies and services, 
including overhauling, repairs, 
alterations, and installation 
of equipment, if funds to 
cover the estimated cost there- 
of have been made available 
in advance. 

(b) Payments for the supplies 
and services furnished under 
clauses (1) and (2) of subsection 
(a) may be credited to current 
oe so as to be avail- 
able for the same purposes as the 
appropriation initially charged. 


THE BILL 


(b) The Secretary may author- 
ize any United States naval activ- 
ity to furnish on a reciprocal basis 
to foreign vessels or aircraft, 
without cost where such services 
are provided by Navy personnel 
or equipment without direct cost 
to the Navy, or on a reimbursable 
basis without advance of funds 
where direct costs to the Navy are 
involved— 

(1) routine port services 
such as pilotage, tugs, gar- 
bage removal, line handling, 
and utilities; and 

(2) routing airport services 
such as landing and takeoff 
assistance, use of runways, 
parking, and servicing. 

(c) Payments for oubiliie and 
services furnished under this sec- 
tion may be credited to current 
— riations so as to be avail- 
able for the same purpose as to 
appropriation initially charged. 


O 
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AUTHORIZING AN EXCHANGE OF LANDS BETWEEN THE 
UNITED STATES AND PUERTO RICO 





May 8, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Duruam, from the Committee on Armed Services, submitted 
the following 


REPORT 


[To accompany H. R. 3246] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 3246) to authorize the exchange of lands at the United States 
Naval Station, San Juan, P. R., between the Commonwealth of 
Puerto Rico and the United States of America, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 

PURPOSE OF THE BILL 


The proposed legislation would authorize the Secretary of the 
Navy to convey to the Commonwealth of Puerto Rico 4 unimproved 
parcels of land consisting, respectively, of 3.18 acres, 2.31 acres, 
0.25 acre, and 0.01 acre in consideration of the conveyance by the 
Commonwealth of Puerto Rico to the United States of 2 parcels of 
unimproved land consisting of 1.05 acres and 0.07 acre. All the lands 
proposed to be transferred are located adjacent to or near the United 
States Naval Station, San Juan, P. R. This is new legislation. 


RIGHT OF PUERTO RICO TO REVERSION 


Pursuant to an act of the Legislative Assembly of Puerto Rico 
dated April 9, 1939, Puerto Rico, by deed dated November 7, 1939, 
conveyed to the United States of America a tract of land at San Juan 
containing 293.24 acres. The act provides that in the event the 
United States fails to establish a naval airbase upon the above lands 
within 2 years from the date of conveyance, or if, after establishing a 
naval airbase, the United States discontinues and abandons the use of 
these lands for naval purposes, title thereto would revert to and revest 
in Puerto Rico upon written demand of the Governor filed with the 
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Secretary of the Navy of the United States. All of the above-men- 
tioned tract of land except the 2 parcels containing, respectively, 1.05 
acres and 0.07 acre to be conveyed to the United States of America 
and the 3 parcels consisting, respectively, of 2.31 acres, 0.25 acre, and 
0.01 acre to revert to the Commonwealth of Puerto Rico is enclosed 
by a fence and is used in connection with the naval station at San 
Juan, P. R. The 3.18 acres of Navy land to be conveyed to the 
Commonwealth is also outside the fenced in portion of the station, 


NONUSE OF LAND AND ALTERNATIVE AGREEMENT 


In view of the fact that all of these lands except the 3.18-acre parcel 
have been used for access purposes only, the Governor of Puerto Rico, 
by letter to the Secretary of the Navy dated May 8, 1950, requested 
that title to these parcels of land be reverted to and revested in the 
Commonwealth of Puerto Rico in accordance with the provisions of 
the act referred to above. However, subsequent to this request the 
Governor of Puerto Rico proposed the exchange of lands between 
Puerto Rico and the United States described above in order to establish 
and adjust the boundaries of the lands owned by the United States 
and the Commonwealth of Puerto Rico in the vicinity of the station 
and to permit the correction of the existing traffic layout at the en- 
trance of the naval station. 


SECURITY PROBLEM 


On the land to be transferred to the United States, individuals 
have built very poor structures having no sanitary facilities and have 
attempted to tap the station’s water mains. This, in addition to 
constituting a nuisance to the station, creates a security problem. 
For these additional reasons, it is deemed most desirable that this 
land be under the control of the Department of the Navy. 


VALUE OF PUERTO RICO LAND 


The two parcels to be transferred to the United States are un- 
improved and their appraised values are $56,217.51 and $9,634.45, 
respectively, totaling $65,851.96. 


VALUE OF UNITED STATES LAND 


In exchange for the lands to be transferred to the United States, it 
is proposed to convey to the Commonwealth a 3.18-acre parcel of 
land valued at $71,809.81, a 2.3l-acre parcel of land valued at 
$123,678.08, a 0.25-acre parcel of land valued at $13,385.12, and a 
0.0l-acre parcel of land valued at $535.40, totaling $209,408.41. 
‘These last three parcels, however, are lands which would be subject 
‘to reversion for nonuser by the United States in accordance with the 
above-mentioned act of the Legislative Assembly of Puerto Rico. 
Hence, except to confirm this reversion, there is no need to include 
them in establishing the dollar value of the exchange proposed in the 
draft bill. Giving effect to this fact results in an exchange on & 
dollar-for-dollar basis wherein the United States conveys land valued 
at $71,809.81 in return for the conveyance to the United States of 
land valued at $65,851.96; in addition to which the government of 
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Puerto Rico has agreed to assume the financial responsibility for the 
correction and improvement of the traffic conditions at the entrance 
to the naval station which will, in general, include the construction 
of sidewalks and pavement, relocation of existing fences, sentry booth, 
provision of a parking area for vehicles of naval station personnel, 
and construction of isles to channel traffic. 


LACK OF FUTURE NEED FOR UNITED STATES LAND 


Inasmuch as there is no present or foreseeable future naval need 
for the property to be transferred by the United States and the 
United States will acquire fee-simple title to the two tracts required to 
provide an access road from the naval station, it is considered that 
the proposed exchange is both beneficial and desirable. 


FISCAL DATA 


Enactment into law of this measure will not involve the expenditure 
of any Federal funds. 
COMMITTEE POSITION 


Without objection, a quorum being present, the bill was ordered 
favorably reported. 
DEPARTMENTAL DATA 


Neither the Department of the Navy, on behalf of the Department 
of Defense, nor the Bureau of the Budget interposes any objection to 
H. R. 3246, as is evidenced by the letter dated January 8, 1957, 
signed by Hon. Thomas S. Gates, Jr., Acting Secretary of the Navy, 
which is set out below and made a part of this report. 





DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., January 8, 1957. 
Hon. Sam RayBurn, 
Speaker of the House of Representatives, 
Washington 25, D. C. 

My Dear Mr. Sprxaker: There is enclosed a draft of proposed 
legislation to authorize the exchange of lands at the United States 
Naval Station, San Juan, P. R., between the Commonwealth of Puerto 
Rico and the United States of America. 

This proposal is part of the Department of Defense legislative pro- 
gram for 1957 and the Bureau of the Budget has advised that there 
is no objection to the presentation of this proposal for the consideration 
of the Congress. The Department of the Navy has been designated 
as the representative of the Department of Defense for this legisla- 
tion. It is recommended that this proposal be enacted by the Con- 
gress, 

PURPOSE OF THE LEGISLATION 


The proposed legislation would authorize the Secretary of the Navy 
to convey to the Commonwealth of Puerto Rico 4 unimproved parcels 
of land consisting, respectively, of 3.18 acres, 2.31 acres, 0.25 acre, 
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and 0.01 acre in consideration of the conveyance by the Common- 
wealth of Puerto Rico to the United States of 2 parcels of unimproved 
land consisting of 1.05 acres and 0.07 acre. All the lands proposed to 
be transferred are located adjacent to or near the United States Naval 
Station, San Juan, P. R 

Pursuant to an act of the Legislative Assembly of Puerto Rico 
dated April 9, 1939, Puerto Rico, by deed dated November 7, 1939, 
conveyed to the United States of America a tract of land at San Juan 
containing 293.24 acres. The act provides that in the event the 
United States fails to establish a naval airbase upon the above lands 
within 2 years from the date of conveyance, or if, after establishing a 
naval airbase, the United States discontinues and abandons the use 
of these lands for naval purposes, title thereto would revert to and 
revest in Puerto Rico upon written demand of the Governor filed with 
the Secretary of the Navy of the United States. All of the above- 
mentioned tract of land except the 2 parcels containing, respectively, 
1.05 acres and 0.07 acre to be conveyed to the United States of 
America and the 3 parcels consisting, respectively, of 2.31 acres, 0.25 
acre, and 0.01 acre to revert to the Commonwealth of Puerto Rico 
is enclosed by a fence and is used in connection with the naval station 
at San Juan, P. R. The 3.18 acres of Navy land to be conveyed to 
the Commonwealth is also outside the fenced-in portion of the station. 

In view of the fact that all of these lands except the 3.18-acre parcel 
have been used for access purposes only, the Governor of Puerto Rico, 
by letter to the Secretary of the Navy dated May 8, 1950, requested 
that title to these parcels of land be reverted to and revested in the 
Commonwealth of Puerto Rico in accordance with the provisions of 
the act referred to above. However, subsequent to this request, the 
Governor of Puerto Rico proposed the exchange of lands between 
Puerto Rico and the United States described above in order to estab- 
lish and adjust the boundaries of the lands owned by the United States 
and the Commonwealth of Puerto Rico in the vicinity of the station 
and to permit the correction of the existing traffic layout at the 
entrance of the naval station. 

On the land to be transferred to the United States, individuals 
have built very poor structures having no sanitary facilities and have 
attempted to tap the station’s water mains. This, in addition to 
constituting a nuisance to the station, creates a security problem. 
For these additional reasons, it is deemed most desirable that this 
land be under the control of the Department of the Navy. 

The two parcels to be transferred to the United States are unim- 
proved and their appraised values are $56,217.51 and $9,634.45, 
respectively, totaling $65,851.96. 

In exchange for the lands to be transferred to the United States, it 
is proposed to convey to the Commonwealth a 3.18-acre parcel of 
land valued at $71,809.81, a 2.31-acre parcel of land valued at 
$123,678.08, a 0.25-acre parcel of land valued at $13,385.12, and a 
0.01-acre parcel of land valued at $535.40, totaling $209,408.41. 
These last three parcels, however, are lands which would be subject 
to reversion for nonuser by the United States in accordance with the 
above-mentioned act of the Legislative Assembly of Puerto Rico. 
Hence, except to confirm this reversion, there is no need to include 
them in establishing the dollar value of the exchange proposed in the 
draft bill. Giving effect to this fact results in an exchange on & 
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dollar-for-dollar basis wherein the United States conveys land valued 
at $71,809.81 in return for the conveyance to the United States of 
land valued at $65,851.96; in addition to which the government of 
Puerto Rico has agreed to assume the financial responsibility for the 
correction and improvement of the traffic conditions at the entrance 
to the naval station which will, in general, include the construction of 
sidewalks and pavement, relocation of existing fences, sentry booths, 
provision of a parking area for vehicles of naval station personnel, 
and construction of isles to channel traffic. 

Inasmuch as there is no present or foreseeable future naval need for 
the property to be transferred by the United States and the United 
States will acquire fee simple title to the two tracts required to 
provide an access road from the naval station, it is considered that the 
proposed exchange is both beneficial and desirable. 


LEGISLATIVE REFERENCES 


A similar legislative proposal was sponsored by the Department of 
Defense in 1953 and the companion bills S. 2312 and H. R. 6284 
implementing the proposal were introduced in the 83d Congress and 
referred to the Armed Services Committees of the Senate and House 
on July 7 and 14, 1953. Thereafter, the Commonwealth of Puerto 
Rico retracted its original agreement for the exchange of lands con- 
templated in the proposal and submitted a substitute agreement. 
During the subsequent negotiations between the Commonwealth and 
the Navy Department, the Senate and House Armed Services Com- 
mittees were requested to withhold action on S. 2312 and H. R. 6284 
until a firm agreement could be reached with the Commonwealth. 
The instant proposed legislation represents a firm agreement between 
the commandant of the Tenth Naval District and the Commonwealth 
of Puerto Rico. It was submitted to the 84th Congress on April 3, 
1956, as a part of the Department of Defense legislative program for 
1956. It was introduced as H. R. 10684. 


COST AND BUDGET DATA 


The enactment of this proposed legislation would cause no apparent 
increase in budgetary requirements, 
Sincerely yours, 
Tuomas S. Garss, Jr., 
Acting Secretary of the Navy. 


O 
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RELATING TO GRADUATE STUDY BY PERSONNEL OF THE 
NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS 


May 8, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Duruam, from the Committee on Armed Services, submitted the 
following 


REPORT 


[To accompany H. R. 6744] 


The Committee on Armed Services, to whom was referred ‘the bill 
(S. 6744) to amend Public Law 472, 8ist Congress, as amended 
relative to the attendance of professional personnel of the National 
Advisory Committee for Aeronautics in graduate schools, having 
considered the same, report favorably thereon without amendment 
and recommend that the Bill do pass. 


PURPOSE OF THE BILL 


The purpost of H. R. 6744 is to permit a larger number of profes- 
sional employees of the National Advisory Committee for Aeronautics 
to carry on graduate study or research. This bill amends existing 
law. 


BACKGROUND OF THE BILL 


Public Law 472, 81st Congress 

Public Law 472, 81st Congress, granted authority to the National 
Advisory Committee for Aeronautics to grant to any professional 
employee of demonstrated ability, who has served not less than 1 year 
in the NACA a leave or leaves of absence from his regularly designated 
duties for the purpose of allowing such employee to carry on graduate 
study or research in institutions ‘of learning accredited as such by the 
laws of any State. 


Must benefit NACA 


The law further provided that leaves of absence may be granted 
under authority of this act only for such graduate research or study 
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as will contribute materially to the more effective functioning of the 
NACA. 


Limitation on leave 


A limitation on the leave or leaves of absence which might be 
granted to any employee were restricted under that law to the extent 
that they could not exceed a total of 1 year. Provision was also made 
that tuition and other incidental expenses should be borne by the 
employee himself. 


No loss of salary 


The portion of the law which is most germane to this bill provided 
that any leave of absence granted under the provisions of this act 
should be without loss of salary or compensation to the employee, and 
should not be deducted from any leave of absence with pay authorized 
by any other law. 


Agreement to return to NACA 


It was required, however, that any such employee make a definite 
statement, in writing, that he would return to and, unless involun- 
tarily separated, would remain in the service of the NACA for a period 
of 6 months if the period for which he is granted such leave of absence 
does not exceed 12 weeks, or for a period of 1 year if the period of 
leave exceeds 12 weeks. 


Effect of nonfulfillment of agreement 


Nonfulfillment of the commitment referred to in the previous para- 
graph would, under the law, result in an obligation on the part of the 
employee to reimburse the Government for the amount of leave 
granted under that act. 


Limit in expenditure 
An upper limit of $50,000 in any fiscal year was imposed with 
respect to the total of the sums which could be expended pursuant to 


this law. This total included all sums expended for the payment of 
salaries or compensation to employees on leave. 


Public Law 352, 838d Congress 


Public Law 352, 83d Congress, amended section 6 of the foregoin 
law so as to permit the total of the funds expended for salaries an 
compensation during any fiscal year to be $100,000. 


THE SITUATION TODAY 


The National Advisory Committee for Aeronautics testified that it 
now has had 7 years of experience under Public Law 472, 81st Con- 
ress. The NACA testified to the committee that under the present 
eeidahinn of $100,000, it has been able to grant leave for university 
graduate study and research in science and engineering to approxi- 
mately 500 professional employees. Most of these grants were for 
periods of a few weeks each, some were for longer periods. The 
NACA has found this specialized graduate study to be of notable 
value in advancing its research work and in economically developing 
further the knowledges and skills of its scientists. 


Increases in salary levels 


Increases in salary levels, however, have caused curtailment to this 
program, under the present $100,000 limitation, at a time when such 
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study needs are growing. On the basis of experience, the NACA is 
of the firm view, and the committee agrees, that it will promote the 
public interest to raise the limitation to 2 percent of the total salaries 
paid to NACA professional employees during the fiscal year. Two 
percent of the total salaries paid to NACA professional employees 
represents approximately $350,000. It will be possible for some 300 
employees to do graduate work or research with this new higher 
limitation. 
No increase in appropriations 

The committee wants to make it entirely clear that the authority 
which would be granted under this measure would in no way affect 
any appropriation for the National Advisory Committee for Aero- 
nautics. It will merely permit a greater number of professional 
employees of that important Government agency to carry on graduate 
work and research while still receiving their salaries. This graduate 
and research work, of course, accrues to the benefit of the Government 
upon the return of the employee to the National Advisory Committee 
for Aeronautics. 

BACKGROUND OF NACA 


In view of the importance of the National Advisory Committee for 
Aeronautics in the basic research which leads to the ultimate develop- 
ment of our military airpower, the committee feels that it would be 
helpful and informative to describe briefly what the NACA is and 
the manner in which it functions. There is set out below, therefore, 
an excerpt from the 42d Annual Report of the NACA. 


During the 41 years since the Congress founded it as an 
independent Federal agency, the National Advisory Com- 
mittee for Aeronautics has sought to assess the current stage 
of development of aircraft, both civil and military, to 
anticipate the research needs of aeronautics, to build the 
scientific staff and unique research facilities required for 
these research needs; and to acquire the needed new knowl- 
edge as rapidly as the national interest requires. 

By discharging its primary responsibility—scientific lab- 
oratory research in aeronautics—the NACA serves the 
needs of all departments of the Government. The President 
appoints the 17 unpaid members of the Committee, who 
report directly to him. They establish policy and plan the 
research to be carried out by the 7,900 scientists, engineers, 
and other persons who make up the staff of the agency. 

The NACA research programs have both the all-inclusive, 
long-range objective of acquiring new scientific knowledge 
essential to assure United States leadership in aeronautics 
and the immediate goal of solving, as quickly as possible, the 
most pressing settles In this way they effectively sup- 
port the Nation’s current aircraft and missile construction 
program. 

COMMITTEE POSITION 


Without objection, a quorum being present, the bill was ordered 
favorably reported by the House Committee on Armed Services. 
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FISCAL DATA 


Enactment into law of this measure will not require any increase 
in NACA appropriations. 


DEPARTMENTAL DATA 


H. R. 6744 is a part of the legislative program of the National 
Advisory Committee for Aeronautics for the 85th Congress, as is 
evidenced by letter dated April 3, 1957, from J. F. Victory, Executive 
Secretary, National Advisory Committee for Aeronautics, which is 
set out below and made a part of this report. No objection is inter- 
posed by the Bureau of the Budget, as is also evidenced by the letter 
set out below. 


Nationat Apvisory CoMMITTEE FOR AERONAUTICS, 
Washington, D. C., April 3, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives 
House of Representatives, Washington, D. C. 


Str: The National Advisory Committee for Aeronautics respectfully 
submits for your consideration a draft of proposed bill to amend 
Public Law 472, 81st Congress, as amended, entitled ‘‘An act to pro- 
mote the national defense and to contribute to more effective aero- 
nautical research by authorizing professional personnel of the Na- 
tional Advisory Committee for Aeronautics to attend accredited 
graduate schools for research and study.” 

NACA has had 7 years of experience operating under Public Law 
472 since its approval on April 11, 1950. Under the present limitation 
of $100,000, we have been able to grant leave for university graduate 
study and research in science and engineering to approximately 500 
professional employees. Most of these grants were for periods of a 
few weeks each, some were for longer periods. We have found this 
specialized graduate study to be of notable value in advancing our 
research work and in economically developing further the knowledges 
and skills of our scientists. 

Increases in salary levels, however, have caused curtailment to this 
program, under the present $100,000 limitation, at a time when such 
study needs are growing. 

On the basis of our experience, we find that it will promote the 
public interest to raise the limitation to 2 percent of the total salaries 
paid to NACA professional employees during the fiscal year. 

This proposed legislation will not require any increase in NACA 
appropriations. 

The NACA has been authorized by the Bureau of the Budget to 
submit this proposed legislation to the Congress. 

It is respectfully requested that it be introduced in the 85th 
Congress. 

Sincerely yours, 


J. F. Vicrory, 
Executive Secretary. 
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CHANGES IN EXISTING LAW 


In compliance with clause 3, of rule XIII of the Rules of the House 
of Representatives, there is herewith printed in parallel columns the 
text of provisions of existing laws which would be repealed or amended 
by the various provisions of the bill. 


Existing Law 
Public Law 472, 81st Congress 


That the National Advisory Com- 
mittee for Aeronautics (hereinafter 
referred to as the NACA) is au- 
thorized to grant to any profes- 
sional employee of demonstrated 
ability, who has served not less 
than one year in the NACA, a 
leave or leaves of absence from 
his regularly designated duties for 
the purpose of allowing such em- 
ployee to carry on graduate study 
or research in institutions of 
learning accredited as such by the 
laws of any State. 

Sec. 2. Leaves of absence may 
be granted under authority of this 
Act only for such graduate re- 
search or study as will contribute 
materially to the more effective 
functioning of the NACA. 

Sec. 3. Leave or leaves of ab- 
sence which may be granted to 
any employee under authority of 
this Act shall not exceed a total 
one year. 

Sec. 4. Tuition and other inci- 
dental academic expenses shall be 
borne by the employee. 

Sec. 5. Any leave of absence 
granted under the provisions of 
this Act shall be without’loss of 
salary or compensation to the 
employee and shall not be de- 
ducted from any leave of absence 
with pay authorized by any other 
law. Any such employee shall 
make a definite statement, in 
writing, that he will return to and, 
unless involuntarily separated, will 
remain in the service of the NACA 
for a period of six months if the 

eriod for which he is granted such 
oe of absence does not exceed 
twelve weeks, or for a period of 


Tue Bru 


That section 6 of Public Law 472 
Eighty-first Congress, as amended 
by Public Law 352, Eighty-third 
Congress, is amended to read 
“The total of the sums expended 
each year pursuant to this Act 
shall not exceed two percent of 
the total salaries paid to NACA 
professional employees during the 
fiscal year.” 
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Existinc Law 


one year if the period of leave 
exceeds twelve weeks. Any em- 
ployee who does not fulfill any 
such commitment shall be required 
to reimburse the Government for 
the amount of leave granted under 
this Act. 

Sec. 6. The total of the sums 
expended pursuant to this Act, 
including all sums expended for 
the payment of salaries or com- 
pensation to employees on leave, 
shall not exceed $50,000 in any 
fiscal year. : 

Approved April 11, 1950. 


Public Law 352, 83d Congress 


That section 6 of Public Law 472, 
Eight-first Congress, is amended 
to read “The total of the sums 
expended pursuant to this Act, 
including all sums expended for 
the payment of salaries or com- 
pensation to employees on leave, 
shall not exceed $100,000 in any 
fiscal year.’’. 
Approved May 6, 1954. 


O 
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IMPLEMENTING THE CONVENTION BETWEEN THE UNITED 
STATES OF AMERICA AND NORWAY, WHICH ENTERED INTO 
FORCE ON NOVEMBER 9, 1948, FOR DISPOSITION OF THE CLAIM 
AGAINST THE GOVERNMENT OF THE UNITED STATES OF AMER- 
ICA ASSERTED BY THE GOVERNMENT OF NORWAY ON BEHALF 
OF CHRISTOFFER HANNEVIG 


May 9, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Lanz, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. J. Res. 185] 


The Committee on the Judiciary, to whom was referred the joint 
resolution (H. J. Res. 185), to implement the convention between the 
United States of America and Norway, which entered into force on 
November 9, 1948, for disposition of the claim against the Govern- 
ment of the United States of America asserted by the Government of 
Norway on behalf of Christoffer Hannevig, having considered the 
same, report favorably thereon without amendment and recommend 
that the joint resolution do pass. 

This proposed legislation was submitted to the Speaker of the 
House of Representatives by the Department of State and referred 
to this committee for consideration. After a careful review, your 
committee recommends favorable consideration be given the resolu- 
tion. The Department of State states: 


The claim is advanced on account of losses and damages 
alleged to have been sustained by Christoffer Hannevig as 
a result of acts of this Government, the United States Ship- 
ping Board Emergency Fleet Corporation, their officers and 
agents, in connection with requisition orders affecting cer- 
tain properties in the United States. The Department of 
State gives in detail the history of this proposed legislation in 
its communication dated December 26, 1956, which is as 
follows: 
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DEPARTMENT OF STATE, 
Washington, December 26, 1956. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: I enclose a draft of proposed legislation to 
implement the convention between the United States and Norway, 
which entered into force on November 9, 1948, relating to the disposi- 
tion of an international claim against the United States asserted by the 
Government of Norway on behalf of Christoffer Hannevig. 

The claim is advanced on account of losses and damages alleged 
to have been sustained by Christoffer Hannevig as a result of acts of 
this Government, the United States Shipping Board Emergency Fleet 
Corporation, their officers and agents, in connection with requisition 
orders affecting certain properties in the United States during World 
War I. 

It was stipulated in the above-mentioned convention (TIAS 1865; 
62 Stat. 1798) that the facts and law relating to the claim be developed 
by pleadings and briefs to be exchanged by the respective agents of the 
two Governments. It was also stipulated that if the two Govern- 
ments were, after such exchange, unable to agree upon a disposition 
of the claim through diplomatic discussions, the pleadings and briefs 
so exchanged be submitted for decision by the United States Court of 
Claims, with possible appeal to the Supreme Court of the United 
States. Article Il of the Convention contained an understanding 
that the provisions for possible reference of the claim to the courts 
“are subject to authorization by the Congress of the United States 
of America.” 

In view of the fact that, after considering the pleadings and briefs 
which were exchanged, the two Governments were not able to agree 
upon a disposition of the claim through diplomatic discussions, it is 
respectfully requested that the Congress enact legislation vesting the 
courts with jurisdiction to decide the case, as contemplated by the 
Convention. 

i A similar communication is being sent to the President of the 
enate. 

The Department has been informed by the Bureau of the Budget 
that there is no objection to the submission of this proposal to the 
Congress for its consideration. 

Sincerely yours, 
Joun Foster Du.izs. 


CoNVENTION BETWEEN THE UNITED StTaTES OF AMERICA AND NORWAY 
SIGNED Marcu 28, 1940 


Wuereas the Government of Norway has made claim against the 
Government of the United States of America on account of damages 
alleged to have been sustained by Christoffer Hannevig as the result 
of acts of the Government of the United States of America, the United 
States Shipping Board Emergency Fleet Corporation, their officers 
and agents, in relation to certain properties in the United States of 
America in which he claims to have had an interest, the validity of 
which claim is denied by the Government of the United States of 
America. 

Wuereas the Government of the United States of America has 
made claim against the Government of Norway on account of alleged 
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denial of justice by the courts of that country in connection with 
certain litigation involving the rights and interests of the George R. 
Jones Company, or the late George R. Jones, the validity of which 
claim is denied by the Government of Norway. 

Wuereas the President of the United States of America and His 
Majesty the King of Norway, desirous of reaching an amicable 
agreement for the disposition of such claims and of concluding a 
convention for that purpose, have named as their plenipotentiaries, 
that is to say: 

The President of the United States of America: 

Cordell Hull, Secretary of State of the United States of America; and 

His Majesty the King of Norway: 

Wilhelm Munthe Morgenstierne, Envoy Extraordinary and Minister 
Plenipotentiary of Norway to the United States of America; 

Who, having communicated to each other their respective full 
powers, found in good and due form, have agreed upon the following 
articles: 

ARTICLE I 


First. Within one year from the date of the exchange of ratifica- 
tions of this convention, the Agent for the Government of Norway 
shall present to the Agent for the Government of the United States 
of America a Memorial or a statement of claim in which shall be set 
forth in a clear, categorical, and full manner: 

(a) the precise items of alleged loss or damage composing the claim 
on behalf of Christoffer Hannevig as they are finally conceived to be 
by the Government of Norway, indicating definitely the amount of 
each seaparate item thereof; . 

(b) the facts alleged in support of each such item of the claim; 

(c) the principles of law upon which each item of the claim is alleged 
to rest. 

Such Memorial shall be accompanied by all the evidence upon which 
all items of the claim are made to rest, it being clearly understood that 
no further evidence may be submitted in support of the claim, either 
during the stage hereinafter provided for its diplomatic consideration 
or during its possible adjudication, except such rebuttal evidence as 
is referred to hereinafter. 

Second. Within one year from the date of the receipt by the Agent 
for the Government of the United States of America of the Memorial 
of the Government of Norway, he shall present to the Agent for the 
latter an Answer to the Memorial, in which shall be set out, in a 
similarly clear, categorical and full manner: ; 

(a) the defenses of the Government of the United States of America 
to each item of the claim; 

(b) the facts upon which such defenses rest; 

(c) the principles of law relied upon in each instance. 

To such Answer there shall be attached all of the evidence upon 
which the defense of the case shall be made to rest and no further 
evidence shall be filed in defense, either during the stage of diplomatic 
consideration or during a possible adjudication of the claim, except 
such rebuttal evidence as is referred to hereinafter. | 

Third. Within six months from the date of the receipt of the 
Answer of the Government of the United States of America, the 
Agent for the Government of Norway may, if he so desires, file a 
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Reply to such Answer. In such Reply the Government of Norway, 
without being allowed to augment or change any of the bases of the 
claim as stated in its Memorial, may explain such alleged bases in the 
light of the evidence filed with the Answer. 

There may be filed with the Reply only such evidence as is strictly 
in rebuttal to evidence filed with the Answer and as does not present 
any new bases of claim. Any such evidence filed which is not strictly 
in rebuttal to the evidence filed with the Answer shall be entirely 
disregarded in deciding the case. 

Fourth. Within six months from the date of the receipt of the 
Reply of the Government of Norway, the Agent for the Government 
of the United States of America may, if he so desires, file a Counter- 
Reply, which Counter-Reply shall be strictly limited to answering 
contentions advanced in the Reply. 

There may be filed with the Counter-Reply only such evidence as 
is strictly in rebuttal to evidence filed with the Reply. Any such 
evidence filed which is not strictly in rebuttal to the evidence filed 
with the Reply shall be entirely disregarded in deciding the case. It 
is understood that no evidence may thereafter be submitted in support 
of or in defense of the claim, either during the period of its diplomatic 
consideration or during its possible adjudication. 

Fifth. Within six months from the date of the receipt of the 
Counter-Reply of the Government of the United States of America, 
the Agent for the Government of Norway shall file with the Agent 
for the Government of the United States of America a legal Brief in 
which the Claimant Government shall set forth with clarity and full- 
ness all its contentions with respect to the factual bases of the claim as 
already developed and the law applicable thereto. 

Sizth. Within six months from the date of the receipt of the Brief 
of the Government of Norway, the Agent for the Government of the 
United States of America shall file with the Agent for the Government 
of Norway a Reply Brief in which the Respondent Government shall 
set forth with clarity and fullness all its contentions with respect to 
the factual defenses of the claim and the law applicable thereto. 

It is declared to be the purpose of this Article to require a full, 
systematic and fair development of all the facts and law of the case for 
consideration by the two Governments and, if necessary, by the 
tribunal or tribunals. 

ARTICLE II 


In the event that the two Governments shall be unable to agree 
upon a disposition of the claim, or any portions thereof, within the 
six months nert succeeding the filing of the Reply Brief of the Govern- 
ment of the United States of America, the pleadings thus exchanged 
shall be referred to the Court of Claims of the United States of America 
for a decision on the claim or any such unsettled portions thereof, it 
being clearly understood, however, that in no event shall the issues 
of the case, either factual or legal, or the contentions of either party, 
as submitted to diplomatic discussion, be changed in character, or the 
written record above described augmented in any manner in the event 
that the claim shall be so referred to the Court of Claims for adjudi- 
cation. 

It is understood that the provisions for possible reference of the 
case to the Court of Claims, and for possible appeal to the Supreme 
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Court of the United States of America, as provided in Article V 
hereof, are subject to authorization by the Congress of the United 
States of America, 

ARTICLE III 


The issues to be decided by the Court of Claims shall be those 
formulated by the pleadings exchanged pursuant to Article I of this 
convention, or such of those issues as shall not have been previously 
settled by agreement of the two Governments. 

The Court of Claims shall decide such issues in conformity with 
applicable law, including international law, and shall state fully the 
reasons for its decision. 

ARTICLE IV 


As soon as possible after the receipt of the above-mentioned plead- 
ings by the Court of Claims, the Court shall convene for the purpose 
of hearing such oral arguments by Agents or Counsel or both for each 
Government as the respective Agents thereof shall desire to present. 
The conduct of the oral proceedings shall otherwise be under the 
control of the Court. 

ARTICLE V 


Within three months following the date of the decision of the Court 
of Claims (in the event the case shall be referred to the Court for 
adjudication), either or both Governments may petition the Supreme 
Court of the United States of America to review the decision and such 
review shall comprehend either the factual or the legal bases of the 
case, or both, as may be requested in the petitgon or petitions. 


ARTICLE VI 


In the absence of such a petition to the Supreme Court the decision 
of the Court of Claims shall be accepted by both Governments as a 
final and binding disposition of the case. In the event of such a 
petition to the Supreme Court its decision shall be accepted by the 
two Governments as a final disposition of the case. 


ARTICLE VII 


In the event that an award is finally rendered in favor of the 
Government of Norway, no part thereof shall be paid or credited to 
that Government for any purpose whatsoever until the claims of 
creditors of Christoffer Hannevig and of his various American cor- 
portations shall have been settled by an agreement between the two 
Governments. 

ARTICLE VIII 


The language of the pleadings and of the oral proceedings shall be 
English. Any evidence submitted in any language other than English 
shall be accompanied by a full and correct translation thereof into 
the English language. 

ARTICLE IX 


The two Governments agree that the claim of the Government of 
the United States of America against the Government of Norway on 











6 CONVENTION BETWEEN THE UNITED STATES AND NORWAY 


behalf of the George R. Jones Company, the late George R. Jones, 
or his heirs, successors or assigns shall be developed for consideration 
in the following manner: 

(a) the pleadings shall be limited to four in number, namely, 4 
Memorial, an Answer, a Brief, and a Reply Brief, and they shall be 
prepared in the same manner, and filed within the same time limits as 
the corresponding pleadings provided for in Article I of this conven- 
tion: 

(b) all evidence in support of and in defense of the claim shall be 
filed with the Memorial and with the Answer in the manner prescribed 
in Article I, and no further evidence shall be filed except that such 
evidence may be filed with the Brief as is strictly in rebuttal to that 
filed with the Answer. 

ARTICLE X 


If the two Governments shall be unable to agree upon the settlement 
of the Jones case within the six months next succeeding the date upon 
which the Reply Brief shall have been filed in that case, the pleadings 
shall be referred by means of a joint communication of the two Agents, 
to a sole Arbitrator for decision. The Arbitrator, who shall be agreed 
upon by the two Governments, shall be a jurist of high reputation, 
well versed in international law, and shall be a national of neither 
Norway nor the United States of America. 

In the event of the inability of the two Governments to agree upon 
an Arbitrator within two months from the termination of the period 
last above mentioned, such Arbitrator shall be selected by His Majesty 
the King of Great Britain, Ireland and the British Dominions beyond 
the Seas, Emperor of*India. 

The place of arbitration of the Jones case (in the event that arbitra- 
tion becomes necessary) shall not be within the territorial jurisdiction 
of either of the contracting parties. 

In the matter of the conduct of oral proceedings, the Arbitrator 
shall be bound by the principles of Article IV of this convention. 
The decision of the Arbitrator, which shall be rendered within three 
months from the conclusion of oral proceedings, shall be accepted by 
the two Governments as a final and conclusive disposition of the 
Jones case. 

ARTICLE XI 


Each Government shall pay all expenses incident to the preparation 
and presentation of its own side of each case. All joint expenses, 
including the honorarium for the Arbitrator, shall be borne by the 
two Governments in equal proportions. 


ARTICLE XII 


The periods of time mentioned in Articles I and IX of this conven- 
tion may be extended by mutual agreement of the two Governments. 


ARTICLE XIII 


This convention shall be ratified by the High Contracting Parties 
and shall take effect immediately upon the exchange of ratifications 
which shall take place at Washington as soon as possible. 
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In witness whereof, the respective plenipotentiaries have signed this 
convention and have hereunto affixed their seals. 

Done in duplicate at Washington, this twenty-eighth day of 
March, 1940. 

[SEAL] Corpextt Hutt. 

[SEAL] W. Muntrue MoRGENSTIERNE, 


O 
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STATE OF WASHINGTON 


May 9, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Burpick, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 2224] 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 2224) providing for payment to the State of Washington by 
the United States for the cost of replacing and relocating a portion of 
secondary highway of such State which was condemned and taken 
by the United States, having considered the same, report favorably 
thereon without amendment and recommend that the bill do pass. 

An identical bill was favorably reported by the Committee and 
passed the House in the 84th Congress, but no action was taken by 
the Senate before adjournment. 

The facts will be found fully set forth in House Report No. 1786, 
84th Congress, which is appended hereto and made a part of this 
report. The committee has reconsidered the bill and again recom- 
mend its favorable consideration, 


{H. Rept. No. 1786, 84th Cong.] 
PURPOSE 


The purpose of this proposed legislation is to provide for payment 
to the State of Washington by the United States for the cost of re- 
placing and relocating a portion of secondary highway of such State 
which was condemned and taken by the United States. 


STATEMENT OF FACT 


In this case the State of Washington seeks to recover from the 
United States the sum of $581,721.91, as damages arising from the 
destruction of 28 miles of secondary highway in the southern part of 
the State of Washington by the Atomic Energy Commission as a site 
for the Hanford atomic-energy project. 

As frequently happens when the United States Government takes 
over lands for public purposes, they take much in excess of what is 
actually needed. 

This taking occurred in 1943 and a vast area was taken, which 
completely destroyed the old highway accommodating traffic from 
Connell to Yakima. These two points were entirely isolated, and the 
outlet for wheat in the Pacific area was cut off in its usual route to the 
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Pacific, and the traffic in fruits for Yakima was entirely eliminated to 
the east. 

The case of damage for the destruction of this highway was tried in 
Federal court at Yakima in 1951, and the jury allowed the State of 
Washington to rebuild a different road that would serve the people in 
this isolated area, the sum of $581,721.91, although the testimony was 
that it would cost the State of Washington about $1 million to build 
this road. After the verdict was rendered, the judge reversed the 
verdict, and entered damages of $1 on the theory that there was no 
convenient place available where a road could be built, as the Atomic 
Energy Commission had taken all the land extending to the Columbia 
Basin area. 

The case was then taken to the circuit court of appeals in 1952, and 
the case set for argument in June 1953. Between the time this first 
decision was rendered up to the time of the trial in the court of appeals, 
the Atomic Energy Commission released the northern end of this huge 
tract, so that when the appeal court rendered its decision there was 
a route available for the building of a road across the property. The 
appellant tried to make this proof at the time of the trial, but the 
court ruled it out and stated that they would neither reverse this 
decision or remand the case, for the reason that, to use their language, 
“This case must be closed sometime.” 

Of course, this committee sits as a court of equity, the highest equity 
court in the United States, and has the power to do substantial justice 
regardless of what any court has done. This is a much stronger case 
than the usual case in equity. It discloses, as was so ably pointed 
out in the hearings, that the State of Washington was never heard 
on the merits of the claim. Therefore, this is not only a case that 
commends itself to equity, but it is a case where the State of Wash- 
ington, even in a law court, has not had its day in court. 

The road can now be built, and part of it has been built, at great 
expense to the State of Washington. This new road will open up the 
two great areas which have been separated by the act of the Govern- 
ment, and will be an outlet for the Columbia River Basin, which is 
developing rapidly from the use of irrigated lands. 

While the amount of the jury verdict will not fully compensate the 
State of Washington for the damage done, it will be a help. If the 
Government seeks to destroy property to establish any agency, it 
must expect to pay for it. It is difficult to understand why the 
United States Government does not now, after all the facts must be 
within the knowledge of the agents in charge of this atomic project, 
favor granting this relief. 

Your committee recommends favorable consideration of the bill. 


STaTEe OF WASHINGTON, 
DEPARTMENT OF HIGHWAYS, 
Olympia, April 1. 1941. 
To: Investigators of problem No. 19, Columbia Basin joint investigations. 
From: James A, Davis, acting director, department of highways. 
Subject: Report on proposed State highway system for the Columbia Basin 
project area. 

Problem No. 19, of the Columbia Basin joint investigations reads as follows: 
“To plan desirable additions to and modifications of the road net in adjustment 
to the irrigation system, village sites and patterns, farm hamlets, and other 
features, and to prospective transportational needs.” 
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This report is presented, not as an answer to problem No. 19, but as a contribu- 
tion to the study of that problem. The report has been prepared at the request 
of the State legislature; it is presented here in essentially the form prepared for 
purposes of the legislature. 

For purposes of this report to the legislature, it was necessary to make numerous 
assumptions, set forth in the report, which were based upon the best information 
available at the time. It is recognized that material developed in the course of the 
joint investigations since preparation of the report, and additional information 
shortly to be made available, may make desirable some modifications of the 
proposed network. 

he report presents only a proposed framework of primary and secondary 
State highways. For the purposes of problem No. 19, it will be necessary not 
only to consider carefully this major framework in the light of all relevant 
materials developed in the joint investigations, but also to consider the 
supplementary system of lesser roads, 

Very truly yours, 
Jas. A. Davis, 
Acting Director of Highways. 


A Report or tHe Director or Hienwayrs Basep Upon a Survey, INvest1Ga- 
TION, AND RECONNAISSANCE CONCERNING PRESENT AND FutTurRE REQUIRE- 
MENTS FOR THE ESTABLISHMENT OF PusBLic Highways Servine Areas WHICH 
May Be REcLAIMED THROUGH THE OPERATION OF GRAND CoULEE Dam 


SUMMARY OF CONCLUSIONS 


The following general conclusions are presented at the beginning of this report 
so that the principal items of immediate concern may be readily ascertained: 

1. Inasmuch as water will not be available for irrigation before 1944, it wil 
undoubtedly be several years before it will be necessary to construct any new 
roads in the area. The existing highways are adequate for present needs and so 
far as circumstances are predictable for several years in the future. 

2. The department should be authorized to continue to cooperate in the 
studies being made by the many agencies concerned with the various aspects of 
development of the area. This is important in order that the highway plan 
may be coordinated with plans for development of cities, recreational areas, 
industrial sites, irrigation canals, rural population development, railroads, and 
all other factors having a direct influence on the location and design of highways. 

3. The studies indicate that the State highway system within the area will be 
eventually self-supporting from motor-vehicle revenues if built only as their 
construction is required by actual settlement of the area. In other words, it 
would be impossible with present revenues to construct the entire system in a 

eriod of 2 or 3 years; otherwise all other State highway improvement within the 
Btate would be at a standstill. If the development of the highway system is 
coordinated with the rural population development in the area, then the system 
can probably be constructed in stages so that too great a burden will not be 
imposed in any biennial period. 

4. Studies indicate that it will be impossible for the county road or land service 
system of feeder roads to be constructed with existing county revenues. It is 
our opinion that proper provision should be made in the development of the area 
for Federal assistance in the development of the feeder roads or that property 
pay its proper share of the cost of construction of the county road system. 

5. As plans for the development of the area become more definite, it is advisable 
that provision be made for rights-of-way for highway purposes and made available 


for improvement before cost of the land causes the cost of right-of-way to become 
prohibitive. 


METHOD OF APPROACH IN SELECTION AND DETERMINATION OF REQUIRED 


HIGHWAY SYSTEM 
Introduction 


In approaching the study of the probable highway requirements of the area, it 
was necessary to take into account all of the plans thus far developed by the 
Federal agencies for the ultimate development of the area. It was essential that 
a@ system be considered that would serve the completed project and at the same 
time provide roads that could be developed as the several areas within the reclam- 
ation project are placed under water. It is difficult to arrive at precise final 
conclusions since there are many factors influencing highway use and necessity 
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me to be determined by related studies. These studies at the present time are 
eing conducted by various committees under the direction of a Federal coordi- 
nator, and as the results of these studies become available, adjustments in the 
suggested highway plan must necessarily be made. 

All data now available concerning those factors which influence travel have 
been procured. Consideration has been given to the potential rural population 
and its distribution, probable community centers, industrial sites, rail and water 
connections, recreational areas, tourist travel, and other pertinent factors. After 
consideration of the best available data concerning all of the foregoing, a tentative 
system of primary and secondary highways to serve the projected development 
has been selected. The detailed location of feeder and land service roads cannot 


be made until a final plan for the development of the farm units has been made by 
other agencies. 


Method followed in estimating total highway travel 


The general approach to the location and service to be rendered by the highway 
system was as follows: From the Bureau of Reclamation we obtained the location 
of the areas classified as suitable for cultivation. We also obtained the estimate 
of the number of farm units to be established in each area by determining the 
number of acres that would be irrigated and the allocation of acreage to each 
farm unit. From the number of farm units we were then able to determine from 
studies of other areas the probably number of vehicles that would be owned and 
operated by the rural population within the area. By comparing the amount 
of traffic developed by urban population as related to rural population, we were 
then able to combine the potential rural travel with potential urban travel and 
arrive at probable estimates of the vltimate use of the projected highway system. 
We were not able to locate new cities specifically, but by studies of other areas 
we were able to determine within reasonable limits the probably location of cities 
and community trade centers. While we did not specify any exact location of 
towns, it is believed that a projected highway net can easily be adjusted to serve 
the towns that undoubtedly will be created within the area. 


Size and number of farms 


It is estimated that 1,200,000 acres of land will be irrigated. This information 
has been obtained from the Bureau of Reclamation and is based upon adequate 
studies of land use. It is anticipated that farm units will average 40 acres in size, 
including suburban development. While the units may vary somewhat in size 
due to topography, and while they may vary in size also because of the probability 
of establishing smaller units for part-time farming use near projected towns, the 


average figure of 40 acres is considered adequate for determination of potential 
travel. 


Rural travel habits 


During the preceding 4 years the Department has been cooperating 
with the Public Roads Administration in an extensive highway planning 
survey conducted for the purpose of procuring for the first time factual 
imformation concerning the use of highways. From those studies we have 
been able to determine many items of value in estimating the potential traffic 
needs of the Columbia Basin area. By comparison with data obtained from 
similar areas, we have found that one vehicle will be owned for each farm unit 
within the area. We have found that average rural population will be 3.7 persons 
per farm unit. We have also found that in similar areas the urban population 
will be 1% times the farm population. Our road-use surveys of similar areas 
indicate that the average l-way trip of the farm vehicle is 7 miles and that the 
farm vehicle owner makes 2 such trips each day. 

Using this basic information as a guide and having knowledge of the percent of 
travel over the State highway system, county road system, and city streets by 
both rural and urban population, we are able to arrive at the total amount of 
travel to be generated within the area. By having the location of the farm units 
and the probable location of cities and community centers as determined by travel 
habits, we were then able to project a system of primary and secondary highways 
and to determine the amount of travel on each of the routes. 

While the average l-way trip length of rural population in similar irrigated 
areas is now 7 miles, it is anticipated that because the opportunity is afforded for 
a complete planning of city locations to serve the rural areas that the average trip 
length may be increased to 10 miles, and we have used that figure as the basis of 
potential travel. Well-placed cities will undoubtedly be located to provide the 
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required service to rural development, and at the same time, the number of cities 
may be less than in existing irrigated sections so that average travel will slightly 
increase. 


Estimates of travel by road systems 


Beginning with the knowledge of the number of rural residents in each area to 
be irrigated and having knowledge of the travel characteristics, we were able to 
develop traffic estimates on each of the routes selected. The routes selected were 
chosen so as to serve best the several districts or blocks of area to be placed under 
irrigation. The exact location of the routes of course has to be determined by 
topographic conditions affecting the location and design of the highway in order 
to procure the highest degree of service at the lowest construction cost. 

Our surveys indicate that rural residents perform 82 percent of their travel on 
rural highways and 18 percent on city streets. Urban motor-vehicle owners 
travel 45 percent on the rural highway system and 55 percent on city streets. 

As a check on the estimated amount of travel within the Columbia Basin area, 
we have compared our estimates of travel with that existing within the State as 
a whole. We find that 74 percent of the total rural highway travel within the 
area will be over the projected State system. The remainder, or 26 percent of the 
travel, will be on the feeder or county road system. Throughout the State as 
a whole on the existing highway system, we find that 76 percent of all rural high- 
way travel is on the State primary and secondary highway system and 24 percent 
is on the county road system. 

The amount of through and tourist travel has been estimated using as a basis 
the known volumes of tourist travel, also the known volumes of long-distance 
travel by Washington residents. In the attached tables will be found a tabula- 
tion showing average trip lengths and the percentage of travel accomplished in 
the various trip lengths. For instance, it is interesting to note that 90 percent 
of all l-way trips in Yakima County are less than 16 miles. This figure is com- 
parable to all other studies within the State as a whole and compares with the 
studies of other States, indicating that a much higher percentage of travel over the 
rural highway system is accomplished by local residents traveling relatively short 
distances than would be generally anticipated. 


Engineering problems involved 


A thorough investigation of the engineering aspects of each route was made. 
This investigation consisted of a reconnaissance report on each route to determine 
the approximate desirable location and to provide routes that would best serve 
the traffic needs at the lowest possible cost. Estimates of cost were prepared 
from the reconnaissance surveys and the standards of design contemplated are 
considered to be adequate to serve the ultimate traffic requirement of the area. 
Descriptions and discussions with estimates of cost of each of the selected routes 
are included in the report. Included also are maps showing the tentative selection 
of a system, as well as the potential traffic to be carried by the system. 


FINANCIAL CONSIDERATIONS OF THE PROPOSED SYSTEM 


State highway system 


The selected State highway system consists of 364 miles of new highways and 
329 miles of the existing system. It is estimated that the projected highway 
system including the improvements necessary on existing routes will cost ap- 
proximately $10,344,000. If traffic volumes develop to the extent contemplated 
in the ultimate development, the projected State system, including existing 
routes, will eventually earn annually $1,850,000 in motor vehicle user revenues. 
It would indicate that such a system will be entirely solvent and can be constructed 
and maintained with revenues earned by the system. However, it can be readily 
seen that the development of the system will have to be spread over a period of 
years; otherwise it could not be financed with State revenues now available for 
construction purposes. The existing highway net will adequately serve all 
traffic demands until such time as the reclamation project has developed to the 
point of settlement by rural population, and until that time there will be no 
necessity for investment of highway funds within the area. 


County road system 
It is estimated that approximately 7,175 miles of county roads will be necessary 
to serve land development and as feeder roads to the State system. It is esti- 


mated that this cost will amount to approximately $19,780,000. The annual 
earnings from motor-vehicle revenue will amount to approximately $596,550. 
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If the county road system were completed, it would represent an annual cost for 
construction and maintenance of $1,500,000 spread over a period of 30 years, 
and with anticipated revenues of $596,550 it is plainly evident that serious con- 
sideration will have to be given to the matter of. financing county roads through 
property taxation or Federal assistance. The county road system necessarily 
serves a much higher degree of benefit to the rural, social, and economic develop- 
ment than the State system, including benefits to land development, schools, 
rural mail delivery, recreational centers, social advantages, and other property 
benefits to an extent that highway users cannot be expected to pay the cost of 
these facilities. The following tabulations include the reconnaissance reports of 
the several routes included in the projected system, including tabulations of cost 
and revenues as well as potential traffic volumes, 


4 DESIGNATION OF PROJECTED PRIMARY HIGHWAYS 
—1 

Beginning in the vicinity of Eltopia on PSH 11, thence in a northerly and north- 
westerly direction to a connection with PSH 7 in the vicinity of Soap Lake with 
a Y-connection to PSH 7 in the vicinity of Adrian. 
A-2 

Beginning in the vicinity of Cold Creek on SSH 11-A, thence in a northerly 
direction to the vicinity of Wahluke (crossing the Columbia River between 
Coyote Rapids and Priest Rapids), thence in a westerly and northerly direction 
to a connection with Highway A-1 approximately 5 miles south of Othello. 
A-$ 

Beginning in the vicinity of Othello on Highway A-1, thence in an easterly 
direction to a connection with Highway A-—4 in the vicinity of Cunningham. 
A-4 

Beginning in the vicinity of Connell on PSH 11, thence in a northerly direction 
through Hatton and Cunningham to a connection with PSH 11 at Lind. 
A-65 


Beginning in the 7 of Burke on PSH 7, thence in a northeasterly direction 
to a connection with PSH 7 approximately 5 miles south of Ephrata. 


Length and traffic volumes on projected State highways 








Primary Designation Miles dally caite — 
caesarean al an il lh ha NS Nt lcci ltele 
po OS TR UR On aman 74.6 2,010 150, 000 
Br@y voiiewsa da Cold Creek to Othello .......... 2... oe ccc ccc once 38.0 1, 974 75, 000 
BE pcemetes Othello to Cunningham ....................... 15.9 1,810 28, 800 
BE acta. COED 00 LAG in cinch nde date cbntowtial 26.0 2, 830 73, 600 
BirGic ssdscitosctictninas Oo eee RE RE. 15.1 1, 200 18, 100 

re ee ee ee 160. 6 | 2, 037 345, 500 
Route A-1 


This north and south routing begins at Eltopia on PSH 11, 17 miles north 
of the junction of PSH 3 and PSH 11 at Pasco. SH 3 serves the Yakima Valley 
reclamation projects, the Walla Walla and Palouse country. Pasco, in all 
probabilities, will be the head of navigation on the Columbia River for some 
time to come and is served by the Northern Pacific, Spokane, Portland & Seattle, 
and Union Pacific Railroads and will be one of the most important distributing 
centers in the basin area 

This line will serve five east and west routes and passes near towns of promising 
outlook, such as SSH 11-A near Mesa, A-3 near Othello, B-3 near Warden, 
PSH 18 near Moses Lake and PSH 7 at Soap Lake and Adrian, and will be an 
important section of the shortest, most direct, and feasible route between Pasco 
and Grand Coulee Dam, also serving the richest parts of the eastern portion of 
the basin area and will serve as the best route between eastern British Columbia 
and eastern Oregon. 

This route is 74.6 miles in length with an estimated cost of $1,737,000. 

The selected standard calls for 150-foot minimum width of right-of-way, with 
&@ roadbed width of 36 feet, 22-foot bituminous surface with 7-foot shoulders, and 
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the normal standard of curvature and gradient are set at 3° maximum for curves 
and 5 percent maximum for grades. 


The sections involved and the estimated length and cost of each are as follows: 








Cost per 
| Miles mile Cost 
PSH 11, Eltopia to Othello. .......4----.s2---nco-sssne-nsee- 26.0 $23; 000 $590, 000 
TURRET WL UNE MILD. in 5 cc acuicai> cotpeieiemméastenaaneaiiael 19.0 20, 000 330, 000 
PSH 18 to PSH 7 at Soap Lake 26.0 20, 000 520,000 
Y eummectinetl G6 AGMem:. ..o 5b cn cccccccsccsndednmbalcbn ness 3.6 20, 000 72, 000 
© grade SOPATRMOOE sono on its ccc ctcccctecctbsnctdsbcededtdadselsbeh ae 175, 000 
Pom a La Ae tei Li Abi DTP Ui iceticehhteenteneae 1, 737, 000 
PSH 11: Add 2 lanes, Pasco to Eltopia.......................- 17.0 17, 000 289, 000 
Detel C0ll cinctesnticdetochnntntndntadtmimmai | ssssihiniatndietai ence gmiiientnn indie 2, 026, 000 


The estimated traffic volumes (yearly daily average) varies considerably, 
having a maximum of 3,200 vehicles to a minimum of 1,800 vehicles with an 
estimated 150,000 vehicle-miles, averaging 2,010 vehicles per day. 

This route joining PSH 11 will necessitate the improvement of PSH 11, which 
is now a 2-lane highway, from Eltopia to Pasco, to a 4-lane highway as the esti- 
mated traffic volumes will range from a minimum of 4,800 to a maximum of 7,310 
vehicles per day between the above towns, 


Route A-2 


This route serves as the most feasible outlet for the major portion of the basin 
area to a connection with PSH 5 over Chinook Pass and White Pass leading to 
southwest Washington, to PSH 8 leading to the industrial area of Vancouver and 
Portland, and also serves as a portion of the most feasible route from Spokane to 
Yakima. This highway will give a connection with the Chicago, Milwaukee, St. 
Paul & Pacific Railroad branch line at Riverland on the south bank of the Colum- 
bia River for railroad shipment of products originating from 120,000 acres to be 
irrigated on the Wahluke slope located on the north side of the Columbia River. 

The selected standard calls for 150-foot minimum width of right-of-way, a 
roadbed width of 36 feet, 22-foot bituminous type surface with 7-foot shoulders. 
The normal standard of curvature and gradient are set at maximum 3° for curves 
and 5% percent for grades, with the exception of the 6-mile section over the Saddle 
Mountains where a concession to topography to avoid excessive costs was made 
and a maximum of 7° for curvature was set. 

This route is 38 miles in length with an estimated cost of $1,555,000 which 
includes the estimated cost of $850,000 for the construction of a bridge over the 
Columbia River. The sections involved and the estimated length and cost of 
each are as follows: 








Section 
Designation length Cost per Cost 

(miles) 
Cold Creek to Columbia River. ............--..-.--..--.-.-+- 6 $25, 000 $150, 000 
Columbia River Bridge and approaches...................----| it -J.~----- iene 850, 000 
Columbia River Bridge north, 2 miles. .-__- 2 30, 000 60, 000 
2 miles north of river to Saddle Mountains...................- 23 17, 000 391, 000 
2 miles over Saddle Mountains.__- Bianca ietiesnts ata ale 2 40, 000 
4 miles to connection of N. & 8. Highway south of Othello... 4 16, 000 64, 000 
BUD ntabiccenmppndthtunhaxquetgahuntelngrmbtbieinies an 1, 555, 000 





The estimated traffic volumes (yearly daily average) varies from a maximum of 
3,400 vehicles to a minimum of 1,800 vehicles, averaging 1,974 vehicles per day 
with an estimated 75,000 vehicle-miles. 

This route joining SSH 11—A will necessitate the improvement of SSH 11—A from 
Cold Creek to a connection with PSH 3 in the Yakima Valley to primary highway 
standards of the same set for A-2. 


Route A-3 


This route serves as a connecting link between Highways A—1 and A-—4, forming 
a portion of the direct routing from Spokane to Yakima and points in southwest 
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Washington. It also accommodates traffic leading to and from towns of promisin 
outlook with railroad facilities; Othello, situated in a rich agricultural area an 
served by the main line of the Chicago, Milwaukee, St Paul & Pacific Railroad 
and Cunningham, served by the main line of the Northern Pacific Railway. 

The selected standard calls for 150-foot minimum width of right-of-way, a 
roadbed width of 36 feet, 22-foot bituminous-type surface with 7-foot shoulders. 
The normal standard of curvature and gradient are set at maximum 6° for curves 
and 5 percent for grades. 

This route is 15.9 miles in length with an estimated cost of $254,000 and an 
average cost of $16,000 per mile. 


Unitep States Atomic ENercy CoMmMISSION, 
Washington 25, D. C., July 22, 1966. 
Hon. EMANUEL ““LLER, 


Chairman, Committee on the Judiciary, 
House of Representatives. 

Dear Mr. Cre.uer: This is in reply to your letter of July 5, 1955, requesting 
our views on H. R. 7062, a bill providing for payment to the State of Washington 
for the cost of replacing and relocating a portion of a secondary highway which 
was condemned by the United States. 

The proposed bill would authorize payment to the State of Washington of 
$581,721.91 in full satisfaction of that State’s claim against the United States 
resulting from the condemnation of a portion of a State highway. 

In 1943 the Manhattan Engineer District established the Hanford project in 
the State of Washington. A 28-mile section of secondary Highway No 11—A was 
included within the boundaries of that project. This section of highway was 
condemned by the United States and after trial the jury returned a verdict in 
favor of the State for $581,721.91, the same amount that would be paid to the 
State pursuant to the proposed bill. The trial court set aside the verdict on the 
ground that there was no substantial evidence establishing the necessity for a 
replacement of the highway taken by the United States. The trial court then 
entered judgment for the State in the amount of $1. This judgment was affirmed 
by the United States Court of Appeals for the Ninth Circuit (214 F. (2d) 33) and 
a petition for certiorari was denied by the Supreme Court of the United States 
(75 8. Ct. 86). 

In view of the foregoing we are unable to recommend favorable consideration 
of H. R. 7062. 

The Bureau of the Budget has informed us that it has no objection to the sub- 
mission of these views. 

Sincerely, 
Lewis Krauss, Chairman. 


[No. 13312) 


In tHe Unitrep States Court or APPEALS FOR THE NintH Crrcourt 
State of Washington, Appellant, v. United States of America, Appellee 


Upon Appeal From the District Court of the United States for the Eastern 
District of Washington, Southern Division 


APPELLANT’s Repty BRIEF 


STATEMENT 


The statement of the case as contained in pages 1-15, appellant’s brief, 
supplemented by pages 2-7, brief of appellee, will fairly inform this court of 
the background for this appeal. 

QUESTION 


Both parties concede the question to be: Whether or not there was substantial 
evidence to support the verdict of the jury or whether or not the trial judge was 
correct in setting aside the verdict. 
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ARGUMENT 


I. The Necessity for Replacement of Highway 11-A Was a Question of Fact 
Which the Jury properly Resolved in Favor of the State 


In advance of our discussing the question of replacement, necessity for replace- 
ment and the evidence thereon concerning highway 11 A, we desire to point 
out that, despite exhaustive search on our part, there is no case which we have 
found in the reports, or which has been called to our attention, involving the 
condemnation of highways, which is on all fours with the facts in this case, or 
which in slang of the profession can be considered “white cow.” 

Counsel for appellee contends that certain of the highway condemnation cases 
upon which they rely are decisive in their favor on the questions here. We 
contend that they are as much, if not more, in favor of appellant. 

The question of necessity for a certain highway and the replacement of it is 
one of fact that must be determined in each case by the peculiar facts in that 
case. The disagreement between appellant and the appellee is not on the law 
but in applying that law to the facts in this case. 

In answer to some of the assertions made in the brief of appellee, we point 
out the facts in a number of the principal cases relied upon by its counsel. 

State of California v. United States, 169 F. (2d) 914-924 (C. A. 9, 1948) is cited 
as authority for the proposition that the state is entitled to compensation on the 
taking of a highway only when it is compelled to construct a substitute highway. 
The facts in that case show that the dedicated street involved was under 20 to 
24 feet of water and no substivute way could possibly be constructed. 

In United States v. Los Angeles County, Cal. 163 F. (2d) 124, 125 (C. A. 9, 1947) 
cite’ by appellee, this court stated: 

“The evidence shows that a substitute road was necessary. The county had 
authority to provide such a road. Whether it could have been compelled to do 
so is immaterial.” 

The facts in that case are not detailed, but it appears that a through road was 
severed by the taking. Similarly a through road, highway 11 A, was severed by 
the taking in this case. 

United States v. Des Moines County, 148 F. (2d) 448, 449 (C. A. 8, 1945) certi- 
orari denied 326 U. S. 743 (1945) is quoted by appellant (App. Br. 20, 21). The 
case was reversed because damages were awarded on a wrong theory. In the 
opinion the court there says: 

‘“‘We have no doubt of the existence of the duty of the appellee to provide for 
& necessary readjustment of their road system. Whether the duty is express or 
implied or one which arises from necessity, we regard as of no legal consequence.” 

In Jefferson County v. Tennessee Valley Authority, 146 F. (2d) 564, 566 (C. A, 
6, 1945) certiorari denied 324 U. S. 871 (1945) the road was replaced by the con- 
demning agency and therefore there was no damage. 

In Mayor and City Council of Baltimore v. United States, 147 F. (2d) 786, 787 
(C. A. 4, 1945) the taking was of alleys which were closed and there was no obli- 
gation on the city to reopen them. 

In Woodville v. United States, 152 F. (2d) 735, 737 (C. A. 10, 1946) certiorari 
denied 328 U. S. 842 (1946) no recovery was allowed because all of the town was 
taken for flooding. There was no obligation and indeed no opportunity to con- 
struct substitute highways. 

In United States v. State of Arkansas, 164 F. (2d) 943 (C. A. 8, 1947) a substan- 
tial sum was paid into court and the condemning agency was providing a sub- 
stitute for the highway taken. The only matterin issue was the cost of establishing 
and operating a temporary ferry. 

In City and County of Honolulu v. United States, 188 F. (2d) 459, 461 (C. A. 9, 
1951) certiorari denied 342 U. S. 849 (1951) it was conceded that it was not 
necessary to provide any substitute highway. 

We respectfully urge that there was and is a necessity for the establishment of 
a substitute highway for that portion of highway 11 A taken in this case. Counsel 
argues that there are other highways that are hard surfaced and that makes it 
unnecessary to provide a substitute for highway 11 A. We feel that the appellee 
is confusing two distinct issues, one the necessity of replacement, and the other, 
the quality of the road taken. The latter has to do with the evidence on 
compensation. 

In 1937 when secondary state highways, including highway 11 A, were estab- 
lished in the state there were then, and were at time of trial, a goodly number 
of such highways which were graveled roads substantially in the condition of 
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highway 11 A at the time of the taking. Some of these highways carried less 
than 40 to 50 cars daily, nevertheless they were constantly operated and main- 
tained by the state (R. 556-557). The physical condition and the number of 
vehicles using the highway taken are not determinative of the necessity of replace- 
oes United States v. Wheeler Township, 66 F. (2d) 997, 983, 984 (C. A, 8, 

Highway 11 A served a definite cross state purpose as distinguished from a 
local purpose (App. Op. Br. 26, 27, 34-37). Any argument on this phase is a 
dispute upon the evidence which the jury resolved in favor of the state. 

It might here also be observed that the trial judge precluded further testimony 
by appellant on the question of necessity for replacement of highway 11 A (R. 325, 
326, 371, 372). 

Counsel for appellee argues that the taking of highway 11 A, because of the 
light traffic thereon, did not cast any additional burden on other existing highways 
(Br. 18-20). Said counsel calls attention to the fact that the capacity of a two- 
lane highway is 4,000 cars daily (R. 287) and that.at the time of the taking the 
daily average of vehicles on the Pasco-Kennewick Bridge was 4,300 cars. We 
stated further on page 27 of our opening brief that the traffic count at Selah 
Junction then was 4,000 cars per day (R. 323). The record also shows that there 
te Ag a daily average of 5,300 vehicles at the south city limits of Yakima 

Thus it clearly appears that the two highways or routes which counsel says 
were available’ to travelers through Yakima, from or to southwest and northeast 
and east central Washington, were crowded and saturated and the taking of 
highway 11 A closed the alternate. 

Can it be said that the state is or was not entitled to keep the alternate, that 
the state has lost nothing by the taking? Under the evidence in this case the 
state seeks only the cost of building another alternate to the standard of the 
highway taken. 

Established and owned highways and routes therefore are valuable assets of 
the state. They are constantly developed as need requires. 

The jury, as well as other people, knew that in 1943, the time of the taking, 
the population of the state of Washington was rapidly increasing, not because of 
ue anford project, but because of the war and the migration of easterners to 
the west. 

In 1940 the population of this state was 1,093,419. In 1950 the population was 
1,736,191, a gain of 37% (United States Census of Population: 1950—U. S. 
Department of Commerce, Bureau of Census Population Report P—A47, Reprint 
Volume 1, Chap. 47). This court may take judicial notice of this fact. 20 Am. 
Jur. Sec. 98, p. 112, Sec. 27, p. 55, Sec. 53 p. 77; Greeson v. Imperial Irr. Dist. 59 
F. (2d) 529; The Appollon, 22 U. 8. 362, 6 L. Ed. 111. 

On this phase of the matter the jury, on the evidence before it, was certainly 
justified in concluding that because of 1943 increasing population and traffic 
needs, it was necessary to construct the alternate route 3 (Exhibit 3) for the 
highway taken. 

The necessity for highway 11 A and for replacement thereof was all a matter of 
evidence. That evidence came before the jury in the form of testimony of users 
of highway 11 A, residents at or near its termini, and highway engineers and 
legislators who had made study of the state highway system. All such witnesses 
testified that construction of the substitute or replacement highway was necessary. 

The quality of the roadway, whether hard surfaced or not, would, of course, 
determine to some extent the number of users. But for the taking, highway 11 A 
would have been available and it would have been improved from time to time 
as required. Problem 19—Rejected exhibits 11 and 11 A, in fact, contemplated 
the construction of a new bridge over the Columbia River at the point where the 
testimony in this case for substitute route 3 (Exhibit 3) indicated the operation 
of a state ferry. Rej. Ident. 11, App. Op. Br. Appx. D, pages 157, 173, 174, see 
also map App. Op. Br. page 149. Further, that exhibit, as said before, presup- 
posed the continued existence of highway 11 A and provided for a connection 
with 11 A with a highway across the aforesaid planned bridge and easterly along 
Wahluke slope as shown by Route 2 (Exhibit 3) in this case.” 

The increasing of the population in 1943, the development of the Columbia 
Basin area temporarily stopped by the war in 1943, the taking and closing of 
highway 11 A, as well as the other facts in this case, all made more evident to the 
jury the necessity for replacement of highway 11 A. 

The evidence of use, the number of cars or vehicles local or otherwise, the 
traffic on other highways, the demand made for replacement regardless of whether 
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such demand was from community chambers of commerce, all added up to a sub- 
stantial showing of necessity. Suppose the number of through vehicles across 
highway 11 A had been shown to have been substantially greater. Would counsel 
for appellee say that any certain number of users will show necessity while a lesser 
number will not? 

Future development of the state would require in time a hard surface for 11 A, 
but the route, the gravel road, was the state’s before the taking. We feel that the 
rearranging of the highway system to the extent disrupted by the government 
should be compensated for by it. 

The record shows that the evidence on compensation was based on cost of con- 
struction of a roadway of comparable quality (R. 198, 203-208, 309, 310, 386, 
402-404). The appellant is entitled to a roadway of comparable quality, even 
though highway 11 A was of the lowest type, and even though there was a com- 

aratively small amount of traffic on it. United States v. Wheeler Township, 66 
. (2d) 977, 983, 984 (C. A. 8, 1933). 


II. The Trial Judge Weighed the Evidence, Reached a Conclusion Different 
From That of the Jury, Then Improperly Set Their Verdict Aside 


Counsel argues in his brief (Br. 12, 13) that the question is whether there is 
substantial evidence to sustain the verdict. We agree that is the problem. If 
there is substantial evidence, then the trial judge erred. The brief of appellee 
however seems to argue disputed questions of fact, matters for the jury’s deter- 
mination. The importance of the highway was testified to by many witnesses, 
expert and otherwise, as were the facts upon which each might have voiced an 
opinion (R. 89-96, 166-172, 294-296, 331-340, 351-355). The quantity of 
local and through traffic is discussed by appellee (Br. 16, 17). The facts in that 
respect were quite different than the appellee states them to be (R. 577, 588). 
This is true also for the conjestion on other roadways (R. 322, 323). 

We respectfully call attention to our opening brief (App. Op. Br. 16-19) and 
the argument and authorities on the question of setting aside the verdict. Counsel 
has, by arguing appellee’s evidence and taking the most favorable view thereof, 
sought to imply there is no conflict. He is, in effect, justifying the trial court in 
substituting its judgment for that of the jury. 

The evidence is not to be weighed by the trial court on the motion to set aside 
Se verdict. Sartor v. Arkansas National Gas Corp., 322 U. 8. 767, 64 S. Ct. 724, 

29. 

Because of the substantial evidence which we have above pointed out, as in this 

case, on the question of necessity, we feel that the trial judge’s decision resulted 


only from his weighing of the evidence and reaching a conclusion different from 
that of the jury. 


III. The Trial Judge Improperly Rejected Evidence of Existing 1943 Plans for 
Development of Highways and of the Columbia Basin Area 


Counsel for appellee urges (Br. 25) that this point was not properly set forth in 
the statement of points on appeal and specification of errors. As we interpret the 
rules of this court, we are not required to outline the argument, but rather to 
apprise this court and opposing counsel, in the statement of points and specifica- 
tion of errors, of matter to be considered by the court on appeal. 

In the statement of points (R. 56), Point No. 2, we stated in substance that the 
trial judge erred in holding that the verdict of the jury was not supported by 
substantial evidence and in holding that no substantial evidence was adduced in 
trial establishing, or tending to establish, necessity for replacement. Adduced 
means offered or brought forth. We considered that all of the evidence, both 
offered and admitted, was clearly within the designation of that particular ‘point. 

For the assignments of error in our brief, we respectfully refer to page 15 thereof, 
and assignment 5. We could not have been more explicit unless we referred 
specifically to the exhibits by number and to the statements sought to be elicited 
from the witnesses. We do not interpret the rules of this court as requiring that 
practice. Certainly counsel for appellee was present at trial and he knows what 
evidence was excluded. 

Counsel sites cases which hold that the admission of evidence is discretionary 
(Br. 25, 26). These decisions pass upon the evidence offered to establish value of 
property in eminent domain cases. Here the evidence offered was to show the 
reasonable necessity of the highway taken. We contend that the evidence and 
exhibits rejected and referred to in the opening brief (App. Br. 38-40) were 


23010°—58 H. Rept., 85-1, vol. ?———23 
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admissible as relevant and competent. The exhibits for Identification 11 and 
11 A were prepared long before the Hanford project was conceived. They showed 
the permanent character of highway 11 A. It was recognized as an integral part 
of the state system. The exhibits show its contemplated use and presuppose 
its continued and uninterrupted existence. The exhibits, like the testimony of 
the witness Beckey (R. 104-133) and the map prepared by him (Iden. 5 and 6 
Rej. R. 133-151), were admissible to show that the use of highway 11 A was 
taken for granted in planning for future development. The weight to be given 
that evidence was for the jury under proper instructions. To have the court 
reject the evidence and then state that there was no subtantial evidence to go to 
the jury was error, cured by the verdict, but again reemphasized by the order 
setting aside the verdict. r 

In Clark v. United States, 115 F. (2d) 157, 161 (C.A. 8, 1946) the court says: 

“The discretion, however, is not an arbitrary one, but must be exercised judi- 
cially, and where, as here, there can not be said to be a market value the inquiry 
may properly cover a wide scope.”’ 

In United States v. 25.406 Acres of Land, 172 F. (2d) 990, 994 (C. A. 4, 1949) 
certiorari denied 337 U. S. 931 (1949) the court had before it the question of 
admissibility of plans for future development of the area taken. On this phase 
the court stated: 

“The development as to which testimony was allowed was one which had been 
carefully planned in detail before the taking by the government and one which 
would have been carried out but for the taking.” 

That ‘err further quotes from Metropolitan Water District v. Adams, Cal. 
Sup. 116 P. (2d) 7, 20, 21, as follows: 

“This evidence showed that the projects, far from being purely remote, con- 
jectural, and speculative, lay well within the realm of probable achievement and 
economic feasibility. ‘They were not conceived or outlined for the mere purpose 
of proving a point in this litigation or creating a market for the property, but 
represent the fruit of years of study and effort on the part of expert 
ogee age 

he state of development in 1943 in the Columbia Basin, the laws as 
to the planning on the project and the delay due to the war, all emphasize the 
admissibility of the plans and disclose the necessity for and continued use of 
highway 11 A. The evidence was admissible, its weight was for the jury. 

he report discusses ‘‘desirable additions to and modifications of the road 
net”’ of which highway 11 A was apart. The report assumes its continued use. 
“Existing highways” refers to highway 11 A. Counsel argues that since the 
report says the “existing highways are adequate for present needs,’”’ that means 
that the government can close highway 11 A without upsetting the highway 
system. We are discussing a highway that existed and was used in 1939 when 
the law was passed providing for the study (Ch. 169, Laws of 1939) and in 1941 
when the report was made (Idents. 11 and 11 A) and when the amending Columbia 
Basin Act of March 10, 1943, was passed (57 Stat. 14) to set up the projects for 
canals, farm units and roads, both existing and to be constructed, The testi- 
mony and offered exhibits were erroneously rejected. 

The jury was entitled to consider plans of projected development as such plans 
existed on and before the inception of the Hanford Project. In 1943 gas rationing 
was in force, the result of World War II was in doubt, and all development was at 
a standstill. 

Necessity was to be determined by normal conditions. The jury made that 
determination under proper instructions. As the court said in United States v. 
25.406 Acres of Land, 172 F. (2d) 990, 995 (C.A. 4, 1949) certiorari denied 337 
U. 8. 931 (1949): 

“In cases of this sort, we must never forget that the common sense of the 
twelve men on the jury is a surer guaranty of justice than any attempt that might 
be made to give logical application to antiquated rules of evidence. If an honest 
and intelligent jury is given all the facts and is correctly instructed as to the law, 
it will come pretty near deciding a case correctly. Artificial rules of evidence 
which excluded from the consideration of the jurors matters which men consider 
in their everyday affairs hinder rather than help them at arriving at a just result.” 

The ultimate complete development of the Columbia Basin and the need for 
highway 11 A as a connecting link from southwest Washington and Yakima, 
through the Columbia Basin into Spokane and Northwest and Central Eastern 
Washington, was a reality in 1943. This was a matter which the twelve on the 
jury, under the statement made by the court of appeals, fourth circuit in the 
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above 172 F. (2d) 990 case, were warranted in considering as fact in their every- 
day affairs. The trial court was clearly in error in rejecting appellant’s exhibits 
5, 6, 11, and 11 A, 


IV. The Only Motion Made by Appellee Was for Judgment Notwithstanding 
the Verdict and To Set the Verdict Aside 


Appellee states in a footnote (Br. 7 and 8) that the court has not passed on 
the alternative motion for new trial. Counsel loses sight of the fact that the 
court accepted the government’s oral amendment to the motion (R. 618). An 
“Order Setting Aside Verdict and Directing Entry of Judgment” was prepared 
and presented by the attorney for appellee. That order recites (R. 47): 

‘“* * * and the petitioner, United States of America, having at the time of 
argument, amended its motion to move for judgment notwithstanding the verdict 
and to set aside the verdict * * * that no good purpose could be served by 
granting a new trial in this proceeding * * *.’ 

The court has passed upon the only motion before him, the amended motion. 
The order is a complete one. We deem counsel’s question in footnote 5 answered 
by the amendment to the motion and the order. 


CONCLUSION 


In closing we here observe that if state highway 11 A had not been taken and 
closed, the state would have had that highway for improvement of an alternate 
direct route connecting Yakima and southwest Washington with the Columbia 
Basin, Spokane and Eastern Washington. The highway taken not only could 
have carried its own traffic, but it could have been utilized as a connection into 
the Columbia Basin area and to relieve the congestion on the other highways, all 
of which is now precluded the state by reason of the taking in this case. If the 
government’s theory is correct, the state will perpetually at its own expense be 
required to divert all traffic around the entire project area through Pasco or 
Ellensburg, and build other highways into the Columbia Basin area without any 
compensation from the government for the taking of the alternate highway 11 A. 
The state would doubtless have constructed an alternate route prior to trial if it 
had been determined where the United States would have permitted that route 
(Exhibit 10). An alternate for 11 A into the Columbia Basin and across the 
state must now be constructed over the only route available, Route No. 3, Exhibit 
N.3. The only anternative will be for the state, at great additional burden and 
expense, to rebuild and realign existing highways or build other highways as best 
it can to partially alleviate conditions caused by the taking of alternate route 
highway 11 A. 

We respectfully urge that the theory of the trial court and of counsel for 
appellee in this case results in the enrichment of the United States at the expense 
of the state of Washington, in violation of the Fifth Amendment to the Constitu- 


tion. The judgment of the trial court should be reversed with direction to 
reinstate the verdict. 


Respectfully submitted. 
Smita Troy, 
Altorney General, 
Haroup A. PEBBLES, 
Special Assistant Attorney General, 
CuarLes L. Powe, 
Special Attorney, 
Attorneys for State of Washington 
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MEAT PROMOTION PROGRAM 


May 9, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cooxey, from the Committee on Agriculture, submitted the 
following 


REPORT 


[To accompany H. R. 7244] 


The Committee on Agriculture, to whom was referred the bill (H. R. 
7244) amending the Packers and Stockyards Act, 1921, to permit 
deductions for a self-help meat promotion program, having considered 
the same, report favorably thereon without amendment and recom- 
mend that the bill do pass. 


STATEMENT 


Producers of a number of agricultural commodities have programs 
under which they contribute a small amount from the sale of their 
commodities to be used for marketing research and sales promotion 
work. Commodities with respect to which such plans are now in 
operation include milk, tobacco, cotton, potatoes, and wool. There 
are probably others of which the committee does not have specific 
information. In general, most of these plans involve purely voluntary 
contributions to a promotion fund on the part of the producers. In 
some cases, however, funds are collected under the taxing authority 
of a State and in the case of one commodity (wool), the promotion 
fund is collected by the Federal Government. In addition, most of 
the commodities operating under a marketing agreement or order 
program regularly have funds set aside for market development and 
promotion purposes, 

Such a plan has operated on a partial basis in the livestock industry 
for a number of years but because of restrictions in the Packers and 
Stockyards Act has never been fully operative nor as well supported 
as many livestock producers would like for it to be. For many years, 
the Livestock and Meat Board and certain other livestock organiza- 
tions have carried out various marketing research and promotion 


86006 











a MEAT PROMOTION PROGRAM 


activities on the basis of voluntary contributions from livestock 
producers. ‘These operations are carried out under a handicap, how- 
ever, because provisions of the Packers and Stockyards Act prohibit 
commission merchants and other livestock handlers operating on 
stockyards coming within the jurisdiction of that act from deducting 
such voluntary contributions out of the money due producers. There 
is no such restriction with respect to the handling of other com- 
modities. 
PURPOSE OF THIS BILL 


The purpose of this bill is to place the producers of livestock on 
the same basis as the producers of other agricultural commodities 
and make it legally possible for them to contribute a portion of the 
sales price of their animals in an orderly manner for the promotion of 
meat sales, if they care to do so. There is no element of compulsion 
of any kind in this bill. Producers are not required to contribute to 
any such promotion fund nor are dealers and handlers required to 
make such collections. The bill simply removes from the Packers 
and Stockyards Act the restrictions against such a program and leaves 
the way open for the voluntary operation of such a plan. 

The only affirmative requirements in the bill are (1) that money 
which has been deducted from the proceeds of livestock sales for 
promotion purposes shall be returned to the producer if he so requests 
within 30 days, (2) that any organizations receiving any such funds 
must file annually with the Secretary of Agriculture a full report of 
their receipt and expenditure of these funds and that such reports 
shall be available for public inspection. 


HEARINGS 


Hearings were conducted on a number of bills including H. R. 3749 
by Mr. Berry, H. R. 5244 by Mr. Poage, and H. R. 5872 by Mr. 
Dixon. Although differing somewhat in “detail, the bills were similar 
in that they required that ‘the Secretary of Agriculture should assume 

responsibility for approving the organizations eligible to receive such 
funds. 

The Department of Agriculture appeared in support of the objec- 
tives of the bill but opposed those provisions which would have placed 
responsibility for approval of participating organizations or for any 
collection and distribution of funds on the Secretary of Agriculture. 
Representatives of virtually all of the major livestock organizations 
in the country and from many State and regional livestock groups 
appeared in favor of the bills but they, too, were more interested in 
the objective than in the details of the bills. The committee believes 
that the bill reported herewith will receive their full approval. The 
only major opposition to the proposed measures came from the 
American Farm Bureau Federation and the National Farmer’s Union. 


CLEAN BILL 


The bill reported herewith is a clean bill written by the Livestock 
and Feed Grains Subcommittee after conclusion of public hearings 
on this matter and introduced by the chairman of the subcommittee 
at its direction. The bill does not place any responsibility for approval 
of organizations nor the handling of funds upon the Secretary of 
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Agriculture. It puts the whole proposed program on a completely 
voluntary basis and makes the Secretary of Agriculture responsible 
only for receiving annual reports from participating organizations and 
making those reports available for cahlie inspection. 

The committee believes that by making this program one which is 
completely voluntary in every respect, it has given producers the 
greatest possible assurance that the promotion and market develop- 
ment programs carried out as the result of any collection plan will 
truly be in the best interest of the livestock industry. 

No dealer or handler is required to make the deductions authorized 
by this bill. Obviously, the making of small deductions from each 
sale of livestock, the notification to producers that the deductions 
have been made, the bookkeeping required in handling such accounts, 
and the payment of these funds to the producer organizations will re- 
quire some effort, expense, and additional office work on the part of 
dealers and handlers. After making the deduction from the sale 
proceeds, the handler is required by the bill to return the deduction 
to the producer if the producer so requests within 30 days. It seems 
obvious to the committee that if a producer association loses the con- 
fidence of livestock producers so that they begin to request a refund 
of the deduction which has been made for oak association, the addi- 
tional bookkeeping and work which this imposes on the dealer is soon 
going to cause him to withdraw from the program altogether. It 
seems clear, therefore, that only organizations which are in fact doing 
a job that is almost unanimously satisfactory to livestock producers 
will be able to continue to operate. 


ANALYSIS OF THE BILL 


The bill adds a new section to the Packers and Stockyards Act at 
the end of the existing language of title III. Existing provisions of 
the act require that a livestock dealer or handler (referred to in the 
act as a “market agency’’) on a posted stockyard must remit to the 
shipper whose livestock he has sold the entire proceeds from such sale 
with the exception of certain items specified in the act. A deduction 
for meat promotion is not one of the items authorized by the act. 
The effect of this bill will be to permit a dealer to make such deductions 
if the organization to which the money is paid and the procedures 
under which it is deducted comply with the provisions of this bill. 

Subsection (a).—Subsection (a) authorizes a dealer or other handler 
on a stockyard under the jurisdiction of the Packers and Stockyards 
Act to deduct from the proceeds of the sale of livestock not to exceed 
10 cents per head for cattle or calves and not to exceed 5 cents per 
head for sheep, lambs, or swine and to pay such money to a producer 
organization which supports market research and the promotion of 
meat consumption on a nationwide basis. The bill does not stipulate 
the number of such organizations among which the handler may divide 
up the funds so withheld. The committee assumes that in most in- 
stances there will be one producer organization for each State or for 
each major livestock market and that this one organization will repre- 
sent all types of livestock producers and will qualify under the pro- 
visions of the bill by turning all or a portion of the money it receives 
over to national promotion groups or organizations to be used on a 
nationwide basis. The proviso requires that the handler list each such 
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organization for which a deduction is being made so that a shipper 
could request the return of money withheld for one organization and 
not for another. There is nothing in the bill which prevents a handler 
from obtaining in advance the consent of the shipper that the deduc- 
tion be made but this would not relieve the handler of the obligation 
of listing the organizations and the deductions for each in connection 
with each remittance to the shipper. 

Subsection (b)—Provides that the shipper may have the deduction 
returned to him if he so requests within 30 days after receiving the 
accounting from the handler. 

Subsection (c).—Provides that if the shipper has not made such a 
request within 30 days, the handler shall pay the money withheld to 
the organization or organizations for which it is being collected. 

Subsection (d).—This subsection requires each organization receiving 
any of the funds which have been withheld from slaes receipts by 
handlers to file with the Secretary of Agriculture annually a report on 
tha amount of funds it has received and its use of such money. To 
be complete, of course, such a report would have to include funds 
which had been received from handlers not subject to the Packers 
and Stockyards Act and from other sources. The Secretary is re- 

uired to make these reports available for public inspection and to pub- 
lish such summary of them as he may deem advisable. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill are shown 
as follows (existing law proposed to be omitted is enclosed in biack 
brackets, new matter is printed in italic, and existing law in which no 
change is proposed is shown in roman): 


PacKERS AND Stockyarpbs Act, 1921, as AMENDED 


* a * * * * « 
TITLE III—STOCKYARDS 
” * * * * * * 


Sec. 318. (a) Any market agency that handles the sale of any 
livestock on a posted stockyard may, upon the request of an organization 
sponsored by the producers of the livestock so handled and which organi- 
zation supports research into the problems concerning the marketing 
of meat derived from such livestock and which promotes the sale and 
consumption of such meat on a nationwide basis, make deductions of 
not to exceed 10 cents per head for cattle or calves and not to exceed 6 
cents per head for sheep, lambs, or swine from the proceeds of sales of 
such livestock to finance such activities: Provided, That in accounting to 
the shipper of such livestock, the shipper is advised of the amount of the 
deduction, the purpose thereof. the organization for which made, and 
that wpon request of the shipper the amount deducted will be refunded 
to the shipper. 

(b) In the event the shipper of such livestock objects to the deduction of 
such amounts from his account of sales, such shipper shall, within thirty 
days after receipt of the account of sales showing such deductions, request 
refunds of such amount or amounts so deducted; in which event the market 
agency that has made such deduction shall refund the amount or amounts 
so deducted to the shipper who has requested such refund. 
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(c) If no request for refund has been made within thirty days after the 
shipper has been delivered the account of sales showing such deduction, 
then the shipper is conclusively presumed to have agreed to such deduction 
and the market agency that has made such deduction shall pay the amount 
so deducted to the organization described in subsection (a). 

(d) Each organization receiving any funds deducted hereunder shall 
report annually to the Secretary of Agriculture on its receipt and use of 
such funds, and the Secretary is authorized and directed to make such 
reports available for public inspection and to publish such summaries of 
such reports as he may deem advisable, 


O 














85TH CoNGRESsS t HOUSE OF REPRESENTATIVES Report 
1st Session No. 432 





EXTENSION OF PUBLIC LAW 480 


May 9, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cootry, from the Committee on Agriculture, submitted the 
following 


REPORT 


[To accompany H. R. 6974] 


The Committee on Agriculture, to whom was referred the bill 
(H. R. 6974) to extend the Agricultural Trade Development and 
Assistance Act of 1954, and for other purposes, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 

GENERAL STATEMENT 


Public Law 480 was approved July 10, 1954, as an emergency 
program for disposing of surplus agricultural commodities through 
various means calculated to return some permanent benefit to the 
United States. The methods of disposal included (1) sale for foreign 
currencies, (2) barter, and (3) donation both domestic and foreign. 
The act consists of three titles. Title I deals with sales for foreign 
currencies. ‘Title II deals with foreign donations. ‘Title III deals 
with barter and with domestic donations. 

Title I originally provided an authorization of $700 million for the 
sale of surpluses abroad to friendly countries for foreign currencies. 
On August 12, 1955, this authorization was increased to $1.5 billion 
and on August 3, 1956, to $3 billion. This bill will further increase 
that authorization to a total of $4 billion. 

Title IL originally authorized the expenditure of not more than 
$300 million for foreign donation programs. This was later increased 
to $500 million and this bill would again increase this amount to a 
total of $800 million. 

The termination date of programs under titles I and II of the act is 
June 30, 1957, and is by this bill extended 1 additional year, to June 
30, 1958. 

No other changes are made in the act by this bill. 

Title III deals with barter and with the permanent surplus disposal 
and donation programs embodied in the Agricultural Act of 1949. 
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There is no termination date or dollar limitation on these programs 
and no change in these provisions of law is made by this bill. 

Title LIL also includes a section prohibiting transactions under this 
act with Communist nations or nations “dominated or controlled by 
U. S. S. R.” The bill transmitted to the Speaker by Executive 
Communication No. 480 included a provision which would have 
repealed this section and would have had the effect of authorizing 
barter transactions with such nations. A separate provision in title 
I (sees. 101 and 107) would have continued to prohibit sales of sur- 
pluses to these countries for foreign currency. 

The bill reported herewith does not include the provision repealing 
section 304 and makes no change whatever in the existing law and 
policy relating to either barter or sales for foreign currency to Com- 
munist-dominated countries. 


TITLE I PROGRAM 


Title I authorizes the President to enter into agreements with 
friendly nations or organizations of friendly nations “for the sale of 
surplus agricultural commodities for foreign currencies, to be used 
for market dev elopment, foreign assistance, payment of United States 
obligations abroad, and certain other purposes. Under existing 
legislation, new w agreements cannot be entered into after June 30, 1957. 
Agr eements are negotiated through diplomatic channels. 

After agreements are signed, purchase authorizations are issued to 
importing governments by the Foreign Agricultural Service. These 
authorizations specify the kinds, quantities, and maximum dollar 
values of the commodities to be purchased, and the conditions under 
which financing will be made available. Public announcements are 
made of these authorizations for use by United States suppliers in 
making sales with foreign importers. 

Normal commercial procedures, based largely on letters of credit, 
are followed in carrying out title I sales. Importers pay for com- 
modities in local currencies through their local banks. United States 
suppliers are paid in dollars by United States banks with which the 
foreign banks have established dollar letter of credit arrangements. 
The United States banks are reimbursed by the Commodity Credit 
Corporation. The foreign currency purchase price of the commodities 
is deposited to the account of the United States Government in 
accordance with arrangements made between governments of the 
United States and the importing country. 


SALES OF COMMODITIES 


Since the inception of the program, 87 agreements or supplements 
to agreements have been entered into with 30 countries. These 
agreements include commodities involving a total CCC cost of about 
$2.9 billion and a total export market value of about $2 billion. 
These costs include about $225 million in ocean transportation which 
are being financed by CCC. 

The title I authorization is in terms of CCC cost which includes 
the cost of commodities, processing, handling, and other costs. The 
export market value represents the prices actually paid by importers 
under individual transactions, Because of this cost difference, 
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programing of $2 billion in export market value has nearly exhausted 
the CCC cost limitation of $3 billion. 

These agreements provide for the shipment of 430 million bushels 
of wheat, 2.5 million bales of cotton, 22 million bags of rice, 1.2 billion 
pounds of vegetable oils, 140 million pounds of tobacco, 150 million 
pounds of meat, 200 million pounds of lard, 75 million bushels of feed 
grains, 130 million pounds of dairy products, 80 million pounds of fruit 
and vegetables, as well as other commodities. 

About $1 billion worth of commodities at export market value has 
already been exported. By the end of the current fiscal year, the 
Department of Agriculture advises, shipments should total about 
$1.2 billion. A large portion of the unshipped balance on June 30 
1957, will represent the 1958 and 1959 programs with India and Brazi 
under their 3-year agreements. 

Fiscal year 1956 was the first full year of title I operations. During 
that year, about $427 million worth of commodities was exported or 
12 percent of total United States agricultural exports. Shipments this 
fiscal year are averaging about $60 million per month and are expected 
to comprise about 16 percent of our total agricultural exports which 
are expected to establish a new record. 

In terms of tonnage, title I programs exceed 16 million metric tons, 
of which somewhat more than 50 percent has been shipped. Over 
3 million metric tons were shipped during the first 6 months of this 
fiscal year. 

Dollar value and quantities of all commodities programed since the 
inception of the program are given in tables I and II, 
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USES OF FOREIGN CURRENCIES 


The foreign currencies which accrue from title I sales may be used 
only for purposes specified in section 104 of the law. The currently 
planned uses of foreign currencies for these purposes are set out in 
table IIT. 

Market development projects are under way in 20 countries involv- 
ing the equivalent of about $5 million. About $32 million is ear- 
marked for this purpose under existing agreements. Market develop- 
ment projects include marketing studies, exhibits at trade fairs, 
advertising and promotional displays, and exchange visits of industry 
representatives of the United States and the foreign countries 
concerned. 

Payment of United States obligations overseas includes such obli- 
gations as costs of military base construction, continuing administra- 
tive and operating expenses of the Department of State and the 
United States Information Agency, and the purchase or construction 
of military family housing. 

Currencies are being used for educational exchange programs, for 
assistance to American-sponsored schools, libraries, and community 
centers, and for the translation, publication, and distribution of 
books and periodicals abroad. 

Substantial amounts of the foreign currencies are being used to pro- 
mote economic development. Virtually all of these development funds 
are loaned to participating countries with programs being worked out 
by the foreign governments in cooperation with the United States. 
Direct grants of currencies for economic development purposes are 
made only in special circumstances. 

Of the agreements signed to date, almost 60 percent, or about $1.1 
billion of foreign currency payments is earmarked for use for economic 
development loans. 

Finally, foreign currencies are used for the purchase of strategic 
materials, procurement of military services and equipment for the 
common defense abroad, and for the purchase of goods for other 
friendly countries. 

From table III it is seen that most of the foreign currencies being 
generated under title I agreements are to be used in furtherance of 
the foreign aid program, United States foreign policy interests, and 
other nonagricultural purposes. Only 1.6 percent of the total is 
planned for market development for agricultural commodities, while 
park percent is planned for other uses, as shown by the following 
table: 
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CONSTRUCTION OF THE ACT 


This committee is disturbed and alarmed by some of the interpre- 
tations of the provisions of the act evidenced by those responsible for 
its administration. Public Law 480 is, admittedly, a complex and in 
some instances obscurely worded statute. Its complexities do not, 
however, justify construing into the statute problems and complica- 
tions which Congress had no intent of placing there nor do they justify 
construing out of the statute policies and objectives which Congress 
has clearly and specifically included therein. 

This committee would remind those in charge of administering this 
law that it is not intended as a permanent part of either our agricul- 
tural or our foreign trade program. It is an emergency law designed 
for the sole purpose of making the best of a bad situation by providing 
for the disposal of agricultural surpluses in a manner which will return 
some benefit—if possible, a permanent benefit—to the United States. 
What are these benefits sought to be achieved? One need look no 
further than the title of the act itself to discover the first, and, in the 
opinion of this committee, the most important tangible benefit Con- 
gress had in mind: development abroad of new and expanded com- 
mercial markets for American agricultural products. It is not without 
significance that the first words in the title of the act are “Agricultural 
Trade Development” and that the very first of the 10 general objec- 
tives spelled out in section 104 is “to help develop new markets for 
a States agricultural commodities on a mutually benefiting 

asis.”’ 

It is, therefore, disturbing to this committee to find (see table ITT) 
that other programs and objectives are scheduled to take 98.4 percent 
of all the funds thus far generated under title I and that only 1.6 
percent of the total of foreign currencies available is planned for the 
development of new foreign markets for agricultural commodities. 


DEVELOPMENT OF NEW MARKETS 


The committee does not criticize the market development programs 
which have thus far been undertaken. Most of them appear to be 
eminently worthwhile. If, however, real progress is to be made in the 
development of new commercial markets for American agricultural 
products outside the United States, this objective of Public Law 480 
must receive far greater emphasis in the additional year’s time and 
the additional billion-dollar authorization than it has received in 
carrying out the program thus far. 

From its almost continuous study of this situation, this committee 
is convinced that the possibilities for development of new and ex- 
panded markets in other countries for American agricultural products 
can only be described as ‘‘tremendous.” One need look no further 
away than South America (to which this committee devoted consider- 
able study in the fall of 1955) to discover a potential market of exciting 
magnitude for our agricultural commodities. 

Virtually the whole Continent of South America is in the first phases 
of an era of industrial and resource development comparable to that 
which took place in the United States in the last half of the 19th 
century. South America is rich in minerals and other natural re- 
sources. To a large extent its potential output is noncompetitive with 
that of the United States and, indeed, many of its products are com- 
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modities which this country is forced to import.) At the same time, 
the agricultural potential of South America, particularly in some of 
the countries richest in minerals and other natural resources, is far 
more limited than most North Americans realize. Many South Amer- 
ican countries today must import a substantial portion of their staple 
food commodities and as industrial and economic development takes 
place in those countries, as the income and purchasing power of the 
population increases, there will be an ever-increasing demand for food 
commodities of a kind which the agriculture of the United States is 
capable of producing in abundance. 

The development of these markets will not wait forever. If the 
United States does not take steps now to make its products available 
we can be sure that other nations will move in and also that manpower 
and energy which might better be put to other uses will be set to 
domestic production of agricultural products, establishing an eco- 
nomic pattern which, even though detrimental to the country’s 
maximum development, may later be difficult to change. 

It appears to the committee that the effectuation of the policy of 
Congress with respect to market development under Public Law 480 
will require not only the allocation of a greater portion of available 
foreign currencies to this purpose but also the use of those funds in 
additional ways, and a more liberal interpretation by the Secretary 
of Agriculture of commodities available for sale under title I. It 
seems to the committee that market development activities should 
include not only consumer education programs, studies of consumer 
preference and market potential, displays at trade fairs, etc., but also 
the use of available foreign currencies for the developm«nt and estab- 
lishment of facilities and machinery for the distribution in foreign 
countries of American farm products. There is nothing in Public 
Law 480 to prevent the use of foreign currencies generated thereunder 
for loans to aid in the establishment of the physical plants, facilities, 
and outlets throughout the distribution channel which will aid in the 
distribution of and the establishment of markets for our agricultural 

roducts. The committee is of the opinion that these funds should 
»e so used whenever it is apparent that the lack of physical facilities 
is a deterrent to the distribution and sale of our farm products and 
where it appears that a profitable trade in such products might be 
established if such facilities were available. It is further of the opinion 
that funds used for this purpose should be considered in the nature 
of risk capital and need not be surrounded with all of the limitations 
and safeguards imposed on those loans which are made for general 
economic development. 

The objective of developing new markets and future profitable trade 
in United States agricultural commodities and their products can be 
furthered also by making available to other countries—as contem- 
plated by the general purposes of Public Law 480—commodities and 
products of a type which might reasonably be expected to find a 
substantial volume of profitable commercial demand in the country 
to which they are sent. Effectively to stimulate and facilitate foreign 
trade in these commodities and products and to further the policy of 
Congress as declared by section 2 of the act necessitates full recog- 
nition by the Secretary of Agriculture and other administrative officials 
of the intent of Congress to make any surplus agricultural commodity 
as defined in the act eligible for sale under the authority of the act, 
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whether or not the Commodity Credit Corporation owns or has ac- 
quired stocks of such commodities under price-support programs. 
Substantial market potential exists in many countries of the world 
for our surplus agricultural commodities which are not under price 
support or which are not acquired by the Commodity Credit Corpo- 
ration and every effort should be made by the Secretary to utilize the 
authority of this act to assist in the development of markets for any 
surplus agricultural commodity and its products and to authorize the 
sale thereof whenever a market potential exists or appears to exist. 


FOREIGN AGRICULTURAL SERVICE 


It appears to the committee that more of the foreign currencies 
available under Public Law 480 might well be used for the develop- 
ment of an even more effective Foreign Agricultural Service. The 
primary overseas function of the employees of this Service is to 
develop new and expanded markets for American agricultural prod- 
ucts. Diplomatic relations are conducted by other members of our 
foreign missions. The writing of reports and the transmitting of 
data to the Secretary of Agriculture is an important but collateral 
job to the main function of the agricultural attaché, which is to rep- 
resent American agricultural production in foreign countries. In 
many countries additional physical facilities, i a perhaps a 
more suitable residence, would be of assistance to the agricultural 
attaché in selling American agricultural products. Where such facil- 
ities are needed, local currencies generated under Public Law 480 
might well be used for that purpose 


4-H CLUBS 


Members of this committee have studied the possibility of develop- 
ing in certain countries taking part in the 480 program clubs similar 
to our own 4-H Clubs for farm boys and girls. The basic objective 
of these clubs is the development of better rural life and the learning 
of the basic principles of democracy and self-improvement. Estab- 
lishment and encouragement of such clubs in some of the countries 
taking part in the Public Law 480 program would appear to be one 
of the emedicial uses to which foreign currencies generated by the 
program could be put. The use of these currencies for such a pur- 
pose appears to be clearly within the general objectives and author- 
ity of the legislation and would be specifically authorized by subsec- 
tion 104 (e) authorizing the use of such currencies for the general 
economic development of the purchasing nation. 


RESTRICTIONS ON SHIPPING 


It has come to the attention of the committee that foreign embassies 
and purchasing agencies authorized under the terms of Public Law 
480 agreements to make purchases under the program in this country 
have in some instances limited or restricted the ports to which com- 
modities might be delivered under their purchase contracts for ship- 
ment abroad and that officials of the Department of Agriculture, while 
aware of this situation, have felt that they could not prevent such 
action because of certain language in the act. The committee is not 
aware of any language in the act which should be construed to prevent 
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the officials in charge of the 480 program from regeirens: that purchases 
by foreign countries thereunder should be made without restriction 
as to which ports commodities may be shipped through unless there 
is a clear economic reason for so stipulating. Officials should also 
exercise to the fullest their authority to permit use of any available 
shipping when suitable space is in tight supply. 


ACCOUNTING 


This committee concurs with the position of the Senate Committee 
on Agriculture and Forestry expressed in the paragraph beginning at 
the bottom of page 3 in its report (S. Rept. No. 188) on the similar 
Senate bill (S. 1314) that in accounting for funds expended or costs 
accruing under the Public Law 480 program a clear distinction be 
made between those costs or expenditures which are for the benefit 
of American agriculture and those which are for the benefit of or 
attributable to nonagricultural programs. 


FRUIT AND OTHER COMMODITIES 


The committee also concurs in the position of the Senate committee 
with respect to the application of title I to fruit and other commodities 
as expressed on pages 4 and 5 of Senate Report No. 188. The com- 
mittee believes that substantial market potential exists for many 
non-CCC inventory items such as poultry and dairy products and 
other livestock products. This measure will permit the undertaking 
or the continuation of programs such as the poultry program which 
was started in Germany last year and has already demonstrated 
possibilities for establishing entirely new markets which never before 
existed for United States agricultural products, 


TITLE II 


The bill provides for an increase in the authorization under title IT 
of $300 million. Since current commitments under this title are 
approximately $300 million, the effect of this provision is to restore 
the authorization to the level of the existing $500 million limitation. 

This title authorizes a program by which we can help friendly 
foreign people in time of need. It has been used to help feed Hun- 
garian refugees in Austria; to alleviate distress caused by floods in 
Afghanistan and Iran; and to furnish emergency relief in Bolivia and 
Tunisia. The committee notes, however, that relatively little use has 
been made of the authority to assist refugees conferred by Public Law 
962, 84th Congress. 

Under the authority of titles II and III of this act vast quantities 
of surplus food have been made available to needy persons both in the 
United States and in foreign countries. In the fiscal year 1956 more 
than 2 billion pounds of food were distributed in this manner— 
approximately 789 million pounds in the United States and more than 
1,287 million pounds in other countries. In the first 9 months of the 
current fiscal year, donations are running more than 50 percent above 
1956. 

In the United States, surplus food is distributed chiefly through 
State agencies and through the school-lunch program. A total of 39 
States, Alaska, and Puerto Rico are currently taking part in the 
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distribution of surplus food to needy persons. In addition, these 
foods are going to about 12 million schoolchildren and to 1.4 million 
persons in charitable institutions. The following table shows the 
number of persons in family units receiving direct distribution of com- 
modities as of March 1, 1957. 


RS Bie 5s CS cde cete 288, O19 | New Jersey... 22 11, 811 
Es eek Bie eke eu 614] New Mexico_..-.........- 42, 315 
IN at ae ciin tis Sa SiG BOGs Pee OP hos cow c ne discs 140, 180 
RN sian in sach meen 33, 543 | North Dakota............ 10, 075 
Galetndecs  jeciscuctcwiil £1, B22 |b wesc cweeceddsuen 31, 434 
CORI gg SS 2 a a are 253, 509 
Eitan eden ieee s at 76, 228| Pennsylvania_............ 611, 380 
Tres Ss oS oe 33, 428| Puerto Rico__.........--- 314, 953 
TORR Sin Osta ew ZiiU 83, 730 | Rhode Island__.-.......-- 7, 501 
TONING. tia tcsin a4andace< 9, 856} South Carolina__......-... 200 
EY « Sicwatonnanceeas 203, 838 | South Dakota__.........-- 31, 912 
I onc ekeccnee S77, BOST DONNIE... 3 = eee csccce 28, 630 
Pemiteh 2 eke idk 22 Jk G5/ 002 P Teeaes CS Soe eee 92, 546 
ING eriiicimadtweuninn 1,206 | Utebswiceususiedi wick 14, 954 
Massachusetts. ........--. ih, MEE I i caihatd i emincceahen 3, 886 
NI coset Gane oeeity ee Pe ie man 35, 816 
PENSE a eciccdawaue 15, 352| West Virginia_.......... 183, 508 
a a een 257, 869 | Wisconsin................ 8, 904 
Peer eo Sued Se 10, 366 | Wyoming. .....-.-..-.--- 7, 285 
Webrashag iis cocci cise 2, 062 —_ 
TOWRA. dT... eb <<uka due 586 TNL b.. cations acm bon 3, 443, 803 
New Hampshire_....-.-..- 4, 741 


In foreign countries, surplus foods are distributed primarily through 
voluntary relief agencies, chiefly of a religious and charitable nature. 
During the first quarter of this calendar year, foreign food distribu- 
tion was being made by 23 such agencies in 84 countries. 

The following table shows the quantities of surplus foods donated 
for both domestic and foreign use during the fiscal year 1956 and the 
first 9 months of fiscal year 1957: 
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DEPARTMENTAL APPROVAL 


Following is the text of the executive communication from the 
Secretary of Agriculture recommending enactment of this legislation: 


DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., February 14, 1957. 
The SPEAKER, 
House of Representatives. 


Dear Mr. Speaker: Enclosed is a draft of a proposed bill to extend 
the authorities under titles I and II of the Agricultural Trade Develop- 
ment and Assistance Act of 1954, as amended (Public Law 480, 83d 
Cong), and to repeal section 304 of that act. 

It is proposed that section 103 (b) be amended to increase the title I 
authority from $3 billion to $4 billion; it is proposed that section 109 
be amended to extend the terminal date through which title I trans- 
actions can be undertaken from June 30, 1957, to June 30, 1958. 

Title I of Public Law 480 authorizes the President to enter into 
agreements with friendly nations or organizations of friendly nations 
to provide for the sale of surplus agricultural commodities for foreign 
currencies. At the present time more than $2.8 billion of the $3 
billion authority has been committed through formal agreements. 
Negotiations now in progress and current program planning indicate 
that the entire $3 billion will be committed under agreements well 
before June 30, 1957. It is likely that this will occur as early as 
February 1957. 

Public Law 480 is considered a temporary means of disposal of 
agricultural surpluses. It has proved to be an effective tool in ae 
surpluses abroad while other programs are restoring a more balance 
situation with respect to farm output and demand. However, sales 
for foreign currencies and barters are inconsistent with the adminis- 
tration’s foreign trade policy and the administration’s desire to further 
the removal of government from business. No action should be 
taken to incorporate disposal methods of this kind as permanent 
features of United States foreign trade programs. 

The request for an additional $1 billion and the extension of the 
terminal date under title I is presented at this time in order to permit 
orderly programing of agricultural commodities for the fiscal year 
1958. The additional amount would provide for new programing at 
approximately the same annual rate that has been accomplished since 
the program was initiated in 1954. 

In order to permit continuation for another year of the useful 
activities which have been possible under title II of Public Law 480, 
it is proposed that section 203 be amended to increase that authority 
from $500 million to $800 million and that section 204 be amended 
to extend the terminal date for undertaking programs from June 30, 
1957, to June 30, 1958. Inasmuch as approximately $300 million of 
title II funds has already been committed, this proposal would in 
effect restore title II to the present amount authorized of $500 million. 

Section 304 of the act requires the President to exercise his authority 
under Public Law 480 so as to assist friendly nations to be independent 
of trade with the U. S. S. R. or nations dominated or controlled by 
the U. S. S. R. and so as not to increase the availability of com- 
modities to unfriendly nations. 
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It is recommended that section 304 be repealed. This would place 
us in a position to make offers of barter transactions on a selective 
basis to the European satellites of the Soviet Union. It would appear 
that this authority would be of particular advantage in view of recent 
developments in Eastern Europe. Agreements for sales of com- 
modities for foreign currencies under title I of the act would continue 
to be limited to friendly countries by provisions of that title. 

The Bureau of the Budget advises that there is no objection to the 
submission of the proposed legislation to the Congress and that enact- 
ment of such legislation would be in accord with the program of the 
President. 

A similar letter is being sent to the President of the Senate. 

Sincerely yours, 
E. T. Benson, Secretary. 


A BILL To extend the Agricultural Trade Development and Assistance 
Act of 1954, and for other purposes 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, That the 
Agricultural Trade Development and Assistance Act of 1954, 
as amended, is amended as follows: 

(1) Sections 109 and 204 of such act are amended by strik- 
ing out “1957” and substituting in lieu thereof “1958”. 

(2) Section 103 (b) of such act is amended by striking out 
**$3,000,000,000” and inserting in lieu thereof ‘$4,000,- 
000,000’’. 

(3) Section 203 of such act is amended by striking out 
“*$500,000,000” and inserting in lieu thereof “$800,000,000”, 

(4) Section 304 of such act is deleted. 


EXPLANATION 


The foregoing amendment would: 

(1) extend Title I of the Agricultural Trade Development 
and Assistance Act of 1954 for one year; 

(2) increase the amount authorized to be expended under 
Title I of such act from $3,000,000,000 to $4,000,000,000; 

(3) extend Title II of the Act for one year and increase the 
amount authorized to be expended under that title from 
$500,000,000 to $800,000,000; 

(4) delete section 304 which requires the President to use 
the authority contained in P. L. 480 so as (a) to ag friendly 
nations to be independent of trade with the U. S. S. R. or 
nations dominated or controlled by the U.S. S. R. saa (b) to 
assure that agricultural commodities transferred thereunder 
do not result in increased availability of those or like com- 
modities to unfriendly countries. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill are shown 
as follows (existing law proposed to be omitted is enclosed in black 
brackets, new matter is printed in italic, and existing law in which no 
change is proposed is shown in roman): 
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AGRICULTURAL TRADE DEVELOPMENT AND AssisTANcre Act or 1954 
TITLE I—SALES FOR FOREIGN CURRENCY 


* a cs 7 * on Ke 
Sec. 103. 
* * ok * * a ~*~ 


(b) Transactions shall not be carried out under this title which 
will call for appropriations to reimburse the Commodity Credit Cor- 
poration, pursuant to subsection (a) of this section, in amounts in 
excess of [$3,000,000,000.] $4,000,000,000. This limitation shall not 
be apportioned by year or by country, but shall be considered as an 
objective as well as a limitation, to be reached as rapidly as possible 
so long as the purposes of this Act can be achieved within the safe- 
guards established. 


* * * * * * * 


Sec. 109. No transactions shall be undertaken under authority of 
this title after June 30, [1957] 1958, except as required pursuant to 
agreements theretofore entered into pursuant to this title. 

ae * * * * * * 


TITLE II-—-FAMINE RELIEF AND OTHER ASSISTANCE 


* * * * * * * 


Sxc. 203. Not more than [$500,000,000] $800,000,000 (including 
the Corporation’s investment in the commodities) shall be expended 
for all such transfers and for other costs authorized by this title. 
The President may make such transfers through such agencies includ- 
ing intergovernmental organizations, in such manner, and upon such 
terms and conditions as he deems appropriate; he shall make use of 
the facilities of voluntary relief agencies to the extent practicable. 
Such transfers may include delivery f. 0. b. vessels in United States 
ports and, upon a determination by the President that it is necessary 
to accomplish the purposes of this title or of section 416 of the Agri- 
cultural Act of 1949, as amended, ocean freight charges from United 
States ports to designated ports of entry abroad may be paid from 
funds available to carry out this title on commodities transferred 
pursuant hereto or donated under said section 416. Funds required 
for ocean freight costs authorized under this title may be transferred 
by the Commodity Credit Corporation to such other Federal agency 
as may be designated by the President. 

Src. 204. No programs of assistance shall be undertaken under the 
authority of this title after June 30, [1957] 1958. 


* * * 7” x * * 
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AUTHORIZING THE PAYMENT OF A SUM OF MONEY TO 
THE VILLAGE OF HIGHLAND FALLS, N. Y. 


May 9, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mrs. St. Grorae, from the Committee on Armed Services, submitted 
the following 


REPORT 


[To accompany H. R. 1987] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 1987) to provide for an additional payment of $165,000 to the 
village of Highland Falls, N. Y., toward the cost of the water filtration 
plant constructed by such village, having considered the same, report 


favorably thereon with amendment and recommend that the bill do 
pass. 


The amendment is as follows: 


On page 1, line 8, strike “$165,000” and insert in lieu thereof 
$40,000. 


Amend the title so as to read: 


A bill to provide for an additional payment of $40,000 to 
the village of Highland Falls, New York, toward the cost of 
the water filtration plant constructed by such village. 


PURPOSE OF THE BILL 


The purpose of H. R. 1987 is to provide for an additional money 
payment to the village of Highland Falls, N. Y., toward the cost of 
the water filtration plant constructed by that village. This is new 
legislation, but is the third measure relating to the same general 
matter. 


EXPLANATION OF THE AMENDMENT 


The amendment changes the sum of money to be paid the village 
of Highland Falls, N. Y., from $165,000 to $40,000, and is explained 
in detail below. Briefly stated, however, it is the view of the com- 
mittee that $30,000 represented a reasonable proportionate cost which 
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should be borne by the Federal Government for the construction of 
the water filtration plant. 


BACKGROUND OF THE BILL 


H. R. 1987, as introduced, provided for an additional payment of 
$165,000 to the village of Highland Falls, N. Y., toward the actual 
cost incurred constructing a water filtration plant. Contribution to 
the cost of this construction was considered by the 80th Congress, and 
Public Law 627, approved June 12, 1948, authorized payment of 
$85,000 to the village of Highland Falls. This act also provided 
that payment of the $85,000 would be in full settlement of all claims 
against the United States for contribution toward the cost of construct- 
ing the water filtration plant required in part by construction activi- 


ties of the Department of the Army on the military reservation at 
West Point. 


Responsibility of the United States 

H. R. 2359, which was enacted into Public 627, as introduced, 
provided for payment of $165,000. The Secretary of War at that 
time reported to the Armed Services Committee that the War Depart- 
ment recognized some degree of responsibility for the increased tur- 
bidity of the source of water supply for the village of Highland Falls, 
but referred to the record of a hearing before the State of New York 
Public Service Commission which found that other factors contributed 
to increased turbidity, namely construction of new State Highway 9W 
and proposed improvement of State Highway 293, resulting in addi- 
tional use of the watershed. Accordingly, the Secretary recommended 
payment of $50,000 as a contribution of the United States for increased 
turbidity caused by military construction. 


Original cost of construction 


The record shows that when H. R. 2359, 80th Congress, which was 
enacted into Public Law 627, 80th Congress, was considered by your 
committee, estimates furnished your committee indicated that cost 
of construction might run as high as $186,000. Congress in enacting 
Public Law 627 deemed $85,000 as an appropriate contribution to 
the cost of construction of the filtration plant on the basis of estimates 
that might run as high as $186,000. 


Court of Claims 


As stated above Public Law 627 expressly provided that payment 
of $85,000 would be in complete release for damage to the village of 
Highland Falls resulting from increased turbidity. Also, in July 
1948 and subsequent to the enactment of Public Law 627, the village 
of Highland Falls petitioned the United States Court of Claims for 
damages in the sum of $300,000 for alleged breach of contract to 
acquire real estate and water works and to furnish water to the 
village without charge, which contract was based on a letter dated 
February 25, 1931, signed by the then Secretary of War. The Court 
of Claims dismissed the petition, holding in effect that there was no 
enforceable contract. 


Conveyance of land by the United States 


After the enactment of Public Law 627, land was conveyed without 
consideration to the village of Highland Falls for construction of a 





ie, ae ene eae ae 








PAYMENT TO THE VILLAGE OF HIGHLAND FALLS, N. Y. 3 


water filtration plant, which conveyance was authorized by Public 
Law 91, 82d Congress, approved July 30, 1951. 


Construction of plant 


Construction began in October 1952 and was completed in April 
1954. The total cost amounted to $250,000, and was for a plant as 
originally planned in 1948. Original estimates were as high as 
$186,000, but review of the records indicates that the cost of $250,000 
is reasonable in view of the rise in construction costs after 1948, and 
that original estimates were prepared on insufficient data. 


Effect of bill prior to amendment 


The enactment of H. R. 1987 authorizing payment of $165,000 (in 
addition to $85,000 appropriated by Public Law 627 and paid to and 
accepted by the village of Highland Falls as a contribution to the cost 
of construction of a water filtration plant by such village) would result 
in reimbursement by the Government of $250,000, the total cost of 
construction of the water filtration plant by the village, and would not 
be in conformance with prior determination that the United States 
was only partly responsible for increased turbidity of the water supply. 
It has never been established just how much responsibility for this 
turbidity rests with the United States and how much with others in- 
volved in construction in that area. The committee feels that it 
would not be unreasonable to assume that 50 percent of the liability 
lies with the United States. The authorization for the payment of 
$40,000 under this bill, coupled with the $85,000 previously granted, 
will constitute one-half of the total cost of the filtration plant. 


FISCAL DATA 


Enactment into law of this measure will involve the expenditure of 
$40,000 of Federal funds. 


COMMITTEE POSITION 


Without objection, a quorum being present, the bill was ordered 
favorably reported. 


DEPARTMENTAL DATA 


Neither the Department of the Army, on behalf of the Department 
of Defense, nor the Bureau of the Budget has any objection to the 
owe involved in this measure, as amended, as is evidenced by the 
etter from the Department of the Army dated March 27, 1957, 
signed by Secretary of the Army Wilber M. Brucker, which is set out 
below and made a part of this report. It is pointed out, however, that 
it is the view of the Department of the Army that only $30,000 should 
be authorized for payment. 

Marcu 27, 1957. 
Hon. Cart VINSON, 
Chairman, Committee on Armed Services, 
House of Representatives. 

Dear Mr. CuarrMan: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense 
with respect to H. R. 1987, 85th Congress, a bill to provide for an 
additional payment of $165,000 to the village of Highland Falls, N. Y., 
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toward the cost of the water filtration plant constructed by such 
village. The Department of the Army has been delegated respon- 
sibility by the Secretary of Defense to express the views of the 
Department of Defense thereon. 

The Department of the Army on behalf of the Department of 
Defense has considered the above-mentioned bill, and would interpose 
no objection thereto provided the same is amended as herein 
recommended. 

The bill provides as follows: 

“That, notwithstanding the second proviso of Public Law 627, 80th 
Congress, approved June 12, 1948 (62 Stat. 381), the Secretary of the 
Treasury is authorized and directed to pay, out of any money in 
the Treasury not otherwise appropriated, to the village of Highland 
Falls, N. Y., the sum of $165,000. The payment of such sum shall 
be in full settlement of all claims of the village of Highland Falls, N. Y., 
against the United States for contribution toward the cost of the 
water filtration plant constructed by such village as a result of con- 
struction activities by the Department of the Army on the military 
reservation at West Point.” 

In a letter to your committee dated July 17, 1947, relative to 
H. R. 2359, 80th Congress, which was enacted into Public Law 627, 
80th Congress, approved June 12, 1948, referred to in H. R. 1987, the 
Secretary of War stated: 

“As acknowledged to you in the report of the War Department 
May 14, 1947, on this bill, there is some degree of responsibility on 
the War Department for the increased turbidity of the source of 
water supply of the village of Highland Falls. However, the records 
of the Corps of Engineers indicate that at a hearing held on June 10, 
1946, before a commissioner of the public service commission, repre- 
sentatives of the New York State Department of Health and Depart- 
ment of Public Works testified that it was the recommendation of 
their departments that a filtration plant be installed; that the con- 
struction of the golf course was not alone responsible for the condition 
of the water; that the watershed used by the Citizens Waterworks Co. 
was in a transition period, changing from an area rarely traveled to 
an area that was well traveled, and that such additional use was 
accounted for by the construction of the new State Highway 9W; 
that the State intended to further improve State Highway 293 along 
Highland Falls Brook, which would cause a still greater use of the 
area; and that if the Military Academy ceases to use that part of the 
military reservation adjacent to Highland Falls Brook that such 
cessation of use would not eliminate the trouble being experienced 
with the water supply. 

“In view of the circumstances related above, in addition to the 
circumstances related in the report of the War Department to you 
under date of May 14, 1947, it is felt that $50,000 would be adequate 
compensation for any damage suffered by the village of Highland 
Falls through increased turbidity of its water supply by reason of 
construction work on the military reservation at West Point. How- 
ever, since this is a matter within the discretion of Congress, should 
the Congress authorize a larger payment to the village of Highland 
Falls, the War Department would not oppose it” (H. Rept. No. 1704, 
80th Cong., p. 8). 

In a communication under date of January 30, 1948, your committee 
was further advised: 
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“Tn response to the informal request of your committee, the Chief 
of Engineers advises that $150,000 is a reasonable estimate for the 
construction of a water-filtration plant for a community the size of 
Highland Falls. He further advises that it is felt that $50,000 would 
be adequate compensation for any damage suffered by the village 
through increased turbidity of its water supply by reason of construc- 
tion work on the military reservation at West Point” (H. Rept. No. 
1704, 80th Cong., p. 9). 

By Public Law 91, 82d Congress, approved July 30, 1951, the Secre- 
tary of the Army was authorized and directed to convey without 
consideration to the village of Highland Falls, N. Y., certain land for 
use for the construction of the water filtration plant, with a provision 
therein that the filtration plant shall be completed not later than 10 
years from date of the act; otherwise the property shall revert to the 
United States. 

The Department of the Army is advised by the trustees of the 
village of Highland Falls that the construction of the water filtration 
plant began October 1952 and was completed April 1954. The total 
cost of construction amounted to $250,000 which included expendi- 
tures for legal and engineering work, etc., of $25,000. The contract 
was awarded to the low bidder. The cost of the construction of the 

lant is considered reasonable in view of the inflationary rise in costs. 
The plant capacity is 1,500,000 gallons per day as originally planned 
in 1948, with no added improvements. 

The record shows that when H. R. 2359, 80th Congress, which was 
enacted into Public Law 627, 80th Congress, was considered by your 
committee, estimates furnished your committee indicated that cost 
of construction might run as high as $186,000. It would therefore 
appear that the Congress in enacting Public Law 627 deemed $85,000 
as an appropriate contribution to the cost of construction of the 
filtration plant on the basis of estimates that might run as high as 
$186,000. 

Public Law 627 expressly provided: 

“And provided further, That said village, upon receipt of payment 
of said sum, shall give a complete release to the United States for any 
damage to the village, through increased turbidity of Highlands Brook 
(otherwise known as Buttermilk Falls Brook), resulting from con- 
struction activities heretofore or hereafter undertaken by the Depart- 
ment of the Army in connection with the construction of a moving 
target range and golf course on the military reservation at West Point.” 

In July 1948 the village of Highland Falls filed a petition in the 
United States Court of Claims for damages in the sum of $300,000 for 
an alleged breach of an agreement by the United States (embodied in 
a letter dated February 28, 1931, signed by the then Secretary of War) 
to acquire certain real estate and waterworks, and to furnish water to 
the village without charge. The Court of Claims dismissed the 
petition (decided February 7, 1949, 113 Ct. Cl. 107; certiorari denied 
Oct. 10, 1949, 338 U. S. 822), holding in effect that the Secretary’s 
letter did not constitute an enforceable contract, and thus there was 
no liability on the part of the United States to furnish water to the 
village of Highland Falls without charge. In the course of its opinion, 
the Court of Claims pointed out that the appropriation of $85,00i) in 
Public Law 627 to be paid to the village of Highland Falls toward the 
cost of a water filtration plant ‘“‘shows that Congress recognized the 
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Government’s responsibility for a violation of the proviso in the 1931 
act, and gave at least partial compensation for the violation” (113 Ct. 
Cl. 107, 113). The letter, in pertinent part, of the Secretary of War 
of February 28, 1931, and the proviso of the 1931 act, referred to in 
the opinion of the Court of Claims, above, are contained in House 
Report No. 1704, 80th Congress (pp. 2, 4). 

‘The enactment of H. R. 1987 a cis $165,000 (in addition 
to $85,000 appropriated by Public Tae 627 and paid to and accepted 
by the village of Highland Falls as a contribution to the cost of con- 
struction of a water filtration plant by such village) will result in 
reimbursement by the Government of $250,000, the total cost of 
construction of the water filtration plant by the village. 

Whether, in the light of the facts and circumstances which followed 
enactment of Public Law 627, the Government should insist upon 
strict adherence to the above-quoted proviso is a matter of policy for 
determination of the Congress. Should the Congress determine that 
an additional payment be made to the village of Highland Falls, it is 
felt that such further payment should be limited to $30,000, thus 
preserving with respect to the actual cost of construction of $250,000 
the same basis (the ratio of $85,000 to a possible estimated cost of 
construction of $186,000) on which it would appear Public Law 627 
was enacted. 

Accordingly, it is recommended that the bill be amended in line 8 
to read “$30,000” instead of “$165,000.” 

The enactment of this bill, if amended as recommended, would 
involve expenditure of Federal funds in the amount of $30,000. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget advised that there is no objection to the 
submission of this report. 

Sincerely yours, 
Witser M. Brucker, 
Secretary of the Army. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the rules of the House 
of Representatives, there is herewith printed in parallel columns the 
text of provisions of existing law which would be repealed or amended 
by the various provisions of the bill: 


EXISTING LAW THE BILL 


Public Law 627, 80th Congress 
(62 Stat. 381) 


That the Secretary of the Treas- That, notwithstanding the sec- 
ury be, and he is hereby, author- ond proviso of Public Law 627, 
ized and directed to pay, out of Eightieth Congress, approved June 


any money in the Treasury not 


otherwise appropriated, to the 
village of Highland Falls (some- 
times referred to as ‘“‘Highlands”’), 


12, 1948 (62 Stat. 381), the Secre- 
tary of the Treasury is authorized 
and directed to pay, out of any 
money in the Treasury not other- 
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EXISTING LAW 


in the county of Orange and State 
of New York, the sum of $85,000 
as a contribution to the cost of 
construction of a water-filtration 
plant: Provided, That said village, 
as a condition of the payment of 
said sum, shall undertake to con- 
struct a water-filtration plant ca- 
pable of furnishing potable filtered 
water to the inhabitants of said 
village, and to such other users as 
may now or hereafter be served 
by the village water system, at a 
rate of one million five hundred 
thousand gallons per day, and the 
acceptance by the village of the 
sum herein authorized to be appro- 
priated shall constitute a binding 
agreement on the part of the vil- 
lage to construct a water-filtration 
plant which shall meet the require- 
ments prescribed in this proviso: 
And. provided further, That said 
village, upon receipt of payment 
of said sum, shall give a complete 
release to the United States for 
any damage to the village, through 
increased turbidity of Highlands 
Brook (otherwise known as Butter- 
milk Falls Brook), resulting from 
construction activities heretofore, 
or hereafter undertaken by the 
Department of the Army in con- 
nection with the construction of a 
moving target range and golf 
course on the military reservation 
at West Point. Approved June 
12, 1948. 


7 


OF HIGHLAND FALLS, N. Y. 


THE BILL 


wise appropriated, to the village 
of Highland Falls, New York, the 
sum of $40,000. The pavment 
of such sum shall be in full settle- 
ment of all claims of the village of 
Highland Falls, New York, against 
the United States for contribution 
toward the cost of the water filtra- 
tion plant constructed by such 
village as a result of construction 
activities by the Department of 
the Army on the military reserva- 
tion at West Point: Provided, 
That no part of the amount ap- 
propriated in this Act in excess of 
10 per centum thereof shall be 
paid or delivered to or received 
by any agent or attorney on ac- 
count of services rendered in con- 
nection with this claim, and the 
same shall be unlawful, any con- 


tract to the contrary notwith- 
standing. Any person violating 


the provisions of this Act shall be 
deemed guilty of a misdemeanor 
and upon conviction thereof shall 
be fined in any sum not exceeding 
$1,000. 


O 
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Mr. Lane, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 7168] 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 7168) to prescribe policy and procedure in connection with 
construction contracts made by executive agencies, and for other pur- 
poses, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 


HISTORY OF THE LEGISLATION 


In the 82d, 83d, and 84th Congresses a number of bills similar in 
purpose to the present subcontractor listing bill, but with more exten- 
sive provisions, were introduced and considered by committees of both 
the House and Senate. 

In the 84th Congress, S. 1644 passed the Senate and received a 
majority vote in the House but failed, by 15 votes, to obtain the two- 
thirds necessary for passage under the suspension of rules procedure. 

With the convening of the 85th Congress, several bills similar to S. 
1644 in form and purpose were introduced: H. R. 3339 by Represent- 
ative Lane, H. R. 3340 by Representative Miller of New York, H. R. 
3241 by Representative Madden, H. R. 3810 by Representative Bray, 
and H. R. 4313 by Representative Wright. 

The instant bill, H. R. 7168, by Representative Lane is similar to 
the above bills and, therefore, is also generally similar to S. 1644. 
However, it revises and simplifies the provisions of S. 1644 to elimi- 
nate the administrative burdens of that bill. It contains new provi- 
sions which will be discussed later in the report, and some of the old 

rovisions have been expanded and spelled out with more particu- 
arity. 

During the congressional recess following the adjournment of the 
84th Congress, representatives from the Associated General Con- 
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tractors of America, which previously had been opposed to this legis- 
lation, met with spokesmen for the Council of Mechanical Specialty 
Contracting Industries and worked out a proposal, in the nature of a 
compromise, which was thereafter accepted by the associations them- 
selves and the provisions of which, aside from changes. made by the 
commitiee, make up the present bill, H. R. 7168. 


PURPOSE 


The purpose of the proposed legislation is to prescribe policy and 
procedure to improve existing practices in connection with the letting 
of lump-sum construction contracts, thereby placing the awarding of 
such contracts on a more efficient basis. 

This objective is accomplished by modernizing present procedures 
which govern the award of construction contracts by the Federal 
Government to place them in line with the practices followed by many 
private purchasers of construction. 

Many large corporations today, who have construction work per- 
formed for them, require their general contractors to list in the prime 
bid the names of the mechanical specialty subcontractors who will 
perform each major category of mechanical specialty work. This re- 
quirement assures the purchaser that there is active competition for 
the mechanical specialty work and that the price to him reflects the 
final, low price for the mechanical specialty work which on modern 
construction makes up from 40 percent and upward of the, total cost. 

The proposed legislation is also designed to eliminate the unfair 
trade practices of bid shopping and bid peddling in connection with 
Federal construction. It will give assurance to the mechanical 
specialty subcontractors that their bids will not be misused. It will, 
accordingly, give the Government the benefit of a full range of mechan- 
ical specialty bids because greater competition will be encouraged in 
this field. Moreover, it will give the independent businessmen in 
the mechanical specialty fields greater opportunity to obtain a fair 
share of Federal construction. Also, since the general contractor 
will have firm mechanical specialty bids and because the incentive to 
bid shop will be curtailed, the ethical general contractor no longer 
will be at a competitive disadvantage with his competitor who pres- 
ently engages in the unfair trade practice of bid shopping after the 
award of the prime contract. 


MAJOR PROVISIONS OF THE BILL 


The bill simply prescribes fair bidding procedures to govern the 
award of Federal lump-sum construction contracts in excess of 
$100,000 to be performed in the United States (sec. 2 (i) (2)). 

It requires a general contractor to list in his prime bid the names of 
the mechanical specialty contractors which he will engage to perform 
each major category of mechanical specialty work (sec. 2 (b)). 

In the event a general contractor does not receive a definite, com- 
plete, or responsive bid for a particular category of subcontract 
specialty work after requesting bids from at least 3 responsible 
mechanical specialty contractors 5 business days prior to the date of 
opening of the bids, he may submit a statement to that effect in his 
prime bid and is thereby relieved from listing a name for such cate- 
gory at the time of submitting the prime bid. But within 5 business 
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days thereafter, the apparent low bidder must obtain subcontractors 
to perform the mechanical specialty work or perform the work him- 
self and so advise the Government. If, however, the general con- 
tractor who is the apparent low bidder fails to list himself or a mechan- 
ical specialty subcontractor for the particular category involved and 
the executive agency determines that such failure was through inad- 
vertence or otherwise excusable, it may nevertheless award the con- 
tract to him. But if the executive agency does not so find, it ma 
hold him liable for any loss resulting from such failure or refusal. 
Any bidder, other than the apparent low bidder, who may have sub- 
mitted a statement in lieu of fisting the subcontractor who will per- 
form a particular category of mechanical specialty work has 5 business 
days from the date of receipt of a request from the Government to 
submit the name of the mechanical specialty subcontractor who will 
perform such work (sec. 2 (b)). 

Also, within 5 business days after the opening of the prime bid, 
a general contractor may change a listed mechanical specialty sub- 
contractor without cause or without obtaining any permission, simply 
by notifying the Government in writing of the name of the substitute 
contractor or that he will himself perform such work (sec. 2 (f)). 

In the event of the failure or refusal of the listed subcontractor to 
enter into a contract or to do the work or to post any performance 
bond or submit any statement that there was no collusion in the 

reparation of the subbids, if such bond or statement was required 
Ce the written invitation for subbids, a general contractor may 
engage a substitute or perform the work himself, simply by notifying 
the Government in writing and specifying the reason for such change. 
Moreover, if a mechanical specialty contractor shall be disquaiified 
or determined to be unqualified by the Government to perform the 
work the general contractor shall, upon request of the executive 
agency, engage a substitute and notify the Government in writing or 
state that he will himself perform such work. Such notification shall 
be final and conclusive except when the Government believes the 
substitution was in reality for the purpose of taking advantage of a 
lower bid price in which event any money saved shall accrue to the 
benefit of the Government (sec. 2 (g)). 

Thereafter, a general contractor may not change mechanical spe- 
cialty subcontractors unless the total contract price is adjusted to the 
satisfaction of the Government by the net difference in cost in the 
event the substitution results in a lower cost to the general contractor 
(sec. 2 (h)). 

Provisions of the act may be waived by the chief officer responsible 
for procurement when he determines that, because of possible delay, 
the public exigency or military necessity warrants waiver (sec. 2 (i) 
(3)). 

The bill expressly provides that it creates no cause of action in 
favor of a mechanical specialty subcontractor against the Government; 
that it does not limit or diminish the rights of the Government against 
a general contractor or relieve him from full responsibility for per- 
formance of the contract; that the Government is not prevented by 
the bill from making other conditions applicable to mechanical spe- 
cialty contractors; that the bill does not of itself create any contract 
or property rights in any person (sec. 4). 

The provisions of the bill take effect 6 months after the bill’s 
enactment into law (sec. 5). 
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GENERAL STATEMENT 


The subject matter of the proposed legislation has been studied 
extensively in past Congresses and hearings have been held by the 
House and Senate Judiciary Committees in the 83d and 84th Con- 
gresses. Nevertheless, in order to receive the benefit of the views of 
all interested parties on the revised bills, particularly with respect to 
whether administrative problems previously complained of would be 
eliminated under the new bills, extended hearings were held by this 
committee on March 20, 27 and 28, 1957. 

The Associated General Contractors of America, Inc., which op- 
posed previous bills, announced at the hearings that the association 
members at their 38th annual convention on March 11, 1957, adopted 
a resolution stating that the association did not oppose the principles 
contained in the present bills. Representatives of the association 
proposed certain amendments, principally of a technical and clarify- 
ing nature, the majority of which were adopted by the committee. 

The Department of Defense, which is generally opposed to this legis- 
lation, also recommended certain amendments. A number of these 
were adopted verbatim. The substance of several other amendments 
was likewise adopted. 

Witnesses for the General Services Administration, which also 
opposed this legislation, submitted amendments to further assist 
them in the administration of the bill in the event it becomes law. 
Many of the suggested amendments were either adopted in full or in 
substance by the committee. 

While there could be no such thing as complete unanimity within 
a great industry such as the construction industry with its many 
thousands of separate companies, the committee feels, in view of the 
evidence presented and the changes made by the committee as a 
result of the recommendations submitted, that the proposed legisla- 
tion will provide an efficient and beneficial system for the construction 
industry. 

The committee is also of the opinion that the administrative diffi- 
culties of previous bills have been substantially eliminated, and that 
the Government will benefit from the increased competition and the 
“firmer’’ bids, which this legislation will provide. 

Basically, the legislation remains a simple subcontractor listing 
measure, requiring a general contractor, on submitting his bid to the 
Government on Federal construction projects, to list the names of 
the subcontractors he intends to engage to perform the major cate- 
gories of mechanical specialty work. It does, however, contain signifi- 
cant modifications of previous bills. In addition, certain provisions 
have been expanded and spelled out with more particularity. Some of 
these changes merit comment and will be discussed later in this report. 

Testimony at the hearings established that, on modern construc- 
tion, 40 percent and upward of the total cost of Federal construction 
is reflected in the price of the mechanical specialty subcontract work 
which includes plumbing work, heating, piping and ventilating work, 
electrical work, and the like. Moreover, there are indications that 
the percentage of this specialized work is steadily increasing. 

Present statutes do not require the listing in the prime bid of the 
names of the mechanical specialty subcontractors but do require 
competitive bidding insofar as the nonmechanical part of the con- 
struction, representing about 60 percent of the work is concerned. 
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In order for the Government to obtain the best price on its projects 
it obviously must establish contracting procedures under which active 
competition for the mechanical specialty work is encouraged and 
under which the prime bids will fairly reflect the final low price for 
mechanical specialty work. 

It is a highly complex and technical process to accurately estimate 
the cost of the mechanical specialty work on a major Federal project. 
Out-of-pocket expense is frequently very substantial. Because the 
mechanical specialty subcontractor has no assurance under present 
procedures that he will get to perform the work if his bid is the lowest 
responsible bid submitted to the general contractor and is used in 
preparing the prime bid, there is a reluctance on the part of mech- 
anical specialty subcontractors to bid on Federal construction. In 
fact, evidence was submitted showing that some mechanical specialty 
subcontractors did not customarily hid on Federal projects because 
of this condition. Other mechanical specialty subcontractors only 
bid on Federal construction when no other work is available or when 
they know the general contractor and are satisfied that he would not 
misuse their bids. 

The reasons given for the reluctance on the part of mechanical 
specialty subcontractors to bid on Government construction are the 
prevalence of the unfair trade practices of bid shopping and bid 
peddling on Federal projects. Ample evidence was submitted, how- 
ever, that it takes two to engage in these unfair trade practices and 
that the responsibility therefor must be assumed by the entire con- 
struction industry instead of by any particular segment. 

Under construction industry parlance, whether a bid is shopped or 
peddled depends upon who initiates the activity. If the general 
contractor initiates the activity, the bid is said to be shopped because 
he is seeking to buy the mechanical specialty work at a price less 
than previously bid. If the activity is initiated by a mechanical 
specialty subcontractor, it is described as peddling the bid. This 
happens where the subcontractor, usually a subcontractor who did not 
submit a bid originally or whose original bid was too high, attempts 
to sell his services after the contract has been awarded at a price 
less than the price previously bid to the general contractor. Regard- 
less of which party initiates this unfair bidding activity it consists of a 
continuation of negotiations between a general contractor and a sub- 
contractor after the award of the prime contract on the basis of another 
subbid for the purpose of obtaining a lower subcontract price than 
that used by the general contractor in compiling his successful bid. 

The economic consequences flowing from such a situation are not 
difficult to understand. Competition is so restricted that there is 
inadequate competition to give the Government the low competitive 

rice. The price it does get is in many instances too high both 

ecause of the thinness of competition and because it does not reflect 
the final price for the mechanical specialty work. As the Tax Court 
of the United States stated in the case of Ring Construction Corporation 
(8 T. C. 1070), present bidding procedures cause the subcontractor 
submitting a bid “to bid so high that he, the subcontractor, can still 
come down and get the job.”’ 

To secure the best price for the work a system must be adopted 
whereby the price for the mechanical specialty work is final before 
the total price is fixed. Otherwise the economic result is that these 
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unfair trade practices tend to increase unnecessarily the cost of 
construction to the Government. 

Subcontractor listing is not something new and untried. Major 
private corporations, such as General Electric Co., Dow Chemical 
Co., Du Pont, and Ford Motor Co., in their own self-interest follow 
a subcontractor listing procedure similar to the system prescribed by 
the proposed legislation. States such as California, Idaho, and 
South Carolina also use a similar system, which appears to be operating 
effectively to the economic benefit of these States and to the satis- 
faction of substantially all of the construction industry therein. 

The committee is of the opinion that the procedures prescribed by 
the proposed legislation will be equally effective and beneficial insofar 
as the Federal Government is concerned. 

Benefits, of course, will also accrue to general contractors, because 
the legislation will eliminate the present unfair condition under which 
the ethical general contractor who refuses to indulge in the unfair 
trade practice of bid shopping is at a competitive disadvantage with 
his competitors who do engage in this unfair trade practice. Under 
the system prescribed by the proposed legislation a general con- 
tractor will be careful to secure an adequate number of subbids from 
mechanical specialty contractors prior to submitting his prime bid 
in order that he will be able to bid competitively. Having firm mech- 
anical specialty bids prior to the award, the general contractor will 
no doubt find it both unnecessary and without incentive to engage 
in bid shopping after the award. Conversely, mechanical specialty 
contractors having reasonable assurances that their bids will not be 
sho» ed will not only wish to bid but also will be induced to submit 
their lowest possible figure in advance of the award. 

It is believed that the instant bill will greatly benefit the Federal 
Government. Under current bidding procedures, the bid price which 
the Government receives is, in many cases, too high because it does not 
reflect the final price for the mechanical specialty subcontract work. 
At present, the general bid is submitted before the final, low subcon- 
tract price is agreed upon. Accordingly the Government’s prime bids 
reflect in many instances rough guesses or inflated estimates as to the 
cost of the subcontract work. The instant bill will give the Govern- 
ment not only the benefit of widened competition but price protection 
in that the final, low, competitive subcontract prices will be reflected 
in the prime bids. 

The committee believes, therefore, that the Federal Construction 
Contract Procedures Act is in the public interest and should be enacted 
into law. 

As mentioned earlier, the present bill, H. R. 7168, differs in certain 
material respects from previous legislation on this subject. It is 
believed that these major differences merit discussion in this report. 

A new subsection (sec. 1 (b)), in the nature of a preamble, has been 
added at the beginning of the bill. This subsection recites that it is 
desirable and in the best interests of the Federal Government for it to 
use the single contract system in procuring building construction pro- 
viding such system includes procedures under which the subcontracts 
for the mechanical specialty work are finalized as far as practicable 
prior to the submission of the prime bid so that the Government will 
receive the full benefit of competitive subcontract prices and maxi- 
mum efficiency in performance, while at the same time effectively 








FEDERAL CONSTRUCTION CONTRACT PROCEDURES ACT 7 


eliminating the unfair trade practices in connection with bidding on 
Federal construction, including the unfair trade practice of bid shop- 
ping by general contractors and bid peddling by subcontractors. 

Both the general contractor and subcontractor organizations as well 
as various Government agencies interested in the legislation felt that 
such a statement was desirable to clarify the legislative intent of the 
Congress. There were some who previously had feared that the in- 
stant legislation was an opening wedge to have the Government, in 
time, award separate contracts for the mechanical. specialty work. 
Such is not the case. It should be pointed out, however, that while 
the single contract system of procurement is desirable, the Govern- 
ment, under section 2 (d) of the bill, is not prevented from awarding 
several contracts for any one construction project where special 
circumstances require it. 

A principal objection registered against bills in previous Congresses 
was that their rigidity made administration difficult. It would appear 
that the new bill with its so-called 5-day clause, in particular, which 

rovides reasonable flexibility, does much to eliminate this complaint. 
Cnider such provision a general contractor may at any time within 5 
working days after the opening of the prime bids substitute a different 
mechanical specialty subcontractor from the one listed in the prime 
bid. This may be done without any reason*being ascribed therefor 
and without any permission from the Government. The purpose of 
this provision is to provide a reasonable period of time during which a 
general contractor will have a fair opportunity to make any necessary 
investigations concerning the subcontractor’s credit standing, his 
financial responsibility, his reliability, his technical qualifications, his 
current workload, his relations with labor and like matters, his equip- 
ment, and to evaluate and check the completeness and accuracy of the 
subbid, and to make similar evaluations of other subbids which may 
not be low on their faces but which are close and require the reconciling 
of any difference in coverage in order that the actual price of the bids 
may be compared accurately. 

The committee feels that it may be necessary, at times, to utilize 
the five-day period, especially when the subcontractor is not known 
to the general contractor and in those cases where because of the 
distance involved subbids reach the general contractor only a short 
time before he must submit his prime bid. 

The committee at the same time is also aware that this provision 
might be misused or abused. In the hands of the ethical it is a fair 
and reasonable provision. In the hands of the unethical it might 
be used to circumvent the provisions of the act, thus preventing both 
the Government and the construction industry from gaining the 
benefits which are intended to flow from the legislation. It must 
therefore be emphasized that the 5-day period is not intended as a 
period during which the unfair trade practices of bid shopping or bid 
peddling of any kind, limited or otherwise, is to be indulged in. It 
is intended to provide a reasonable time to permit the bona fide and 
necessary checking of the type of particulars referred to above. 

The committee gave full consideration to the suggestion that the 
floor under lump-sum construction contracts to be excluded from the 
provisions of the act be raised from $100,000 to either $150,000 or 
$200,000. While opinion may vary as to where the breakoff point 
should be, the committee concluded that a fair and reasonable ap- 
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proach was to provide for exclusion of all contracts estimated by the 
contracting agencies to involve less than $100,000. 

Suggestion was made by several Government agencies that lump- 
sum negotiated construction contracts be excluded from the operations 
of the act. The committee has decided against such an exclusion 
because it is of the opinion that the machinery of the bill is even more 
necessary to preserve the Government’s financial interest in negotiated 
contracts because the Government does not have the benefit of com- 
petitive bidding after public advertising. Thus, there is even a greater 
need from the Government’s standpoint that major subcontract 

rices be finalized prior to the award of the prime contract. Moreover, 
it was felt that Government agencies, in the future, may tend to 
use the negotiated system rather than the competitive bid after 
advertising system of awarding contracts, if negotiated contracts 
were removed from the bill. 

Section 3 (4) defines “mechanical specialty work” as work “for 
which a general contractor normally would let a direct subcontract 
in view of the type of project and geographic area involved.” Under 
this definition, it is intended that the Government adhere to general 
industry practice in determining the number of categories of mechani- 
cal specialty work which it will require a general contractor to list in 
his prime bid. Only those categories for which a general contractor 
normally would let a direct subcontract in view of the type of project 
and the geographic area involved should be deemed to be ‘major 
categories.”” The committee was advised that, normally, the major 
categories of mechanical specialty work listed in the public advertising 
or invitation to bidders would vary. In one instance the electrical, 
the plumbing, and the heating, piping, air-conditioning, refrigerating, 
and ventilating work might be listed. On the other hand, the break- 
down might be limited to electrical and plumbing work. The type 
of subcontract work listed will be dependent upon the custom in the 
particular geographic area involved, considering the type of project 
concerned. Such a determination should be able to be made readily 
and without difficulty. In the event there is no industry practice 
with respect to a particular type of project in a given area, the Gov- 
ernment has the discretion to direct any breakdown in its public 
advertising or invitation for bids which it believes is in the public 
interest and which will better effectuate the purposes of this act. 

The argument was made that the bill could not be effectively 
administered because it contains no penalty provisions which the 
Government might use to enforce the provisions of this legislation 
against contractors who violate it. While there are no specific pro- 
visions in the bill itself, there are, nonetheless, ample provisions in 
other Federal statutes as well as in contract practices which the 
Government may invoke against errant contractors. There is the 
Copeland Act relating to kickbacks (18 U. S. C. 874), false and 
fraudulent statement provisions of title 18 (18 U. S. C. 1001), and 
the Davis-Bacon Act containing advertised specifications on contracts 
involving minimum wages (40 U.S. C. 276a). In addition, the Gov- 
ernment can provide for liquidated damages in the contracts and 
require contractors to post performance bonds to which it may look 
in the event the contractors fail to comply with the provisions of this 
legislation. 

Subsection 2 (g) of the instant legislation, as originally introduced, 
provided that the prime contractor, when the subcontractor failed or 
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refused to do the work or to post a performance bond or submit a 
statement that there was no collusion in the preparation of the 
subbid, could engage a substitute subcontractor or perform the work 
himself simply by notifying the Government of such change in 
writing. Observations were made at the hearings that this provision 
would increase the administrative burden of the Government agencies 
since they would be required in each instance to determine whether 
the substitution was a proper one under subsection 2 (g) or whether 
the substitution should have been made under subsection 2 (h) which 
permits substitutions for reasons not listed in subsection 2 (g). The 
main difference between subsections 2 (g) and 2 (h), insofar as the 
Government is concerned, is that, where the substitution results in a 
savings in contract costs to the general contractor, the general con- 
tractor may keep the savings for substitutions under 2 (g), whereas 
such savings must inure to the benefit of the Government for sub- 
stitutions when made under 2 (h). In an effort to lessen the adminis- 
trative burden, and because the Government is, for the most part, 
interested only in seeing the work properly performed and possible 
savings in costs, the committee added a proviso to 2 (g) which, in 
substance, states that, upon notification and receipt by the Govern- 
ment of the name of the substitute contractor together with the 
reason for the substitution, such action is to be considered a final 
determination of compliance with subsection 2 (g). 

While the committee feels that substitutions under subsection 2 (g) 
should be final and has so provided, it nevertheless did not wish to 
foreclose the Government from looking into substitutions wuere 
unethical prime contractors, while ascribing one of the reasons set 
forth in subsection 2 (g) (such as failure or refusal of the subcon- 
tractor to perform the work), are in truth and in fact making such 
substitutions primarily to save money by taking advantage of a 
lower bid price. In such a circumstance, the substitution should be 
made under subsection 2 (h), with the Government receiving the 
benefit of any savings as the result of the substitution. The com- 
mittee, therefore, added a further provision to subsection 2 (g) per- 
mitting the Government in its discretion to investigate any substitu: 
tion under subsection 2 (g) to determine whether such substitution 
was a proper one under that subsection, or whether it should have 
been made under subsection 2 (h). In the event it determines that 
the substitution should have been made under subsection 2 (h), it 
may adjust the total contract price so that the savings will inure to 
the Government. It should be emphasized that there is no intention 
to require the Government to investigate every substitution of a 
subcontractor made under subsection 2 (g), for such substitutions 
are deemed to be final. It is only where the Government has reason 
to suspect wrongdoing on the part of a prime contractor that it is 
authorized, in its discretion, to make inquiry. 

The committee changed section 3 (3) containing the definition of 
“mechanical specialty work’ so as to make such construction work 
applicable ‘‘to a point five feet outside the building line”. The com- 
mittee was advised that this line is one well known to the entire con- 
struction industry. The limitation is the historical extent of the work 
of the trades performing interior mechanical construction in buildings 
and similar structures. The inclusion of the limitation in this legis- 
lation will not preclude any particular subcontractor from doing both 
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interior mechanical specialty work and the outside utilities, that work 
beyond the 5-foot line, if both the prime contractor and the sub- 
contractor desire such a contract. The limitation merely exempts 
the prime contractor from having to name the subcontractor who will 
do this so-called outside utility construction. 

Another contention urged was that the bill discriminated in favor of 
certain mechanical specialty subcontractors to the exclusion of other 
trades, materialmen, and suppliers. Sufficient testimony, however, 
was presented at the hearings to the effect that the majority of material 
men and suppliers do not view this legislation as being discriminatory 
against them. The only substantial mechanical specialty category 
which is not specifically included within the provisions of this legisla- 
tion is the sheet-metal specialties. However, testimony was received 
that the Sheet Metal Constructors’ National Association whole- 
heartedly endorsed the measure. It should be noted that the major 
mechanical specialty categories which come within the provisions of 
this bill such as electrical, plumbing, heating, etc., concern specialties 
which require a great deal of time and effort and money in estimating 
construction work. Estimating with regard to these specialties is an 
expensive process, requiring highly trained technicians to estimate the 
cost of various mechanical specialty work. This expensive process, 
however, is not the case in calculating and assembling the cost of 
brickwork, plastering, excavation, etc., each of which can be figured 
accurately on a mathematical basis. 

An issue which was of concern to the committee was whether this 
legislation will give rise to claims for suits against the Government by 
suocontractors and by prime contractors. It is believed, however, 
that section 4 of the bill effectively take care of this question by 
expressly providing that this act creates no privity of contract be- 
tween the Government and the mechanical specialty subcontractor 
and hence no cause of action against the Government, that the substi- 
tution of a contractor will not relieve the prime contractor of any 
responsibility for the performance of the contract and that the act in 
itself creates no contract or property rights in any person. 

Under the legislation, the Government still looks wholly and solely 
to the plans and specifications and to the prime contractor. The mere 
change from one subcontractor to another certainly does not constitute 
the exercise of any degree of managerial control by the Government. 
It may be well to point out that under the regulations promulgated 
by many of our Government agencies, the agencies themselves not 
only can permit the substitution of subcontractors, but in addition 
expressly retain the right at any time during the progress of the work, 
for reasons of incompetency or undesirability, to terminate the work 
of the subcontractor, and these same agencies by regulations expressly 
provide that nothing contained in the contract creates any contractual 
relations between the subcontractors and the Government. 


SECTION-BY-SECTION ANALYSIS 


Section 1 


(a) Short title: Federal Construction Contract Procedures Act. 

(6) Preamble: The single contract system in procuring building 
construction appears desirable and in the best interests of the Federal 
Government, providing procedures are adopted to finalize mechanical 
specialty work as far as practicable prior to the submission of the 
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prime bids, thereby giving the Government the full benefit of com- 
petitive subcontractor prices and maximum efficiency in performance 
and at the same time eliminating unfair trade practices in connection 
with bidding on Federal works, including the unfair trade practices 


of bid shopping by general contractors and bid peddling by sub- 
contractors. 


Section 2 


(a) Executive agencies shall list in the bidding or contract docu- 
ments on every lump-sum construction contract each major category 
of mechanical specialty work involved. 

(b) No executive agency shall award a lump-sum construction 
contract unless the general contractor lists in his bid or proposal the 
name of each contractor with whom he will contract for the perform- 
ance of each major category of mechanical specialty work, provided 
that instead of listing the name of such contractor the general contractor 
may submit a written statement (1) that he made an effort to secure 
subbids for such category; (2) that he requested subbids from at least 
three responsible mechanical specialty contractors at least 5 days 
(Saturdays, Sundays, and Federal holidays excepted) prior to the date 
for opening of bids or proposals; (3) listing the names of all mechanical 
specialty subcontractors from whom he requested or received sub- 
contract bids or proposals; and (4) that he received no definite, com- 
plete, or responsive bid from any mechanical specialty contractor for 
such category. And provided further that if such a statement is 
submitted in lieu of listing, a general contractor, who is an apparent 
low bidder, must within 5 days (Saturdays, Sundays, and Federal 
holidays excepted) after the date of the opening of the bids notify the 
executive agency in writing of the name of the mechanical specialty 
contractor with whom he will contract for the performance of such 
major category of mechanical specialty work, or that he will himself 
perform such category. In the event a general contractor who is an 
apparent low bidder fails or refuses either to list the name of the 
mechanical specialty contractor or to state that he himself will per- 
form the particular category of mechanical specialty work, he is not 
relieved from responsibility for his low bid. If the executive agency 
finds that the failure of the general contractor to list himself or a 
mechanical specialty contractor for the particular category involved 
was due to inadvertence or otherwise excusable, it may nevertheless 
award the contract to him. However, if the executive agency finds 
that the failure to list was not through inadvertence or otherwise 
excusable it may hold the general contractor liable for any loss occa- 
sioned by such failure or refusal. Should the Government award the 
contract to another bidder who may not have listed in his prime bid 
the name of the person who will perform a particular category of 
mechanical specialty work he has 5 days (Saturdays, Sundays, and 
Federal holidays excepted) from the date of receipt of the request 
from the Government to submit the name of the mechanical specialty 
contractor for such category or state that he will himself perform such 
work. 

(c) Any general contractor may perform any major category of 
mechanical specialty work or any part thereof under a lump-sum 
construction contract if he states in his bid or proposal in accordance 
with (6) above that he is able to and intends to perform such mechani- 
cal specialty work himself. 
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(d) Executive agencies are not prevented from awarding several 
prime or direct lump-sum construction contracts for any one project 
where special circumstances or the nature of the project make this 
desirable. 

(e) The general contractor shall have each major category of 
mechanical specialty work performed by the mechanical specialty con- 
tractor named pursuant to (b) or (c) above, except as provided in 
(f) or (g) or (h) below. 

(f) A general contractor who submits a bid or proposal on a lump- 
sum construction contract to be awarded on a competitive bid basis, 
whether or not after public advertising may, at any time within 
5 days (Saturdays, Sundays, and Federal holidays excepted) after the 
date of the opening of the bids, engage a substitute or different mechan- 
ical specialty contractor to perform any major category of mechanical 
specialty work or he see) avi perform such work simply by notify- 
ing the executive agency in writing within such period of the name of 
the substitute or that he will himself perform such work. 

(g) In the event of the failure or refusal of a mechanical specialty 
contractor named to enter into a contract or perform the work or if 
he fails or refuses to post a performance bond or furnish a statement 
that there was no collusion in the preparation of the subbid, which 
bond or statement was expressly provided for in the written invitation 
for subbids, the general contractor may engage a substitute contractor 
or he may himself perform such work; and if such mechanical specialty 
subcontractor is disqualified or determined to be unqualified to perform 
the work by virtue of any Federal order, ruling or determination, the 
general contractor shall engage a substitute or different contractor 
if so requested by the executive agency, provided in each instance he 
first notifies the executive agency in writing of the name of the sub- 
stitute or states that he himself will perform such mechanical specialty 
work, ascribing one of the reasons set forth in this subsection for mak- 
ing such change and such action constitutes a final determination of 
compliance with this subsection. Provided further, if it is the opinion 
of the executive agency that a money savings resulted from such 
substitution which would have inured to the benefit of the Govern- 
ment under subsection 2 (h), the executive agency may determine 
whether the substitution properly was under this subsection or should 
have been under subsection 2 (h). In the event the executive agency 
determines that the substitution should have been made under sub- 
section 2 (h) the total contract price shall be adjusted by the net 
difference in cost to the general contractor. 

(h) Regardless of default as provided in (g) above, and subsequent 
to the expiration of 5 days (Saturdays, Sundays, and Federal holidays 
excepted) after the opening of the bids, as provided in (f) above, a 
substitute mechanical specialty contractor may be engaged if prior 
thereto (1) the general contractor submits to the executive agency in 
writing the name of the substitute mechanical specialty contractor 
and such information as the executive agency may request as to any 
change in cost involved in the proposed change, and (2) the total 
contract price is adjusted to the satisfaction of the Government by the 
net difference in cost in the event a lower cost results. 

(1) The act is not applicable to proposed construction contracts: 
(1) to be performed outside the United States which limits shall be 
deemed to include Alaska; (2) of $100,000 or less; (3) when a chief 
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officer responsible for procurement of the executive agency which is 
to award the contract determines that public exigency or military 
necessity requires’ waiver. 


Section 3 (definitions) 


(1) Executive agency—Any executive department or independent 
establishment in the executive branch of the Government, including 
any wholly owned Government corporation and any chief officer 
responsible for procurement of such department or establishment. 

(2) Construction contract—Any contract by an executive agency 
for the erection, repair, moving, remodeling, modification, or alter- 
ation of any structure upon real estate, ‘including buildings and 
bridges and tunnels but not including highways, aqueducts, reservoirs, 
dams, irrigation and regional water-supply projects, flood-control 
projects, waterpower development projects, jetties, and breakwaters 
or the buildings, bridges, tunnels, or structures incident to and in- 
cluded in the contract for such excluded projects. 

(3) Mechanical specialty work.—All plumbing, heating, piping, air 
conditioning, refrigerating, ventilating, and electrical w ork, including 
but not being limited to the furnishing and installation of ‘plumbing, 
heating, piping, air conditioning, refrigerating, ventilating and 
electrical materials, equipment and fixtures, to a point 5 feet outside 
the building line. 

(4) Major category of mechanical specialty work involved—Those 
general categories of mechanical specialty work for which a general 
contractor normally would let a direct subcontract in view of the type 
of project and the geographic area involved. 

(5) General contractor—A person having a direct contractual 
relationship with an executive agency for the performance of a con- 
struction contract. 

(6) Person.—Individua!l, corporation, partnership, association, or 
other organized group of persons. All references to contractor or 
general contractor shall include those within the definition of “‘person.” 

(7) Lump-sum construction contract—A construction contract 
whether awarded after bid or negotiated, under which the price is 


fixed or to be fixed by any method other than the cost-plus-a-fixed-fee 
method. 


Section 4 


(a) } Neither the act nor compliance therewith creates privity of 
contract between the Government and any mechanical specialty 
contractor or gives any such contractor any cause of action against 
the Government. 

(b) Nothing in the act limits or diminishes any rights or remedies 
of the Government against the general contractor or releives him of 
any responsibility for performance of the construction contract. 

(c) The act does not prevent executive agencies from making other 
requirements with respect to mechanical specialty contractors to be 
engaged by the general contractor or from requiring information 
deemed advisable relative to the cost of performance of any contract, 
and the imposition of such requirements gives no cause of action 
against the Government in favor of the general contractor, the mechan- 
ical specialty contractor, or any other person. 

(d) Nothing in the act of itself creates any contract or property 
rights in any person. 


23010°—58 H. Rept.. 85-1, vol. 2——26 
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Section 5 
Effective date: 6 months after date of enactment. 


REPORT OF GOVERNMENT AGENCIES 


The Government agencies which reported on this legislation, and 
whose communications are made a part of this report, do not favor 
the enactment of this legislation. Some of their objections have 
been eliminated by changes which the committee has made in the 
bill. Their other objections, as this committee noted in its report on 
this legislation in the 84th Congress, relate, for the most part, to cer- 
tain apprehensions concerning questions of policy which, in the final 
analysis, the Congress must decide. This committee has considered 
this legislation for the last four Congresses. An abundance of evi- 
dence has been obtained, and on the basis of the entire record, it is 
its considered opinion that the instant legislation, policywise, will 
place the awarding of lump-sum construction contracts on a more 
efficient basis and will benefit the Federal Government and private 
industry alike. 


DEPARTMENT OF THE Army, 
Washington, D. C., March 19, 1957. 
Hon. EManvet CELuer, 
Chairman, Committee on the Judiciary, 
House of Representatives. 


Dear Mr. CuarrMan: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense with 
respect to H. R. 3241, H. R. 3339, H. R. 3340, and H. R. 3810, 85th 
Congress, bills to prescribe policy and procedure in connection with 
construction contracts made by executive agencies and for other vur- 
poses. The Department of the Army has been delegated the respunsi- 
bility by the Secretary of Defense to express the views of the Depart- 
ment of Defense thereon. 

The Department of the Army, on behalf of the Department of 
Defense, has considered the above-mentioned bills. These bills, which 
are identical, are a substantial revision of S. 1644, 84th Congress, 
which passed the Senate on July 27, 1955, but failed to pass the House 
of Representatives. 

The main purpose of the bills is to protect prospective mechanical 
subcontractors from the practice in the construction industry generally 
referred to as “bid shopping.” This is a practice where, in some 
instances, a general contractor, after award of the prime contract to 
him, shops for specialty subcontractors to do the work at a lower 
orice than that offered by some other subcontractor in preparing his 
bid. Bills to accomplish this purpose were also introduced in the 
82d and 83d Congresses, 

The present bills are a simplified version of the previous bills and 
remove some and lessen other objectional features related to the 
administrative problems involved. But certain objections to the 
proposed legislation would remain. These may be summarized thus: 
The bills are designed to protect only subcontractors engaged in 
mechanical specialty work, whereas bid shopping in the construction 
industry admittedly exists also with respect to nonmechanical spe- 
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cialty groups and reaches the subcontractors furnishing work and 
materials to subcontractors. If bid shopping is considered by the 
elements of the construction industry as undesirable or unethical, the 
matter should be one which calls for action within the industry itself 
rather than resort to legislative action. Enactment of the proposed 
legislation would project the Government into the operations of a 
preferred group of private industry without affording protection to 
others in the same industry or other industries who are similarly 
affected. Moreover, such proposed legislation is considered unneces- 
sary and not advantageous to the Government. It provides further 
governmental controls over private industry. Also, there would be 
additional administrative costs. 

In addition it is noted that the proposed legislation as written 
would permit bid shopping until the expiration of 5 days following the 
date of opening of bids. Moreover, the proposed legislation does not 
expressly provide the actions which may be taken by the Government 
in the event the general contractor fails to comply with the require- 
ments imposed. 

It is to be emphasized that the proposed legislation. if enacted, 
would be a departure from a long established practice in policy and 
procedure in the letting of construction contracts which has proved 
practicable. For the foregoing reasons the Department of the Army 
on behalf of the Department of Defense is opposed to the enactment 
of subject bills. 

If the Congress should be disposed to depart from established prac- 
tices and enact legislation of the type embodied in the instant bills, 
the following changes could be made which, to some extent, lessen the 
objectionable features of the bill, in H. R. 3241 (this being one of the 
identical bills and is selected merely for convenience of single identi- 
fication of the text of the proposed legislation): 

Section 1 (b), page 2, line 4, strike the words “or proposals’’. 

Section 2 (a), page 2, line 12, strike the words “or contract”; same 
section and page, line 13, strike the words “or proposals.” 

Section 2 (b), page 2, line 22, strike the words “or contract”; page 2, 
line 23, strike the words “‘or proposal’’; page 3, line 2, strike the words 
“or proposal”; page 3, line 6, strike the word “submission” and insert 
in lieu thereof the word ‘“‘opening”’; page 3, lines 6-7, strike the words 
“or proposals’; page 3, line 10, strike the words “or proposals’’; 
page 3, line 11, strike the words ‘definite, complete and responsive” 
and insert in lieu thereof the word “accepiable”; page 3, line 16, 
strike the word “of” as it first appears and insert in lieu thereof the 
word ‘after’; page 3, line 19, before the period insert the words “or 
that he will himself perform such category: And provided further, 
however, That if the general contractor shall fail or refuse to comply 
with the requirements of the immediate preceding proviso, the execu- 
tive agency shall not be precluded from awarding the construction 
contract to the general contractor nor shall the general contractor be 
relieved of any responsibility for the performance of the construction 
contract in the event the contract is awarded to him.” 

Section 2 (e), page 4, line 11, strike the words “or contract”’. 

Section 2 (f), page 4, line 18, strike the words “on a competitive 
bid basis’’ and insert in lieu thereof the words “‘as a result of competi- 
tive bidding’’; page 4, line 20, strike the word “of” as it first appears 

° re. . - “ ”, ° € 
and insert in lieu thereof the word “after”; page 4, line 23, before the 
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colon insert the words “or the general contractor may himself perform 
such work’’; page 4, line 25, ea the period insert the words “or 
that he will himself perform such work’’. 

Section 2 (g), page 5, line 14, before the colon insert the words “‘or 
he may himself pal. i such work”; page 5, line 16, before the period 
insert the words “‘or that he will himself perform such work’’. 

Section 2 (h), page 6, line 2, after the words “substitute contractor” 
insert the words “or he may himself perform such work”; page 6, 
line 5, after the words “substitute contractor” insert the words “or 
notifies the contracting agency in writing that he will himself perform 
such work’’; page 6, line 8, before the semicolon insert the words “or 
if he performs the work himself”; page 6, line 11, before the period 
insert the words “or if he performs the work himself.” 

Section 3 (3), page 7, line 22, before the period insert the words 
“to a point five feet outside the building line.” 

Section 3 (4), page 7, line 25, after the word “of” insert the word 
“building.” 

Section 3 (7), page 8, strike this subsection in its entirety and 
insert in lieu thereof the following: 

“(7) The term ‘lump-sum construction contract’ means a construc- 
tion contract awarded as a result of competitive bidding.” 

Section 4 (c), page 9, line 16, after the word ‘‘contract” insert the 
words “for the purposes of this Act’’; line 18, same page, substitute a 
comma for the word “or’’ the second time it appears; line 20, same 
page, insert a comma and the words “‘or by any other person” before 
the period. 

Add a new section as follows: 

“Src. 5. This Act shall become effective six months after the date 
of enactment.”’ 

The reasons for the above changes are that there would be clarifica- 
tion of some of the provisions of the bill, including those provisions 
which appear to be in conflict with other provisions, and correction 
of provisions which appear to be in conflict with the spirit of the com- 
petitive bidding system; there would be a substantial lessening, if not 
an actual elimination, of most of the administrative problems involved ; 
the general contractor would be afforded an opportunity to perform a 
particular major category of mechanical specialty work himself under 
circumstances not now provided in the bill; and the application of the 
proposed legislation would be confined to construction contracts 
awarded as a result of competitive bidding. 

A new section was added making the bill effective 6 months after 
the date of enactment so as to allow time for changes in regulations 
and forms required to carry out the provisions of the new legislation. 

The fiscal effects of the bill cannot be estimated by the Department 
of Defense; however, enactment of the bill would somewhat increase 
Government administrative expenses. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

Inasmuch as the committee has requested that the report be ex- 
pedited, it is submitted without a determination by the Bureau of 
the Budget as to whether or not it conforms to the program of the 
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President. As soon as such advice is received it will be forwarded 
to your committee. 
Sincerely yours, 
Wivser M. Brucker, 
Secretary of the Army. 


GENERAL SERVICES ADMINISTRATION, 


Washington, D. C., March 19, 1957. 
Hon. EMANUEL CELLER, 


Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 


Dear Mr. CHarrMan: Your letters of February 13 and 20 trans- 
mitted H. R. 3241, 3339, 3340, 3810, and 4313, bills to prescribe policy 
and procedure in connection with construction contracts made by 
executive agencies, and for other purposes, and requested an expres- 
sion of our views thereon. 

The bills are practically identical and their main purpose is to pro- 
tect prospective mechanical specialty subcontractors from the practice 
in the construction industry referred to as bid shopping. This is pro- 
posed to be accomplished by requiring general contractors, who bid 
on Federal construction work, to specify in their bids the names of 
the subcontractors who will perform the mechanical specialty work 
involved. Provisions are included which permit the general contrac- 
tor, under certain conditions, to substitute subcontractors for those 
named. The bills have eliminated some of the features which we con- 
sidered objectionable in similar bills introduced in previous Congresses, 
but they still contain objectionable features. Our comments on some 
of these are repetitious of those made by GSA on the previous bills. 

Important improvements have been made in the present bills in 
that they allow a period of 5 days after bids are opened in which 
a general contractor may substitute subcontractors for ones named in 
his bid. This permits him more time to properly evaluate subbids 
or to determine which subcontractors would most satisfactorily per- 
form for him. Also, if the general contractor states in writing with 
his bid that he had made certain efforts to obtain an acceptable 
subbid but was unsuccessful, he is allowed a period of 5 days after 
bid opening in which to obtain the subbid. 

The proposed legislation would considerably increase the adminis- 
trative problems of the Government, at an undeterminable cost, and 
would place restrictions upon the freedom of operations of general 
contractors. It would be discriminatory as it is primarily designed 
to protect only mechanical specialty subcontractors and does not cover 
other trades, sub-subcontractors, or suppliers. The requirement for 
naming mechanical specialty subcontractors would undoubtedly 
establish a strong precedent which could lead to introduction of sub- 
sequent legislation covering subcontractors of all construction trades 
and their sub-subcontractors and suppliers. This would result in 
still greater administrative problems and costs and in greater restric- 
tions of operations within the industry. 

The complications of present Federal construction contracts tend 
to discourage bidding and the proposed legislation could be expected 
to further decrease the number of bids submitted. Among the com- 
plications is the one of alternate bids. A large percentage of bidding 
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documents for construction contain provisions for alternate bids to 
provide a basis for award within funds available. Because of varying 
prices received from subcontractors on these alternates it would be 
difficult, if not impracticable for general contractors to name the 
mechanical specialty subcontractors prior to actual determination of 
the alternates which will be included in the award. 

The bills would increase the possibility of problems in awarding 
the contracts in that they would provide further areas for errors in 
bids and in determining whether bids were responsive. For example, 
either intentional or unintentional omission of any or some of the 
requirements of section 2 (b) by bidders would pose difficult problems 
in awarding contracts and would delay awards. 

GSA has not encountered positive evidence of bid shopping in 
connection with its construction contracts and thus our experience 
does not indicate a need for the proposed legislation. We do not 
favor its enactment as we believe the disadvantages resulting there- 
from would outweigh the advantages gained. 

The Department of Defense is recommending to you certain changes 
in the text of the bills. For the sake of brevity they are not mentioned 
herein but we have reviewed them and concur in their incorporation 
in the bills if the Congress is disposed to enact the proposed legislation. 

In addition to the changes in text recommended by the Department 
of Defense, we recommend the following, reference being made to 
H. R. 3241 as typical of the bills reported on: 

(1) Revise the last proviso beginning at line 12 on page 3 of section 
2 (b) to read: ; 

“Provided further, That in the event the apparent low bidder has 
submitted such a statement in lieu of listing the name of a contractor, 
he shall, within 5 days (Saturdays, Sundays, and Federal holidays 
excepted) after the date of the opening of the bids, notify the execu- 
tive agency in writing of the name of the contractor with whom he 
will contract for the performance of such category or that he will 
himself perform such category. Such notification shall be made by 
any other bidder within 5 days (Saturdays, Sundays, and Federal 
holidays excepted) after the date of receipt of a request therefor by 
the executive agency.” 

This revision would relieve all unaffected bidders of a needless 
burden. 

(2) In section 2 (g), page 5, line 8, place a comma after the word 
“therefor” and insert after the comma the words “the general con- 
tractor at any time may engage a substitute or different contractor 
to perform such work or he may himself perform such work;”’. 

In this same section 2 (g), page 5, line 12, strike out the words “at 
any time may” and substitute the words “shall, if so requested by 
the contracting executive agency,’’. 

These revisions will leave it permissible for the general contractor 
to engage a substitute contractor or to do the work himself under the 
conditions described in lines 3 through 8 of section 2 (g) but make 
such action mandatory, under the conditions described in lines 9 to 
12 of section 2 (g), if the contracting executive agency so requires. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this report to your Committee. 

Sincerely yours, 


FRANKLIN G. FLOETE, 
Administrator. 
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CoMPTROLLER GENERAL OF THE UNITED Sraress, 
Washington, February 27, 1957. 
Hon. EManvet CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives. 

Dear Mr. CuarrMan: Further reference is made to your letter of 
February 20, 1957, advising that public hearings will be conducted 
March 6, 1957, on H. R. 3339 and related bills. 

The bills are designed primarily to protect prospective mechanical 
subcontractors by preventing so-called bid shopping after award of 
the prime contract. 

In response to your letters dated February 14, 1957, we reported 
to you on H. R. 3241, H. R. 3339, H. R. 3340, and H. R. 3810. In 
our report we stated that the bills did not contain the burdensome 
administrative features which we previously had objected to in similar 
proposed legislation. In view thereof, we seabed that we had no 
recommendations regarding the merits of the bills. 

Since we have nothing further to offer, we do not intend to take 
advantage of your invitation to testify at the hearings on March 6, 
1957. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





ComPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 27, 1957. 
Hon. EMANvEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives. 

Dear Mr. CuatrMan: Further reference is made to your letters 
of February 14, 1957, requesting our views on H. R. 3241, H. R. 3339, 
H. R. 3340, and H. R. 3810. 

The bills are identical and are designed primarily to protect prospec- 
tive mechanical subcontractors by preventing so-called bid shopping 
after award of the prime contract. 

In the past we objected to similar proposed legislation primarily 
on the ground that it would impose additional unnecessary burdens 
of administration on Government agencies. In expressing our views, 
however, on bills S. 1644, H. R. 7637, and H. R. 7676, introduced in 
the 84th Congress, in letter to you, dated September 6, 1955, B-109181, 
we pointed out that inasmuch as those bills did not include many of 
the burdensome administrative features which we had objected to in 
previous bills of a similar nature we had no recommendations regarding 
the merits of the question as to whether the Government should 
aan to protect subcontractors in-the manner proposed in the 

s. 

Inasmuch as the instant bills do not contain the burdensome 
administrative features which we previously considered to be objec- 
tionable, we likewise have no recommendations to make regarding 
their merits. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 21, 1957. 
Hon. EMANvEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

Dear Mr. Cetuer: This responds to your request for the views of 
this Department on H. R. 3241, H. R. 3339, H. R. 3340, and H. R. 
3810, identical bills to prescribe policy and procedure in connection 
with construction contracts made by executive agencies, and for 
other purposes. 

On March 20, 1956, we submitted to your committee a report on S. 
1644, 84th Congress, which was then before your committee for 
consideration, in which we recommended against the enactment of 
that bill and discussed our reasons for such recommendation. 

While the subject bills now pending are not identical with S. 1644, 
as it was referred to your committee, their provisions are similar and 
their purpose is the same. Accordingly, our recommendation against 
the enactment of S. 1644 and the supporting reasons therefor are 
equally applicable to H. R. 3241, H. R. 3339, H. R. 3340, and H. R. 
3810, and we recommend against the enactment of any one of the bills. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 
D. OTs BEASLEY, 
Administrative Assistant Secretary of the Interior. 





Atomic Enrrcy Commission, 
Washington, D. C., March 19, 1957. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives. 

Dear Mr. Cextier: This is in reply to your requests for our views 
with respect to H. R. 3241, H. R. 3339, H. R. 3340, and H. R. 3810, 
bills to prescribe policy and procedure in connection with construction 
contracts made by executive agencies, and for other purposes, and to 
your invitation either to have a representative appear before the sub- 
committee conducting public hearings on H. R. 3339 and related bills 
or to submit a statement for inclusion in the record. 

We believe this statement will acquaint the subcommittee with our 
views on the proposed legislation, and we do not plan to have a repre- 
sentative testify at the hearings. Since all of these bills appear to be 
alike, we will address our comments to H. R. 3339, with the under- 
standing that they apply equally to the others. 

In the past we have been unable to recommend enactment of similar 
proposed legislation because we were unable to identify any benefit 
resulting to the Commission from such enactment, and we did perceive 
certain apparent disadvantages such as increased administrative bur- 
dens and reduction in the general contractor’s responsibility for 
performance of the contract work. 

We also are unable to determine that any overall benefit will result 
to the Government from enactment of H. R. 3339. The bill contains 
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provisions that alleviate some of the objectionable features of previous 
related bills, but it will still increase the administrative burdens of 
contracting agencies. The provisions relating to the 5-day period in 
sections 2 (b) and 2 (f) and the detailed information required from a 
general contractor by section 2 (b) in lieu of his listing the name of a 
subcontractor for a particular category of mechanical specialty work 

rovide a number of additional possibilities for errors in submitting 

ids which could result in numerous problems to a contracting officer 
in determining if a bid is responsive and who is the low responsible 
bidder. As was the case with previous bill, additional administrative 
work will result from activities such as the listing of each major 
category of mechanical specialty work in invitation for bids, listing 
of mechanical specialty subcontractors in general contractors’ bids, 
reviewing notifications from general contractors of changes in sub- 
contractors, and requesting information from general contractors 
when they fail to comply fully with the provisions of the bill. All such 
requirements and activities increase the possibilities of delays, errors, 
claims, disputes, and litigation. 

In addition, if mechanical specialty subcontractors are entitled to 
the treatment specified by the bill, we believe it would be difficult to 
resist a broadening of the provisions to include other types of subcon- 
tractors and sub-subcontractors. Such extended application would 
increase administrative burdens even further. 

The restrictions on selecting subcontractors are inconsistent with 
the general Government policy of holding a prime fixed-price contrac- 
tor responsible for all work under his contract, including the selection 
of his subcontractors and the satisfactory performance of their work. 
The increase in administrative details that would be caused general 
contractors by enactment of H. R. 3339 and the added restrictions on 
selecting subcontractors could, in our opinion, reduce interest among 
general contractors for Federal construction work. We also perceive 
difficulty in enforcing the provisions of the proposed legislation since 
the bill makes no provision for penalties for noncompliance. 

Sections 4 (a), 4 (b), and 4 (c) tend to protect the Government 
against privity of contract with any subcontractor, relief of responsi- 
bilities of the general contractor, and action by the general contractor 
or his subcontractors for requiring approval or acceptance by it of 
any subcontractors. These provisions are desirable, but we lace 
they will not prevent the Government from becoming involved in 
controversies concerning subcontractors as a result of ts compliance 
with the provisions of the bill. We believe the proposed legislation 
will result in an increase in controversies involving the Government. 

There is already a large body of rules, requirements, and restrictions 
involved in the awarding of public contracts, which make it complex 
and burdensome to do business with the Government, particularly 
for small business and for organizations new to Government work. 
Because of this, and because additional requirements and limitations 
multiply these problems and their attendant pitfalls for both private 
concerns and the Government, we think that any legislation designed 
to add new mandates should offer clear and strong substantive 
advantages to overcome these disadvantages. We are unable to 
perceive such compelling advantages in the proposed legislation. 
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The Bureau of the Budget has advised us that they have no objection 
to the submission of these views. 
Sincerely yours, 
Davin F. Saw, 
Assistant General Manager. 


SEPARATE VIEWS ON H. R. 7168 


I believe that this bill should be amended to provide that any 
savings to the general contractors resulting from the limited amount of 
bid shopping permitted by this bill should inure to the benefit of the 
Government. 

This committee had before it during the 84th Congress another bill 
on this same subject, S. 1644, the announced purpose of which was to 
prevent “bid shopping” in connection with Federal construction 
contracts. 

The meaning of ‘‘bid shopping” was explained to the committee as 
follows: When a Federal construction contract is awarded, the award 
is made to a prime contractor. It frequently happens that he arranges 
for some of the work to be done by subcontractors. If he plans to do 
this, he usually secures estimates from the subcontractors before sub- 
mitting his bid. ‘Bid shopping” takes place when, after award of the 
contract, and when the prime contractor is therefore in a strong 
bargaining position, he negotiates further with these subcontractors, 
or with other subcontractors. and tries to get a better deal. 

It was represented to the committee that abuses had resulted from 
this type of “bid shopping,” and the purpose of the bill before the 
84th Congress was to prevent this practice. It did so by requiring 
prime contractors to list their subcontractors at the time of the sub- 
mission of their bids to the Government. It prohibited the substitu- 
tion of new subcontractors except for adequate reasons defined in the 
statute. 

The present bill before the 85th Congress differs from last year’s 
bill in that, as a result of what was described as a compromise, it 
permits a limited amount of bid shopping for a period of 5 days after 
the opening of the bids. The award of the contract normally follows 
immediately upon the opening of the bids. 

This provision is in section 2 (f) of the bill, and provides that— 


a general contractor who submits a bid or proposal with re- 
spect to a lump-sum construction contract * * * may, at 
any time within five days * * * after the date of the open- 
ing of the bids or proposals therefore, engage a substitute or 
different contractor from the one named in accordance with 
subsection (b). 


The amendment which I believe should be added to the bill would 
provide that any saving resulting from this permitted substitution 
of a new subcontractor who agrees to do work at a lower cost should 
inure to the benefit of the Government rather than to the prime con- 
tractor. 

Such an amendment might be worded as follows, to be inserted at 
page 5, line 20, of the bill: 


Provided further, That the bid price or the contract price, 
as the case may be, to the satisfaction of the contracting 
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executive agency is adjusted by the net difference in cost 
in the event such substitution results in a lower cost to the 
general contractor. 


A similar provision was in last year’s bill, added by a committee 
amendment. Under that bill it was possible for the prime contractor 
in some instances to substitute subcontractors, but the bill provided 
that the savings should inure to the Government. 

The present bill also has a similar provision governing savings made 
as the result of the substitution of subcontractors after the above- 
mentioned 5-day period of permitted bid shopping. (See sec. 2 (h).) 

The amendment here suggested would merely make a similar pro- 
vision applicable to substitutions of subcontractors made during the 
5-day period of permitted bid shopping. 

It is entirely fair that if a prime contractor can save money as a 
result of the 5 days of bid shopping permitted in this bill, such saving 
should inure to the Government rather than be pocketed by the prime 
contractor. 

This provision would also probably have the effect of firming up the 
bid of the prime contractor and discouraging him from putting in an 
unduly low bid in the hope that as a result of the permitted bid shop- 
ping he could save something on the costs of his subcontracts. It 
would therefore be a protection to the subcontractor; and in last year’s 
discussion it was pointed out that one of the abuses of bid shopping 
was that a subcontractor would go to some expense to figure out the 
amount of his bid to a prime contractor, and that this would then 
prove to be a wasted effort if the prime contractor was permitted to 
bid shop and award the bid to another subcontractor. In fact, it was 
pointed out that this practice was so disadvantageous to subcon- 
tractors that many of them were hesitant to submit bids in the first 
place, with the result that the number of bids was unduly limited. 

In support of the statement made above that the main purpose of 
this legislation is to prevent ‘‘bid shopping,” I quote the following 
statements from House Report No. 2362 on the bill before the House 
last year, S. 1644 (84th Cong., p. 5): 


The underlying purpose of the bill is to improve pro- 
cedures of Federal agencies in relation to Federal construc- 
tion contracting and also to curb present abuses and unfair 
and unethical trade practices of “bid shopping” that prevail 
in the field of Government construction contracting. 

During the hearings it was pointed out that, with respect 
to lump-sum construction contracts, the practice of “bid 
shopping” or “bid peddling” is not only unfair and plagues 
the construction industry, but is also detrimental to the best 
interests of the Government. 

“Bid shopping”’ was described at hearings as the continua- 
tion of negotiation between the general contractor and the 
subcontractor after the former has been awarded the con- 
tract on the basis of a bid given him by the latter. The 
practice of “bid shopping” was more aptly described by the 
Tax Court of the United States in the case of Ring Con- 
struction Corp. (8 T. C. 1070) as follows: 
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There is @ practice among some contractors of shop- 
ping among subcontractors after successfully bidding 
for a construction job in order to obtain lower subcon- 
tract prices than those previously submitted and used 
in making up the successful bid. Such a contractor is 
known as a bid jobber or bid shopper, and there is a pol- 
icy among subcontractors either not to bid with a con- 
tractor known to be such a bid jobber or to bid so high 
that he, the subcontractor, can still come down on his 
price and get the job. 

LAURENCE CuRTIS. 
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85TH CoNGRESS HOUSE OF REPRESENTATIVES Report 
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AMENDING THE ATOMIC ENERGY ACT OF 1954, AS 
AMENDED 


May 9, 1957.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Price, from the Joint Committee on Atomic Energy, 
submitted the following 


REPORT 


[To accompany H. R. 7383] 


The Joint Committee on Atomic Energy, having considered H.R.7383, 
an original committee bill, to amend the Atomic Energy Act of 1954 
to protect the public by providing governmental indemnity and 
granting limitation of liability for persons in the atomic energy 
program, by establishing the Committee on Reactor Safeguards as a 
statutory committee, and by requiring publication of its safety 
reports and public hearings on certain facility license applications, 
do report favorably thereon without amendment and recommend 
the bill do pass. 


BACKGROUND 


When the Atomic Energy Act of 1954 was passed, it was the hope 
of Congress that the provisions in the laws liberalizing the statutory 
restrictions which had hitherto given the Government a monopoly in 
the atomic energy field would encourage the entrance of private 
industry into the program, and speed the further development of the 
peaceful uses of atomic energy. 

It was brought to the attention of the Joint Committee in the 1956 
hearings, which the Joint Committee is required to hold under section 
202 of the Atomic Energy Act of 1954, that the problem of possible 
liability in connection with the operation of reactors is a major deter- 
rent to further industrial participation in the program. While the 
202 hearings held in 1957 indicate that it may not be the most impor- 
tant deterrent—that appears to be the current lack of economic 
incentive—the problem of liability has become a major roadblock. 
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The Joint Committee held hearings on this problem in May and 
June last year. At that time it considered proposals which had been 
drawn up in the committee and the Atomic Energy Commission. 
It voted out the committee version, but these bills were not brought 
up for debate on the floor of either House. ‘This year the committee 
bills were again introduced and further hearings were held on them. 
The Atomic Energy Commission suggested a number of amendments 
to the commitiee bills. The Commission recommendations are incor- 
porated in the record of the hearings for 1957. 


SAFETY OF REACTOR OPERATIONS 


The Atomic Energy Commission reports that— 


Nuclear reactors have been operated in the United States 
since December 2, 1942, with a safety record better than that 
of other industry. More than 100 reactor-years of regular 
operating experience have been accumulated, including 
expericice with reactors of high power and large inventories 
of fission products, without a single personal injury and no 
significant deposition of radioactivity outside of the plant 
area. There have been a few accidents with research reactor 
installations as contrasted with the perfect record of safety 
of the regularly operating reactors. But even these acci- 
dents with research and experimental reactors did not 
affect the public. 


The Commission reports that the safety record from the operation of 
reactors in Great Britain is equally favorable. 

In the history of reactor operations there have been three incidents 
of public notice involving reactors. Two of these were accidental— 
the one at Chalk River in Canada and the one at the experimental 
breeder reactor at Arco. In both of these, personnel failure caused 
damage which was primarily limited to the reactor itself. The third 
incident was a deliberate forcing of a small experimental reactor to 
explosion to study the effects of such action. In none of these three 
incidents was there any damage to any person. The property dam- 
age in both of the accidental incidents ‘was essentially confined to the 
reactor itself. 

All of the new reactors which are being built or planned have 
incorporated into them every conceivable device to see that they are 
safe. The reactors themselves are constructed with immediate shield- 
ing designed to minimize blast damage. They also have gas-tight 
fragment-proof containers of concrete and steel built around them, 
such as the sphere which was built around the experimental sub- 
marine reactors at West Milton, N. Y. The possibility of dangerous 
materials escaping and causing damage outside the reactor facilities 
is infinitesimal. However, the possibility does still exist. 

The Commission has extensive powers to protect the public health 
and safety through its regulatory acts, and it also has mandate for 
a strong Inspection Division to see that the regulations are complied 
with. During the hearings, the Commission explained at some length 
its safety precautions. All of these minimize the possibility of such 
damage to persons and safety. 
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Since radioactive materials are many times more toxic and poison- 
ous than other substances, the companies which are interested in par- 
ticipating in the reactor program are hesitant about assuming the 
liabilities which could ensue in the remote event of a reactor meltdown 
with the resulting release of fission products and radioactive materials 
into the air. At this stage in the development of atomic energy 
these companies do not envision any profit for many years from the 
research and development efforts that have to be put into the program. 
Yet, in the unlikely event of a runaway reactor they may be sub- 
jected to damage claims which have been estimated in the testimony 

efore the committee at sums ranging from several hundred thousand 
dollars for large reactors to sums up to a billion dollars, and somewhat 
beyond in a few estimates. 

Assuming that there were 100 large power reactors operating in the 
United States, the Commission has found that the most pessimistic of 
the probabilities involved lead to the estimate that there would be 
less than 1 chance in 50 million of any one person getting killed in any 
year in a reactor incident as compared to 1 chance in 5,000 for getting 
killed in an automobile accident. It also concluded that hypothetical 
property damages range from a lower limit of about one-half a million 
dollars to an upper limit, in the worse imaginable case, of $7 billion. 
This latter figure is largely due to a contamination of land with fission 
products. However, the estimates of experts on the occurrence of 
nuclear incidents at major reactors, varied from those who were un- 
able to be expressed in numbers to'a range between 1 chance in 100,000 
per year to 1 chance in a billion per year for such accidents. There 
was no disagreement that the probability of major reactor accidents 
was exceedingly low. 

PRIOR HEARINGS 


Recognizing the importance of the problem, after it had been raised 
in the 202 hearings in 1956, the Joint Committee took the unusual 
procedure of calling a seminar of people interested in the various 
aspects of this problem. Some 40 persons met with the committee 
in executive session on’ March 15 and 16, 1956. They included 
representatives from the Atomic Energy Commission, from com- 
panies who build reactors or parts, from companies which would 
operate reactors, and from insurance firms. A full, free, and frank 
discussion of the problems between the committee and persons 
involved increased the desire of the committee last year to find some 
solution to the problem. 

Two bills wre introduced by Joint Committee members early in 
1956: H. R. 9701 (84th Cong., 2d sess.) introduced by Mr. Price, 
which provided for ful governmental indemnity; and H. R. 9802 
(84th Cong., 2d sess.) introduced by Mr. Cole, which limited the 
liability of the reactor owners. After the seminar in March 1956, 
Chairman Anderson sent out a letter on April 26, 1956, to the industry 
and others interested, which suggested possible legislation incor- 
porating features of both the Price and the Cole bills. This new 


proposal was based on staff studies of the indemnity problem and the 
results of the seminar, 
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On May 15, 16, 17, 18, and 21, 1956, the Joint Committee held 
public hearings on the problem. ‘The witnesses who were heard were, 
in the order of their appearance: 


Lewis L. Strauss, Chairman, Atomic Energy Commission 

Dr. Willard F. Libby, Commissioner, AEG 

Harold S. Vance, Commissioner, AEC 

Thomas E. Murray, Commissioner, AEC 

Harold L. Price, Director, Division of Civilian Application, AEC 

Dr. C. R. McCullough, Director for Reactor Safeguards, AEC 

William Mitchell, General Counsel, AEC 

W. Kenneth Davis, Director, Division, Reactor Development, AEC 

Don S. Burrows, Controller, Division of Finance, AEC 

H. R. Searing, chairman of the board, Consolidated Edison Co. of 
New York 

Charles H. Weaver, vice president of Westinghouse Electric Corp. 

Walker L. Cisler, president of Power Reactor Development Co.; 
accompanied by Edward M. Spencer, assistant treasurer of the 
Detroit Edison Co., and Edward S. Reid, Jr., counsel for Power 
Reactor Development Co. 

R. L. Sehacht, general manager, Consumers Public Power District, 
Columbus, Nebr. 

Charles J. Haugh, on behalf of the Association of Casualty & Surety 
Companies 

Ambrose B. Kelly, general counsel, Associated Factory Mutual Fire 
Insurance Companies 

Elmer L. Lindseth, president, Cleveland Electric Illuminating Co. 
and member, Edison Electric Institute Committee on Atomic 
Power 

Willis Gale, chairman, Commonwealth Edison Co., Chicago 

Francis K. McCune, president, Atomic Products Division, General 
Electric Co.; accompanied by William Kennedy, counsel, Atomic 
Products Division 

Percy Chubb, American Insurance Association 

Philip Sporn, president, American Gas & Electric Co. and Nuclear 
Power Group, Inc. ; 

John Menke, president, Nuclear Development Corp. of America 

= S. Peterson, American Public Power Association, Washington, 

C 


Ralph ‘E. Becker, secretary-treasurer, Federation of Insurance 
Counsel 

Herbert W. Yount, vice president of the Liberty Mutual Insurance 
Co. 

Tom Pickett, executive vice president of the National Coal Association 

William Webster, president of Yankee Atomic Electric Co. 

Charles E. Oakes, president of the Pennsylvania Power & Light Co. 

ne - Keen, manager, Wolverine Electric Cooperative, Big Rapids, 

Aich. 

‘Donald H. Dunham, director, retirement, safety and insurance depart- 
ment, National Rural Electric Cooperative Association; accom- 
panied by Robert Kabat, administrator, NRECA Atomic Energy 
Study Group 

Kenneth E. Black, president of the Home Insurance Co., and chairman 
of the National Board of Fire Underwriters Committee 
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Stoddard M. Stevens, a member of the law firm of Sullivan & Crom- 
well, New York City; accompanied by George C. Kern, Jr., an 
attorney with the firm of Sullivan & Cromwell, New York City 

Oscar M. Ruebhausen, atomic energy committee, New York City 
Bar Association 

Andrew J. Biemiller, legislative representative of the American 
Federation of Labor and Congress of Industrial Organizations; 
en by Leo Goodman of the research department, AFL- 
At that time the Atomic Energy Commission presented its pro- 

osed bill to the Joint Committee, which Mr. Cole later introduced as 
. R. 11242 (84th Cong., 2d sess.). On the basis of these hearings 
and following-up lines of thought which had earlier been generated by 
staff studies, the chairman introduced S. 3929 (84th Cong., 2d sess.), 
which provided for a different method of approach to the problem, 

following along the lines of his letter of April 26, 1956. 

The Joint Committee held hearings on these two bills on June 15, at 
which time these witnesses appeared: 


Harold S. Vance, Commissioner, Atomic Energy Commission 
William Mitchell, General Counsel, Atomic Energy Commission 
Oscar M. Ruebhausen, atomic energy committee, New York City 

Bar Association 
Stoddard M. Stevens, Sullivan & Cromwell, New York City 
H. W. Yount, vice president, Liberty Mutual Insurance Co. 

Charles J. Haugh, representing Association of Casualty Surety Com- 
panies 
Andrew J. Biemiller, legislative representative, American Federation 
of Labor and Congress of Industrial Organizations 
Donald H. Dunham, director, retirement, safety, and insurance 
department, National Rural Electric Cooperative Association 

In addition, over 20 statements were filed for the record. The 
unanimous preference of all persons outside the Government agencies 
was for legislation along the lines of S. 3929. 

Following the June 1956, hearings, and after further meetings in 
executive session and deliberations to consider the bills and testimony 
submitted, the Joint Committee voted out S. 4112 (84th Cong., 2d 
sess.) and H. R. 12050 (84th Cong., 2d sess.). These bills, with 
committee amendments, were reintroduced in the 85th Congress, 1st 
session, as S. 715 and H. R. 1981 by Senator Anderson and Mr, Price, 
respectively. 

STUDIES 


The Joint Committee, in July of 1956, requested the Atomic Energy 
Commission to make a scientific study of the possible effects of a 
runaway reactor. The Atomic Energy Commission forwarded the 
results of this study to the Joint Committee on March 23, 1957. With 
respect to this study, Mr. Strauss testified: 


As part of the Commission’s testimony, we are submitting 
for the record a study of the possible consequences in terms 
of injury to persons and damage to property if certain hypo- 
thetical accidents should occur in a typical large nuclear 
power reactor. 

A large team of individuals prominent in the sciences and 
engineering specialists participated in this study. 


23010°—58 H. Rept., 85-1, vol. 2——27 
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I am happy to report that the experts all agree that the 
ae that major accidents might occur are exceedingly 
small. 

This study is a part of the Commission’s continuing effort 
on a broad front to understand and resolve this problem of 
possible reactor hazards so that we may proceed with an 
expanding atomic-energy industry with full confidence that 
there will be few reactor accidents and that such as do occur 
would have only minor consequences. This effort and the 
work of translating the results into affirmative, concrete 
safeguards for protection of the public is, of course, our 
continuing responsibility. 

Since the beginning of the reactor program the experts 
and the Congress and the public and the Commission have 
all been concerned with the possible causes and the possible 
magnitude of damage from reactor runaways, and with 
means of prevention. ‘The subject commanded four sessions 
of the International Conference on the Peaceful Uses of 
Atomic Energy in Geneva 18 months ago, which, as you will 
recall, we initiated. In May of last year Dr. Libby pre- 
sented to your committee some estimates of the possible 
extent of harm and damage should a major accident occur. 

The current study has taken the form in which it is now 
presented to you as a means of responding to the committee’s 
specific request of last July 6. To produce such a study, it 
was necessary to stretch possibility far out toward its 
extreme limits. Some of the worst possible combinations of 
circumstances that might conceivably occur were conjoined 
in the hypotheses in order that we might assess their con- 
sequences. The study, therefore, ought to be regarded as 
an estimation of the consequences of unlikely, though 
imaginable, combinations of failure and error and weather 
conditions; it is not in any sense a prediction of any future 
condition. 

It has been a difficult study to make. Fortunately, there 
has been little reactor accident experience upon which to 
base estimates. Nuclear reactors have been operated in 
the United States since December 2, 1942, with a safety 
record better than that of other industry. More than 100 
reactor years of regular operating experience have been 
accumulated, including experience with reactors of high 
power and large inventories of fission products, without a 
single personal injury and no significant deposition of radio- 
activity outside of the plant area. There have been a few 
accidents with research reactor installations as contrasted 
with the perfect record of safety of the regularly operating 
reactors. But even these accidents with research and ex- 
perimental reactors did not affect the public. 

This record which shows that safe operation can be 
achieved is due to skillful design, careful construction, and 
competent operation. 


(The full letter of transmittal of this report is attached hereto as 
annex A.) 
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A study of the insurance and indemnity problem wes made by the 
legislative drafting research fund of the Law School of Columbia 
University, which was employed in November 1955, by the Atomic 
Industrial Forum to prepare reports on the problem. A prcliminary 
report was made on March 1, 1956, and the final report was made 
January 7, 1957. The summary of the problem, as developed in 
this report, has already been noted above. Other pertinent portions 
of the report are printed in the committee hearings. 

In March 1955, the Atomic Energy Commission appointed an 
Advisory Committee consisting of 10 persons representing all phases 
of the industry. This Committee made a preliminary report on July 
15, 1955, which emphasized that the primary difficulties would be in 
connection with third party liability. The Committee made another 
interim report in January of 1956, after the insurance companies had 
been able to find ways of getting together sums which could be used 
to protect the industry. Heretofore the highest liability policy 
issued had a face value of $10 million. The stock companies joined 
together in 2 pools, 1 for liability (Nuclear Energy Liability Insurance 
Association) and 1 for property (Nuclear Energy Property Insurance 
Association). Each of these pools would issue policies for damages 
up to $50 million. The mutual companies were able to form similar 
pools which could insure liability risks up to $10 million and property 
risks up to $5 million. The policies and rates which are presently 
available from these two insurance pools are discussed further on in 
this report. 

Concerning the possible need for establishing the Committee on 
Reactor Safeguards as a statutory committee, and for requiring that 
certain of its reports be made public, and that public hearings be held 
on certain reactor license applications, Senator Andersen, chairman 
of the Joint Committee during the 84th Congress, directed the staff 
of the Joint Committee to undertake a study in August 1956. ‘The 
committee staff was assisted in this study by two consultants, and on 
April 5, 1957, the study was made public as a Joint Committee print 
entitled, “A Study of AEC Procedures and Organization in the 
Licensing of Reactor Facilities.” 


CURRENT HEARINGS 


The Joint Committee held hearings on 8.715 and H. R. 1981, the 
bills introduced in the 85th Congress, on March 25, 26, and 27, 1957. 
Witnesses were also requested to testify on S. 1684, 85th Congress, 
Ist session, a bill introduced by Senator Anderson to establish a Com- 
mittee on Reactor Safeguards, to require that certain of its reports 
be made public, and that public hearings be he!d on certain facility 
license applications. The witnesses who were heard were, in the order 
of their appearance: 


Lewis L. Strauss, Chairman, Atomic Energy Commission 

Dr. Willard F. Libby, Commissioner, AEC 

Harold S. Vance, Commissioner, AEC 

Thomas E. Murray, Commissioner, AEC 

Kenneth E. Fields, General Manager, AEC 

William Mitchell, General Counsel, AEC 

Harold L. Price, Director, Division of Civilian Application, AEC 
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W. Kenneth Davis, Director, Division of Reactor Development, AEC 

Charles J. Haugh, vice president, Travelers Insurance Co. 

Hubert Yount, vice president, Liberty Mutual Insurance Co. 

Kenneth E. Blau, president, Home Insurance Co. 

William H. Berry, vice president, American Group of Fire & Insurance 
Companies. 

Francis J. McCune, president, atomic products division, General 
Electric Co. 

Arthur W. Murphy, Hughes, Hubbard, Blair & Reed 

Victor A. Hann, nuclear energy committee of National Association of 
Manufacturers. 

Stoddard Stevens, partner of law firm, Sullivan & Cromwell. 

Ambrose J. Kelly, general counsel, Associated Factory Mutual Fire 
Insurance Cos. 

Gail L. Freer, Rural Cooperative Power Associates. 

Edward J. Slowter, Battelle Memorial Institute. 

Dr. Lee L. Davenport, president, Sylvania Corning Nuclear Corp.; 
accompanied by Howard Cohen, counsel. 

Arthur Berard, president, National Electric Manufacturers Associa- 
tion. 

on Signal, general counsel, International Union of Electric 

orkers. 

Carlos Gastambidi, president, Monroe Industrial Union Council. 

Joseph R. Stamper, president, Local 1000, United Papermakers and 
Paperworkers Union of America. 

John Jennings, president, Local 1004, United Paper Makers and 
Paner Workers. 
Speaking for the Atomic Energy Commission at the Hearings this 

year, Chairman Strauss stated: 


Mr. Chairman and members of the committee, we are 
pleased to be here this morning because we hope that your 
committee is nearing the solution of one of our principal 
problems involved in the rapid development of nuclear 
power in the United States. 

The bills which you have under consideration—that is to 
say, 9.715 and H. R. 1981—offer a practical approach to the 
necessity of providing adequate protection against liability 
arising from atomic hazards as well as a sound basis for com- 
pensating the public for any possible injury or damage 
arising from such hazards. * * * 

The Commission shares the hope of the committee and 
industry that congressional action on the legislation may be 
completed early in this session of the Congress, so that the 
United States may move forward, at an accelerated pace, 
toward our goal of economical, competitive, and safe nuclear 
power. Nosingle thing that your committee might do could 
contribute so greatly to the acceleration of nuclear power 
development in the United States as would early and favor- 
able action on this subject. 


BASIC APPROACH AND PRINCIPLES 


The basic approach of the legislation proposed by the Joint Com- 
mittee in 1956, was to have the Commission determine the amount of 
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financial protection which the licensee for reactors must have to pro- 
tect the public against nuclear incidents. Beyond the amount of 
financial protection there would be required as a condition of the 
license the Government would indemnify the reactor operators for 
sums up to $500 million. If a runaway reactor should cause any 
further damages beyond that, the way was left open for Federal con- 
tributions after further congressional consideration. If the sums 
available were not sufficient to take care of all of the damage, limita- 
tion of liability proceedings would be made applicable in order to pro- 
vide a ready technique for apportioning the moneys available among 
those hurt. ‘The Commission was given authority to use this same 
power in its contracts for those doing work directly for the Commis- 
sion, not merely licensees. 

The indemnification contracts are to protect the public by means 
of providing funds to the licensee and any of those who might be found 
liable with him for payment of public damages. Those people who 
design and construct the reactor and who supply parts for it will 
have funds made available to them if they are found liable. 

The basic principles underlying the bill are two: 

1. Since the rights of third parties who are injured are established 
by State law, there is no interference with the State law until there is 
a likelihood that the damages exceed the amount of financial responsi- 
bility required together with the amount of the indemnity. At that 
point the formal interference is limited to the prohibition of making 
payments through the State courts and to prorating the proceeds 
available. 

2. A system of indemnification is established rather than an insur- 
ance system, since there is no way to establish any actuarial basis for 
the full protection required. The chance that a reactor will run away 
is too small and the foreseeable possible damages of the reactor are 
too great to allow the accumulation of a fund which would be adequate. 
If this unlikely event were to occur, the contributions of the com- 
panies protected are likely to be too small by far to protect the public, 
so Federal action is going to be required anyway. If the payments 
are made large enough to insure that there is an adequate fund avail- 
able, the operation of the reactors will be made even more uneconomic. 
On the other hand, if, as the Joint Committee anticipates, there never 
will be any call on the fund for payments, the funds will have been 
accumulated to no purpose. Hence, in this instance it seemed wisest 
to the Joint Committee not to treat this as an insurance problem but 
to treat it as an indemnification problem. There seems to be no real 
need for establishing all of the technical mechanisms of an insurance 
fund in this situation. It was for the reasons above that the Joint 
Committee decided against the program of permissive reinsurance as 
suggested by the Commission in 1956. The provisions of this bill 
provide governmental indemnifications to those licensees who obtain 
their licenses within the next 10 years. The indemnification agree- 
ment is to run for the life of the license. During the 10-year period 
it is hoped that there will be enough experience gained so that the 
problems of reactor safety will be to a great extent solved and the 
insurance people will have had experience on which to base a sound 
program of their own. In the meanwhile, the Commission is under 
two compelling duties: 
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The first, and by far the more important, is to see that the reactors 
which are built are designed, constructed, and operated in the safest 
fashion. It was in an effort to assure the continuous safe operation of 
reactors that the Joint Committee decided in 1957 to add to the 
indemnity bills: pravisions which would make the Committee on 
Reactor Safeguards a statutory committee, require publication. of its 
reactor hazard reports prior to hearings on construction permits and 
require public hearings on applications for certain facility licenses. 

Secondly, the Commission has a continuing duty to make available 
for industrial study as much of the information it now has, or will 
accumulate, which bears on the problems of safe operation and insur- 
ability of reactors. There appear to be many sources of information 
within the Commission’s program other than that directly involved 
in the reactor work for peaceful uses which might be of help in this 
situation. 

PRIVATE INSURANCE CONTRACTS AND RATES 


Because of the.magnitude of insuring reactors, the insurance com- 
panies joined together in pools. The insurance field has been tradi- 
tionally developed by stock companies and by mutual companies. 
These two types of companies, in turn, are split between those com- 
panies which insure against third-party ‘liability (casualty companies) 
and those companies which issue property insurance on the reactor 
facility itself. These four segments of the insurance comy an‘es each 
formed their own pools to issue atomic insurance policies. Tue stock 
companies have two pools. One is the Nuclear Energy Liability 
Insurance Association (NELIA) and the other the Nuclear Energy 
Property Insurance Association (NEPIA). To the extent that the 
latter merely insures the reactor and its buildings, it is not concerned 
with the financial protection which is required under the statute. 
It is understood that the NELIA policy will be issued to the licensee 
and will protect not only those who may be a contractor, or subcon- 
tractor, for parts, supplies, or services, but also any other person who 
may be liable for a nuclear incident.' The policy will cover damage 
to the persons or property. of others, regardless of whether they are 
located anywhere in the United States, Canada, or Mexico. 

Since the only atomic insurance available will be issued to the 
owner for the reactor, it is not expected that there will be insurance 
that any company can buy to protect against damage from a runaway 
reactor located somewhere else. Therefore, the NELIA policy is 
being reconsidered with a view of including the offsite property of 
the persons indemnified. This would make the proceeds of the insur- 
ance available to them as though they were a third party. ‘The same 


' See the following: 
THE TRAVELERS 
Mr. Cari T. DvurRHAM, 
Chairman, Joint Committee on Alomic Fnergy, 
The Capitol, Washington, D. C. 


DEAR Mr. Durnam: I have today sent to Mr. Ramey a series of memoranda which complete the 
material which your committee asked that I furnish. 

In sending that material, I have incorporated in my memorandum on S. 715 and H. R. 1981 and the 
amendments proposed by the Atomic Energy Commission a statement to the effect that we are now 
revising the nuclear energy liability insurance policy to take care of the so-called airplane situation which 
was discussed extensively at the March 25 hearing. The amendment to the policy will take care, not only 
of this partienlar sort of incident, but other similar types of incidents by affording coverage for liability 
of any person, or persons, in connection with claims arising out of a nuclear-energy incident. When the 
revised policy phraseology has been completed and appropriate filings have been made, I shall furnish 
your committee copy of the revised policy contract. 

May I take this opportunity once again to thank you for affording me the opportunity to appear before 
you. 

Sincerely, 


CHARLES J. Havuau, Vice President. 
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result could be obtained by having the reactor incorporated as a sep- 
arate corporation. 

The exclusions to the standard policy are (1) for Workmen’s Com- 
pensation; (2) for liability assumed under contract; (3) for the handling 
or use of any weapon; (4) war damage; and (5) the reactor property 
itself. Other exelusions limit the incident to: (1) within the United 
States; (2) occurring only at the insured facility and not another; 
(3) the use or retention by the insured by materials retained by the 
operation or use of the facility but used at another site; and (4) 
arising out of materials transferred to the United States of America. 
The latter exclusion seems to negate the contractor-type operations 
and it is understood that this exclusion is under reconsideration. 

The balance of the policy appears to contain only the ordinary 
clauses, except that the claims must be asserted within 2 years after 
the termination of the policy. It is understood that this policy has 
been under consideration by the industrial concerns involved since 
February 1957. The Joint Committee hopes that in its final form, 
it will cover the same scope as the bill. 

The Nuclear Energy Liability Insurance Association has established 
some rates for liability coverage of certain reactors. ‘These rates ap- 
pear to be high in comparison with rates for conventional electric 
power generating systems. It is understood that they will be reduced 
if 10 years of operation should disclose no need for this high a premium. 
If there is no incident, the insurance companies expect to return be- 
tween two-thirds and three-fourths of the premiums. These pre- 
miums do not appear to constitute a substantial fraction of the costs 
of the operation of large-scale reactors. While the cost of insurance is 
an appreciable part of the operating costs of small-scale power reactors 
(from 0.5 to 2 mills per kilowatt-hour) the cost of construction and 
operation of these reactors will in any event be considerably in excess 
of conventional costs. Thus insurance costs should not be considered 
a crucial item in determining the economics of the first generation of 
small-scale atomic powerplants. 

The Nuclear Energy Liability Insurance Association has furnished 
the Joint Committee with the following quotations for $50 million 
third-party liability insurance for these reactors: 


Amount Electric Thermal 
kilowatts kilowatts 








Tenkeo Atomic Wigstele O46... ..... cccnnscccnmcdsnnccncasecssane $130, 000 134, 000 480, 000 


EYER TRCSORECH PF OCUNGNINL. ....... -. ncnncacuceccancocenncesa a i teiereeteaieiceenes 50 
General Electric Co. (Vallecitos Calif.)....................... 67, 000 3, 000 12, 000 
STITT i deal 250, 000 180, 000 630, 000 
Soeeeeiae Bioriaind Institute... .nccctcicccetndedeceteecesseose OB GRP fT ddbanvsassase 1, 000 
pe ee rn ee 69, 430 22, 000 58, 000 


These figures were determined by the following rates per million of 
insurance: 


Company Ist mil- Next 4 Next 5 | Next 10 | Next 20 | Next 10 








lion million | million | million | million million 
i ncaidlacsinathmaasisis thick a cakocie eae $20, 000 $10, 000 $4, 000 $2, 000 $1, 000 $1, 000 
reed isi clit a pinto tum ddihndiiaas 12, 000 4, 000 1, 600 800 500 500 
General Electric... 9, 000 3, 000 1, 200 1, 000 1, 000 1, 000 
Commonwealth___.. 40, 000 20, 000 8, 000 4, 000 2, 000 1, 000 
NNN i aii ad 6, 250 2, 250 1, 050 7, 750 750 750 





BEY NOU s kcdshinidstaanashcaetinesndinlagiated 7, 360 3, 680 1, 470 1, 000 1, 000 1, 000 
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REACTOR SAFEGUARDS 


The provisions of S. 1684 and H. R. 6604 were added to the in- 
demnity bill since it was felt that the Congress should not only try 
to give financial protection to innocent members of the public who 
might suffer in the unexpected case of a runaway reactor, but that 
the Congress should also provide all possible statutory requirements 
for assuring that reactors should be as safe as possible. A study of 
the problems of the Commission-licensed operations was made by 
the staff of the Joint Committee and published in April 1957, as a 
Joint Committee print entitled ‘A Study of AEC Procedures and 
Organization and the Licensing of Reactor Facilities.” 

his study summarized the facility license procedures of the AEC 
and the role of the Committee on Reactor Safeguards in the evaluation 
of the hazards in reactor construction and operation. While the 
Atomic Energy Act of 1954 has over 18 references to health and 
safety requirements, there was no body specifically established in the 
act whose primary responsibility would be to study and advise on 
the health and safety aspects of licensed operations. The Joint 
Committee deemed it desirable to establish formally such a body as 
an advisory committee to assist the Commission with respect to 
those facilities where the hazard is likely to be the greatest. The 
Commission has had a Committee on Reactor Safeguards as a com- 
mittee, though it is not specifically established by the act. This 
committee has examined Commission and licensee reactors and has 
had a very good record. 

Having established the Committee under the bill, it was thought 
that its functions would be best served if its reports should be made 
public, and if the facilities of the type on which its report were required 
should be licensed only after a public hearing. 

The Joint Committee concluded that full, free, and frank discussion 
in public of the hazards involved in any particular reactor would seem 
to be the most certain way of assuring that the reactors will indeed 
be safe and that the public will be fully apprised of this fact. 

The Joint Committee therefore added as sections 4, 5, and 6 of the 
indemnity bill the provisions of S. 1684 and H. R. 6604, bills pre- 
viously introduced by Senator Anderson and Mr. Durham to establish 
the Committee, to require that its reports be made public and that 
hearings be held on certain reactor applications. 

The Atomic Energy Commission appointed an insurance study 
group in 1955 to undertake an examination of the insurance needs of 
the new industry. One of the recommendations made by this group 
in its interim report was: 


8. In order to promote the insurability of such enterprises 
and increase insurance capacity, it is believed absolutely nec- 
essary that the present Reactor Safeguards Committee, or 
similar committee, continue to function and that stringent 
safety standards be maintained as a condition precedent to 
licensing under the 1954 act. This would involve periodic in- 
spection as to compliance as a condition for the continuance 
of the license. 


Letters have been received by the Joint Committee from the in- 
surance firms and from industry aes the need for establishing 
the Committee on Reactor Safeguards. 
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Tue TrAveters Insurance Co., 


April 8, 1957, 
Mr. James T. Ramey, 
Executive Director, Joint Committee on Atomic Energy, 
The Capitol, Washington D. C. 


Dear Mr. Ramey: Unfortunately, your letter of March 22 did not 
reach me until after I had returned from the March 25-27 hearings. 

I am of the firm opinion that the Reactor Safeguards Committee 
performed an extremely useful function. This is not merely my own 
opinion, but that of all of my associates on the governing and rating 
committees ofthe Nuclear Energy Liability Insurance Association. 

I believe, in fact I urge strongly, that such a committee should 
continue in existence. Certainly, S. 1684 would insure the continua- 
tion of such a committee. 

Sincerely, 
Caries J. Haven, Vice President. 


Liserty Morvat Insurance Co., 
April 2, 1957. 
Re Reactor Safeguards Advisory Committee, 
Hon. Cirnton P. ANDERSON, 
Congress of the United States, 
Joint Committee on Atomic Energy. 


Dear Senator AnpERsSOoN: Upon my return from Washington I 
found a copy of your bill, S. 1684, which had been sent to me b 
Mr. Ramey. I am glad to see something of this sort introduced. i 
have discussed the problem of this Committee with a great many people 
during the past year because both our mutual companies and the 
stock companies are very much concerned about the continuation of 
such a strong impartial committee. 

My reluctance last week as to whether the reports of this Committee 
should become public documents is genuine, based upon uncertainty 
as to what the effect would be. In discussing the problem with various 
people I have run into the view that perhaps the most able people 
desirable on such a committee might be aiiwiltitis to serve if the report 
was to become a matter of public controversy. If this should be the 
case my preference would be for a stong committee with some reser- 
vation as to making the complete committee report on public 
document. 

I share your view expressed in your remarks accompanying the bill 
to the effect that the safety and welfare of the public must be a primar 
consideration. In this connection it would seem important that inith 
a committee would be concerned not merely with private operations 
conducted under the licensing provision of the 1954 act but all phases 
of operation in the nuclear area. If the counsel, and advice of such a 
committee serves a valuable purpose, as I believe it does, then it would 
appear appropriate to obtain their advice in all areas where unusual 
hazards prevail regardless of public or private financial support or 
operation. 

In view of the present state of knowledge—or lack of it—with 
respect to nuclear hazards, it might be desirable to consider moving 
into full-scale publicity by stages. I am sure that the feeling of our 
insurance industry is that the presence of a good committee which 
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would function impartially is of more importance at this stage than 
complete disclosure of such committee’s conclusions. Ultimately we 
believe that the objectives of your bill must prevail but have a ques- 
tion as to timing. 
Cordially yours, 
Husert W. Yount, Vice President. 


GENERAL Etectric Co., 
April 8, 1957. 
Mr. James T. Ramey, 
Executive Director, 
Joint Committee on Atomic Energy, 
Washington, D. C. 

Dear Mr. Ramey: Your letter of March 22 requested my com- 
ments on Senate bill 1684 during the hearings last week. I did not 
have time to prepare any written testimony and the matter did not 
come up in discussion. 

As I understand the bill, the purpose is (1) to provide a formal 
status in law for the Safeguards Committee, (2) to provide that its 
findings shall be made public, as well as the Commission’s, (3) to 
assure that there are public hearings with regard to safeguards. 

My comments are as follows: 

1. I see no objection to a formal status for the Safeguards Com- 
mittee. We need a committee of some permanence and continuity 
and will continue to need it for another 10 years at least. It seems to 
me that the proposed bill provides a basis under which distinguished 
persons in private pursuits could serve without having to withdraw 
from those pursuits. 

2. I favor final safeguards reports being published. Also, I believe 
that, as is the case at present, submissions on the question of safe- 
guards should be public. I believe that the deliberations of anv 
group considering these should be private. They are partly jury and 
partly investigators, and I think must be free to deliberate in private 
as is the case with any jury. My concern is not with the principle of 
public findings—which I endorse—but with the mechanics of obtain- 
ing free discussion and competent uninhibited analysis up to the point 
of public release. As I read 8S. 1684, this is what is contemplated. 

3. I am in favor of either mandatory public hearings or notice being 
given in some way so that a public hearing is requisite if any respon- 
sible group wishes such a hearing. I believe that lacking such pro- 
cedure, findings might be subject to retroactive attack and there will 
be a concomitant sense of insecurity on the part of licensees. 

4. There are some possible practical problems on which I think 
testimony might be taken from those who are actually trying to do this 
job. Presently the Committee is an advisory one to the Commission 
and the Commission has a staff charged with this responsibility. 
The precise roles of the Commission staff and of the Committee and 
the relationships between the two groups should be carefully con- 
sidered. For example, as I understand it, a Committee member can 
have the Commission staff perform physical analysis, thermal analysis 
or any other type of work requisite to the formation of a sound 
opinion and presently can work back and forth in this manner. A 
complete barrier between the Committee and the working staff of 
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the Commission would, I believe, result in the Committee requiring 
a complete staff of its own. I would certainly recommend that the 
ideas of those specifically engaged in this work should be obtained 
on this and other points. 

I trust that the above observations will be of value to you. 


Sincerely yours, 
Francis K. McCune. 


The Commission has had an apportunity to consider the substance 
of the proposals relating to the Committee on Reactor Safeguards 
and to the public hearings. It had this opportunity both in connec- 
tion with the study of the Commission’s licensing procedures made by 
the staff of the Joint Committee and in connection with the indemnity 
hearings. It has not been in favor of these provisions as a formal 
statutory réquirement. 


SECTION-BY-SECTION ANALYSIS 


Section 1 adds to the Atomic Energy Act of 1954 a new finding that 
it is in the interest of the general welfare and common defense that the 
United States can undertake both the indemnity and limitation of lia- 
bility programs established by this bill. The primary concern of the 
Federal Government is with the protection to the people who might 
suffer damages from the new atomic energy industry. Since many of 
the reactors which will be built will be producing special nuclear mate- 
rial which is vital for the defense of the country, it is in the interest of 
the common defense and security to see that these companies are pro- 
tected in their operations by having moneys available to them for pay- 
ment of public liability claims and having limitations of liability pro- 
ceedings available when those funds are insufficient. Since title to 
special nuclear material is in the United States, Congress has special 
powers and duties with respect to the use of that material. One of the 
other constitutional bases for the limitation of liability program is the 
bankruptcy power of the United States for it is improbable that any 
firm could survive claims against it of $500 million, over and above 
the insurance which might be available. 

Section 2 modifies the clause in the section of the Atomic Energy 
Act of 1954 relating to the conditions which are attached to the license 
for special nuclear material. Up to now, this clause required the 
licensee to hold the United States harmless from the use of the special 
nuclear material. Now there has been an exception written into the 
clause with respect to those portions of this bill, whereby the United 
States agrees to indemnify the licensee and permit limitation of lia- 
bility proceedings. The exception was written in this manner since 
the provisions of the bill with respect to indemnity have a 10-year 
period of operation at this time. It was not intended by the language 
of this exception that the licensee would have to complete the limita- 
tion and indemnification of liability proceedings before this section 
applied. 

"Gebtion 3 of the bill adds five definitions to the Atomic Energy Act 
of 1954. These definitions are important solely to the substantive 
provisions of this bill. The drafting of the bill is made considerably 
easier through these definitions which permit the use of single phrases 
to be substituted for long complex clauses. 
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The first definition is of ‘financial protection” which is defined to 
mean the ability to respond in damages for public liability. In view 
of the treatment of the costs of settlement in subsection 170h, the 
Commission language proposing to put these costs into definition of 
financial protection was not accepted. If the costs of investigation of 
defense and settlement were included in that portion of the claims to 
which the limitation of liability applied, it might be difficult to find 
persons who would carry out these functions after a serious nuclear 
incident since they would not be fully reimbursed for their costs. 

The language proposed by AEC which would have limited the ability 
to respond in damages for public liability to that private insurance 
which was available within the United States seemed to the committee 
to negate the possibility of obtaining part of the insurance from Lloyds 
of London, as it was contemplated. 

The second definition is of “licensed activity” which means any 
activity for which a license is issued, pursuant to the provisions of the 
act, but for which the Commission requires financial protection under 
section 170a. 

The definition of ‘‘nuclear incident”’ is designed to protect the public 
against any form of damage arising from the special dangerous proper- 
ties of the materials used in the atomic energy program. It includes 
any damage which may result from any hazardous property of source, 
special nuclear, or byproduct material. It includes bodily injury or 
death, loss of or damage to property, and loss of use of property. 
While most incidents will be happenings which can be pinpointed in 
time—such as a runaway reactor or an inadvertent exposure to 
radiation—it was not thought that an incident would necessarily have 
to occur within any relatively short period of time. For instance, the 
steady exposure to radiation, such as from an undetected leak of radio- 
active materials from a storage bin, could constitute an incident. The 
occurrence which is the subject of this definition is that event at the 
site of the licensed activity, or activity for which the Commission has 
entered into a contract, which may cause damage, rather than the site 
where the damage may perhaps be caused. This site must be within 
the United States. The suggested exclusion of facilities under license 
for export was not accepted. This is because the definition of ‘‘nuclear 
incident” limits the occurrence causing damage to one within the 
United States. It does not matter what license may be applicable if 
the occurrence is within the United States. If there is anything from 
a nuclear incident at the licensed activity which causes injury abroad 
or if there is any activity abroad which causes further injury in the 
United States the situation will require further investigation by the 
Congress at that time. The words “sickness, disease’? were added 
following bodily injury in order to make it perfectly clear that the 
extent of bodily injury was the same as the definition of bodily injury 
as specified by the standard NELIA insurance policy. The indemni- 
fication agreements are intended to cover damages caused by nuclear 
incidents for which there may be liability no matter when the damage 
is discovered, i. e., even after the end of the license. That is why the 
definition of “nuclear incident” has the phrase “any occurrence 
* * * causing bodily injury, sickness, disease, or death” and why the 
definition of “public liability” is tied to ‘‘any legal liability arising out 
of, or resulting from, a nuclear incident * * *.” The suggested 
limitation to the loss of the use of property when evacuated under 
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order of public authority was not accepted as being too limiting an 
exception. However, it is not the intention of the committee to have 
the damage to property which is included in the term ‘nuclear inci- 
dent” include the diminution in value or other similar causes of action 
which may occur, namely, from the location of an atomic energy 
activity at a particular site. 

The definition ‘‘person indemnified” means more than just the per- 
son with whom the indemnity agreement is executed. In the case of 
license this agreement will be executed with the licensee. Where the 
Commission and a contractor decide to take advantage of the pro- 
visions of this act, an indemnity agreement will be executed with the 
prime contractor. The phrase “person indemnified” also covers any 
other persons who may be liable. For a licensee for a reactor, this 
would mean in addition to the licensee that the indemnification ex- 
tends to such persons as the subcontractors of the licensee, includi 
those responsible for the design and construction of the reactor an 
the supplying of parts. However, it is not meant to be limited solely 
to those who may be found liable due to their contractual relationship 
with the licensee. In the hearings, the question of protecting the 
public was raised where some unusual incident, such as negligence in 
maintaining an airplane motor, should cause an airplane to crash into 
a reactor and thereby cause damage to the public. Under this bill 
the public is protected and the airplane company can also take advan- 
tage of the indemnification and other proceedings. The proposed 
AEC limitation to those in privity with the licensee was reconsic ered 
by the Commission, and the Commission decided to accept the premise 
of the original bills which would make the person indemnified any 
person who might be found liable, regardless of the contractual relation. 

One point mentioned several times in the hearings related to the 
possible liability of a carrier transporting spent fuel elements from a 
reactor to a processing plant. If such a company, whether through 
negligence or otherwise, should have an accident which would spill 
the radioactive materials into a stream, this bill would afford protec- 
tion to the public and to the carrier, even though the carrier is not re- 
quired to be a licensee under the Atomic Energy Act of 1954. How- 
ever, those transmitting the material are required to be licensees and 
to see that appropriate safety measures are taken during the shipment. 
The Atomic Energy Commission has had extensive experience in ship- 
ping radioactive materials back and forth across the country without 
any of these possible incidents having yet occurred. Having the 
agreement run to the benefit of any other person who may be liable 
will parallel the policies which the insurance companies are planning 
to issue. They, too, will be entered into with the licensee or prime 
contractor and will run for the benefit of any other person who may be 
liable. This method of approach was suggested by the insurance com- 
panies since they did not want to have a pyramiding of insurance at a 
reactor. This pyramiding could result from having each of the design- 
ers, owners, contractors, and others interested in the reactor taking 
out separate policies of insurance. 

The last definition is of ‘‘publice liability” as it is used in the 
definition of financial protection and elsewhere in the statute. It 
means a legal liability arising out of, or resulting from, a nuclear 
incident. This definition has two exceptions. The first is to claims 
under State or Federal workmen’s compensation acts where employees 
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are employed in connection with the activity where the nuclear 


incident occurred. It is the thought that the insurance carriers who * 


pay workmen’s compensation for this group of personnel know and 
understand the risks which they are taking and charge accordingly. 
Therefore, any claims which are paid out for these personnel by the 
carriers should not properly be made claims for which the Government 
provides indemnification. For those employees who are not employed 
in connection with the activity, the workmen’s compensation premium 
does not include any charge for this protection. The premium for 
the workmen not employed at the activity is not calculated on the 
possibility of any nuclear explosion. Therefore, there is a real and 
fair basis for permitting the carriers for these employees to have 
their claims included in the claims to be indemnified. Thus, if a 
licensee has employees who are working in connection with the activity 
and there should be a runaway reactor, the employees who are 
working on the reactor project would not have their workmen’s 
compensation claims subrogated for payment out of the indemnity 
fund. However, the employees of the same company which are not 
working on the activity may even be in another town and would have 
the workmen’s compensation claims made payable out of the in- 
demnity moneys. In this definition the phrase “State or Federal 
Workman’s Compensation Act” is intended to be descriptive and 
not limiting and includes any law similar to the compensation acts, 
such as the occupational disease acts and also any special legislation 
which may be enacted in the future for the protection of employees 
who are exposed to radiation. The suggestion which was contained 
in the original draft legislation of the Commission that willful damages 
be excluded was not accepted since the damage to the public is the 
same, whether caused by any means—willful or nonwillful. However, 
the circumstances surrounding any nuclear incident, including the 
wilfulness, would certainly be grounds for examining and possibly 
suspending the operations under the license. 

The second exception to the definition “public liability” is a war- 
damage exception. ‘This exception to some extent parallels the excep- 
tion in the private policies. It was thought that in the event of war 
the damages would be so great and the task of proving causation so 
difficult that further congressional study would be needed. This 
exception was not drawn to damage caused after a declaration of war 
since the first attack on the United States could be an unannounced 
attack before any declaration of war. Any single act of sabotage 
would be covered by the indemnification provisions of the bill if it 
could not be proven to be an act of war. 

The definition of ‘‘public liability” has language to make it expressly 
applicable to damage to property of persons indemnified except that 
which is located at the site of, and used in connection with, the activity 
where the incident occurs. If there is a reactor incident, there would 
be no claim for the damages to the reactor which could be included 
in the indemnification of the Government. However, if the same 
organization owned property, for instance in another town, for which 
nuclear insurance would not be expected, that property could be 
included in the property to which the indemnity would be applied. 
Basically, however, this was included because it was brought to the 
attention of the Joint Committee that even a small research reactor 
might be located on the campus of a university—if the Commission 
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found such a location to be safe—and there would be no way in which 
that educational institution could obtain atomic insurance on all the 
rest of its buildings. This is designed to afford protection for off-site 
property. 

The protection of the off-site property of the persons indemnified 
will be available only if the basic insurance policies also cover this 
property. It is the understanding of the Joint Committee that this 

roblem is under review at the moment by the insurance companies. 
t did not seem right that the United States Government could be 
forced to pick up the damages at another plant of the firm owning 
and operating a reactor which suffers a runaway while the private 
persons would obtain relief out of the insurance benefits. In setting 
forth this kind of protection for the off-site property it is not expected 
that the person indemnified would have to sue himself to prove 
liability. It is recognized that this is an unusual extension of the 
liability laws, but it seemed to be the only way to put the persons 
indemnified on a consistent basis with everybody else with respect to 
property as to which they cannot otherwise obtain atomic insurance. 

In view of the basic position taken by the Joint Committee in 
drafting this bill, namely, to make only the minimum of changes over 
the bills voted out by the committee last year, the AEC proposed 
definition of “indemnity” and “indemnification” were not accepted. 
The specific problems incorporated in those definitions seem to have 
been adequately taken care of in other places. 

S:ction 170 of the Atomic Energy Act is added as a new section. 
Supsection a makes the providing of financial protection and the 
signing of an indemnity agreement a condition of each license under 
sections 103 and 104 and each construction permit under section 185. 
Section 103 licenses are for reactors which are found to be of practical 
value and section 104 licenses are for research and demonstration re- 
actors. In addition, the Commission is given the option of requiring 
financial protection for any license issued under section 53, 63, or 81. 
Section 53 permits the licensing of svecial nuclear material; section 63 
permits licensing of source material; section 81 permits licensing of 
byproducts material. It is not expected that ordinarily the Com- 
mission will use the authority given it with respect to these latter 
three types of materials. However, there may be rare instances in 
which the licensee, without at the same time being a licensee of a facil- 
ity, may have such large quantities of materials or such quantities of 
especially dangerous or hazardous materials as to warrant the imposi- 
tion of the provisions of this bill. (This authority is in addition to the 
authority given to the Commission in sec. 182 which permits the 
Commission to find that anv applicant for a license is financially 
qualified to undertake the ‘purposes of the license.) This authority 
in the Commission is the same as the language contained in the Com- 
mission proposal for this section. In view of the fact that the bill is 
designed to encourage industry to participate in the licensing program, 
it does not matter whether the license is issued to a private firm or 
Government agency. Those contractors, subcontractors, and any 
other persons who may be liable should be protected under the 
provisions of this bill. 

Where financial responsibility is required under the provisions of} 
this section for the protection of the public, it is a condition of the 
license that the licensee execute and keep in force the agreement of 
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indemnification under subsection 170 c. The ‘maintenance of the 
financial protection is also a condition of the license. Under this 
subsection the Commission is given authority to require that an 
applicant waive any immunity it may have conferred by Federal or 
State law. If a college or university, for instance, which is owned 
by a State should want to have a reactor, it may be required to shed 
its immunity as a part of the State sovereignty to suit by the public. 
This authority is not mandatory but is permissive, since there may 
be other courses of action which may be as satisfactory in seeing that 
the public is protected. This will give the Commission authority to 
work out such arrangements. While there is reference to a construc- 
tion permit in this particular phrase, the word “‘license’”’ as used in 
the balance of the bill includes the words “construction permit” in 
accordance with the last sentence of section 185 of the Atomic Energy 
Act of 1954 which reads: 


For all other purposes of this Act, a construction permit is 
deemed to be a “license.” 


Subparagraph b sets the maximum amount of protection which 
the Commission might require at the amount of private insurance 
available from private sources. The Commission is authorized to 
set lesser amounts of financial protection which is required, based 
on such items as the cost and terms of the private insurance, the type, 
size, and location of the facility and other factors pertaining to the 
hazard and the nature and purpose of the facility. Thus, if there is 
$65 million available as insurance on a 100,000-kilowatt reactor, a 
5,000-kilowatt reactor might not be required to furnish financial 

rotection equal to the full amount of the $65 million. Also, if there 
is $65 million available for a reactor which is located in a relatively 
thickly populated area of the country, the Commission might find that 
a reactor located in a completely barren part of the country need not 
require as much financial protection. If the Commission wants to 
encourage a university to do research work, it might require less 
financial protection as an inducement to having the research work 
carried on. However, it is expected that the Commission would 
arrive at the criteria by regulation so that, as closely as possible, 
persons engaged in similar enterprises are treated alike. Thus, if a 
public or cooperative body wanted to build a large size reactor for the 
production of power, it would have to meet the same requirements 
for financial protection as a private company. One point of caution 
should be mentioned. The reference to the cost of insurance in this 
subsection is not intended to encourage the Commission to undercut 
the amounts of private insurance provided at reasonable rates. Since 
the program is so new, and no experience as to the rates established 
the Commission must be in a position to set the amount of financial 
protection required at an amount lower than amount of private insur- 
ance offered if the rates appear high and all other factors indicate a 
lower amount is appropriate. Itis merely to give the Commission a 
chance to look at the economics of the operation of the particular 
kind of reactor in deciding the amount of financial protection which 
may be required. 

The wanherits given the Commission by this section to gage the 


hazards of a possible activity from the protection point of view, is 
not intended to exclude in any way or to supersede the power of the 
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Commission under the other authorities in the Atomic Energy Act 
to establish safe operating conditions and safe operating localities 
for the reactors. The obligations on the Commission under these 
other powers continue unabated. 

The Commission is given discretion as to the manner in which the 
financial protection may be afforded. Such protection may come from 
private insurance, private contractual indemnities, self-insurance or 
other proofs of financial responsibility, including cash, other assets, 
bonds, ete. It could be a combination of these items. 

Subsection ¢ requires the signing of an indemnification agreement 
with those persons who are required to establish financial protection 
under subsection d. The requirement of financial protection can be 
made applicable to licenses issued from August 30, 1954—the date of 
signing the Atomic Energy Act of 1954—and August 1, 1967—about 
10 years after the expected effective date of the bill. In view of the 
provisions in section 187 of the Atomic Energy Act of 1954, making 
all licenses subject to later amendment of the act, there is no need 
to incorporate language here amending the licenses where this financial 
protection may be required. Under these agreements the Commission 
will agree to indemnify the licensee for damages arising from nuclear 
incidents which are in excess of the financial pretection. However, 
the limit of the Commission’s responsibility under these agreements 
is to be $500 million. This limit could be subject to upward revision 
by the Congress in the event of any one particular incident in which, 
after further congressional study, the Congress felt more appropria- 
tions would be in order. The protection of indemnification afforded 
by the Government under the agreement of indemnification is intended 
only to start when the damages exceed the face sum or the level of 
the financial protection required by the Commission. This means 
that if there are any exceptions in the scope of coverage of the under- 
lying financial protection which may be applicable to a particular 
incident the indemnification does not pick up from the ground up but 
still picks up only after the amount of damage reaches the level of the 
financial protection required of the licensee. 

This limit of $500 million is for each incident and it is to cover the in- 
cident occurring during the period of the license, and to protect those 
who design and make parts for a reactor and who may have engaged in 
those activities before any licenses may have been issued. If they are 
found to be liable because of nuclear incidents occurring during the 
period of the license, the interests of the public and of these con- 
tributors are well protected under this bill. This protection covers 
those persons who supply standard items of equipment as well as 
those who may supply specialized items to the same extent. The 
use of phrases qualifying the terms “nuclear incidents” in this sub- 
section, as in others, is not intended in any wav to change the 
definition given to that phrase in section 3 of the bill. It is expected 
that the basic financial protection required of a licensee will be con- 
tinuous, even though there may, for one reason or another, be a 
termination of the particular license involved. 

Subsection d authorizes the Commission to treat with its own con- 
tractors in the same way it can treat with licensees under the provi- 
sions of this bill. This authority is in addition to any other authority 
which the Commission already has and under which the Commission 
has entered into the indemnity clauses such as were set out in the 
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1956 testimony of the General Counsel of the Commission. It is 
hoped that the Commission will adopt a policy of extending indemnity 
provisions to contractors and subcontractors consistent with that 
extended to licensees and their suppliers and subcontractors. Many 
industrial participants sought to make the authority contained in this 
subsection mandatory. The Joint Committee decided, however, that 
it would observe the operations of the Commission under this sub- 
section for a year before considering any further steps to make this 
authority mandatory instead of merely permissive. 

In this subsection, however, the Commission is allotted discretion 
as to the amount of financial protection which may be required of its 
contractors before the $500 million guaranteed indemnity attachés. 
This authority is to be available for any type of contract which the 
Commission may enter into, as well as to contracts and projects 
which the Commission may enter into jointly with other agencies of 
the Government. The joint contracts and projects are usually with 
one of the armed services or with the Department of Defense Such 
projects have in the past included development of submarine reactors 
and the development of reactors for the propulsion of airplanes. 
Although the matter was raised, it was not deemed appropriate at 
this time to include protection for the prime contractors of the Depart- 
ment of Defense alone in this bill. This is a problem which has 
substantial differences and should be resolved only after further and 
full investigation of the scope of the operations. All other agencies 
of the Government will be licensees of the AEC and therefore will 
have their operations protected by this bill. As in subsection c, the 
$500 million limitation on the Government’s agreement to indemnify 
can be increased by special congressional action for any particular 
nuclear incident if it is ever found to be desirable. 

Subsection e limits the liability of the persons indemnified for each 
nuclear incident to $500 million, together with the amount of financial 
protection required. Of course, Congress can change this act at any 
time after any particular incident. The Joint Committee wanted to 
be sure that any such changes in the act would be considered by it in 
the light of the particular incident. 

In order to provide a framework for establishing the limitation of 
liability, the Commission or any person indemnified is permitted to 
apply to the appropriate district court of the United States which 
has venue in bankruptcy matters over the site of the nuclear incident. 
Again it should be pointed out that the site is where the occurrence 
takes place which gives rise to the liability, not the place where the 
damage may be caused. The district court is authorized to issue 
orders declaring the liability limited and staying the payment of 
claims and the execution of court judgments. Bv this procedure the 
right of the State courts to establish the liability of the persons 
involved in the normal way is maintained, but the payment of those 
liabilities can be stayed. This will permit a payment to all persons 
who suffer damage on a prorated basis and it will not permit full 

ayment to the first claimants with no payment to the last claimants, 
n order to alleviate the financial losses of those who may have 
incurred damages, the court is permitted to order partial payments. 
Since it is possible that there may be damages which are not dis- 
covered for a period of years, the court is authorized to set aside a 
portion of the funds available to cover such later claims on the basis 
of such scientific evidence as may be available to it. 
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Subsection f establishes the charges for reactors which have been 
proven to be of commercial value under section 103 at $30 per year 
per thousand kilowatts of thermal energy capacity. The thermal 
energy capacity is a rough indication of the amount of special nuclear 
material which is put into the reactor and is therefore a rough guide 
to the amount of hazard involved in operating a reactor. “For the 
research and development reactors which can be licensed under section 
104, the Commission is authorized to charge less than $30 per year 
for the indemnity. This reduction is permitted because some research 
and development reactors do not involve the hazards that the section 
103 reactors would entail. It is also authorized because the policy 
of the Commission may be to encourage research and development 
work by having the Commission render these indemnification services 
without charge—or at a reduced charge—to those engaged in the re- 
search and development work. The Commission is also authorized 
to make a lesser charge for an indemnity granted under the construc- 
tion permit since the hazards in building a reactor are not as great as 
those hazards which accompany the operation of a reactor. Of course 
these fees are applicable to those types of facilities which have a 
capacity for generating heat. Those facilities which may be licensed 
or contracted for, such as separation plants, and do not fit this particu- 
lar method of determining the fees will have the fees set under the 
alternate optional authority given to the Commission of setting a 
nominal fee for any other operation. A minimum fee of $100 a year 
is set. 

Subsection g requires the Commission to use to the greatest extent 
practicable the facilities and services of private insurance organiza- 
tions. Under the bill, as drafted, the Commission is authorized to 
use the services of those organizations which could provide real services 
to the Commission without requiring the Commission to build up 
an organization of its own. ‘The brokers and others who give advice 
to the persons indemnified and provide services in connection with 
the financial protection would, of course, be agents of those persons 
and not of the Government. They can look to the persons indemnified 
for their fee except to the extent that they might provide services to 
the Commission. 

Subsection h contains some of the clauses which it was felt the 
Commission should have in its agreements for indemnification. In 
addition to giving the Commission specific authority to write the 
indemnification agreements with clauses that it deems appropriate, 
the Commission is required to collaborate with the person indemnified 
if it seems probable that the United States will be required to make 
indemnity payments. The Commission may be permitted to appear 
in any action through the Attorney General and is given final authority 
on behalf of the United States to settle a claim on a fair and reasonable 
basis. This latter authority is put into this bill so that the Commission 
need not be bound by legal technicalities, such as rules of legal proof 
in a situation in which the courts have not yet had a chance to estab- 
lish new rules for new problems arising from radiation. This authority 
is also given to the Commission so that its settlements need not be 
required to pass through technical governmental accounting pro- 
cedures before payment. In addition, this authority is given ‘to the 
Commission so it need not wait for an action to go to final judgment 
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but can be settled when it seems fair and reasonable. In giving the 
Commission additional authority to include reasonable expenses to 
the person indemnified, it is expected that such expenses could include 
reasonable attorney’s fees incurred by the person indemnified in 
examining any claims. 

Subsection i requires the Commission to make a survey in any 
incident where it appears likely that indemnity payments will be 
made under the bill. This survey is an aid to the Congress in estab- 
lishing the causes of a nuclear incident. It is, in part, an aid to the 
parties in any, action where it is unlikely that the public would be able 
to obtain the full amount of technical information which might be 
required. ‘The final findings are required to be made public except to 
the extent that they contain classified information. In addition, the 
Commission is required to report every year to the Joint Committee 
on the operations of this bill. 

Subsection j permits the Commission to enter into an indemnity 
contract in advance of appropriations and without advertising. 

Section 5 of the act adds a new section 29 to the Atomic Energy 
Act to formally establish a Committee on Reactor Safeguards. There 
are to be a maximum of 15 members, serving for 4-year terms. This 
Committee is to review license applications and to advise the Com- 
mission with respect to the hazards involved at any facility. 

The main reason for making this Committee a statutory committee 
was to insure that any features of new reactors would be as safe as 
possible. This subject was felt to be so important as to require a 
committee established by statute. 

Another reason prompting the insertion of the provision in the bill 
was the strong reliance placed by the insurance companies on the 
continuance of the Commission safety programs, including the con- 
tinuance of some body similar to the present Reactor Safeguard Com- 
mittee. One of the main reasons for the sources of the Commission’s 
reactor safety activities in the past has been the close scrutiny of 
AEC-built reactors and great prestige of its present Reactor Safe- 
guards Committee. The Joint Committee desired this same type of 
scrutiny and prestige to be maintained with respect to privately built 
power and testing reactors. 

Section 6 requires the Committee on Safeguards, as part of the 
administrative procedures in chapter 16 of the act, to review the ap- 
plications for licenses for those facilities which are most likely to affect 
the public. These facilities at the moment are those facilities licensed 
under section 103 (those facilities which have been found to be of 
practical value for industrial or commercial purposes), those facilities 
under 104 b (those facilities which are involved in the conduct of 
research and development activities to demonstrate the practical value 
of a type of facilities for industrial or commercial purposes), and testing 
facilities licensed under section 104 ¢ (research facilities which have 
an unusually high degree of possible hazard to the public). The 
Commission is also authorized to refer any other application under 
section 104, for even medical and research facilities, to the committee 
if it should appear to be one in which the public would have an unusual 
interest. The report of the committee is to be made public so that 
all concerned may be apprised of the safety or possible hazards of the 
facility. It is the belief of the Joint Committee that when the public 
is adequately and accurately informed that it will be in a better 
position to accept the construction of any reactors. 
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Section 7 requires the Commission to hold hearings after 30 days’ 
notice for applications for licenses filed under section 103 or 104 b or 
for any application for license for testing facility filed under section 
104 c. Under the present provisions of section 189 a the Commission 
is not required to hold a hearing on all applications, but merely on 
those applications for which a hearing is requested by any interested 

arty. 
r The provisions of sections 5, 6, and 7 apply to construction permits, 
in view of the last sentence in section 185 as quoted above, in the 
discussion of section 170 a. 


CHANGES IN Existine Law 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill accom- 

anying this report are shown as follows (new matter is printed in 
italics) : 


A Britt To Amenp THE Atomic EnerGy Act or 1954, as AMENDED, AND FOR 
OTHER PURPOSES 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 2 of the Atomic 
Energy Act of 1954, as amended, is amended by adding a new subsec- 
tion to read as follows: 

‘7. In order to protect the public and to encourage the development 
of the atomie energy industry, in the interest of the general welfare 
and of the common defense and security, the United States may make 
funds available for a portion of the damages suffered by the public 
from nuclear incidents, and may limit the liability uf those persons 
liable for such losses.” 

Src. 2. Subsection 53 e. (8) of the Atomic Energy Act of 1954, as 
amended, is amended to read as follows: 

(8) except to this extent that the idemnification and limitation 
of liability provisions of section 170 apply, the licensee will hold the 
United States and the Commission harmless from any damages 
resulting from the use or possession of special nuclear material 
by the licensee.” 

Sec. 3. Section 11 of the Atomic Energy Act of 1954, as amended, 
is amended by adding thereto the following new subsections, and 
redesignating the other subsections accordingly: 

“7. The term ‘financial protection’ means the ability to respond in 
damages for public liability.” 

‘‘n. The term ‘licensed activity’ means an activity licensed pur- 
suant to this Act and covered by the provisions of section 170 a.” 

“‘o. The term ‘nuclear incident’ means any occurrence within 
the United States causing bodily injury, sickness, disease, or death, 
or loss of or damage to property, or for loss of use of property arising 
out of or resulting from the radioactive, toxic, exploswe, or other haz- 
ardous properties of source, special nuclear, or byproduct material.” 

“». The term ‘person indemnified’ means the person with whom 
an indemnity agreement is executed and any other person who may 
be liable.” 

“u. The term ‘public liability’ means any legal liability arising 
out of or resulting from a nuclear incident, except claims under 
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State or Federal Workmen’s Compensation Acts of employees of 
persons indemnified who are employed at the site of and rn connec- 
tion with the activity where the nuclear incident occurs, and except 
for claims arising out of an act of war. ‘Public liability’ also 
includes damage to property of persons indemnified, provided that 
such property is covered under the terms of the financial protection 
required, except property which is located at the site of and used in 
connection with the activity where the nuclear incident occurs.” 


Src. 4. The Atomic Energy Act of 1954, as amended, is amended 
by adding thereto a new section, with the appropriate amendment to 
the table of contents: 

“Sec. 170. INDEMNIFICATION AND LIMITATION OF LIABILITY.— 


“a. Each license issued under section 103 or 104 and each con- 
struction permit issued under section 185 shall, and each license 
issued under section 58, 68, or 81 may, have as a condition of the 
license a requirement that the licensee have and maintain financial 
protection of such type and in such amounts as the Commission 
shall require in accordance with subsection 170 b. to cover public 
liability claims. Whenever such financial protection is required, 
it shall be a further condition of the license that the licensee execute 
and maintain an indemnification agreement in accordance with 
subsection 170 e. The Commission may require, as a further 
condition of issuing a license, that an applicant waive any immunity 
from public liability conferred by Federal or State law. 

“6. The amount of financial protection required shall be the 
amount of liability insurance available from private sources, except 
that the Commission may establish a lesser amount on the basis of 
criterta set forth in writing which it may revise from time to time, 
taking into consideration such factors as the following: (1) the cost 
and terms of private insurance, (2) the type, size, and location of 
the licensed activity and other factors pertaining to the hazard, and 
(3) the nature and purpose of the licensed actwity. Such financial 
protection may wnelude private insurance, private contractual 
endemnities, self insurance, other proof of financial responsibility, 
or a combination of such measures. 

“ce. The Commission shall, with respect to licenses issued be- 
tween August 80, 1954, and August 1, 1967, for which it requires 
Jinancial protection, agree to indemnify and hold harmless the 
licensee and other persons indemnified (other than a Government 
agency), as their interests may appear, from public liability arising 
from nuclear incidents which is in excess of the level of financial 
protection required of the licensee. The aggregate indemnity for all 
persons indemnified in connection with each nuclear incident shall 
not exceed $500,000,000. Such a contract of indemnification shall 
cover public liability arising out of or in connection with the licensed 
activity. 

“d. In addition to any other authority the Commission may have, 
the Commission is authorized until August 1, 1967, to enter into 
agreements of indemnification with its contractors for the construction 
or operation of production or utilization facilities or other activities 
unvolving possession of sufficient quantities of special nuclear, source 
or byproduct materials to constitute a hazard involving potential 
widespread injury to persons or property other than those employed 
or used at the site of the contract activity, for the benefit of the United 
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States. In such agreements of indemnification the Commission may 
require its contractor to provide and maintain financial protection 
of such a type and in such amounts as the Commission shall deter- 
mine to be appropriate to cover public liability arising out of or in 
connection with the contractual activity, and shall indemnify the 
persons indemnified against such claims above the amount of the 
financial protection required, in the amount of $500,000,000 in the 
aggregate for all persons indemnified in connection with such contract 
and for each nuclear incident. The provisions of this subsection may 
be applicable to lump sum.as well as cost type contraets and to 
contracts and projects financed in whole or in part by the Commission. 

“e. The aggregate liability for a single nuclear incident of persons 
indemnified shall not exceed the sum of $500,000,000 together with 
the amount of financial protection required of the licensee or con- 
tractor. The Commission or any person indemnified may apply to 
the appropriate district court of the United States having venue in 
bankruptcy matters over the location of the nuclear incident, and 
upon a shourng that the public liability from a single nuclear inci- 
dent will probably exceed the limit of liability imposed by this section, 
shall be entitled to such orders as may be appropriate for enforcement 
of the provisions of this section, including an order limiting the 
liability of the persons indemnited, orders staying the payment of 
claims and the execution of court judgments, orders apportioning the 
payments to be made to claimants, orders, permitting partial pay- 
ments to be made before final determination of the total claims, and 
an order setting aside a part of the funds available tor possible latent 
anjuries not discovered until a later time. 

“f, The Commission is authorized to collect a fee from all persons 
with whom an indemnification agreement is executed under this 
section. This fee shall be $80 per year per thousand kilowatts of 
thermal energy capacity for facilities licensed under section 103. 
For facilities licensed under section 104, and for construction permits 
under section 185, the Commission is authorized to reduce the fee set 
forth above. The Commission shall establish criteria in writing for 
determination of the fee for facilities licensed under section 104, 
taking into consideration such factors as (1) the type, size, and 
location of facility involved, and other factors pertaining to the 
hazard, and (2) the nature and purpose of the facility. For other 
licenses, the Commission shall collect such nominal fees as it deems 
appropriate. 

“g. In administering the provisions of this sxction, the Commis- 
sion shall use, to the maximum extent practicable, the facilities and 
services of private insurance organizations, and the Commission may 
contract to pay a reasonable compensation for such services. Any 
contract made under the provisions of this subsection may be made 
without regard to the provisions of section 3709 of the Revised 
Statutes, as amended, upon a showing by the Commission that 
advertising 1s not reasonably practicable and advance payments may 
be made. No fee under this subsection shall be less than $100 per 
year’ 

“‘h. The agreement of indemnification may contain such terms as 
the Commission deems appropriate to carry out the purposes of this 
section. Such agreement shall provide that, when the Commission 
makes a determination that the United States will probably be 
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required to make indemnity payments under this section, the Com- 
mission shall collaborate with any person indemnified and ma 
approve the payment of any claim under the agreement of indemni- 
fucation, appear through the Attorney General on behalf of the 
person indemnified, take charge of such action, and settle or defend 
any such action. The Commission shall have final authority on 
behalf of the United States to settle or approve the settlement of any 
such claim on a fair and reasonable basis with due regard for the 
purposes of this Act. Such settlement may include reasonable 
expenses in connection with the claim incurred by the person in- 
demnified. 

“4. After any nuclear incident which will probably require pay- 
ments by the United States under this section, the Commission shall 
make a survey of the causes and extent of damage which shall forth- 
with be reported to the Joint Committee, and except as forbidden 
by the provisions of chapter 12 of this Act or any other law or execu- 
tive order, all final findings shall be made available to the public, to 
the parties involved and to the courts. The Commission shall report 
to the Joint Committee by April 1, 1958, and every year thereafter 
on the operations under this section. 

‘9, In administering the provisions of this section, the Com- 
mission may make contracts in advance of appropriations and incur 
obligations without regard to section 3679 of the Revised Statutes, 
as amended. 

Src. 5. The Atomic Energy Act of 1954, as amended, is amended 
by adding thereto a new section, making the appropriate amendment 
to the Table of Contents, as follows: 

“Sec. 29. Commirrrere on Reacror Sareauarps.—There is hereby 
established a Committee on Reactor Safeguards consisting of a maximum 
of fifteen members appointed by the Commission for terms of four years 
each. The Committee shall review safety studies and facility license appli- 
cations referred to it and shall make reports thereon, shall advise the Com- 
mission with regard to the hazards of proposed or existing reactor facilities 
and the adequacy of proposed reactor safety standards, and shall perform 
such other duties as the Commission may request. One member shall be 
designated by the Committee as its Chairman. The members of the Com- 
mittee shall receive a per diem compensation for each day spent in meetings 
or conferences, and all members shall receive their necessary traveling or 
other expenses while engaged in the work of the Committee. The provisions 
of section 163 shall be applicable to the Committee.” 

Src. 6. Section 182 of the Atomic Energy Act of 1954, as amended, 
is amended by redesignating subsection b. as subsection c. and subsec- 
tion c. as subsection d., and by inserting the following subsection as a 
new subsection b. immediately after subsection a.: 

“Sec. 182. License AppLicaTIons.— 

“a. Each application for a license hereunder shall be in writing and 
shall specifically state such information as the Commission, by rule or 
regulation, may determine to be necessary to decide such of the tech- 
nical and financial qualifications of the applicant, the character of the 
applicant, the citizenship of the applicant, or any other qualifications 
of the applicant as the Commission may deem appropriate for the 
license. In connection with applications for licenses to operate pro- 
duction or utilization facilities, the applicant shall state such technical 
specifications, including information of the amount, kind, and source 
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of special nuclear material required, the place of the use, the specific 
characteristics of the facility, and such other information as the Com- 
mission may, by rule or regulation, deem necessary in order to enable 
it to find that the utilization or production of special nuclear material 
will be in accord with the common defense and security and will 

rovide adequate protection to the health and safety of the public. 
Such technical specifications shall be a part of any license issued. The 
Commission may at any time after the fi ling of the original application, 
and before the expiration of the license, require further written state- 
ments in order to enable the Commission to determine whether the 
application should be granted or denied or whether a license should 
be modified or revoked. All applications and statements shall be 
signed by the applicant or licensee. Applications for, and statements 
made in connection with, licenses under sections 103 and 104 shall be 
made under oath or affirmation. The Commission may require any 
other applications or statements to be made under oath or affirmation. 

“bh. The Committee on Reactor Safeguards shall review each application 
under section 103 or 104 b. for a license for a facility, any application 
under section 104 c. for a testing facility, and any plication under 
section 104 a. or c. specifically referred to it by the Co ommission, and 
shall submit a report thereon, which shall be made part of the record 
of the application and available to the public, except to the extent that 
security classification prevents disclosure. 

“cc. The Commission shall not issue any license for a utilization or 
production facility for the generation of commercial power under sec- 
tion 103, until it has given notice in writing to such regulatory agency 
as may have jurisdiction over the rates and services of the proposed 
activity, to municipalities, private utilities, public bodies, and coopera- 
tives within transmission } wed ont authorized to engage in the distri- 
bution of electric energy and until it has published notice of such 
application once each week for four consecutive weeks in the Federal 
Register, and until four weeks after the last notice. 

“d. The Commission, in issuing any license for a utilization or pro- 
duction facility for the generation of commercial power under section 
103, shall give cevdeoved consideration to applications for such facili- 
ties which will be located in high cost power areas in the United 
States if there are conflicting applications for a limited opportunity 
for such license. Where such conflicting applications resulting from 
limited opportunity for such license include those submitted by public 
or cooperative bodies such applications shall be given preferred 
consideration.” 

Sec. 7. Section 189 a. of the Atomic Energy Act of 1954, as 
amended, is amended by adding the following sentence at the end 
thereof: 

“Src. 189. Hearincs AnD Jupic1AL Revirw.— 

“a. In any proceeding under this Act, for the granting, suspending, 
revoking, or amending of any license or construction permit, or apph- 
cation to transfer control, and in any proceeding for the issuance or 
modification of rules and regulations dealing with the activities of 
licensees, and in any proceeding for the payment of compensation, an 
award or royalties under sections 153, 157, 186 ¢., or 188, the Com- 
mission shall grant a hearing upon the request of any person whose 
interest may be affected by the proceeding, and shall admit any such 
person as a party to such proceeding. Zhe Commission shall hold a 
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hearing after thirty days notice and publication once in the Federal 
Register on each application under section 108 or 104 b. for a license for 
a facility, and on any application under section 104 c. for a license for a 
testing facility. 

“b. Any final order entered in any proceeding of the kind specified 
in subsection a. above shall be subject to judicial review in the manner 
prescribed in the Act of December 29, 1950, as amended (ch. 1189, 64 


Stat. 1129), and to the provisions of section 10 of the Administrative 
Procedure Act, as amended.” 








ANNEX A 


Unitep States Atomic Enrray Commission, 


Washington, D. C., March 22, 1957. 
Hon. Cart T. Duruam, 


Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 


Dear Mr. Duruam: There is transmitted herewith a report of a 
study of the possible consequences in terms of injury to persons and 
damage to property, if certain hypothetical major ‘accidents should 
occur in a typical large nuclear power reactor. 

More than two score leading experts in the sciences and engineering 
specialties participated in this study. 

We are happy to report that the experts all agree that the chances 
that major accidents might occur are exceedingly small. 

This study constitutes a part of the Commission’s continuing effort 
on a broad front to understand and resolve this problem of possible 
reactor hazards, so that we may proceed with an expanding atomic- 
energy industry with full confidence that there will be few reactor 
accidents and that such as do occur will have only minor consequences. 
This effort and the work of translating the results into affirmative, 
concrete safeguards for protection of the public will, of course, be 
continued and expanded. 

Since the beginning of the reactor program the experts and the 
Congress and the public and the Commission have all been concerned 
with the causes of and the possible magnitude of damage from reactor 
accidents and with means of prevention. The subject was considered 
important enough to command 4 of the sixty-odd sessions of the 
International Conference on the Peaceful Uses of Atomic Energy in 
Geneva 18 months ago, which, as you will recall, we initiated. One 
conference paper in partic ular gave estimates of the theoretical magni- 
tude of damage. In May of last year, Dr. Libby presented to your 
committee some estimations of the possible extent of harm and damage 
should a major accident occur. 

This study has taken the form in which it is now presented to you as 
a means of responding to the committee’s specific request of last July 6. 
To produce such a study, it was necessary to stretch possibility far 
out toward its extreme limits. Some of the worst possible combina- 
tions of circumstances that might conceivably occur were included in 
the hypotheses in order that we might assess their consequences. 
The study must be regarded only as a rough estimation of the conse- 
quences of unlikely though conceivable combinations of failure and 
error and weather conditions; it is not in any sense a prediction of 
any future condition. 

This has been a difficult study to make. There has fortunately 
been little reactor accident experience upon which to base estimates. 
Nuclear reactors have been operated since December 2, 1942, with 
a safety record far better than that of even the safest industry. 
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More than 100 reactor years of regular operating experience have 
been accumulated, including experience with reactors of high power 
and large inventories of fission products, without a single personal 
injury and no significant deposition of radioactivity outside of the 
plant area. There have been a few accidents with experimental 
reactor installations as contrasted with the perfect record of safety 
of the regularly operating reactors. But even these accidents did not 
affect the public. 

This record, which shows that safe operation can be achieved, is 
due to skillful design, careful construction, and competent operation. 

Looking to the future, the principle on which we have based our 
criteria for licensing nuclear power reactors is that we will require 
multiple lines of defense against accidents which might release fission 

roducts from the facility. Only by means of highly unlikely com- 

inations of mechanical and human failures could such releases occur. 
Furthermore, the Government and industry are investing heavily in 
studies to learn more about the principles of safe reactor design and 
operation. 

Framing even hypothetical circumstances under which harm and 
damage could occur and arriving at estimations of the theoretical 
extent of the consequences proved a complex task. 

To make the study we enlisted the services of a group of scientists 
and engineers of the Brookhaven National Laboratory and of another 
group of experts, to serve as a steering committee. Through recent 
months these men have met with many additional expert advisers 
to test out judgments on the estimates arrived at. 

We are not aware of such a study having been undertaken for any 
other industry. We venture to say that if a similar study were to be 
made for certain other industries, with the same free rein to the 
imagination, we might be startled to learn what the consequences of 
conceivable major catastrophic accidents in those other industries 
could be in contrast with the actual experience in those industries. 

Remembering that this study analyzes theoretical possibilities and 
consequences of reactor accidents, we might note here the judgments 
presented on (1) possible consequences of major accidents and (2) 
the likelihood of occurrence of such major reactor accidents. 

The portion of the study dealing with consequences of theoretical 
accidents started with the assumption of a typical power reactor, 
of 500,000 kilowatts thermal power, in a characteristic power-reactor 
location. Accidents were postulated to occur after 180 days of 
pe when essentially full fission-product inventories had been 

uilt up. 

Three types of accidents which could cause serious public damages 
were assumed. Pessimistic (higher hazard) values were chosen for 
numerical estimates of many of the uncertain factors influencing the 
final magnitude of the estimated damages. It is believed that these 
theoretical estimates are greater than the damage which would 
actually occur even in the unlikely event of such accidents. 

For the three types of assumed accidents, the theoretical estimates 
indicated that personal damage might range from a lower limit of none 
injured or killed to an upper limit, in the worst case, of about 3,400 

led and about 43,000 injured. 

Theoretical property damages ranged from a lower limit of about 
one-half million dollars to an upper limit in the worst case of about 
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$7 billion. This latter figure is largely due to assumed contamina- 
tion with fission products. 

Under adverse combinations of the conditions considered, it was 
estimated that people could be killed at distances up to 15 miles, and 
injured at distances of about 45 miles. Land contamination could 
extend for greater distances. 

In the large majority of theoretical reactor accidents considered, 
the total assumed losses would not exceed a few hundred million 
dollars. 

As to the probabilities of major reactor accidents, some experts 
held that numerical estimates of a quantity so vague and uncertain 
as the likelihood of occurrence of major reactor accidents have no 
meaning. ‘They declined to express their feeling about this probability 
in numbers. Others, though admitting similar uncertainty, never- 
theless ventured to express their opinions in numerical terms. Esti- 
mations so expressed of the probability of reactor accidents having 
major effects on the public ranged from a chance of 1 in 100,000 to 
1 in a billion per year for each large reactor. However, whether 
numerically expressed or not, there was no disagreement in the 
opinion that the probability of major reactor accidents is exceedingly 
low. 

Some of the reasons for this belief follow: 

First, industry and government are determined to maintain safety 
and protect the health and property of the public from nuclear 
hazards. The Congress has authorized, and we in the Commission 
are carrying out a program of close and careful regulation and inspec- 
tion. Thus the potential hazard of this new industry has been recog- 
nized in advance of its development and brought under a strict 
system of safety control before the occurrence of the incidents which 
in other fields have marked the birth of new industry and have subse- 
quently led to control. 

Secondly, the challenge of this new and important venture in man’s 
application of the forces of nature has attracted able and energetic 
men into the work of assuring safe design and operation. 

In the third place, multi-million-dollar efforts in research and 
development, both public and private, are directed toward identifying 
and solving safety problems. We know of no other industry where 
so much effort has been and is being spent on the definition and solu- 
tion of safety problems. 

Fourthly, the cost to the industry and Government of reactor 
accidents, even of a minor nature, would be very high—much higher 
than for accidents in other industry. Self-interest, therefore, as well 
as public interest dictates avoidance of accidents. 

To sum up, the report affirms that a major reactor accident is 
extremely unlikely. To reduce the matter of assumed hazards to 
comparative numbers, let us take the most pessimistic assumptions 
used and apply them to a case of 100 power reactors in operation in 
the United States. 

Under these assumptions, the chances of a person being killed in 
any year by a reactor accident would be less than 1 in 50 million. 
By contrast, the present odds of being killed in any year by an auto- 
mobile accident in the United States stand at about 1 in 5,000. 

We are not surprised by the contents of the report, nor are we made 
complacent. The report serves to identify areas where continued 
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research and development are needed, and areas where emphasis is 
needed in the further development of our regulatory program. It gives 
renewed emphasis to our belief that our research and development 
program and our regulatory program in the nuclear power field must 
continue with vigor to the end that the “conceivable” catastrophe 
shall never happen. 

We would appreciate your regarding the attachment as an “advance” 
report. It is being reviewed for editorial and mechanical errors and 
omissions. Copies of the report as corrected will be furnished to you 
at an early date. 

Sincerely yours, 


Harotp S. VANcz, 
Acting Chairman. 


Enclosure: Theoretical Possibilities and Consequences of Major 
Accidents in Large Nurclear Powerplants. 








SEPARATE VIEWS OF REPRESENTATIVE HOLIFIELD ON 
ATOMIC INDEMNITY BILLS (H. R. 7383 AND 8S. 2051) 


With the chairman and other members of the Joint Committee on 
Atomic Energy I share a deep sense of responsibility for congressional 
committee supervision of the Nation’s atomic energy program. We 
stand as one in our desire to maintain a strong national defense and 
to encourage the peacetime development of atomic energy. ‘Therefore 
I regret exceedingly that I must take issue with my chairman and 
colleagues who recommend the enactment of H. R. 7383 and S. 2051, 
providing governmental indemnity and limitation of liability for per- 
sons engaged in atomic energy enterprises. 


SUMMARY OF OBJECTIONS 


My objections to H. R. 7383 and S. 2051 may be summarized as 
follows: 

(1) It would provide another Government subsidy to atomic power 
development without any commensurate benefits to taxpayers and 
power consumers. 

(2) It would place upon the Federal Government an enormous 
potential liability that could reach several hundred billion dollars. 

(3) It would weaken congressional control over appropriations by 
transferring to the Atomic Energy Commission complete discretionary 
power to commit the Government to undetermined liabilities in ad- 
vance of appropriations. 

(4) It would further weaken congressional control over appropria- 
tions by transferring to the district courts authority to allocate funds 
for the payment of claims indemnified by the Government. 

(5) It would open up new areas of bureaucratic control and create 
opportunities for favoritism and preferential treatment. 

I will amplify each of these five points, 


ANOTHER GOVERNMENT SUBSIDY 


For some years the representatives of private utilities and certain 
other industries have been hammering at the doors of Congress for 
legislative incentives to promote private atomic industries, Their 
first large and successful effort came with the enactment of the Atomic 
Energy Act of 1954, which completely revised the 1946 legislation 
and ended exclusive Government ownership and control. 

I contended at the time that the industrial demands were premature, 
I feared that a relaxation of Government effort on the basis of an 
optimistic but unjustified expectation that private industry would 
pick up and sustain this effort at a high level, would result in a danger- 
ous gap in the atomic energy program. 

This gap would have been far wider and more dangerous than it 
is now, had the Congress permitted the industrial representatives to 
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write completely their own ticket in atomic energy legislation. And 
even today, despite the enormous public investment in the atomic 
energy program and the broad range of research and development 
effort, we cannot say honestly that we are maintaining a pace swift 
and sure enough to stay ahead of the Soviet Union and other countries, 

Since the enactment of the 1954 legislation, the industrial repre- 
sentatives have not relaxed their demands for more incentives, which 
usually mean more Government subsidies in one form or another. 
Their bright promises of a few years ago that private industry would 
spur the development of atomic energy if only the bars of Government 
monopoly were let down, are yet to be fulfilled. 

Atomic power groups have sought legislative or administrative 
relief from the Public Utility Holding Act, so that certain combina- 
tions of utilities could be organized for atomic power development 
purposes. 

Arrangements have been devised for recapturing capital invest- 
ments by selling plutonium produced in reactors to the Government 
at guaranteed fixed prices. 

oncessions have been demanded from the Government in the form 
of waivers of inventory costs or processing charges on fuel elements, 
free or low cost use of Government research facilities and laboratories, 
and rapid tax amortization equivalent to interest free loans from the 
taxpayers. 

Besides the various Government subsidies planned or available, 
potential consumers of atomic electric power will be asked to absorb 
a substantial portion of costs through conventional power rate 
increases, 

In this context of public and consumer subsidy as the price of 
private atomic industrial development, the proposed legislation for 
governmental indemnity and limitation of liability is just another 
prop for industries too timid to move ahead without paternalistic 
Government help. 

This bill is put forth by its proponents as a bill for the protection 
of the public. This amounts to making a virtue out of a subsidy. 
The bill is protective of large utilities, industrial companies and insur- 
ance companies which are not willing to adhere to the tenets of free 
enterprise. 


GOVERNMENT WOULD ASSUME ENORMOUS POTENTIAL LIABILITY 


The main argument in support of the bill is contradictory and self- 
defeating. 

On the one hand it is said that the private insurance companies 
cannot or will not offer protection against such large but unknown 
risks. 

On the other hand we are assured that the chances of atomic acci- 
dents are so negligible and so remote that the Federal Government 
probably will never be called upon to discharge the enormous financial 
commitments that would be thrust upon it by this idemnification 
program. 

The Government would undertake through this bill to indemnify 

arties liable to damage suits for atomic injuries up to $500 million 
for each individual accident (called nuclear incident in the bill). 
If 10 large-scale reactors were in operation, the burden of potential 
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liability on the taxpayers would be $5 billion. If 100 such reactors 


’ were operating, surely not a great number in a country as large as 


this, the burden of potential liability would be $500 billion. 

I cannot accept the assurance of the Atomic Energy Commission 
that the chances of atomic accidents affecting a large number of 
people are practically nil. This complacent and optimistic assurance 
is akin to that concerning fallout from nuclear bomb testing. The 
dangers of fallout are evaporated by the AEC in statistical computa- 
tions of global averages and in favorable comparisons with radiation 
emissions from the natural environment and X-ray devices. 

Yet every day we read accounts of new discoveries of dangerous or 
potentially dangerous concentrations of radioactivity such as that 
recently reported by a Public Health Service official in testing milk in 
a certain locality. 

And despite the remarkable record of accident-free operation of 
reactors in the Government program to date, accidents have a way of 
happening. Where the technology is still new and developing, acci- 
dents are bound to happen, particularly as more industrial newcomers 
get into reactor operations. 

A statement submitted by Acting Atomic Energy Commission 
Chairman Harold S. Vance and appended to the majority report gives 
theoretical estimates of assumed personal and property damage for 
three types of assumed accidents. It was estimated that personal 
damage might range from a lower limit of none injured or killed to an 
upper limit, in the worst case, of about 3,400 killed and about 43,000 
injured. 

Theoretical property damage estimates ranged from one-half million 
dollars to $7 billion in the worst case. The latter figure was based 
largely on assumed contamination of land with fission products. 

Commissioner Vance stated that for the majority of the theoretical 
reactor accidents considered, losses in each case would not exceed a 
few hundred million dollars. 

Granting that these are estimates of “theoretical” accidents, and 
that the probability of actual occurrence is small, yet the probability 
cannot be eliminated. A reactor accident near a large city could 
cause heavy damage to life and property. Commissioner Vance in 
his statement estimated that under adverse circumstances people could 
be killed at distances up to 15 miles and injured at distances of about 
45 miles, with land contamination extending for greater distances. 

Large new reactors are planned for construction at Lagoona Beach, 
Mich., and Dresden, Ill. These are the first of their kind. No history 
of experience exists to afford accurate prediction of safety factors. 
Why should the Congress be persuaded to believe that these will be 
accident-free operations when the pooled resources of 139 insurance 
companies offer only a fraction of the dollar protection demanded from 
the Government. 

The insurance companies say that the risks are unknown. The fear 
of insolvency as the result of a major atomic accident constrains them 
to offer in combination not more than $50 million coverage for one 
‘nuclear incident.” I am sure that the insurance companies are using 
good business judgment and prudence. Why should the Congress be 
asked to do otherwise? Why should the Congress be asked to afford 
10 times the protection offered by the private insurance companies? 


23010°—58 H. Rept., 85-1, vol. 2——2 











38 | AMENDING ATOMIC ENERGY ACT OF 1954, AS AMENDED 


The majority report expresses hope that within the next 10 years 
sufficient experience will be gained to solve the problems of reactor 
safety and thus enable insurance companies to work out a program 
of insurance coverage. 

Until private insurance companies are willing to cover the risks 
incident to this type of atomic industrial development, there is a 
grave question as to the wisdom of constructing these large-scale 
unproven power reactors near centers of population. 

The Government would be far more justified in providing in- 
demnity or insurance in cases of vahanal disaster such as floods, 
earthquakes, tornadoes, and other catastrophes beyond ordinary 
human control. 

There are, in my opinion, compelling reasons for the Federal 
Government, in the face of unwillingness by private insurance com- 
panies to offer protection to the hapless victims of natural disasters, 
to take the lead and attempt to work out arrangements for insurance 
protection, as exemplified in the Federal flood indemnity program 
under legislation enacted by the 84th Congress. 

I see no compelling reasons for the Government to assume an 
enormous potential liability in helping large companies to build high- 
cost atomic reactors near large cities, when the Federal Government 
has hardly begun to assist the unfortunate persons, numbered in the 
thousands, whose homes or businesses are swept away to ruin each 
year by ravaging wind or water or violent disturbances of the earth. 


CONGRESSIONAL CONTROL OVER APPROPRIATIONS WEAKENED 


Section 170} of the proposed amendment would authorize the 
Atomic Energy Commission to make contracts to indemnify reactor 
operators or other potentially liable parties in advance of congres- 
sional appropriations. The Commission would be given blanket 
authority to promise indemnity to any person who qualifies, up to 
$500 million. 

Heretofore the Congress has been extremely jealous of its constitu- 
tional power over the national purse. While contracts in advance of 
appropriations have been authorized on occasion, these have been for 
specific public works projects or for vonstruction underway, and not 
for unspecified future projects brought into being by the will of an 
administrative agency. 

In any case, there is a question in my mind whether future Con- 
gresses could be bound under this bill to appropriate the huge sums 
required, if indemnification became necessary. 


NEW BURDENS PUT UPON THE COURTS 


Not only would the Atomic Energy Commission, under this bill, 
be empowered to commit the Government to enormous liabilities in 
advance of appropriations, but the Federal district courts would be 
vested with new and extensive responsibilities, including some of a 
fiscal nature. The Atomic Energy Commission or any indemnified 
person would be authorized to seek and obtain from appropriate 
Federal courts orders limiting public liability for any “nuclear inci- 
dent” to the limit imposed by the bill; that is, $500 million. The 
courts would be asked also to stay the payment of claims, order the 
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apportioning of payments to claimants, to permit partial payments, 
and to order the setting aside of funds for possible latent imjuries. 

Consider the problems posed to the court in setting aside payments 
for latent injuries. Leukemia or bone cancer might show up in per= 
sons many years after the date of a “nuclear incident.’”’ Consider 
the problems, also, posed to the Congress of appropriating funds years 
later for such delayed injuries. I am inclined to the belief that ‘these 
provisions of the bill are unworkable. Not being a lawyer, I will not 
attempt to speculate on the constitutional problems suggested by 
the congressional authorization in this bill for courts to limit liability 
of private parties in damage suits. 


NEW AREAS OF BUREAUCRATIC CONTROL 


There is a curious paradox in the position of private atomic industry, 
which demands that the Government withdraw from atomic activities 
and at the same time asks for Government subsides. The paradox is 
that as a condition of granting the subsidies, the Atomic Energy 
Commission is taking upon itself more and more discretionary power 
and assuming new instruments of.control. By legislation of the kind 
proposed here, the Congress would spawn not only subsidies to private 
industry, but new forms of bureaucratic control which, in the end, 
would defeat the very objectives sought by industry. 

To illustrate: As a condition of providing governments! indeminity, 
the Atomic Energy Commission under the bill would require the parties 
indemnified obtain a certain amount of “financial protection” from 
private insurance companies or other sources. ‘The amount of such 
“financial protection” would be fixed by the Commission. If the 
Commission decided that private insurance rates were too high, it 
would be enabled to decrease the amounts of required protection from 
private sources. 

Since the Commission would charge only $36 per $1 million of 
liability for Government indemnity, whereas the private insurance 
companies have set average rates at $5,000 per $1 million of liability, 
we might expect that the Commission would be under constant pres- 
sure to reduce the amount of ‘financial protection” from private 
sources as a condition of indemnification. This would also serve as a 
deterrent for the insurance companies to reduce rates and broaden 
coverage. 

At the same time the Commission would be directed to utilize the 
facilities and services of private insurance organizations to the maxi- 
mum practicable extent and to pay compensation therefor. The 
opportunities for favoritism and preferential treatment to atomic 
enterprises are at once apparent. 


CONCLUSION 


In my view, this legislation is unnecessary and unwise. If the risks 
are negligible, as the proponents of this bill contend, there is no reason 
why the Government should assume potential liabilities of the: ag- 
nitude indicated above. If the risks are real and substantial, | en 
reactor development programs should continue to be developed under 
direct Government supervision and control at isolated locations, with 
the continued promise of safety exhibited in the record of Government 
performance. 
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Until we can prove by a history of experience in the operation of 
the new and unproven power reactors (which are now planned) that 
they are safe mechanisms, we should insist they be located safe 
distances from populated centers. Congress cannot evade its respon- 
sibility for protecting human lives by authorizing huge dollar 
payments. 

This bill is not a minor technical amendment to the Atomic Energy 
Act. It is a major piece of legislation. It goes far beyond anything 
I know in committing the Federal Government to future liabilities 
without any clear understanding or basis in experience as to the 
nature or the magnitude of those liabilities. 

For the reasons stated and amplified above, I am opposed to the 
enactment of this proposed legislation. 


O 
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AMENDING THE ACT OF MARCH 8, 1911 (36 STAT. 1077), TO REMOVE 
RESTRICTIONS ON THE USE OF A PORTION OF THE SPRINGFIELD 
CONFEDERATE CEMETERY, SPRINGFIELD, MO. 





May 10, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Encusz, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. R. 5687] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (H. R. 5687) to amend the act of March 3, 1911 (36 
Stat. 1077), to remove restrictions on the use of a portion of the 
Springfield Confederate Cemetery, Springfield, Mo., and for other 
purposes, having considered the same, report favorably thereon with- 
out amendment and recommend that the bill do pass. 


EXPLANATION OF THE BILL 


The Springfield Confederate Cemetery at Springfield, Mo., was 
deeded to the United States by the Confederate Cemetery Association 
of Missouri in 1911 on the condition that it never be used for any 
purpose other than as a burial ground for the Confederate dead. The 
cemetery comprises 6.322 acres, of which 2.742 acres are within a 
walled enclosure. All of the Confederate dead are buried within this 
enclosure. The 3.58 acres remaining outside the walled enclosure 
are no longer needed for the burial of the Confederate dead. 

The act of March 3, 1911 (36 Stat. 1077), accepted the Confederate 
cemetery on the condition expressed in the deed of conveyance. How- 
ever, in 1948 the Confederate Cemetery Association of Missouri for- 
mally released the United States from the condition imposed in the 
deed of conveyance as to the 3.58 acres outside the walled enclosure. 

The Springfield National Cemetery, which adjoins the Confederate 
cemetery, comprises 7.503 acres and since the available space therein 
is expected to be exhausted by 1965, additional space is needed. 
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H. R. 5687, if enacted, would permit the burial in the 3.58 acres, 
which are excess to the needs of the Confederate cemetery and not 
within the walled enclosure, of all persons who may be eligible for 
burial in the national cemeteries. This would extend the life of the 
Springfield National Cemetery to about 1973. 

The committee is not aware of any opposition to the measure. 

The Department of the Army reports that the enactment of H. R. 
5687 will cause no increase in the budgetary requirements of the 
Department. 

EXECUTIVE COMMUNICATION 


H. R. 5687 was introduced by Representative Pfost as a result of 
an executive communication from the Secretary of the Army, wherein 
it is stated that the Bureau of the Budget has no objection to the 
proposal, as set forth following: 


DEPARTMENT OF THE Army, 
Washington, D. C., February 11, 1957. 
Hon. Sam RaysBurn, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: There is forwarded herewith a draft of legis- 
lation to amend the act of March 3, 1911 (36 Stat. 1077), to remove 
restrictions on the use of a portion of the Springfield Confederate 
Cemetery, Springfield, Mo., and for other purposes. 

This proposal is a part of the Department of Defense legislative 
program for 1957, and the Bureau of the Budget has advised that it 
has no objection to the submission of this proposal for the consider- 
ation of the Congress. The Department of the Army has been desig- 
nated as the representative of the Department of Defense for this 
legislation. It is recommended that this proposal be enacted by the 
Congress. 

PURPOSE OF THE LEGISLATION 


In 1911 the Confederate Cemetery Association of Missouri deeded 
to the United States the Confederate cemetery at Springfield, Mo., 
which adjoins the Springfield National Cemetery. The deed from the 
Confederate Cemetery Association of Missouri provides that the land 
is not to be used for any purpose other than as a burial ground for 
soldiers and sailors of the Confederate States of America. This Con- 
federate cemetery comprises approximately 6.322 acres of which 2.742 
acres are within a walled enclosure. All of the Confederate dead are 
buried within this walled enclosure. 

In the act of March 3, 1911 (36 Stat. 1077), Congress accepted 
gift of the Confederate cemetery upon an express condition ‘‘that it is 
never used for any other purpose than as a cemetery for the graves 
of men who were in the military or naval service of the Confederate 
States of America.’”’ As there are no longer any Confederate dead 
to be buried in the Confederate cemetery, the 3.58 acres in the Con- 
federate cemetery which are outside of the walled enclosure will 
never be used as a burial ground for Confederate dead. In 1948 the 
Confederate Cemetery Association of Missouri formally released the 
United States from the conditions imposed in the earlier deed as to 
these 3.58 acres. This release permits burial in these 3.58 acres of 
all persons who may be eligible under the laws and regulations relat- 
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ing to burials in national cemeteries. The proposed legislation pro- 
vides that the restrictions on the use of the cemetery apply only to 
the portion within the walled enclosure and directs that the portion 
outside that enclosure shall be used as part of the Springfield National 
Cemetery. 

The National Cemetery at Springfield, Mo., comprises 7.503 acres 
of land and it is estimated that available space for burials in this 
cemetery will be exhausted by 1965. The enactment of the attached 
proposed legislation will extend the life of the cemetery until approxi- 
mately 1973. 

During the 81st Congress the Department of Defense proposed 
omnibus legislation to expand five national cemeteries. Included in 
this legislation was a proposal to expand the Springfield National 
Cemetery. This proposed legislation was introduced as H. R. 6807 
and S. 2863. When i. R. 6807 was considered by the House Com- 
mittee on Public Lands, section 3 of the bill, which pertained to the 
Springfield National Cemetery, was deleted along with the references 
in the bill to the national cemeteries in Perryville, Ky., and Balls 
Bluff, Va. The report states that these deletions were made “‘because 
of local opposition.” The nature and extent of the local opposition 
to the expansion of the Springfield National Cemetery is not known. 
No hearings were held on the bill and the report does not go into 
detail. The land will clearly not now be needed for the burial of 
Confederate dead, and as the use of the 3.58 acres in question as part 
of the Springfield National Cemetery was concurred in by the United 
Daughters of the Confederacy and the Confederate Cemetery Associa- 
tion of Missouri, local opposition to such use of this land does not 
now appear to be serious. 


COST AND BUDGET DATA 


The enactment of this proposal will cause no increase in the bud- 
getary requirements for the Department of the Army inasmuch as the 
3.58 acres here under consideration are owned and are being main- 
tained and preserved by the United States Government. 

Sincerely yours, 
Witser M. Brucker, 
Secretary of the Army. 
A BILL TO amend the act of March 3, 1911 (36 Stat. 1077), to remove restrictions on the use 
of a portion of the Springfield Confederate Cemetery, Springfield, Mo., and for other pur- 
poses 
Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, That the 
condition contained in the first section of the Act of March 3, 
1911 (36 Stat. 1077), which requires that the land compris- 
ing the Confederate Cemetery at Springfield, Missouri, be used 
only as a cemetery for the graves of men who were in the 
military or aad service of the Confederate States of 
America, is applicable only to the portion of that cemetery 
inside the walled enclosure where those graves are located. 
The portion of that cemetery outside of the walled enclosure 
shall be used as part of the Springfield National Cemetery. 


The Committee on Interior and Insular Affairs recommends that 


H. R. 5687 be enacted. 
O 
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DEPARTMENT OF AGRICULTURE AND FARM CREDIT 
ADMINISTRATION APPROPRIATION BILL, 1958 


May 10, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Warren, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H. R. 7441} 


The Committee on Appropriations submits the following report in 
explanation of the accompanying bill making appropriations for the 
Department of Agriculture and ‘hee Credit Administration for the 
fiscal year 1958. The bill covers estimates contained in the 1958 
Budget on pages 190, 195-202, 231, and 324-418, as amended by 
House Document 149, dated April 11, 1957. 

While the reduction of $254 million in the original 1958 budget 
estimates for the Soil Bank was requested by the President in House 
Document 149 on April 11, 1957, the Committee wishes to point out 
that this action was taken after a discussion with the Secretary of 
Agriculture on February 26, 1957, of some findings of the Committee 
pursuant to its investigation of this program. This amount, of course, 
is not included in the following discussions and tabulations. 

The present bill provides direct annual appropriations of 
$1,610,024,848 for the regular activities of the Department (Title I 
of Bill), including $19,399,515 for retirement fund contributions. The 
sum appropriated is $403,378,260 less than the $2,013,403,108 avail- 
able for expenditure in the present fiscal year. It is $272,556,860 less 
than the $1,882,581,708 recommended in the 1958 budget, a reduction 
of 14.5 percent for these activities. Except for activities connected 
with the Soil Bank and soil and water conservation programs, the Com- 
mittee has, in effect, cut the President’s budget for regular activities 
back to the 1957 level. 


86006 
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Also included in the bill is the sum of $1,239,788,671 to restore 
capital impairment of the Commodity Credit Corporation through 
June 30, 1956 under its price support activities. It should be noted 
that about half of this amount is for storage, handling, transportation, 
administrative and interest costs. The balance represents price sup- 
port losses on commodities sold by the Corporation, some of which 
were held as long as eight years, during which time the Department 
failed to offer them competitively in world trade for dollars, as author- 
ized by law, though repeatedly urged so to do. If sales programs 
started last year at the urging of this committee are continued, the 
amount of deterioration should decrease and interest, storage and 
handling charges should be greatly reduced. This should lead to a 
leveling off of these costs in future years. 

The bill further provides $843,076,238 to reimburse the Commodity 
Credit Corporation for money expended in fiscal year 1956 for various 
nonprice support programs under special legislative directives. Of 
this amount, $637,000,000 represents sales for foreign currencies under 
Public Law 480, 83rd Congress. 

The bill includes loan authorizations for the Rural Electrification 
Administration and the Farmers’ Home Administration of $448,500,- 
000, which compares with $1,173,500,000 available for the current 
fiscal year. These amounts are merely authorizations for loans which 
are eventually repaid to the Treasury with interest. Repayments of 
prior year loans are increasing each year and soon will equal the 
amount of new loan authorization made available annually. 

The following summary sets forth Committee action with respect 
to various funds in the bill. A tabulation will be found at the end 
of this report containing the figures for each agency and appropriation. 


Comparison 








Approved Budget Recommended 
Item 1957 1958 in Bili 
Approved Budget 
1957 1958 





a | 


Regular activities: | 
On appropriation basis.| $813, 403, 108 |$1, 882, 581, 708 |$1, 610, 024,848 |+-$796, 621, 740 |—$272; 556, 860 
On comparative basis '.| 2,013, 403, 108 | 1, 882, 581, 708 | 1, 610,024,848 | —403, 378, 260 | —272, 556, 860 
Ee. 942, 287, 178 | 1, 239, 788, 671 | 1, 239, 788, 671 | +207, 501, 493 [222.2 
Special Activities........... 270, 849, 682 843, 076, 238 843, 076, 238 | +572, 226, 556 |...._........-.. 
Loan Authorizations....... (1, 173, 500, 000)} (474, 500,000)| (448, 500, 000) | (—725, 000, 000)| (—26, 000, 000) 





! Includes authorized spending of $1.° billion from CCC for 1957 soil bank. 


Recognizing the need for economy, the Committee has held the 
appropriations for the regular programs of the Department at the 
1957 level. For these activities it has approved 1957 appropriations, 
plus funds to meet the mandatory retirement contributions, less non- 
recurring project costs. ‘The Committee has not eliminated or denied 
any of the new programs requested in the 1958 Budget. It recog- 
nizes that most of them have merit and feels that such programs can 
be met by shifting personnel from present projects to new work of 
more value. With a total of over 83,000 employees in the Depart- 
ment, the Secretary should be able to meet new needs as they arise 
without adding employees requiring increased appropriations. While 
there is a real need to improve farm conditions, it does not appear 
that the need can be met by adding more employees. 
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THE PRESENT FARM PICTURE 


Conditions in American iculture at the present time are not 
good. Four years experience has shown that reduced acreage, reduced 
rices, and rising costs lead only to reducing farm income to a disaster 
evel. The last four years have clearly proven, based on records 
within the Department, that we can not reduce production by reducing 
rices. Further, they show that we can not reduce world production 
be merely reducing United States production, and we can not control 
United States production by reducing United States acreage. 

The records of the past four years prove that as we reduce price 
we increase production, and as we decrease acreage in basic commodi- 
ities we increase production per acre and release more acres for 
nonbasic commodities, thereby increasing total United States agri- 
cultural production. The record shows that, if the farmer cuts pro- 
duction to the point of obtaining parity of price at the market place, 
he will have to create a scarcity which will further reduce his income 
and will be dangerous for the consuming public. 

While changes in the law must come from the Legislative Com- 
mittee, and changes in policy must come from Department officials, 
members of this Committee feel that we should point out the in- 
a bad situation which exists and should report to the Congress 
some of the causes, as we see them, of present farm conditions and 
changes which might be made, both in policy and in the law. Although 
not related directly to funds in the 1958 appropriation bill, these 
factors are important to the future welfare of American agriculture, 
and are significant in terms of appropriations required for future 
years. 

THE RECORD 


Four years ago net farm income was $14.3 billion, or about 5 percent 
of the national income of $281.8 billion. Four years ago the farmer 
received 47 cents of the consumer’s food dollar. At that time the 
farmer received an average of 82% cents per hour for his labor. Con- 
ditions then were considered to be serious for the farmer and it was 
generally agreed that something had to be done to improve his eco- 
nomic position. 

For four years now the Department of Agriculture has been trying 
to improve that situation. During this period the Department has 
insisted that the primary cure for the farmer’s plight is to (1) reduce 
support prices, (2) reduce acreage, (3) increase funds for research and 
extension, and (4) undertake a rural development program. Then 
last year, after almost four years of following the Department’s 
policies, as the American people approached an election with farm 
income down, the Department recommended and the Congress passed 
~ ven Bank to put up to $1.2 billion from the Treasury in the farmers’ 

ands. 

During the last four years the Department has tried to carry out 
its policies. 

It has reduced price supports an average of 20 percent. 

It has reduced acreage for cotton by 38 percent, for rice by 22 
percent, for wheat and tobacco by 23 percent. 

Funds for research by State experiment stations have been increased 
133 percent; funds for other research in the Department and the 
Extension Service have been increased 56 percent. 
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In 1957 the Department will spend more than $2 million in 57 
counties in what it calls rural development for low income families, 
an average cost of more than $36,000 per county. Nearly every 
agency in the Department is involved in this program. 

In 1956 and 1957 the Department will give away with few strin 
attached, under the acreage reserve provisions of the Soil Ban 
hundreds of millons of ollars, money which the Department 
counts as part of farm income. 


THE RESULT 


In 1956, after four years, farm income was down to $11.8 billion, 
which includes direct relief payments from soil bank funds. This is 
a drop of $2.5 billion, or 17.5 percent, since 1952. Comparatively, the 
personal income of other segments of the American economy increased 
from $271.8 billion in 1952 to $306 billion in 1956, an increase of 
12.5 percent. During this period the farmer’s share of the consumer’s 
dollar decreased from 47 cents to 40 cents, a drop of 15 percent, 
while the share for the group between the farmer and the consumer 
increased corres pada Since 1952, the hourly return to the 
farmer for his labor has dropped from 82% cents per hour to 70 cents 
per hour, while earnings of nearly every other economic group have 
increased substantially. 

In the same four year period, farm costs have increased about 10 
lao reflecting increases in income to practically every group 

etween the farmer and the consumer. Further, the farmer’s re- 
quired capital investment and his overall farm debt have increased 
significantly. The average capital investment required per farm has 
increased from $22,836 in 1952 to $26,327 in 1956, an increase of over 
15 percent. Total farm debt in 1952 was $14.8 billion. This had 
increased to $18 billion in 1956, an increase of 21.6 percent. 

In spite of the great optimism of officials of the Department of 
Agriculture, the past four years have not brought parity of income to 
the farmer from the market place, nor from any other place for that 
matter. Today finds the farmer receiving much less from the market 
place than four years ago and depending more and more on direct 
payments from the Treasury. In the 1958 Budget, $1 billion is 
requested for direct payments to farmers under the guise of the Soil 
Bank. In the opinion of a majority of the Committee, the only sound 
basis for the acreage reserve section is to help offset loss of income at 
the market place. 

Since 1952, according to records of the Department, price supports 
on the major crops have been reduced as follows: Corn, 20 percent; 
cotton, 12 percent; cottonseed, 33 percent; barley and grain sorghums, 
26 percent; oats and flaxseed, 25 percent; rye and soybeans, 21 per- 
cent; and milk and butterfat, 18 percent. As prices to the farmer 
have been decreased an average of 20 percent, his part of the national 
income has decreased in almost the same proportion, about 20 percent. 

During this period of reduced price supports, there have been 
severe reductions in acreage allotments for basic commodities each 
vear. As pointed out earlier, acreage planted to cotton has been 
reduced approximately 38 percent since 1952. Acreage for rice has 
been reduced around 22 percent; wheat and tobacco acreage have 
been reduced approximately 23 percent. 
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Contrary to the expectations of agricultural officials, who have 
maintained that reduced price supports and acreage reductions would 
reduce production, production increased steadily during this period. 
Not only did the farmer increase his per-acre production of basic 
commodities, but acreage reductions for basic commodities made 
available more acres for nonbasic commodities, increasing total 
production. 

The Secretary now sees that reduced price supports and reduced 
acreage, which he has offered as the cure to so-called over-production, 
has not worked. In his February 28, 1957, appearance before the 
Committee he admitted that “controlling production is not the 


answer.” In his appearance on April 16 of this year he told the 
Committee: 


Farmers last year turned in a remarkable performance. 
They achieved total crop production equalling the previous 
record from the smallest total harvested acreage in 20 years. 
Average yields per harvested acre set new overall record 
levels with few crops falling below average. It should be 
noted that the large total outturn was attained despite 
a late, cold spring and severe drought in the Southern Great 


Plains and the Western Corn Belt, and other high producing 
areas. 


Notwithstanding the Secretary’s present use of his authority to 
sell Commodity Credit Corporation inventories competitively in 
world trade, leading to the greatest export volume in years in 1956, 
CCC holdings increased from $2.5 billion on January 1, 1953 to $8.2 
billion on January 1, 1957. This is largely due to increased produc- 
tion generated by reduced price supports and reduced acreage. 

Certainly these results prove the Department’s present policies 
and programs to be inadequate to meet the problem. The facts 
recited above should lead all interested persons to study the causes 
and seek the remedies for the present situation, since this country can 
not long continue to prosper with one segment of its economic structure 
seriously ill. 


ACREAGE CONTROLS INEFFECTIVE 


Part of the trouble lies with the agricultural laws passed in 1933, 
which except as to price support levels, largely govern present farm 
programs. At that time the United States produced such a large share 
of the world’s supply of basic commercial crops: that it was felt that 
regulation of United States production would regulate world produc- 
tion. At that time it was believed that cutting United States acreage 
would control United States production. Provisions for such actions 
were included in that law. Time and experience have shown that these 
eee have not been effective since, as United States acreage has 

een reduced, world acreage has increased. Further, as United States 
acreage has been reduced each year, the American farmer has increased 
his yield per acre through more intensive cultivation and increased use 
of machinery, fertilizer, and insecticides. 

According to USDA reports, per acre yields for corn increased from 
the 1945-54 average of 37.1 bushels to 40.6 bushels in 1955 and 45.4 
bushels in 1956. For wheat, the 1945-54 average of 17.1 bushels per 
acre increased to 19.8 bushels in 1955 and 20 bushels in 1956. The 
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yield per acre for cotton increased from the 1945-54 average of 283 
pounds to 408 pounds in 1956. The same increase has been true for 
many other crops. 

One of the more serious aspects of the reduction in acreage each year 
is that, as the farmer has increased his production per acre, he has 
made further cuts in his acreage for the next year under the formula 
contained in the present law, freeing more acreage for production of 
other farm crops. Further, current programs are encouraging the 
the farmer to exploit his land, which runs counter to the long-range 
soil conservation objectives of the Federal Government. 


ERRONEOUS PRICE-SUPPORT POLICIES 


The belief of the present Secretary of Agriculture that lower price 
supports would reduce farm production and increase domestic con- 
sumption has not been borne out, as shown by the records of his own 
Department. As the farmer’s price has gone down, he has increased 
his production to protect his level of income as far as possible. Despite 
price support reductions of 20 percent for corn, production in 1956 
was 159 million bushels more than in 1952. Likewise, price support 
reductions for such commodities as barley, flaxseed, rye, sorghums, 
soybeans, butterfat, and milk resulted in greater production in 1956 
than in 1952. 

At the same time, domestic consumption on a number of crops has 
decreased despite price reductions. Domestic consumption of cotton 
decreased 461,000 bales in 1956 as compared to 1952, although price 
supnorts were lowered 12 percent by the Department as a means en- 
couraging increased consumption. Despite reductions in price support 
levels during the past four years for cottonseed and oats, domestic 
consumption of these commodities also decreased. It is significant 
to note that the percentage of consumer income spent for food de- 
creased from 34.4 percent in 1952 to 32.1 percent in 1956. 

Further, the record indicates that reductions in prices to the farmer 
have not been passed on to the consumer. Instead, such reductions 
have merely increased the take of the so-called “middlemen.” Since 
1952 the spread between the farmer and the consumer has increased 
from 53 percent to 60 percent. On the basis of thenation’s 1956 food 
bill of $53 billion, an additional $3.7 billion went to these middlemen in 
1956 as a result of this increased margin. If only half of this amount 
taken from the farmer and made available to the middleman had 
gone to the farmer,.it would have provided him much more money 
than he can hope to get from the Soil Bank. If as much as two-thirds 
of the middeman’s added take had remained with the farmer, he would 
have been able to maintain his 1952 level of farm income, and his 
plight today would be much less serious. 


FAULTY EXPORT SALES POLICY 


Another part of the trouble lies with the erroneous export sales 

olicies followed by the Department until about 18 months ago. 
While the United States was paying 738 United States foreign aid 
technicians to help improve foreign agriculture, the Secretary of 
Agriculture was refusing to offer United States commodities for sale 
abroad at competitive prices, as authorized by law. 
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The Secretary continues to talk of the United States price support 
rogram holding an umbrella over world ctasibeani production. 
et he readily admits to the Committee that he has had authority to 

sell in world trade on a competitive basis all along. There is no way 

to avoid the fact that this price umbrella is due to a decision not to use 
such authority until late 1955 and early 1956, rather than to the price 
support program. 

he Committee would point out again that the Department has 
always had authority to sell in world trade for what the commodities 
would bring. The Secretary admits to such authority and is now 
using it successfully. In 1956 more agricultural commodities were 
exported than in any time in twenty years. If the Department had 
fully used this authority in recent years, the farmers and the Com- 
modity Credit Corporation would be much better off financially than 
they now are. 

NEW FARM PROGRAM NEEDED 


With economic protections built into the law of the nation for nearly 
every segment of our economy, the farmer will always be at a compet- 
itive disadvantage unless he also has some degree of legislative pro- 
tection. Constantly increasing costs of transportation, processing, 
and distribution will continue to force his prices down, since at the 
opposite end of the economic ladder consumer resistance to price pushes 
the increased take of the middlemen on to the farmer. Further, as the 
cost of production increases, and the use of more fertilizer, equipment 
and insecticides is required to meet the pressure for increased yields, 
the cost-price squeex« will become even more acute. 

Based on years of study of Agriculture, and the familiarity which 
has come from the annual review of the financial requirements of all 
of the programs of the Department, it is the opinion of the majority 
of the members of the Committee that an entirely new legislative 
approach must be developed if the present conditions are to be cor- 
rected. This is essential if the farmer is to share in the general pros- 
perity of the rest of the country—if he is to own an automobile, send 
his children to school, enjoy a reasonable standard of living, and save 
and protect the nation’s natural resources. 

It is to be remembered that, during the long period prior to the 
1930’s when the farmer had no such protection in law, we wore out 
40 percent of our fertile soil and used up 80 percent of our virgin 
timber. It must be remembered that such a drop in farm income as 
we. have had since 1952 has always led to a depression. 

We have had 14 freight rate increases since World War II. We 
have minimum wages and bargaining rights provided by law. We 
have had increasing profit guarantees. All these things lead to the 
fact that the farmer, too, must have a fair return for his investment 
and his labor. However, he should have such a return from the 
market place instead of the Treasury. 


SUGGESTIONS FOR NEW FARM PROGRAM 


Numerous suggestions have been made as to how the farm progre™ 
might be changed to give the farmer the opportunity to earn a fxir 
income. One method, which was offered originally as the “Brannan 
Plan” and was adopted later by Secretary Benson for wool, is to make 
up from the Federal Treasury the difference between what the farmer 
gets at the market place and a fair price. While this approach may 
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have some merit, it has one significant defect. It would make the 
farmer dependent for part of his cost and all of his profit on annual 
Ee nae from Congress. 

ince members of Congress represent all of the American people, 
87 percent of whom are not farmers, the farmer would be placed in 
the position of not being able to rely on this support each year. The 
level of his income would then be subject to the strong economic and 
political pressures which develop from year to year. 

The second approach, which has been suggested previously by the 
author of this report, is to make it to the advantage of the domestic 
purchaser to pay a fair price at the market place for agricultural prod- 
ucts. Such a plan would place the cost of a fair return to the farmer 
on the purchaser or user of such commodities. This would put the 
farmer on a basis somewhat comparable to that of labor, utilities, 
business, and other segments of the population. Under present laws 
all of these groups are able to pass on to the user the cost of a fair 
return for their labor and capital. 

This second alternative is believed to offer some real possibilities 
for the basic commodities, and a number of others. This plan could 
be carried out by issuing to the farmer certificates for his share of the 
domestic market figured in terms of bushels, bales or pounds. Such 
a plan would provide price support for the farmer’s certified share of 
the domestic market at parity levels, thus requiring the purchaser to 
pay a fair price. Such a program should then impose a penalty or 
special tax on processors and other purchasers of commodities pur- 
chased for domestic use which were not certified as the farmer’s share 
of the domestic market. This would make it to the advantage of the 
processors to buy certificated commodities. 

Under this approach, restrictions on production would be removed, 
and that part of the United States production not certified for do- 
mestic markets would be available for world trade at competitive 
prices, or for domestic use if the tax were paid. On this basis, there 
should be little if any cost attached to a price support program. Any 
cost would be offset by taxes or penalties collected on the domestic 
use of noncertificated commodities. Such a program would transfer 
the cost of the farm program from the taxpayer to the purchaser or 
user. 

This type of program would enable us to get away from our present 
system of acreage controls and the incentive to increase production 
inherent in such controls. It would let the farmer farm. In actual 
practice, much of its cost would come from the group between the 
farmer and the consumer which, according to the record, has absorbed 
most of the reductions in farm prices as they have been made. 

Many other solutions to the farm problem have been offered and 
should be considered. However, any new program which is finally 
adopted should let the farmer farm, should provide protection as to 
price for his share of the domestic market, and should be paid for by 
the purchaser at the market place. Under all circumstances, we 
must keep the right to sell in world markets at competitive prices, 
authority for which has always existed. We must see that the 
Secretary continues such a sales program. 


RESEARCH AND EXTENSION 


One of the Secretary’s answers to the farm problem has been in- 
creased emphasis on agricultural research and extension activities, 
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While members of the Committee have always been strong supporters 
of these programs and have introduced legislation making increased 
appropriations possible, they have not agreed with the Secretary that 
additional employees are a substitute for legislation which will make 
possible a satisfactory farm income. 

The Committee has gone along in recent years with sizable increases 
for research and extension, so as to give the Secretary the opportu- 
nity to carry out his proposals. Since 1952, annual appropriations 
for the State experiment stations have increased from $12,670,308 to 
$29,503,708, an increase of 133 percent. During this same period, 
appropriations for the Extension Service have increased 56 percent 
from $32,100,789 in 1952 to $49,865,000 in 1957. 

The increased demand for research and extension work during the 
past four years appears to be the direct result of the reduction in 
farm income. Demands by farmers for better seed, improved culti- 
vation practices, and better fertilizers and insecticides, to offset price 
and acreage reductions, have undoubtedly increased the pressure 
upon the Department for this service. The increase in yields per 
acre each year appears to be the result of these demands. 

With farm income continuing to fall, however, it is apparent that 
increased appropriations for these activities is not the answer to the 
farm problem. It is apparent that research personnel and county 
agents are limited in what they can do to improve the farmer’s lot in 
a period of falling prices, reduced acreage and increasing costs. 

In the bill for 1958 the Committee is recommending the same appro- 
priation for the research and extension programs as was provided for 
fiscal year 1957. To continue rapid intensification of agricultural 
production, with added depletion of the soil of the nation, seems to the 
Committee to be at cross purposes with other policies. In view of the 
fact that Congress is asked to appropriate large sums under the Soil 
Bank to reduce production, the Committee feels that further increases 
in these fields might well be delayed, especially in view of the large 
increases of the last few years. 


SOIL BANK 


The Soil Bank Program was offered last year as another answer to 
the farm problem. It is based on the philosophy that the way to 
help American agriculture is to reduce American production. It was 
offered as a temporary stop-gap measure, in view of the fact that the 
present program of reduced price supports, acreage reductions, in- 
creased research and education, and other measures advanced by the 
Secretary, had failed and the farmers’ plight had gotten worse and 
worse. In fact, a careful reading of the law clearly shows that one 
of the principal purposes of the program was to get some money into 
the farmer’s hands last fall. 

While there may be some value to the conservation reserve portion 
of the program, findings developed by a special investigation con- 
ducted by the Committee, and information received from various 
sources throughout the country, raise serious questions concerning the 
acreage reserve program. Despite the sign-up of some 12 million 
acres at an estimated cost of $260 million under the 1956 acreage re- 
serve program, production for most crops was higher in 1956 than in 
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previous years. Most farmers who placed a portion of their land in 
the acreage reserve stepped up production on the balance of their 
land. Further, much of the land placed in the acreage reserve was 
drought land which would not have produced a good crop in any event. 

Officials of the Department feel that the 1957 acreage reserve pro- 
gram will show better results. However, only 75 percent of the par- 
ticipation expected has materialized to date, and if conditions im- 
prove in the drought areas participation will be even less than now 
indicated. 

In view of this experience, the Committee has reduced the 1958 
appropriation for payments under the acreage reserve program from 
the $750,000,000 authorized for 1957, and the $701,173,340 requested 
for 1958, to a total of $600,000,000. Further, based on the record 
and serious doubts as to the advisability of continuing this program 
beyond the next year, it has limited the amount of commitments 
which may be made under the 1958 program to $500,000,000. Rea- 
sons for these decisions appear later in this report. 


SOTL AND WATER CONSERVATION 


For several years now the Committee has felt the need for closer 
coordination among the various programs of the Soil Conservation 
Service and the Agricultural Conservation Program. With two new 
programs of a similar type coming into the picture—the conservation 
reserve of the Soil Bank and the Great Plains Program—this need has 
become even greater. For this reason, and due to the difficulty of 
clearly distinguishing between the activities under each program, the 
Committee has included a consolidated appropriation for all soil and 
water conservation activities in the 1958 bill. 

This new appropriation item includes the funds for soil conservation 
operations, watershed protection, flood prevention, water conserva- 
tion and utilization projects, agricultural conservation payments, the 
conservation reserve, and the Great Plains Program. It is believed 
that such consolidation will make it possible to save money in the 
overall program, while giving increased attention to phases of the 
program where vital needs exist. It should also make it possible to 
make economies bv bringing together for the first time the adminis- 
trative costs for soil and water conservation. 

The combined appropriation should provide more flexibility in 
handling these programs to make certain that the funds are utilized 
effectively. For instance, under this approach, it is hoped that it 
may be possible to speed up the various watershed and flood preven- 
tion projects, since that appears to be the most effective way to carry 
out soil and water conservation. Further, the new appropriation will 
make it possible to use the funds to service new soil conservation 
districts where this becomes necessary to further the conservation 
program. 

Also, this plan should enable the Congress to provide adequate 
funds for soil and water conservation research to implement the large 
overall soil conservation programs authorized each year. There is 
considerable evidence that soil bank funds and other conservation 
money could be more effectively used if more conservation research 
and investigation were done in advance. Proper attention to the soil 
and water research problems in the various parts of the country where 
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the large sums are being spent under these programs should pay real 
dividends under this arrangement. In some areas the Department 
does not now have adequate research information to permit them to 
recommend conservation practices to be adopted under these con- 
servation programs. 


RURAL DEVELOPMENT PROGRAM 


The Rural Development Program, which was offered several years 
ago to help the low income farmers of the country, is another program 
adopted by the Secretary as a substitute for adequate farm income. 
Nine offices of the Department of Agriculture receive large sums for 
this program, and six other agencies of the Federal Government are 
involved in this effet. It is doubtful if any program could work 
effectively with this multitude of agencies and agents. 

The Department of Agriculture is spending $2,061,645 in fiscal 
year 1957 for this purpose and has requested $3,955,720 for fiscal 
year 1958. At the present time, the program is being carried on in 
only 57 counties, which are designated as pilot counties. This work 
may be helpful to those counties now receiving this special attention 
at a cost of more than $36,000 each. However, to expand the program 
to the 3,000 counties of the nation, the ultimate cost would run well 
over $100 million per year, which is far beyond what. the taxpayer 
can afford to spend for this purpose. Even the Department suggests 
that such program be held to a pilot plan basis. This the Committee 
has done by holding the program to the present fiscal year basis. 

It is the belief of a majority of the Committee that the funds avail- 
able within the 1957 base for this work could better be used to 
strengthen the regular activities of the various agencies involved. 
Such action would be of more general benefit to the entire country. 
Since the basic purpose of the regular activities of these agencies is 
to help all farmers, including low income farmers, the Committee 
cannot see the justification for separate funds and separate personnel 
for a program which is of necessity limited to a handful of counties. 
In the opinion of a majority of the Committee it would be better to 
help the price small farmers receive and let them farm. Such a course 
would be of more benefit to everyone. 


CONTRADICTIONS IN PRESENT POLICIES 


Inherent contradictions in the present farm policies of the Depart- 
ment are extremely costly to the farmers and the taxpayers of the 
country. On the one hand, the Department recommends spending 
$1 billion next year under the two phases of the Soil Bank to remove 
crop land from production for the purpose of reducing production. 
At the same time it proposes to expand the research and educational 
activities of the Department to further increase yields and expand 
production. Further, as it advocates reduced production, it then pro- 
vides the two greatest incentives for increasing production, reduced 
acreage and reduced prices. 

As pointed out earlier, on April 16 of this year, the Secretary re- 
ported to the Committee that farmers turned in a remarkable perform- 
ance in 1956, achieving record crop production. At the same time, 
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he eet that, under the Soil Bank, he was doing everything 
possible to curtail production. 

It seems to the Committee that the Secretary and the Congress 
must review present programs. Figures from the Department’s own 
records indicate that as of now the policy makers of the Department of 
Agriculture have mounted a horse and are attempting to ride off in all 
directions at once. If it is sound to expand production through in- 
creases for the various programs of the Department, it is highly 
questionable whether the Congress should appropriate large sums for 
the acreage reserve under the Soil Bank. If it is sound to reduce pro- 
duction, as tle Secretary proposes, he should be required to stop reduc- 
ing price supports and cutting acreage, when his own records show that 
increased production has been the result of these actions during the 
past few years. 


RESEARCH ADVISORY COMMITTEES 


Recognizing the value of bringing to the Department the advice 
of outside organizations dealing with agriculture, members of the 
Committee have strongly supported the twenty-five research advisory 
committees established ten years ago. The Committee has felt that 
such a system would help to keep the research program of the Depart- 
ment on a sound and practical basis and has relied on such groups to © 
provide the principal review of the many individual projects proposed 
in the budget each year. 

The Committee has been disappointed in the work of these groups 
in recent years. Instead of making a thorough and continuing review 
of existing research projects which might be improved or eliminated 
to make personnel available to meet new problems, the large increases 
proposed each year indicate that the time of these Committees is taken 
up largely with the review and approval of new projects of special 
interest for which additional funds are always asked. ‘This has re- 
sulted in such large increases for research that substantial sums were 
not needed during the current year and have been diverted to other 
uses. 

The Committee urges that these advisory groups review their basic 
purpose and consider how to undertake new and important research 
projects_without continually requesting additional appropriations. In 
view of the necessity of holding the research funds of the Department 
for the coming year at the 1957 level, such action becomes absolutely 
essential. 

In this connection, the Committee has noted the interim report 
recently released by the Commission on the Increased Industrial Use 
of Agricultural Products. The Committee is disappointed to note 
that the recommendations contained therein call for an increased 
level of Federal expenditures of “‘* * * not less than three times the 
amounts currently available; * * *.” This is another example of 
proposing increases in Federal appropriations in lieu of redirectin 
effort to meet new demands within existing amounts of funds and 
personnel. Most of the concrete proposals in this report, which 
appear as new, are really for expansion of existing work. Little, ‘if 
any attention appears to have been given to what is already being 
done in these fields. 
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COMMITTEE INVESTIGATIONS 


During the past year, the Committee has made a number of special 
investigations of various activities of the Department of Agriculture. 
These investigative reports, together with brief comments thereon 
after review by the Department, have been printed in full in parts 
1 and 6 of the Committee Hearings on the 1958 Budget. 

The studies of (1) Activities of the General Sales Office of the Com- 
modity Credit Corporation; (2) Foreign production statistics, Foreign 
Agricultural Service, and (3) Price spread data, Agricultural Market- 
ing Service, were made to determine the effectiveness of these new 
programs which were set up for the first time by the Committee in the 
1956 appropriation bill. The findings have been published for the 
information and use of those interested in the subject matters covered. 
In general, the Committee is pleased with work being done in these 
fields by the Department, as reflected by these reports, and urges 
continuation and expansion of these programs. 

The investigation of the Commodity Stabilization Service and the 
handling of its grain program is in the nature of a follow-up of a similar 
study made a year ago. The Committee is happy to note that cor- 
rective action has been taken on some of the points raised in the prev- 
ious report. It believes, however, that the Department should take 
further action to stop the increasing costs to the CCC and the tax- 
payer of grain handling under the 1956 Uniform Grain Storage 
Agreement. 

The inquiry into the Soil Bank Program was made during the first 
three months of calender year 1957. It was directed largely at the 
1956 program, since information on 1957 was incomplete. As out- 
lined elsewhere in this report, the findings raise some serious questions 
as to the ultimate value of the program. These findings contributed 
to a large degree to the reduction in funds for 1958 for this purpose. 


AGRICULTURAL RESEARCH SERVICE 


The Agricultural Research Service conducts the production and 
utilization research of the Department (except forestry research), and 
the inspection, disease and pest control, and eradication work asso- 
ciated with this research. 

Research.—The Committee recommends $48,994,890 for 1958, a 
decrease of $11,880,110 in the budget estimate. Apparent reductions 
below 1957 come from non-recurring and transferred items. The 
amount provided includes funds for all research formerly carried under 
this heading, plus funds previously carried separately for foot- and- 
mouth research at Plum Island and research on strategic and critical 
agricultural materials. 

The amount recommended provides for the continuation of these 
programs at the 1957 level of operation. It includes an additional 
$2,385,000 for mandatory retirement fund contributions, offset by 
reductions for non-recurring construction projects authorized in 1957 
and the transfer of conservation research funds to the new soil and 
water conservation appropriation. 

As pointed out earlier in this report, the action of the Committee 
is not intended to deny or eliminate any of the increases proposed in 
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the 1958 Budget. In view of the urgent need for economy, however, 
the Committee believes that it should hold this appropriation, to- 
gether with all others in the bill, at the 1957 level. It is pointed out 
that funds for research have been increased 56 percent since 1952. 
Perhaps a year of settling down could well add to overall research 
effectiveness. Good administration should make it possible to under- 
take many of the new programs proposed in the coming year through 
the elimination or slowing down of less worthwhile projects now being 
carried on. Even with the 1957 appropriation level for next year, 
there is some latitude to undertake new projects, since a portion of 
the research money for the present fiscal year will not be used. 

A number of worthwhile projects were brought to the Committee’s 
attention during the hearings by various members of Congress, and 
others, including additional research on dried beans and bulb pro- 
duction and studies relative to the contamination of agricultural 
products from phosphate plants and similar industrial establishments. 
Here again the Committee calls on the Secretary and the research 
advisory committees to give these projects careful consideration and 
make every effort to undertake them through the discontinuance of 
less productive work now being performed. 

Plant and animal disease and pest control.—A total of $25,682,000 is 
proposed for the coming fiscal year, a decrease of $3,112,000 below 
1957 and a decrease of $1,270,000 in the budget estimate. The 
amount recommended includes an additional $968,000 for mandatory 
retirement fund contributions, offset by a reduction of $4,080,000 
expended in 1957 for the Mediterranean fruit fly which will not be 
required again in 1958. : 

In its report on the Second Urgent Deficiency Appropriation Bill 
for 1957 the Committee called attention to the serious problem 
developing in the southern part of the country in connection with the 
“fire-ant.”” In that report the Committee urged the Department to 
immediately develop a program to meet this threat to the crops and 
livestock of the area. The Committee wishes to reemphasize the 
urgency of this matter and to urge the Department to undertake this 
program as soon as possible. 

Meat inspection.—The Committee recommends the sum of $16,- 
586,000 for 1958, an increase of $936,000 over 1957 and a decrease of 
$2,132,000 in the budget estimate. The entire increase represents 
the additional funds required to meet the mandatory retirement fund 
contributions in 1958. 

State experiment stations—An appropriation of $29,503,708 is rec- 
ommended for payments to States, Hawaii, Alaska and Puerto Rico. 
Also, $250,000 is provided for penalty mail costs. The amounts 
recommended are the same as those provided for 1957 and are 
$4,500,000 less than proposed in the 1958 budget. 

Since 1952, appropriations for this purpose have increased 133 
percent. This has largely been due to the Secretary’s belief that 
additional research is one of the principal means of offsetting declining 
farm income and the increasing demands of the farmers of the country 
for better seed, fertilizers, insecticides and cultivation practices to 
increase per acre production to offset falling prices and reduced acreage 
allotments. 

As pointed out earlier in this report, the Committee has gone along 
with these large increases in prior years in order to give the Secretary 
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the opportunity to try out his policies. The Committee members 
believe research to be highly important, but would point out that 
expanding research designed to increase agricultural production is at 
complete cross purposes with the Department’s program of spending 
hundreds of millions of dollars chroeat the soil bank programs—along 
with price and acreage reductions—in an effort to curtail production. 
It has held these funds for next year to the 1957 level with the belief 
that a year of leveling off is desirable. 


EXTENSION SERVICE 


The Extension Service takes research results and other agricultural 
information to rural people to help them meet their farm and home 
problems. It is financed from Federal, State, county and local sources. 
The funds are used within the States for employment of county agents, 
home demonstration agents, 4-H club agents, State specialists, and 
others who conduct the educational programs of the Department. 

Payments to States, Hawaii, Alaska, and Puerto Rico.—The sum of 
$49,101,000 is included in the bill for the coming fiscal year, the same 
amount as available for 1957. While it does not provide the increase 
of $5,264,000 included in the 1958 Budget, such sum is 56 percent 
higher than appropriations for this purpose in 1952. The Committee 
has held to the present year’s figure in line with the general policy 
followed throughout the bill. 

Much of the increase authorized for this program during the past 
few years has been used by the State Extension services to employ 
administrative people and specialists at the State level and to carry 
out the experimental Rural Development Program in 57 counties. 
It appears that, despite these large increases each year, the salaries 
of county and home demonstration agents in many areas have not 
kept pace with those in other activities of the Department. Accordin 
to testimony presented to the Committee, this has created a ba 
situation in this service. Witnesses have pointed out to the Committee 
that the United States is paying county agents assigned to foreign 
countries under the Foreign Aid Program considerably higher salaries 
than the Extension Service of the various States pays local agents. 

In considering this matter, it should be pointed out that county and 
home demonstration agents are and should be the backbone of the 
whole agricultural system. However, the salaries are determined by 
the State extension services, and it is beyond the power of the Appro- 
priations Committee to correct this salary deficiency. At the same 
time, the Committee recognizes the value of this activity, and feels 
that it has been a mistake for the State extension services not to keep 
their salary levels comparable to those of other Federal employees 
working in the same localities. 

The Committee strongly urges, therefore, that Federal, State and 
county officials get together on this problem. It believes that funds 
can be found within the amount provided for the coming fiscal year 
to meet the Federal share of reasonable salary increases. In the 
opinion of a majority of the members of the Committee, the funds 
being used for the Rural Development Program could better be used 
to meet these salary needs, than to maintain a separate unit with 
separate personnel to work with low income farmers in only 57 pilot 
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counties in the Nation at a cost of more than $36,000 per county. 
Since the regular county agents are authorized to work with all types 
of farmers, including low-income farmers, the Committee urges that 
funds now being used for the Rural Development Program and other 
special programs at the State level be diverted to help provide needed 
salary increases for the county and home demonstration agents. 

Retirement costs for extension agents.—The budget estimate of 
$5,260,000 is recommended for 1958 to meet the retirement fund 
contributions for cooperative extension agents. Since these funds are 
not distributed under the formula provided for the regular ‘grant’ 
funds, a separate appropriation is provided. 

Penalty mail.—The Committee recommends the full budget estimate 
of $2,164,000 for penalty mail costs of State extension directors for the 
coming fiscal year, as provided by Public Law 705, 84th Congress. 
This is the same amount as provided for 1957. 

Federal Extension Service —The Committee recommends an appro- 
priation of $2,096,540 for the coming year, an increase of $96,540 over 
1957 and a decrease of $244,460 in the budget estimate. The entire 
increase is provided to meet the mandatory retirement fund contribu- 
tions for this service in 1958. 


FARMER COOPERATIVE SERVICE 


This service conducts research and carries on related service and 
educational activities on various problems of cooperatives. It works 
closely with cooperatives throughout the country to help such organi- 
zations improve the operation of their businesses. It also advises 
other Federal agencies on problems relating to agricultural coopera- 
tives, 

The bill includes the budget estimate of $578,000 for the fiscal year 
1958, an increase of $28,000 over 1957. The entire increase covers the 
mandatory retirement fund contributions of this organization in 1958. 


AGRICULTURAL MARKETING SERVICE 


The marketing and distribution functions of the Department, which 
are centered in this Service, include research and development of 
agricultural marketing and distribution; analyses relating to farm 
prices, income and population, and demand for farm products; crop 
and livestock estimates and related statistical and economic research; 
market news service; inspection, grading and classing of farm products; 
freight rate assistance; marketing | regulatory acts; cooperative 
programs in marketing; the National School Lunch Program; surplus 
removable programs under section 32 of the Agricultural Adjustment 
Act; and food trade activities. 

Marketing research and service.—A total of $28,316,600 is proposed 
for 1958, an increase of $1,859,600 over 1957 and a reduction of 
$2,351,900 in the budget estimate. This amount includes $14,041,700 
for marketing research and agricultural estimates and $14,274,900 for 
marketing services. The full amount of the increase covers the 
mandatory retirement fund contributions for these activities for the 
coming fiscal year. 

The Committee has approved budget language authorizing the 
purchase of additional land to continue research now being conducted 
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in government-owned buildings on leased land. The language is 
provided so that the Department may take whatever steps may be 
necessary to protect the Government’s investment in these buildings. 

The Cominittan has received considerable testimony in recent 
years from Department witnesses and others indicating that expanded 

roduction of meat-type hogs is desirable. Such hogs were developed 
in this country some years ago. They are greatly desired by the 
consumer, but neither the trade nor the Department have been 
willing to set up a grading system. 

Farmers developing desirable meat-type hogs do not find it possible 
to obtain a fair price in the market for their efforts. Consumers 
would willingly consume more pork if they were assured «f tasty, 
lean pork. Hog producers suffer because of lack of market and lack 
of price advantage that would encourage the production of a more 
marketable type of pork. This shortsighted policy on the part of 
the trade and the Department has the further disastrous results of 
making it difficult to compete for world markets which farmers of 
the United States definitely need. 

During this past year, certain members of the Committee held 
hearings at Morris, Minnesota, at which time testimony was presented 
on this subject. The Committee understands that Canada has made 
considerable progress in providing incentives for the production of 
this type of animal, which is reflected in increased markets and prices 
for Canadian hogs, especially for A grade carcasses. At the same 
time, the support Pome of the United States for perishable com- 
modities have not been effective and have been costly to the taxpayer. 
The Committee recommends, therefore, that appropriate officials of 
the Department make a thorough study of the Canadian program so 
as to develop better markets and prices to American hog producers. 

Payments to States, Territories and Possessions.—The 1957 ap- 
propriation of $1,160,000 is recommended for the coming fiscal year, 
a decrease of $100,000 in the budget estimate. Payments under this 
program are made on a matched-fund basis to State and territorial 
marketing agencies for projects aimed at putting into use, in the 
marketing of farm products, improved methods and practices de- 
veloped by the marketing research program. The Committee be- 
lieves that the amount provided will be adequate to match State 
funds available for this purpose during the coming fiscal year. 

School Lunch Program.—The Committee recommends an appropria- 
tion of $100,000,000 for the coming fiscal year, a continuation of the 
program authorized for fiscal year 1957. 

Testimony presented to the Committee indicates continued in- 
creases in the number of school children affected by this program and 
the number of meals served each year. During fiscal year 1956 
some 10}; million school children participated in this program and 
over 1.7 billion meals were ae During that same fiscal year 
total Federal contributions, including Section 32 donations, amounted 
to $228.2 million, while State and local contributions, including pay- 
ments by school children, totaled $519 million. Comparable esti- 
mates for the 1957 program are that total Federal contributions will 


be $284.1 million and State and local contributions will be $562 mil- 
lion. 
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FOREIGN AGRICULTURAL SERVICE 


The Foreign Agricultural Service develops plans and policies related 
to the administration of the foreign affairs and interests of United 
States agriculture. It gathers, analyzes and disseminates to American 
agriculture basic information on foreign marketing of United States 
agricultural products. It coordinates and directs a worldwide agri- 
cultural attaché service with particular emphasis on the development 
of markets for American products and on trade reporting from foreign 
areas designed to aid the American farmers and exporters. 

For the fiscal year 1958, the Committee recommends $3,902,300 
for this program, a decrease of $481,200 in the budget estimate. An 
increase of $152,300 is recommended to meet the mandatory retire- 
ment fund contributions. 

The Committee has approved budget language which would con- 
tinue available for agricultural attachés certain authorities of the 
State Department which were codified into basic legislation last year. 
In this connection, it has come to the Committee’s attention that 
salaries and other emoluments of many of the agricultural attachés are 
not comparable with those of other foreign service employees. Also, 
the Committee has also been informed that the agricultural attachés 
do not enjoy the same status as other attachés in some areas. The 
Committee deplores this situation and urges officials of the Depart- 
ment of Agriculture and the State Department to correct this con- 
dition. The agricultural interests of the United States cannot be 
represented properly if the agricultural attachés are not given equal 
support and status at each foreign post. It is requested that this 
Committee be kept advised of developments in this matter. 

In recent years, the Foreign Agriculture Service has been trans- 
ferring funds from “section 32” for foreign market promotion and 
administration of import controls. It is noted that $1,917,800 will be 
transferred in 1957 and it is proposed to transfer $2,094,000 in fiscal 
year 1958. While the Committee recognizes this work as a proper 
charge to section 32 funds, it feels that close control over these transfers 
must be exercised. It recommends that the amount transferred in the 
coming fiscal year be limited to a total of $2,000,000. 


COMMODITY EXCHANGE AUTHORITY 


The objectives of this program are to prevent commodity price 
manipulation and corners; prevent dissemination of false and misleading 
crop and market information; protect hedgers and other users of the 
commodity futures market; insure the benefits of membership priv- 
ileges on contract markets to cooperative associations of producers; 
insure trust-fund treatment of margin moneys and equities of hedgers 
and other traders; and provide information to the public regarding 
trading operations and contract markets. 

The budget estimate of $832,000 is proposed for the coming fiscal 
year for this purpose. The full increase of $44,600 is recommended 
to meet the mandatory retirement fund contributions during the 
coming fiscal year. 
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COMMODITY STABILIZATION SERVICE 


The Commodity Stabilization Service has responsibility for the 
operation of the Commodity Credit Corporation, the acreage allot- 
ment and marketing quota program, the Sugar Act, the International 
Wheat Agreement, the ASC State and County Offices, and various 
related activities. 

Acreage allotments and marketing quotas—An appropriation of 
$40,715,000 is included in the bill for the fiscal year 1958, a decrease 
of $248,000 below the 1957 appropriation and a reduction of $2,285,000 
in the budget estimate. The amount approved includes an additional 
$291,000 to meet mandatory retirement fund contributions, offset by 
an estimated savings due to the fact that certain operations can be 
done concurrently for this program and for the soil bank programs. 

Last year,funds were provided to initiate a three-year plan to increase 
salaries of county office employees to a level equal to that of Federal 
and private employees doing comparable work. In view of the need 
for economy this year, and in view of the decision of the Committee 
to hold all appropriations at, the 1957 level, additional funds are not 
included to continue this program during the coming fiscal year. The 
Committee recognizes the value of this program, however, and recom- 
mends that it be continued during the next year within funds avail- 
able. A revision in present methods of administering acreage controls 
should make this possible. 

Sugar Act program.—The Committee recommends the sum of 
$67,662,500 for 1958, an increase of $62,500 over 1957 and a decrease 
of $4,537,500 in the budget estimate. The additional $62,500 covers 
the mandatory retirement fund contributions in fiscal year 1958. 


FEDERAL CROP INSURANCE CORPORATION 


Crop insurance offered to agriculture producers by the Corporation 
provides protection from losses caused by unavoidable natural haz- 
ards, such as insect and wildlife damage, plant diseases, fire, drought, 
flood, wind, and other weather conditions. It does not indemnify 
producers for losses resulting from negligence or failure to observe 
good farming practices. 

The Committee recommends the sum of $6,376,700 for administra- 
tion of this program in 1958, a decrease of $923,300 in the budget 
estimate. An increase of $166,700 is recommended to meet the 
mandatory retirement fund contributions in 1958. 

This program was set up nine years ago on an experimental basis 
in an effort to determine whether or not crop insurance is economically 
feasible. For three years the Corporation operated at a surplus; 
for six years it operated at a deficit. During this period, premiums 
totaled $173.1 million and indemnities totaled $190 million, a net 
loss of $16.9 million. 

During the next year, the Committee suggests that a reappraisal 
of the entire program be made by the Department to determine the 
feasibility of getting sufficient nationwide coverage to make the 
program solvent and to justify its continuation. Perhaps the only 
alternative is disaster relief. If this be true, it probably is advisable 
to continue this program, even though small losses have been incurred 
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in the past. Under an insurance program of this type, the cost to the 
Federal Government is less. Also, it would appear better to have 
stricken farmers drawing insurance indemnities rather than disaster 
relief payments. 


RURAL ELECTRIFICATION ADMINISTRATION 


The Rural Electrification Administration was established by Exec- 
utive Order in 1935 to make loans for the extension of central station 
electric service to unserved rural people. The agency was continued 
by the Rural Electrification Act of 1936 and became a part of the 
Department of Agriculture in 1939. In 1949 the Act was amended 
to authorize REA to make loans for the purpose of furnishing and 
improving telephone service to rural areas. Loans for construction 
of electric and telephone facilities are self liquidating within a period 
not to exceed 35 years, including interest. 

Loan authorization.—The bill for 1958 includes the budget estimates 
of $179 million for electrification loans and $60 million for telephone 
loans. These amounts are $275 million less than funds authorized 
for the fiscal year 1957, due to the additional $200 million loan 
authority contained in the Second Urgent Deficiency Appropriation 
Act of 1957. 

Recent surveys of needs for electrification loans indicate a substan- 
tial increase in demand over that expected at the time the 1957 bill 
was enacted and the 1958 estimates were initiated. The sums pro- 
vided in the accompanying bill, together with the funds made avail- 
able for 1957, including the supplemental funds, should provide ade- 
quate loan authorizations to meet all foreseeable needs through June 
30, 1958. 

Salaries and expenses.—For administrative expenses, the Committee 
recommends the sum of $9,030,950, an increase of $430,950 over 1957 
and a decrease of $598,050 in the budget estimate. The amount 
provided is the 1957 appropriation plus the increase needed to meet 
the mandatory retirement fund contributions in 1958. 


FARMERS HOME ADMINISTRATION 


The Farmers Home Administration performs the following five 
major activities: (1) makes direct and insured farm ownership loans 
to farm tenants, farm laborers, sharecroppers and other individuals 
for the purchase, enlargement or development of family type farms; 
(2) makes production and subsistence loans to farmers and stockmen 
for farm operating expenses and other farm needs, including the financ- 
ing of indebtedness and family subsistence; (3) makes direct and in- 
sured soil and water conservation loans for the development and utili- 
zation of water supplies and for the improvement of farm land by soil 
and water conserving facilities and practices; (4) makes emergency 
loans to farmers and stockmen in designated areas where disaster has 
caused need for agricultural credit not readily available from other 
sources, and (5) makes farm housing loans for construction, improve- 
ment, alteration, repair or replacement of dwellings and other farm 
buildings. Technical guidance in planning and carrying out sound 
farm operations is provided farmers on the basis of their individual 
problems and needs. No loans are made to applicants who can secure 
adequate credit from other sources at unneile rates. 
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Loan authorizations.—For the lending programs of this agency, the 
Committee recommends a total of $209,500,000 for the coming fiscal 
vear. This includes $24,000,000 for farm ownership loans, $180,000,- 
000 for farm operation (production and subsistence) loans, and $5,- 
500,000 for soil and water conservation loans. The total amount rec- 
ommended is $450,000,000 less than amounts authorized for 1957 and 
is $26,000,000 below the 1958 budget estimates. 

The authorizations for farm operation loans and soil and water 
conservation loans are the same as authorized for 1957 and as pro- 
posed in the 1958 Budget. The Committee has reduced the budget 
request for farm ownership loans to $24,000,000, the same level as 
authorized for 1957. It feels that the Department has a moral obli- 
gation to protect the interests of borrowers as well as the interests of 
the Government. Recognition must be given to the fact that these 
loans are made on a long-term basis and can be disastrous to the family 
farmer if the current market value of his farm is out of line with its 
earning capacity. 

The present cost-price relationship makes it difficult for family 
farmers who have no debt to meet their operation obligations. The 
additional burden of a debt repayment creates an even more difficult 
situation. Evidence presented to the Committee shows that only 
three States have a land price index figure below the 1920 level. The 
high land values during the early 1920’s contributed greatly to the 
farm difficulties during the great depression which followed when the 
earning capacity of farms declined seriously. 

The Committee is disturbed by the trend away from the original 
purposes of this agency. This program had its origin in the depres- 
sion, where farmers were in serious economic straits and were unable 
to obtain any form of credit from any source. It was set up to help 
farmers who had no other means of obtaining funds to feed their 
families. With farm income again at depression levels, this same need 
exists. 

In recent years, however, this agency has tended, under instructions 
from the Department, to get away from its original purpose and has 
ceased to be the place to which the “down and out” farmer can turn 
to obtain funds to hold on until he can do better. Beginning with 
1953, changes in policy and regulations have encouraged some field 
offices to require that a farmer show that he can make a gross income 
of around $4,000 per year before he can be considered eligible for a 
loan. While the Committee recognizes the value of standards and 
guides in making loans, it is also cognizant of the basic purpose of this 
agency and the need to continue available a source of credit to destitute 
farmers—even though it may almost amount to partial relief in some 
cases, especially in periods of farm depression such as the country is 
now experiencing. The Department should recognize that, by ral 
ing the farmers’ price and acreage, it has contributed to making his 
farm an uneconomic unit. 

The Committee urges the Secretary and the new Administrator of 
this agency to redirect this program along the lines originally contem- 
plated. This is preferable to a program of out-right relief which is 
probably the only alternative. 

Salarves and expenses—An appropriation of $29,089,500 is recom- 
mended for the administrative expenses of this agency during the 
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coming fiscal year, a decrease of $910,500 in the budget estimate. 
The full amount of the increase of $1,339,500 recommended in the 
bill is required to meet the mandatory retirement fund contributions 
next year. 

OFFICE OF THE GENERAL COUNSEL 


This office performs all legal work arising from the activities of the 
Department. The General Counsel represents the Department in 
many administrative proceedings for the promulgation of rules hav- 
ing the force and effect of law; in quasi-judicial hearings held in con- 
nection with the administration of various programs and acts; and 
in proceedi): 's before the Interstate Commerce Commission involving 
freight rates and practices relating the farm commodities. He serves 
as general counsel for the Commodity Credit Corporation and the 
Federal Crop Insurance Corporation. In addition, he furnishes nec- 
essary review in connection with criminal cases arising under the 
programs of the Department for the purposes of referring them to 
the Department of Justice. 

The sum of $2,943,000 is proposed for this office for 1958, a reduc- 
tion of $229,000 in the budget estimate. An increase of $158,000 is 
provided to meet the mandatory retirement fund contributions of this 
office during the coming year. 


OFFICE OF THE SECRETARY 


The Office of the Secretary includes such staff offices of the Depart- 
ment as the immediate Office of the Secretary, the Office of Person- 
nel, the Office of Budget and Finance, the Office of Plant and 
Operations, and the Office of Hearing Examiners. 

The Committee recommends $2,640,660 for 1958, an increase of 
$140,660 over funds appropriated for 1957 and a decrease of $85,340 
in the budget estimates. The entire increase is required to meet the 
1958 retirement fund contributions. 

One of the more urgent items proposed in the budget for this office 
was an increase of $25,700 for additional hearing examiners. During 
the hearings it was pointed out that one of the problems facing this 
activity is the extended length of some of the hearings on the various 
marketing orders of the Department. An example was cited con- 
cerning a milk marketing order hearing in New York and New Jersey 
which had been in session for 84 days and had not been completed. 

The Committee can understand the problem here. However, since 
it is not possible to provide the additional funds requested it is sug- 
gested that the Department take such steps as may be necessary to 
place a reasonable time limit on these hearings. 


OFFICE OF INFORMATION 


The Office of Information has general direction and supervision 
over all publications and other information activities of the Depart- 
ment. The office publishes the Yearbook of Agriculture, the Annual 
Report of the Secretary of Agriculture, the Department Directory, 
and the Department List of Publications. It handles the distribution 
of farm bulletins and requests for information received in the Depart- 
ment. It also produces motion pictures, art and graphics materials 
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and photographic work for the Department and other government 
agencies through reimbursement. 

For the coming year, the Committee recommends the sum of 
$1,367,500, an increase of $42,500 over 1957 and a decrease of $97,500 
in the budget estimate. The full increase.is required to meet the 
mandatory retirement fund contributions next year. 


LIBRARY 


The Library procures and preserves all information concerning 
Agriculture. Under the act establishing the Department of Agri- 
culture, it serves as the national agricultural library. 

The bill includes $772,000 for this activity for the coming fiscal year, 
a decrease of $52,000 in the budget estimates. An increase of $37,000 
is provided to meet the mandatory retirement contributions of this 
office during the next year. 


SOIL AND WATER CONSERVATION 


This appropriation includes all funds for the Soil Conservation Serv- 
ice, including soil conservation operations, watershed protection, flood 
prevention, and water conservation and utilization projects. In addi- 
tion, it includes funds for the new Great Plains Program, the Agri- 
cultural Conservation Program, and the conservation reserve portion 
of the Soil Bank. 

As explained earlier in the report, the Committee has consolidated 
the funds for all of these programs into a single appropriation for the 
coming fiscal year. It is expected that this action will result in closer 
coordination among the soil and water conservation activities of the 
Department and will provide sufficient flexibility to make certain that 
the more valuable portions of the program are properly financed, 
or even expanded whale new districts and projects are involved and 
local people are ready to meet their share of the cost. This should 
insure maximum advancement and effectiveness of the soil and water 
conservation efforts of the Department and should result in economies 
of operation. It should also result in the integration of these programs 
to the point where basic legislation can be simplified. 

The amount recommended for the coming year for the combined 
appropriation is $535,000,000, a decrease of $133,441,660 in the budget 
estimates for 1958 for these programs. The amount proposed is 
$210,268,000 above 1957 appropriations actually made to date for 
these programs. However, when the $450,000,000 authorized spend- 
ing from CCC for the 1957 conservation reserve program of the Soil 
Bank is taken into consideration, the amount recommended is 
$239,732,000 below the rate of expenditures authorized for these pur- 
poses during 1957. 

In addition, the bill includes an advance authorization of $250,000,000 
for the 1958 agricultural conservation program, which is the same 
amount as was authorized for the 1955, 1956 and 1957 programs. The 
bill also includes language limiting the size of future conservation 
reserve programs to $250,000,000 in any calendar year. 

The Committee expects that increased emphasis will be given to 
watershed protection and flood prevention projects in carrying out the 
soil conservation program under the consolidated appropriation. 
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In developing the long-range conservation programs, it is imperative 

that the maximum use be made of water resources. The Committee 

suggests that all watershed plans inaugurated under Public Law 566 

proviae for maximum water conservation on an economically feasible 
asis. 

To spend hundreds of millions of dollars for the various phases of 
the Soil Bank, and to invest less than $30,000,000 a year in the perma- 
nent type of conservation which the watershed protection and flood 
prevention projects provide, is extremely short-sighted. Some of 
these projects have been under construction since 1944 and, at the 
present rate of progress, many will require another 30 to 40 years to 
complete. It is estimated that a total of $70,000,000 will have been 
expended on the eleven major watershed projects as of next June 30. 
During the past few years, the Department has spent more than this 
amount for emergency feed assistance and other types of disaster 
programs in the drought areas. Had this amount been spent to speed 
up the watershed and flood prevention projects, it is safe to assume 
that a great deal of the damage could have been prevented and most 
emergency appropriations could have been avoided. Also, the amount 
spent would have become a permanent investment in long-term soil 
and water conservation, rather than temporary relief of no perma- 
nent value. 

The budget included $5 million for transfer to the Forest Service 
for the expansion of State operated tree nurseries. In view of the 
reduction in the funds for the overall soil and water conservation 
activities, the amount for this purpose during the coming year will be 
small. The Committee believes that adequate seedlings should be 
available for the conservation reserve program. However, in view 
of the slow rate at which land owners have signed up and the fact 
that in many areas adequate supplies are available at reasonable 
prices from nurserymen, the Committee directs that the Department 
make a new survey of the need for such nurseries and limit Govern- 
ment support for growth of seedlings to those areas where local 
nurserymen cannot meet the need at reasonable prices. 

The appropriation under this heading includes $7,200,000 for soil 
and water conservation research for the coming fiscal year. This 
fund has been transferred from the Agricultural Research Service to 
this appropriation in order that it may be considered in connection 
with the overall soil and water conservation programs with which such 
research is identified. As pointed out earlier in this report, the need 
for this research becomes increasingly important as the conservation 
programs expand. In some areas of the country little or no conserva- 
tion research has been done to serve as a basis for establishing prac- 
tices and regulations for the conduct of these programs. In other 
areas the conservation research program is poorly organized and is 
conducted in borrowed buildings and with borrowed facilities. There- 
fore, the Department is urged to review its activities on the basis of 
the new combined soil and water conservation program of the Depart- 
ment and to establish proper research programs in each major area of 
the country. In this connection, the Committee has included lan- 
guage authorizing the use of $1,200,000 for additional research facilities 
as requested by the budget and for additional work in the Barnes- 
Aasted and other soil types of the North Central area. 
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Several members of Congress have requested that the Committee 
take action to place all watershed protection projects on the same 
cost-sharing basis. The Committee considered this matter and: dis- 
cussed it with representatives of the Department of Agriculture, who 
pointed out that the earlier projects gained certain other advantages 
to offset a slightly higher local contribution. It appears, however, 
that any relief, if in order, would be beyond the control of this Com- 
mittee, since such change would require basic legislation. 


ACREAGE RESERVE, SOIL BANK 


As pointed out earlier, the acreage reserve program was estab- 
lished under dire necessity to get some funds in the hands of the 
farmer last year. It was created to compensate producers for reducing 
their acreages below farm acreage allotments or base acreages, a course 
which the Secretary now recognizes will not control production. 
Commodities affected are wheat, corn, cotton, rice, most types of 
tobacco and peanuts. Producers are compensated through the issu- 
ance of negotiable certificates which cod. redeems in cash or, with 
respect to grains, in grains at a price which will not materially impair 
the market price for such grain and will encourage acceptance of 
grains in lieu of cash. It is now apparent that, if this program were 
to be pushed, it would have a damaging effect on local business. 

The Soil Bank Act authorized an annual acreage reserve program 
of $750,000,000, to be financed from Commodity Credit Corporation 
capital funds on a reimburseable basis for the first year. The basic 
Act provided further that, beginning with the 1958 fiscal year, the 

rogram should be financed through regular annual appropriations. 

he appropriation included in the bill for 1958, which is the first one 
considered by Congress for this purpose, is $600,000,000._ This is a 
decrease of $101,173,340 in the budget estimate, and a decrease of 
$150,000,000 below the program authorized for 1957. 

As discussed earlier in this report, the majority of the members of 
the Committee have serious doubts that the program will reach its 
basic objective of reducing production—and would question it further 
if it did. Department of Agriculture statistics on the 1956 program 
indicate that production was higher for most crops in 1956 than for 
earlier years, due to increased yields on acreage continued in produc- 
tion and the retirement of unproductive and drought-stricken land. 
While it is still too early to have firm figures for the 1957 program, 
present indications are that total production will not be reduced 
materially—despite the expenditure of large sums under this program 
in 1957. 

The Committee made a full field investigation of this program early 
this year. The findings of that investigation, which are printed in 
complete detail in part 6 of the hearings on the 1958 Budget, reveal 
many undesirable aspects of this program and many instances of 
abuses which will have a very detrimental effect on agriculture in the 
future. Instances are cited and others have later appeared where the 
amount of rental paid to remove land from production exceeds the 
total value of the land. Instances are also reported where land 
removed from production from one crop, for which Federal payment is 
made, has been put into other crops—thereby creating double income 
on such land. Numerous instances have also been reported where 
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nonfarm people have invested in land with the expectation that 
acreage reserve payments from the Government will more than repay 
their full investment in a few years. Also, some cases have been 
cited where individuals have leased land from the Federal Govern- 
ment and have placed it in the acreage reserve program at rates higher 
than those paid under the original lease. 

Some members of the Committee feel that the program should be 
discontinued immediately, on the basis that it is pointed in the wrong 
direction. Others feel that it should be eliminated gradually in the 
next few years. Since it is felt that complete elimination is a major 
policy decision which should be handled through regular legislative 
channels, the Committee has moved in the direction of gradual 
elimination of the program by reducing the appropriation for 1958 to 
$600,000,000 and by reducing the size of the next year’s program to 
$500,000,000. 

There are two reasons why the acreage reserve program has failed to 
curtail production by any significant amount. One is that the farmer 
has rented the poorer part of his land to the Government and, thereby, 
has not taken out of production land with average production. The 
other is that the farmer has increased his per-acre yields on the land 
not placed in the acreage reserve, to offset the loss of production on 
the land taken out of use. If it is desirable to reduce production 
through a program of this type, and if large sums are to be expended 
for this purpose, the Committee feels that regulations must be adopted 
which will make certain that land with average productivity is placed 
in the acreage reserve. It might be advisable to require that, to be 
eligible for acreage reserve payments, the farmer should reduce his pro- 
duction by the percentage that the rented acres have to the total 
acreage on the farm. 

In any event, this program will always be considered by the 87 
percent of nonfarmers as a means of giving the farmer something for 
nothing. In the opinion of a majority of the Committee it should 
be curtailed for that reason, if‘for no other. As stated earlier, the 
principal justification for this program is to restore to the farmer some 
of the income he has lost through reduced prices and acreage. 


COMMODITY CREDIT CORPORATION 


The Commodity Credit Corporation was organized on October 17, 
1933. From 1933 through 1939 it was managed and operated in 
close affiliation with the Reconstruction Finance Corporation. In 
July 1939, it was transferred to the Department of Agriculture by 
the President’s Reorganization Plan Number 1. Under the Com- 
modity Credit Corporation Charter Act of 1948, it was established 
as an instrumentality of the United States under a permanent Fed- 
eral Charter. Operations of the Corporation are conducted under 
five major programs: (1) price support, (2) supply and foreign pur- 
chase, (3) storage facilities, (4) commodity exports, and (5) special 
activities. 

Restoration of Capital Impairment.—A total of $1,239,788,671 is 
included in the bill for restoration of capital impairment of the 
Corporation through June 30, 1956. A breakdown of this amount is 
as follows: 
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Price support program: (Thousands) 
Te CIE 0 kn sun itkataddeaidnewetem anes $305, 986 
Mandatory nonbasic commodities_...............-.--------- 457, 340 
Other nonbasic commodities... 2.2... 2222 eee ke 211, 607 

Total — SUDNOTS DIVEST on ccinndakccaghatheewes lesen $974, 933 
CHMIMOUILY EXOT 6, c FORTRON 1, bn nu nitene nmin da cliibaeies dm ben 69, 576 
Interest, administrative, and other (net)........-...--.---------- 195, 280 

Total realised 1oe0e®. ccccic cd caso pacivatess ds dowd $1, 239, 789 


It is interesting to note that only 25 percent of this amount repre- 
sents price support losses on basic commodities. Most of the balance 
is involved in nonbasics. 


A further breakdown of this amount is as follows: 


(Thousands) 

Loss on commodity transactions............-...-.- 222 - ee eee ee $611, 854 
eorage and hendling GRSGU6 sis kdn cede cdbacienccussanaee bus 281, 173 
‘Transportation and Trelaeta 008... « . 0 cn ccwinddcuneasendwen 151, 801 
Administrative and related expenses. ............-...---.-------- 36, 585 
BRCCIORG GEOG in cecencdedannccnnecudenaatadesnslnteaaneee 158, 376 
Total réaliseéd 00ee8. .. 2.2... ti sence netweonsuseeeen 1, 239, 789 


These figures show that only half of the amount is due to com- 
modity losses. The remaining half is involved in storage and handling, 
transportation, administrative and interest costs. 

If competitive sales had been the policy for the last four years, a 
large portion of the interest, storage and handling charges of over 
$1 billion could have been saved. Further, had the United States 
stayed in world market on a competitive basis during this period, 
the rapid accumulation of CCC stocks could have been averted and 
the large reduction in acreage allotments could have been avoided. 
Also, it is entirely possible that the need for the Soil Bank Program 
would not have developed. This would have saved several inltions 
of dollars additional to the taxpayer. 

At the continued urging of this Committee, and after the establish- 
ment of an effective sales organization for the Corporation in the 
1956 Appropriation Act, the Department has been selling United 
States agricultural commodities in foreign trade for dollars on a 
satisfactory basis. Since the Department started to sell commodities 
competitively, dollars sales have totaled $1.8 billion. Last year 
approximately seven million bales of cotton were sold, and the stocks 
of many other commodities were reduced substantially. 

In connection with the sales of cotton, large sums were rebated ‘to 
the purchasers based on Government reclassing of the cotton after 
it had been sold. Information furnished the Committee indicates 
that some $46,000,000 was paid out in this manner, better than 
half of which went to six of the largest international cotton traders. 
This situation results either from poor initial classing or substantial 
deterioration during the period the cotton was held off world markets. 
It is hard for the Conmanitiae to understand, however, how either of 
these factors could develop to such an extent. There appears to 
be no evidence of collusion, though in some cases the same persons 
performed both classing operations—when it was taken over by 
Commodity Credit Corporation and when it was sold to the private 
purchaser. It would appear that the same judgment would be applied 
on both occasions. Further, reports reaching the Committee indicate 
that much of this cotton was sold in world trade at the original or 
a higher grade comparatively, even though these large rebates were 
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paid presumably for deterioration of the cotton while in storage. In 
view of these findings, the Committee recommends that Department 
officials adopt a regulation which would deny reclassification unless 
there was a certification from the purchaser that the cotton had been 
or would be offered in world trade at the same or equivalent grade 
and class as that at which it was reclassed by the Commodity Credit 
Corporation. In the absence of such action, the cotton should be 
sampled on request in advance of sale without reclassing rights. 

Administrative expenses.—The Committee recommends $34,398,000 
for the administrative expenses of the Commodity Credit Corporation 
during the coming fiscal year. This is a reduction of $4,002,000 in the 
budget estimate. An increase of $1,398,000 over 1957 is recommended 
ei meet the mandatory retirement fund contributions payable under 
this item. 


REIMBURSEMENTS TO COMMODITY CREDIT CORPORATION 


The bill for 1958 includes the sum of $843,076,238 for reimburse- 
ments to the Commodity Credit Corporation for nonprice support ac- 
tivities financed during fiscal year 1956 from Corporation funds under 
special legislative acts. The amount recommended includes $18,- 
581,660 for reimbursements for animal disease eradication activities; 
$80,449 for reimbursements for grading and classing activities of the 
Agriculture Marketing Service; and $824,414,129 for special com- 
modity disposal programs, such as the International Wheat Agreement 
and Public Law 480. 

The reimbursement for animal disease eradication includes $1,- 
852.450 for eradication of vesicular exanthema of swine, and $16,- 
728,210 for an accelerated program of brucellosis eradication under 
Title II of the Agricultural Act of 1954. 

The reimbursement of $824,414,129 for the special commodity dis- 
posal programs includes $92,930,611 for the International Wheat 
Agreement, $94,483,518 for emergency famine relief to friendly peoples 
under Title II of Public Law 480, and $637,000,000 for the sale of 
surplus agricultural commodities for foreign currencies under Title I 
of Public Law 480. 


FARM CREDIT ADMINISTRATION 


The Farm Credit Administration provides supervision, examination, 
facilities and services to the coordinated system of farm credit banks 
and corporations which make loans to farmers and their cooperatives. 
It was originally created in 1933 and was transferred to the Depart- 
ment of Agriculture in 1939. It was re-established as an independent 
agency by the Farm Credit Act of 1953. 

The bill includes administrative expense limitations of $5,575,000 for 
the Farm Credit Administration and the Federal intermediate credit 
banks for the fiscal year 1958. This is a decrease of $781,000 in the 
administrative expense limitations authorized in 1957. The amounts 
recommended include $2,200,000 for the parent organization, the 
Farm Credit Administration, and $3,375,000 for the Federal inter- 
mediate credit banks. During the past year the production credit 
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corporations were consolidated with the Federal intermediate credit 
banks, thereby eliminating a separate administrative expense limita- 
tion for those institutions. 

The Federal Farm Mortgage Corporation has been inactive since 
July 1, 1957 when its loan authority was repealed. As of June 30 
1955, all assets except reserve mineral interests were liquidated 
through bulk sale to the Federal Land Banks. All government 
capital has been repaid except $10,000 which will be returned in 1958. 
Accordingly, in lieu of an administrative expense limitation, the bill 
for 1958 includes language which will enable the Federal Farm Mort- 
gage Corporation to continue to administer its reserve mineral 
interests. 


GENERAL PROVISIONS 


The general provisions contained in the accompanying bill for fiscal 
year 1958 are virtually the same as those included in previous appro- 
priation bills. The authority formerly contained in Section 503 con- 
cerning options to purchase land is no longer necessary. The new 
language appearing in the bill as Section 503 provides authority to 

urchase uniforms formerly carried in separate paragraphs of the bill. 
Reumedes previously carried as Section 508 has been dropped, since 
that authority is now contained in basic legislation. 


LIMITATIONS AND LEGISLATIVE PROVISIONS 


The following limitations and legislative provisions not heretofore 
carried in any appropriation act are included in the bill: 

On page 10, line 8, in connection with the Foreign Agricultural 
Service: 


Provided further, That provisions of the Act of August 1, 1956 
(70 Stat. 890-892), and provisions of a similar nature.in ap- 
propriation acts of the Department of State for the current and 
subsequent fiscal years which facilitate the work of the Foreign 
Service shall be applicable to funds available to the Foreign 
Agricultural Service. 


On page 13, line 20, in connection with Farmers Home Administra- 
tion loans: 


except that such advances under title V of the Housing Act of 
1949, as amended, shall be made from funds obtained under 
section 511 of that Act, as amended: 


On page 24, line 21, in connection with the Federal Farm Mortgage 
Corporation: 


The Federal Farm Mortgage Corporation is authorized to make 
such expenditures, within available funds and in accordance with 
law, as may be necessary to liquidate its assets: Provided, That 
funds realized from the liquidation of assets which are determined 
by the Board of Directors to be in excess of the requirements for 
expenses of liquidation shall be applied first to the retirement of 
the remaining Government investment in the capital stock of the 
Corporation and then to dividends which shall be paid into the 
general fund of the Treasury. 
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857TH CoNnGREss HOUSE OF REPRESENTATIVES { Reporr 
lat Session No. 439 





PROVIDING INCREASED MILEAGE AND SUBSISTENCE 
ALLOWANCES FOR JURORS 


May 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Frazier, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 3370] 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 3370) to amend section 1871 of title 28, United States Code, 
to increase the mileage and subsistence allowances of grand and petit 
jurors, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 


PURPOSE 


The purpose of this bill is to increase the mileage and subsistence 
allowances of grand and petit jurors serving in United States district 
courts. 

STATEMENT 


This legislation was requested by the Administrative Office of the 
United States Courts, following approval thereof by the Judicial 
Conference of the United States at its meeting in September 1956. 
Under the present provisions of section 1871, title 28, United States 
Code, jurors in United States district courts receive allowances of $5 
per day for subsistence and 7 cents per mile for each mile traveled from 
the juror’s place of residence to the place of holding court and return. 
This bill would increase these allowances to $7 per day for subsistence 
and 10 cents per mile for travel. 

Since the present allowances were established in 1949, the cost of 
goods and services, food and transportation, hotel accommodations, 
etc. have increased significantly. While jury duty is the responsibilit v 
of citizenship, the committee believes a juror should neverthelcss 
receive realistic reimbursement for expenses incurred in performing 
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this public function. This bill would remedy the inadequate allow- 
ances under present law. ' 


DEPARTMENTAL COMMUNICATIONS 


The communication of the Administrative Office of the United 
States Courts, dated January 7, 1957, is attached hereto and made a 
part of this report. 


JANUARY 7, 1957. 
Hon. Sam RaysBurn, 


Speaker of the House of Representatives, 
Washington, D. C. 

Dear Mr. Speaker: On behalf of the Judicial Conference of the 
United States I transmit herewith for the consideration of the Con- 
gress the draft of a bill, approved by the Conference, to increase the 
mileage and subsistence allowances of grand and petit jurors sum- 
moned to serve in the United States district courts. 

The present allowances established on July 14, 1949 (63 Stat, 411), 
are $5 fe day for subsistence and 7 cents per mile for each mile 
traveled from the juror’s place of residence to the place of holding 
court and return. The proposed legislation Sic increase these 
— to $7 per day for subsistence and 10 cents per mile for 
travel. 

In the last 7 years the cost of goods and services including hotel 
accommodations, food, and transportation has increased significantly 
and for all other Government employees the subsistence allowance 
has been raised to $12 per day and the mileage allowance for travel 
by private conveyance is now set as 10 cents or more per mile. The 
proposed legislation will provide modest increases in the expense al- 
lowances for jurors who are required to stay overnight away from 
home at the place of holding court and for the jurors who are required 
to travel to and from the place of holding court. It is only a measure 
of fairness to them and to the extent that the proposed increases in 
these expense allowances will serve to provide suitable jurors who 
may serve with a more adequate provision to cover their actual ex- 
penses, the public interest will be served and a contribution to a 
greater efficiency in the administration of justice will be made. 

I hope that the bill may be introduced in the House and referred to 
the appropriate committee and I shall be glad to furnish whatever 
additional information with regard to this proposed legislation that 
the committee may desire. 

Yours sincerely, 
Extmore Warrenurst, Acting Director. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the House of Repre- 
sentatives, there is printed below in roman existing law in which no 
change is proposed, with matter proposed to be stricken out enclosed 
in black brackets, and new matter proposed to be added shown in 
italics: 
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Section 1871, Trrie 28, Untrep Srares Cops 


§1871. Fees. 


Grand and petit jurors in district courts or before United States 
commissioners shall receive the following fees, except as otherwise 
expressly provided by law: 

*~ * *~ * * * * 


For the distance necessarily traveled to and from a juror’s resi- 
dence by the shortest practicable route in going to and returning 
from the place of service at the beginning ora the end of the term 
of service and for all additional necessary daily transportation ex- 
pense, [7] 10 cents per mile, except that if daily travel appears 
impracticable, subsistence of [$5] $7 per day shall be allowed. 
Whenever in any case the jury is ordered to be kept together and 
not to separate, the cost of subsistence during such period shall be 
paid by the United States marshal upon the order of the court in lieu 
of the foregoing subsistence allowance. 

Jury fees and travel and subsistence allowances provided for by 
this section shall be paid by the United States marshal on the certifi- 
cate of the clerk of the court, and in the case of jury fees in excess of 
$7 per diem, when allowed as hereinabove provided, on the certificate 
of the trial judge. 

O 
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AMENDING SECTION 20b OF THE INTERSTATE COM- 
MERCE ACT RELATING TO STOCK MODIFICATION 
PLANS 


May 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Harais, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany H. R. 3775] 


The Committee on Interstate and Foreign Commerce, to whom 
was referred the bill (H. R. 3775) to amend section 20b of the Inter- 
state Commerce Act in order to require the Interstate Commerce 
Commission to consider, in stock modification plans, the assents of 
controlled or controlling stockholders, and for other purposes, having 
considered the same, report favorably thereon with amendments and 
recommend that the bill as amended do pass. 

The amendments are as follows: 

Page 3, line 9, strike out “any” and insert in lieu thereof “any,”. 
Page 3, line 10, transpose the quotation mark and the period. 


BASIC PURPOSE OF THE BILL 


Section 20b of the act provides machinery for the voluntary modifi- 
cation or alteration of a railroad’s outstanding securities in proper 
cases making possible the avoidance of the delays and heavy expenses 
normally incident to reorganization proceedings. 

Section 20b provides that a railroad may alter or modify its out- 
standing securities, whether equity or debt, provided the Interstate 
Commerce Commission makes certain findings as to the propriety of 
the plan of modification, upon obtaining the assents of the holders of 
at least 75 percent of the aggregate principal amount or number of 
shares outstanding of each class of securities affected by the plan. 

In the determination, however, of the number of shares outstanding 
and affected, which may vote in favor of a proposal, under paragraph 
3 of section 20b under present law, the shares within the control of 
the carrier or of any person controlling the carrier are not deemed to 
be outstanding. Accordingly, for example, if 50 percent of the voting 
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shares is held by a person controlling the carrier, a proposal for modi- 
fication of the class of securities involved might be blocked by the 
action of the holders of a little more than one-eighth of the entire 
class of securities despite the fact that the holders of almost seven- 
eighths of the class desire modification. 

or a number of years the Interstate Commerce Commission has 
recommended the amendment of this provision on the basis that its 
experience in administering section 20b has led it to believe that denial 
of the right of stockholders to register their assents to proposed altera- 
tions or modifications may result in the failure of meritorious plans 
through the refusal or neglect of a small minority of stockholders to 
assent. This bill carries out the Commission’s recommendation No. 7 
as made in its 70th annual report to this Congress. 

The rights of minorities are amply safeguarded by another amend- 
ment to section 20b (2) contained in this bill whereby if 25 percent 
of the voting stock should be held by persons controlling the carrier, 
the Commission is empowered to prescribe in excess of 75 percent as 
a needed for approval of a plan of modification affecting such 
stock. 


ADDITIONAL PURPOSES OF THE BILL 


In addition to the foregoing basic amendments to section 20b, the 
bill contains three additional amendments which experience in the 
administration of the section have demonstrated to be needed. 

The first of these is a replacement of the fifth sentence of paragraph 
(2) of section 20b permitting the Commission to issue rules and regu- 
lations covering the nature of the assent soliciting material. This 
proposed amendment would impose upon the Commission in place 
of its present .duty to satisfy itself as to the correctness of the material 
facts in solicitation material, a function comparable to that which the 
Securities and Exchange Commission has under section 14 (a) relating 
to proxy solicitation material, and will enable the Interstate Com- 
merce Commission to exercise such control over solicitation as appears 
desirable. 

The second additional amendment consists of the addition of two 
new sentences to paragraph (2) of section 20b authorizing the Com- 
mission to utilize the services of a bank or trust company in super- 
vising and counting the balloting on any modification proposal. Ex- 
perience has shown the desirability that the Commission have specific 
power so to utilize the trained services of qualified commercial bank- 
ing institutions, so that there may be no doubt in the future as to the 
power of the Commission to follow this procedure. 

The third of the additional amendments contained in the bill is a 
new sentence at the end of paragraph (3) of section 20b directing the 
Commission to establish classes of securities proposed to be modified. 
Such amendment is more or less confirmatory of existing practice but 
the need for this clarification by amendment has been demonstrated 
in past modifications where the Commission’s power so to do has been 
challenged although not in the courts. It appears desirable to clarify 
the matter by making certain that the Commission has such power. 


SUPPORT FOR THE BILL 


The bill carries out a legislative recommendation of the Interstate 
Commerce Commission and has been supported by such Commission. 
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In addition at the hearings the bill was supperted by the Association 
of American Railroads and the Savings Banks Trust Co. No opposi- 
tion to the bill has been expressed. 

The justification for the bill, accompanying the Commission’s trans- 
mittal of a draft bill to the committee for introduction, follows: 


INTERSTATE COMMERCE COMMISSION 


The attached draft bill is designed to permit controlled or 
controlling stockholders of a railroad undergoing voluntary 
modification or alteration under section 20 b of the Interstate 
Commerce Act to assent to such modification or alteration, 
subject to the power of the Interstate Commerce Commis- 
sion to increase the prescribed percentage of assents re- 
quired for approval in the light of the circumstances presented 
in any particular case. 

The proposed bill would also make certain other amend- 
ments, hereinafter described, which the Commission deems 
desirable in the light of its experience in the administration 
of the statute. 

Section 20b was enacted by Congress to enable railroads, 
in proper cases, to avoid expensive and lengthy reorganiza- 
tion proceedings. Under its provisions railroad corporations 
are permitted to modify the terms of their securities provided 
the Commission approves the modification and holders of 75 
percent of each class of the securities. outstanding and 
affected vote in favor thereof. Paragraph (3) of section 20b 
provides, however, that a security or evidence of indebted- 
ness shall not be deemed to be outstanding if, in the deter- 
mination of the Commission, the assent. of the holder thereof 
to any proposed alteration or modification is within the 
control of the carrier or of any person controlling the carrier, 
Experience in the administration of this section has shown 
that denial of the right of stockholders so situated to register 
their assents to proposed alterations or modifications may 
result in the failure or meritorious plans because of the 
refusal or neglect of a small minority of stockholders to 
assent. 

In one proceeding, for example, approximately 57.5 per- 
cent of the carrier’s common stock was owned by another 
railroad. It was necessary therefore, under the present pro- 
visions of the statute, for holders of 75 percent of the re- 
maining stock to assent to the plan before it could be made 
effective. In this situtation, the failure of holders of 10.6 
percent of the common stock to assent could have blocked 
approval of the plan, and this percentage included holders 
who could not be located or who failed to indicate their posi- 
tion because of disinterest. 

It is the Commission’s view that this places too much 
power in the hands of a few security holders and encourages 
the holding out by a few stockholders for better treatment 
than the merits of their position justify. Accordingly, the 
proposed bill would provide that securities of any class en- 
titled to vote for the election of directors, whether or not 
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within the control of the carrier or of any person or persons 
controlling the carrier, shall be considered to be outstanding. 
The Commission, however, would be given the power, if it 
determines that the assents of the holders of 25 percent of the 
securities of such class are subject to such control, to pre- 
scribe such percentage in excess of 75 percent requisite for 
approval of the proposals as it may determine to be just and 
reasonable and in the public interest. 

The fifth sentence of section 20b (2) now requires that all 
material to be used in soliciting the assents or opposition of 
security holders to plans approved by the Commission shall, 
before being so used, be submitted to the Commission for its 
approval as to the correctness and sufficiency of the material 
facts stated therein. This provision has proved to be very 
burdensome to the Commission. The proposed bill would 
ease this burden and facilitate the processing of such material 
by granting the Commission specific discretionary authority 
to issue rules and regulations which would serve as a guide 
both to the parties in preparing, and to the Commission’s 
staff in exercising supervision over the use of, the material. 
The recommended amendment would also give the Commis- 
sion authority to establish such special requirements as it 
may deem necessary or desirable in any particular case. 

Under the provisions of paragraph (2), the Commission 
may also require applicants to secure assurances of assent as 
a condition precedent to further consideration of a plan. 
Since the obvious purpose of the fifth sentence of paragraph 
(2) is to prevent the securing of assents on the basis of erro- 
neous or misleading information, the proposed bill would 
further amend this sentence to remove any doubt respecting 
the Commission’s authority to exercise jurisdiction over ma- 
terial used in the solicitation of assurances of assent (prelim- 
inary approval or disapproval) to proposed plans prior to 
action thereon by the Commission. Otherwise, an initial 
false impression may not be removed by material subse- 
quently approved and circulated after the Commission’s 
approval of a plan. 

Section 20b contains no specific authority for designation 
by the parties or the Commission of a depositary for assents 
to proposed security modification plans, nor does it provide 
for the procedure to be followed in determining that the re- 
quired percentage of assents has been obtained. The Com- 
mission, however, has provided in its reports and orders for the 
appointment of such depositary by the applicant, subject to 
its approval, and has relied upon the certificates of the appli- 
cant and the depositary as a basis for finding that the re- 
quired assents have been obtained. Although the Commis- 
sion’s action in this respect was upheld by the court when 
questioned in one proceeding, it is of the view that it would 
be desirable, as proposed in the draft bill, to remove by 
legislation any doubt that may exist respecting its authority 
to follow such procedure in the future. A substantial burden 
would be imposed upon the Commission if it were required 
to receive and process assents (and revocations thereof), 
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whereas large banks and trust companies are usually well 
equipped to handle such work. 

Paragraph (3) of section 20b provides for a finding by the 
Commission that a proposed alteration or modification has 
been assented to by 75 percent of the aggregate principal 
amount or number of shares outstanding “of each class of 
securities affected thereby,” but contaims no provisions 
respecting the establishment of the various classes. The 
proposed amendment would clarify and make certain the 
Commission’s power to make a determination of the classes 
into which securities should be divided for purposes of 
voting on a proposed plan. 

The provision respecting the effective date of the act 
is intended to afford adequate notice to any carriers soliciting 
assents to a proposed alteration or modification so that 
they may avoid penalties for solicitation in contravention 
of any rules, regulations, or special requirements established 
by the Commission. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


PARAGRAPHS (1), (2), AND (3) oF Section 20b or THE INTERSTATE 
Commerce Act, as AmenpepD (49 U. S. C. 20b) 


Sec. 20b. (1) It shall be lawful (any express provision contained in 
any mortgage, indenture, deed of trust, corporate charter, stock cer- 
tificate, or other instrument or any provision of State law to the con- 
trary notwithstanding), with the approval and authorization of the 
Commission, as provided in paragraph (2) hereof, for a carrier as 
defined in section 20a (1) of this part to alter or modify (a) any pro- 
vision of any class or classes of its securities as defined in section 20a 
(2) of this part being hereinafter in this section sometimes called 
“securities”; or (b) any provision of any mortgage, indenture, deed 
of trust, corporate charter, or other instrument pursuant to which 
any class of its securities shall have been issued or by which any class 
of its obligations is secured (hereinafter referred to as instruments): 
Provided, That the provisions of this section shall not apply to an 
equipment-trust certificates in respect of which a carrier is obligated, 
or to any evidences of indebtedness of a carrier the payment of which 
is secured in any manner solely by equipment, or to any instrument, 
whether an agreement, lease, conditional-sale agreement, or otherwise, 
pursuant to which such equipment-trust certificates or such evidences 
of indebtedness shall have been issued or by which they are secured. 

(2) Whenever an alteration or modification is proposed under para- 
graph (1) hereof, the carrier seeking authority therelier shall, pursuant 
to such rules and regulations as the Commission shall prescribe, pre- 
sent an application to the Commission. Upon presentation of any 
such application, the Commission may, in its discretion, but need not, 
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as a condition precedent to further consideration, require the applicant 
to secure assurances of assent to such alteration or modification by 
holders of such percentage of the aggregate principal amount or num- 
ber of shares outstanding of the securities affected by such alteration 
or modification as the Commission shall in its discretion determine. 
If the Commission shall not require the applicant to secure any such 
assurances, or when such assurances, as the Commission may require 
shall have been secured, the Commission shall set such application for 
— hearing and the carrier shall give reasonable notice of such 

earing in such manner, by mail, advertisement, or otherwise, as the 
Commission may find practicable and may direct, to holders of such 
of its classes of securities and to such other persons in interest as the 
Commission shall determine to be appropriate and shall direct. If 
the Commission, after hearing, in addition to making (in any case 
where such alteration or modification involves an issuance of securi- 
ties) the findings required by paragraph (2) of section 20a, not incon- 
sistent with paragraph (1) of this-section shall find that, subject to 
such terms and conditions and with such amendments as it shall 
determine to be just and reasonable, the proposed alteration or modi- 
fication— 

(a) is within the scope of paragraph (1); 

(b) will be in the public interest; 

(c) will be in the best interests of the carrier, of each class of 
its stockholders, and of the holders of each class of its obligations 
affected by such modification or alteration; and 

(d) will not be adverse to the interests of any creditor of the 

carrier not affected by such modification or alteration, 
then (unless the applicant, carrier shall withdraw its application) the 
Commission shall cause the carrier, in such manner as it shall direct, 
to submit the proposed alteration or modification (with such terms, 
conditions, and amendments, if any) to the holders of each class of its 
securities affected thereby, for acceptance or rejection. [All letters, 
circulars, advertisements, and other communications, and all financial 
and statistical statements, or summaries thereof, to be used in solicit- 
ing the assents or the opposition of such holders shall, before being 
so used, be submitted to the Commission for its approval as to cor- 
rectness and sufficiency of the material facts stated therein.] The 
Commission shall have the power to make such general rules and requ- 
lations and such special requirements in any particular case in respect 
of the solicitation of assents, opposition, assurances of assent, acceptance, 
approval, or disapproval of such holders (whether such solicitation is 
made before or after approval of the proposed alteration or modification 
by the Commission), as it shall deem necessary or desirable; and no 
solicitation shall be made, and no letter, circular, advertisement, or other 
communication, or financial or statistical statement, or summary thereof, 
shall be used in any such solicitation, in contravention of such rules, 
regulations, or special requirements. The Commission may direct that 
the assents (and any revocations thereof) of such holders to the proposed 
alteration or modification shall be addressed to a bank or trust company, 
approved by it, which is incorporated under the laws of the United States 
or any State thereof, and which has a capital and surplus of at least 
$2,000,000, and is a member of the Federal Reserve System. Any bank 
or trust company so approved shall certify to the Commission the result 
of such submission and the Commission may, in its discretion, rely wpon 
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such certification as conclusive evidence in determining the result of such 
submission. If the Commission shall find that as a result of such 
submission the proposed alteration or modification has been assented 
to by the holders of at least 75 per centum of the ate principal 
amount or number of shares outstanding of each cain of securities 
affected thereby (or [in any case] as to any class (i) where 75 per 
centum thereof is held by fewer than twenty-five holders, or (ii) which 
is entitled to vote for the election of directors of the carrier and the assents 
of the holders of 25 per centum or more thereof are determined by the 

ommission to be within the control of the carrier or of any person or 

ersons controlling the carrier, such larger percentage, if any, as the 

ommission may determine to be just and reasonable and in the 
public interest), the Commission shall enter an order approving and 
authorizing the proposed alteration or modification upon the terms 
and conditions and with the amendments, if [any, so} any so deter- 
mined to be just and reasonable. Such order shall make provision 
as to the time when such alteration or modification shall become and 
be binding, which may be upon publication of a declaration to that 
effect by the carrier, or otherwise, as the Commission may determine. 
Any alteration or modification which shall become and be binding 
pursuant to the approval and authority of the Commission hereunder 
shall be binding upon each holder of any security of the carrier of 
each class affected by such alteration or modification, and upon any 
trustee or other party to any instrument under which any class of 
obligations shall have been issued or by which it is secured, and when 
any alteration or modification shall become and be binding the rights 
of each such holder and of any such trustee or other party shall be 
correspondingly altered or modified. 

(3) For the purposes of this section’a class of securities shall be 
deemed to be affected by any modification or alteration proposed 
only (a) if a modifieation or alteration is proposed as to any provision 
of such class of securities, or (b) if any modification or alteration 
is proposed as to any provision of any instrument pursuant to which 
such class of securities shall have been issued or shall be secured: 
Provided, That in any case where more than one class of securities 
shall have been issued and be outstanding or shall be secured pursuant 
to any instrument, any alteration or modification proposed as to any 
provision of such instrument which does not relate to all of the classes 
of securities issued thereunder, shall be deemed to affect only the class 
or classes of securities to which such alteration or modification is re- 
lated. For the purpose of the finding of the Commission referred to 
in paragraph (2) of this section as to whether the required percentage 
of the aggregate principal amount or number of shares outstanding 
of each class of securities affected by any proposed alteration or 
modification has assented to the making of such alteration or modi- 
fication, any security which secures any evidence or evidences of 
indebtedness of the carrier or of any company controlling or con- 
trolled by the carrier shall be deemed to be outstanding unless the 
Commission in its discretion determines that the proposed alteration 
or modification does not materially affect the interests of the holder 
or holders of the evidence or evidences of indebtedness secured by 
such security. Whenever any such pledged security is, for said 
purposes, to be deemed outstanding, assent in respect of such security, 
as to any proposed alteration or modification, may be given only 
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(any express or implied provision in any mortgage, indenture, deed 
of trust, note, or other instrument to the contrary notwithstanding) 
as follows: (a) Where such security is pledged as security under a 
mortgage, indenture, deed of trust, or other instrument, pursuant to 
which any evidences of indebtedness are issued and outstanding, by 
the holders of a majority in principal: amount of such evidences of 
indebtedness, or (b) where such security secures an evidence or 
evidences of indebtedness not issued pursuant to such a mortgage, 
indenture, deed of trust, or other instrument, by the holder or holders 
of such evidence or evidences of indebtedness; and in any such case 
the Commission, in addition to the submission referred to in paragraph 
(2) of this section, shall cause the carrier in such manner as it shall 
direct to submit the proposed alteration or modification (with such 
terms, conditions, and amendments, if any, as the Commission shall 
have determined to be just and reasonable) for acceptance or rejection, 
to the holders of the evidences of indebtedness issued and outstanding 
pursuant to such mortgage, indenture, deed of trust, or other instru- 
ment, or to the holder or holders of such evidence or evidences of 
indebtedness not so issued, and such proposed alteration or modifica- 
tion need not be submitted to the trustee of any such mortgage, 
indenture, deed of trust, or other instrument, but assent in respect 
of any such security shall be determined as hereinbefore in this 
section provided. For the purposes of this section a security (other 
than a security entitled to vote for the election of directors of the carrier) 
or an evidence of indebtedness shall not be deemed to be outstanding 
[if in the determination of the Commission the] if, in the determina- 
ton of the Commission, the assent of the holder thereof to any pro- 
posed alteration or modification is within the control of the carrier 
or of any person or persons controlling the carrier. The Commission 
shall, for the purposes of this section, divide the securities to be affected 
by any proposed alteration or modification into such classes as it shall 
determine to be just and reasonable. 


O 
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AMENDING THE BANKRUPTCY ACT AS TO NOTICES 


May 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Frazier, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 5811) 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 5811) to amend subdivision (b) of Section 14—Discharges, 
when granted, of the Bankruptcy Act, as amended, and subdivision 
(b) of Section 58—Notices, the Bankruptcy Act, as amended, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


PURPOSE OF THE BILL 


The purpose of this bill is to permit 2 notices in bankruptcy pro- 
ceedings to be combined so as to authorize 1 mailing instead of 2, 
thereby effecting an economy in the administration of bankruptcy 
cases. 

STATEMENT 


This legislation was requested by the administrative office of the 
United States courts following approval thereof by the Judicial 
Conference of the United States at its meeting in September 1953. 

Under the present provisions of the Bankruptcy Act, at least two 
separate notices are required to be given in every case. The first 
is a 10-day notice of the first meeting of creditors, and the second is a 
30-day notice of the last day fixed by the court for the filing of objec- 
tions to the bankrupt’s discharge. 

Section 14b of the Bankruptcy Act provides, however, that the order 
fixing the last day for filing objections to the discharge shall not be 
entered until after the bankrupt has been examined. This makes it 
impossible under existing law to combine the two notices even in the 
simplest case. 

The amendment of section 14b proposed by this bill would permit 
the two notices to be combined in approximately 75 percent of the 
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ordinary bankruptcy cases. This would effect an estimated saving 
of $50,000 to $60,000 a year in postage alone. An even greater indirect 
annual saving is contemplated in the expenditures for clerical help, 
supplies and equipment. Such procedure would eliminate the cost of 
preparing, folding, stuffing, and sealing 1 set of notices, the cost of 
addressing 1 set of envelopes, and the cost of paper and envelopes for 
1 set of notices which aggregate about 900,000 notices per year. 

Approximately 25 percent of all ordinary bankruptcy cases are filed 
without the payment of the filing fees at the time of filing. These 
fees are paid on a sort of installment basis. In order to keep the 
bankruptcy system on a self-sustaining basis, it is essential that these 
deferred filing fees be collected. For this reason, among others, it is 
not advisable to set the discharge procedure in motion until the filing 
fees have been paid in full. It was not deemed feasible, therefore, 
to combine the two notices in such cases. 

A conforming amendment in section 58b (2) of the Bankruptcy 
Act is made necessary by the present requirement of that subsection 
that a copy of the discharge notice be mailed to the trustee and his 
attorney. Obviously, if the two notices are combined and mailed at 
the beginning of the proceeding, it could not be sent to the trustee 
for the reason that he would not have been appointed at that time. 

In order that the trustee would be notified immediately upon his 
appointment of the last day fixed for the filing of objections to the 
discharge, the Bankruptcy Committee of the Judicial Conference sug- 
gested that the Supreme Court be requested to amend General Order 
16 so as to correspond to the proposed legislative amendments. ‘The 
Judicial Conference has approved that suggestion. 

The Committee on the Judiciary recommends favorable considera- 
tion of H. R. 5811. 


DEPARTMENTAL COMMUNICATION 


The executive communication from the Administrative Office of 
the United States Courts, dated March 8, 1957, addressed to Hon. 
Emanuel Celler, chairman, Committee on the Judiciary, House of 
Representatives, is inserted herein and made a part of this report. 


ADMINISTRATIVE OFrFICcE OF THE UNITED States Courts, 
Washington, D. C., March 8, 1957. 
Hon. EManveu CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

Dear ConGressMAN CELLER: The purpose of this letter is to ask 
that you reintroduce in the present Congress your bill, H. R. 6251, 
84th Congress, Ist session. This bill would amend subdivision (b) 
of Section 14—Discharges, When Granted, and clause 2 of subdivision 
(b) of Section 58—Notices, of the Bankruptcy Act, as amended, so 
as to permit the 30-day notice of the last day fixed by the court for 
the filing of objections to the discharge of the bankrupt (sec. 58 (b)) 
to be combined with the 10-day notice of the first meeting of cred- 
itors (sec. 58 (a) (3)). In the interest of economy in the cost of 
administering bankruptcy cases these amendments were approved by 
the Judicial Conference of the United States at its regular ene 
in September 1953 (see report of September session of the Judici 
Conference, pp. 13 and 14). 
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Under the present provisions of the Bankruptcy Act, at least two 
separate notices are required to be given in every case. The first is 
a 10-day notice of the first meeting of creditors and the second is a 
30-day notice of the last day fixed by the court for the filing of objec- 
tions to the discharge. 

Section 14 (b) provides, however, that the order fixing the last day 
for filing objections to the discharge shall not be entered until after 
the bankrupt has been examined. This makes it impossible to com- 
bine the two notices even in the simplest case. 

The amendment of section 14 (b) would permit the 2 notices to be 
combined in approximately 75 percent of the ordinary bankruptcy 
cases and would effect an estimated saving of $50,000 to $60,000 a 
year in postage alone. But an even greater indirect saving would be 
accomplished in the expenditures for clerical help, supplies, and 
equipment. Such procedure would eliminate the cost of preparing, 
folding, stuffing, and sealing 1 set of notices, the cost of addressing 
1 set of envelopes, and the cost of paper and envelopes for 1 set of 
notices (about 1,750,000 notices a year). 

Section 14 (b) as amended would read as follows: 

‘After the filing fees required to be paid by this Act have been paid in 
full the court shall make an order fixing a time for the filing of obiiee 
tions to the bankrupt’s discharge which shall be not less than 30 days 
after the first date set for the first meeting of creditors. Notice of such 
order shall be given to all parties in interest as provided in section 
58 (b) of this Act. If the examination of the bankrupt concerning his 
acts, conduct and property has not or will not be completed unithin the 
time fized for the filing of objections to the discharge the court may, upon 
its own motion or upon motion of the receiver, trustee, a creditor or any 
other party in interest or for other cause shown, extend the time for 
filing such objections. Upon the expiration of the time fixed in such 
order or of any extension of such time granted by the court, the court 
shall discharge the bankrupt if no objection has been filed; otherwise, 
the court shall hear such proofs and pleas as may be made in opposition 
to the discharge, by the trustee, creditors, the United States attorney, 
or such other attorney as the Attorney General may designate, at 
such time as will give the bankrupt and the objecting parties a reason- 
able opportunity to be fully heard.” [Matter printed in italic.] 

Under General Order 35 (4) of the Supreme Court a petition in a 
voluntary proceeding in ordinary bankruptcy may be accepted for 
filing by the clerk of the court if accompanied by a verified petition 
of the bankrupt stating that he is without and cannot obtain the 
money with which to pay the filing fees in full at the time of filing. 
Subsection (ce) of General Order 35 (4) further provides: ““No proceed- 
ing upon the discharge of a bankrupt or debtor shall be instituted 
until the filing fees are paid in full.” The new language at the begin- 
ning of section 14 (b) as amended would conform with General Order 
35 (4) (c). About 25 percent of all ordinary bankruptcy cases are 
filed without the payment of the filing fees at the time of filing and 
as to these the two notices mentioned above could not be combined 
under the proposed amendment of section 14 (b). It is essential in 
order to keep the bankruptcy system on a self-sustaining basis that 
these filing fees be paid and for this reason it is not advisable to set 
the discharge procedure in motion until the filing fees are fully paid. 
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A conforming amendment in section 58 (b) (2) is made necessary 
by the present requirement of that subsection that a copy of the 
discharge notice be mailed to the trustee and his attorney. Obviously 
if the two notices are combined and mailed at the beginning of the 
proceeding, it could not be sent to the trustee as he would not have 
been appointed when the notice is mailed. Section 58 (b) as amended 
would read as follows: 

“The court shall give at least thirty days’ notice by mail of the last 
day fixed by its order for the filing of objections to a bankrupt’s 
discharge (1) to the creditors, in the manner prescribed in subdivision 
(a) of this section; (2) to the trustee 7f any and his attorney if any, at 
their respective addresses as filed by them with the court; and (3) to 
the United States attorney of the judicial district wherein the proceed- 
ing is pending. The court shall also give at least thirty days’ notice 
by mail of the time and place of a hearing upon objections to a bank- 
rupt’s discharge (1) to the bankrupt, at his last known address as 
appears in his petition, schedules, list of creditors, or statement of 
affairs, or, if no address so appears, to his last-known address as 
furnished by the trustee or other party after inquiry; (2) to the 
bankrupt’s attorney, if any, at his address as filed by him with the 
court; and (3) to the objecting parties and their attorneys, at their 
respective addresses as filed by them with the court.” [The italic 
words constitute the amendment.] 

In order that the trustee would be notified immediately upon his 
appointment of the last day fixed for the filing of objections to the 
discharge, the Bankruptcy Committee of the Judicial Conference sug- 
gested that the Supreme Court be requested to amend General Order 
16 so as to read as follows: 

“Tt shall be the duty of the referee, immediately upon the appoint- 
ment and approval of the trustee, to notify him in person or by mail 
of his appointment and of the time fixed for the filing of objections to the 
bankrupt’s discharge if such time has been fixed; and the notice shall 
require the trustee forthwith to notify the referee of his acceptance or 
rejection of the trust, and shall contain a statement of the penal sum 
of the trustee’s bond.” [The italic words constitute the amendment. | 

The conference approved this suggestion (see report of September 
1953 session, p. 14). 

A bill (H. R. 8210) to carry out these proposals was introduced in 
the 83d Congress and passed the House of Representatives on August 
3, 1954. This bill was reintroduced by you as H. R. 6251 in the 84th 
Congress, Ist session. At the meetings of the Judicial Conference in 
September 1954, 1955, and 1956 the Conference upon the recom- 
mendation of its Bankruptcy Committee, reaffirmed its approval of 
this measure. (See reports of September 1954, 1955, and 1956 of the 
Judicial Conference.) 

The National Bankruptcy Conference at its ee in Washing- 
ton, D. C., on November 9-10, 1956, approved H. R. 6251, 84th 
Congress. 

Sincerely yours, 


Epwin L. Covey. 








AMENDING THE BANKRUPTCY ACT AS TO NOTICES 5 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rules XIII of the Rules of the House 
of Representatives, there is printed below in roman type without 
brackets existing law in which no change is proposed by the bill; 
present provisions proposed to be stricken are enclosed in black brack- 
ets; and new provisions proposed to be inserted are shown in italic: 


SuBDIVISION (b) of SecTION 14 or THE BANKRUuptTcy Act, As AMENDED 


(b) [After the bankrupt shall have been examined, either at the 
first meeting of creditors or at a meeting specially fixed for that purpose, 
concerning his acts, conduct, and property, the court shall make an 
order fixing a time for the filing chin to the bankrupt’s dis- 
charge, notice of which order shall be given to all parties in interest as 
provided in section 58 of this Act.] After the filing fees required to be 
paid by this Act have been paid in full the court shall make an order fixing 
a time for the filing of objections to the bankrupt’s discharge which shall 
be not less than thirty days after the first date set for the first meeting of 
creditors. Notice of such order shall be given to all parties in interest 
as provided in section 586 of this Act. If the examination of the bankrupt 
concerning his acts, conduct, and property has not or will not be completed 
within the time fixed for the filing of objections to the discharge the court 
may, upon its own motion or upon motion of the receiver, trustee, a creditor, 
or any other party in interest or for other cause shown, extend the time for 
filing such objections. Upon the expiration of the time fixed in such 
order or of any extension of such time granted by the court, the court 
shall discharge the bankrupt if no objection has been filed; otherwise, 
the court shall hear such proofs and pleas as may be made in opposition 
to the discharge, by the trustee, creditors, the United States attorney, 
or such other attorney as the Attorney General may designate, at 
such time as will give the bankrupt and the objecting parties a reason- 
able opportunity to be fully heard. 


SUBDIVISION (b) oF Section 58 oF THE BANKRUPTCY AcT AS AMENDED 


(b) The court shall give at least thirty days’ notice by mail of the 
last day fixed by its order for the filing of objections to a bankrupt’s 
discharge (1) to the creditors, in the manner prescribed in subdivision 
a of this section; (2) to the trustee if any and his attorney, if any, at 
their respective addresses as filed by them with the court; and (3) to 
the United States attorney of the judicial district wherein the pro- 
ceeding is pending. The court shall also give at least thirty days’ 
notice by mail of the time and place of a hearing upon objections to a 
bankrupt’s discharge (1) to the bankrupt, at his last known address 
as appears in his petition, schedules, list of creditors, or statement of 
affairs, or, if no address so appears, to his last-known address as fur- 
nished by the trustee or other party after inquiry; (2) to the bankrupt’s 
attorney, if any, at his address as filed by him with the court; and 
(3) to the objecting parties and their attorneys, at their respective 
addresses as filed by them with the court. 


O 
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NATIONAL DEFENSE TRANSPORTATION DAY 


May 13, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Frazter, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany 8. J. Res. 22] 


The Committee on the Judiciary, to whom was referred the joint 
resolution (S. J. Res. 22) to designate the third Friday of May of each 
year as National Defense Transportation Day, having considered the 
same, report favorably thereon without amendment and recommend 
that the joint resolution do pass. 


PURPOSE 


The purpose of the proposed resolution is to authorize and request 
the President of the United States annually to issue a proclamation 
designating the third Friday of May of each year as National Defense 
Transportation Day. 

STATEMENT 


This resolution requests the President of the United States to set 
aside a day each year to be known as National Transportation Day, 
and in so doing provides an opportunity for the transportation indus- 
try of the country to emphasize transportation preparedness for na- 
tional defense. The resolution calls on the President to urge the 
people of the United States to observe this day by appropriate cere- 
monies which will give full recognition to the importance to each and 
every community of our transportation system and the maintenance 
of its facilities in the most modern state of adequacy to serve our needs. 

Such an occasion would be of great value in stimulating a more 
direct interest among all our people in the economic strength of our 
country because of our great transportation system. ‘This o*:asion 
would also encourage a greater development and progressive improve- 
ment in our transportation facilities and among our trained trans- 
portation personnel, 
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It is estimated by some that approximately 30 million people are 
engaged in the transportation and closely allied industries. Cer- 
tainly, such a system deserves appropriate recognition of its inesti- 
mable value to our economy and the national defense. 

Therefore, this committee recommends favorable consideration of 
Senate Joint. Resolution 22. 


O 
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ESTABLISHING A JOINT CONGRESSIONAL COMMITTEE TO IN- 
VESTIGATE MATTERS PERTAINING TO THE GROWTH AND 
EXPANSION OF THE DISTRICT OF COLUMBIA AND ITS METRO- 
POLITAN AREA 


May 14, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Smiru of Virginia, from the Committee on Rules, submitted the 
following 


REPORT 
[To accompany H. Con. Res. 172] 


The Committee on Rules, having had under consideration House 
Concurrent Resolution 172, reports the same to the House with the 
recommendation that the resolution do pass. 


O 
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CONSIDERATION OF H. R. 6952 


Mar 14, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Bourne, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 250] 


The Committee on Rules, having had under consideration House 
Resolution 250, reports the same to the House with the recommenda- 
tion that the resolution do pass. 


O 
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AMENDING THE FEDERAL PROPERTY AND ADMINIS- 
TRATIVE SERVICES ACT OF 1949, AS AMENDED 


May 15, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Ho.irieip, from the Committee on Government Operations, 
submitted the following 


REPORT 


[To accompany H. R. 5110] 


The Committee on Government Operations, to whom was referred 
the bill (H. R. 5110), to amend the Federal Property and Administra- 
tive Services Act of 1949, as amended, and for other purposes, having 
considered the same, unanimously report favorably thereon without 
amendment and recommend that the bill do pass. 


BACKGROUND 


This bill is identical to H. R. 6091 of the 84th Congress to which no 
adverse agency comments were received. It is also identical to sec- 
tion 2 of S. 2364 of the 84th Congress, which was passed by the Senate 
and after study was reported favorably from this committee. Al- 
thlugh S. 2364 was submitted by the Administrator of General Serv- 
ices Administration as part of his legislative program for 1955, the 
White House objected to section 1 of the bill and upon being called 
on the Consént Calendar it was passed over without prejudice. It is 
understood that the White House asked that section 1 be deleted 
from the bill. There was no objection from the White House, how- 
ever, to that part of S. 2364 which is encompassed in H. R. 5110. 


PURPOSE 


The purpose of this bill is to amend section 507 (a) of the Federal 
Property and Administrative Services Act of 1949, as amended, to 
authorize the Administrator of General Services to direct and effect 
the transfer to the National Archives of any Federal records that have 
been in existence for more than 50 years, the Archivist to determine 
whether they have sufficient historical value to warrant their con- 
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tinued preservation. The authority would not apply in those cases 
where the head of the agency certifies to the Administrator that the 
records must be retained in his possession for the conduct of current 
official business. 

The proposed legislation was submitted to the Committee on Govy- 
ernment Operations by the Administrator of General Services as a 
part of his legislative program for 1957, with a request for favorable 
action. 

FISCAL DATA 


Passage of this bill would not involve increased expenditures of 
Federal funds. 


NEED FOR LEGISLATION 


In reference to the provisions of this bill, Senate Report 1183, 84th 
Congress, 1st session, states: 


Under the authority contained in the act to establish a 
National Archives (48 Stat. 1122-1124), as amended, the 
National Archives Council had the authority to define classes 
of material which should be transferred to the National Ar- 
chives and establish regulations governing such transfers of 
Federal records. When the Federal Property and Adminis- 
trative Services Act was amended by Public Law 754, 
approved September 5, 1950, however, the National Archives 
Council was abolished, and the Administrator of General 
Services was authorized to establish a Federal Records 
Council to act in an advisory capacity to the Administrator. 
As 9 result, existing law does not authorize the Administrator 
of General Services nor the Federal Records Council (suc- 
cessor to the National Archives Council) to direct the head 
of any agency to transfer records of historical significance 
to the National Archives. 

The initiative, therefore, rests on the head of each depart- 
ment or agency for transferring records of historical sig- 
nificance to the National Archives, and, if he elects to retain 
the records, no authority is presently vested in either the 
Archivist or the Administrator of General Services to direct 
the transfer of the records to the National Archives for 
safekeeping. To overcome this defect in the law, it was 
recommended by the General Services Administration, and 
concurred in by the Bureau of the Budget, that the Admin- 
istrator should have the authority to not only receive records 
which an agency desires to turn over to the National 
Archives, but that he should be authorized to direct an 
agency head to transfer important documents or records 
which have been in existence for more than 50 years to the 
National Archives, unless the agency head determines and 
certifies that such records are needed for current oflicial 
business. 

CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
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FEDERAL PROPERTY AND ADMINISTRATIVE SERVICES ACT 


FrepEerRAL Property AND ADMINISTRATIVE SERVICES Act or 1949 


” * * * * 
ARCHIVAL ADMINISTRATION 


Sec. 507. (a) The Administrator, whenever it appears to 
him to be in the public interest, is hereby authorized— 

(1) to accept for deposit with the National Archives of the 
United States the records of any Federal agency or of the 
Conzress of the United States that are determined by the 
Archivist to have sufficient historical or other value to war- 
rant their continued preservation by the United States 
Government; 

(2) to direct and effect the transfer to the National Archives of 
the United States of any records of any Federal agency that have 
been in existence for more than fifty years and that are determined 
by the Archivist to have sufficient historical or other value to war- 
rant their continued preservation by the United States Govern- 
ment unless the head of the agency which has custody of them shall 
certify in writing to the Administrator that they must be retained 
in his custody for use in the conduct of the regular current busi- 
ness of the said agency. 

[ (2)] (8) to direct and effect, with the approval of the head 
of the originating agency (or if the existence of such agency 
shall have been terminated, then with the approval of his 
successor in function, if any), the transfer of records deposited 
(or approved for deposit) with the National Archives of the 
United States to public or educational institutions or associ- 
ations: Provided, That the title to such records shall remain 
vested in the United States unless otherwise authorized by 
Congress; and 

[(3)] (4) to direct and effect the transfer of materials 
from private sources authorized to be received by the 
Administrator by the provisions of subsection (e) of this 
section. 


* * * * * 


COMMITTEE ACTION 


3 


enclosed in black brackets, new matter is italicized, existing law in 
which no change is proposed is shown in roman): 


The committee, upon presentation of the merits of the proposal by 
Dr. Robert Bahmer, Assistant Archivist of the United States, and 


after review of the agency comments, approved the bill and recom 
mends its enactment. 


D- 
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AGENCY COMMENTS 


No unfavorable comments were received from any agency ——— 
The following are comments expressing the gener 


osition taken by the executive agencies and the General Accounting 


ffice: 
Bureau of the Budget: 


This bill requires the transfer to the National Archives 
of Federal records with historical or other value which have 
been in existence for more than 50 years unless the head of the 
agency having custody of the records certifies in writing 
that they are being used in the current work of the agency. 

The Bureau believes that Federal records having historical 
value should become part of the National Archives when they 
are no longer required for current business and recommends 
favorable consideration of the bill by your committee. 


Department of the Interior: 


‘ sree Department has no objection to the enactment of the 
ill. 

It is likely that enactment of the bill would result in the 
collection and preservation in the National Archives of many 
documents having an important bearing on significant events 
in our country’s history and development. To this extent, 
the objectives of the bill would appear to be desirable. 
Since final administrative discretion to determine and certify 
whether records which might otherwise be transferred to the 
Archives are needed in connection with current business is 
left with agency heads, there is an assurance that the proposal 
would not result in an interference with normal Government 
operations. 


General Accounting Office: 


Section 507 authorizes the Administrator to accept and 
deposit into the National Archives any historical documents 
which he believes should be preserved, and it has been the 
policy of the General Accounting Office to transfer records, 
such as those described in H. R. 5110, to the National 
Archives. 

It is understood, however, that not all agencies have 
followed such policy and consequently a number of historical 
records have not been transferred to the National Archives. 
Since few if any of the agencies possess proper facilities for 
the safety and preservation of such records, it is our view 
that the Administrator should be given the authority set 
forth in the bill. 


O 








85TH CoNGRESS : HOUSE OF REPRESENTATIVES { Report 
1st Session No. 451 





PROVIDING FOR THE CONVEYANCE OF CERTAIN REAL 
PROPERTY IN WEST PALM BEACH, FLA., TO THE PORT 
OF PALM BEACH DISTRICT 


May 15, 1957.—Committed to the Committee of the Whole House and ordered 
to be printed 


Mr. Ho.irie.p, from the Committee on Government Operations, 
submitted the following 


REPORT 


[To accompany H. R. 4945] 


The Committee on Government Operations, to whom was referred 
the bill (H. R. 4945) to provide for the conveyance of certain real prop- 
erty in West Palm Beach, Fla., to the Port of Palm Beach District, 
having considered the same, unanimously report favorably thereon 
with an amendment and recommend that the bill as amended do pass, 

The amendment is as follows: 

Page 1, line 4, after the word “directed’’, add a comma, strike the 
remainder of the bill, and insert in lieu thereof the following: 


subject to the provisions of section 2, to convey to the Board 
of Palm Beach District, West Palm Beach, Florida, without 
consideration therefor, all right, title, and interest of the 
United States in and to that certain real property comprisin 
approximately eighty-six one-hundredths of an acre an 
known as the customhouse and immigration station site, 
Riviera Beach, West Palm Beach, Florida, together with 
certain easement rights acquired therewith. The description 
of the land herewith authorized and directed to be conveyed 
shall be determined by the Administrator of General Services. 

Src. 2. The Administrator of General Services shall in the 
conveyance of the aforementioned property reserve to the 
United States any easements which he may deem necessary 
to protect the public interest. 











2 CERTAIN REAL PROPERTY IN WEST PALM BEACH, FLA, 


PURPOSE 


This bill authorizes and directs the Administrator of General 
Services to convey without consideration to the Port of Palm Beach 
District, West Palm Beach, Fla., certain surplus realty situated in 
West Palm Beach, Fla. 


BACKGROUND 


On June 25, 1935, the Corps of Engineers acquired fee simple title 
to 0.52 acre of land by donation from the Port of West Palm Beach 
District. The Government paid $25 for legal work necessary to the 
transfer of title, and proceeded to construct 2 small buildings on the 

roperty at an additional cost of $134. In 1950 when the Corps of 
tngineers had no further need for the property the Immigration 
Service was interested in acquiring a site in that area for a custom- 
house and immigration station. 

The property held by the Corps of Engineers was not completely 
suitable for Immigration Service purposes and therefore an arrange- 
ment was made whereby the original 0.52 acre (with improvements 
costing $134) was returned to the port of West Palm Beach in ex- 
change for 0.86 acre of unimproved property which was more suitable. 
This exchange of property took place on April 25, 1950, and was made 
without any cash consideration. Plans for the Government to con- 
struct a customhouse and immigration station on the property never 
materialized. In 1956 the property was declared excess to the needs 
of the Immigration Service and, after proper screening with other 
Federal agencies, it was declared surplus. The General Services 
Administration accordingly scheduled the property to be sold on 
February 14, 1957, but such sale was postponed after the facts relating 
to the acquisition were brought to the attention of GSA by Congress- 
man Paul G. Rogers. 

The property was appraised by a contract appraiser on November 
21, 1956, and classified commercial with the fair market value deter- 
mined to be $18,750. 


NEED OF LEGISLATION 


The Port of West Palm Beach District, motivated by the desire 
of developing the port and materially assisting the Government in 
the maintenance of necessary Federal facilities at the port in effect 
donated the aforementioned realty to the United States. After 
abandonment of Government plans to use the property it was declared 
surplus to Federal needs. Without the intervention of special legisla- 
tion the property will be sold by General Services Administration. 
Mr. Rogers, author of the bill, pointed out that it is only fair and 
equitable that the Government return this property which the Port 
of West Palm Beach District in good faith donated for a use which 
now has failed. 

FISCAL DATA 


Should this bill be enacted into law, no increased expenditures 
of Federal funds will result. 
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EXPLANATION OF AMENDMENT 


The amendment was adopted for two reasons, the first being to 
substitute a general property description in lieu of what purported to 
be a legal description that was contained in the bill before amend- 
ment. This amendment would direct the Administrator of General 
Services to furnish the legal description in the deed of conveyance. 
The other reason for the amendment was to reserve to the United 
States any easements which the Administrator may deem necessary 
to protect the public interest. There is evidence that underground 
wiring and pipes belonging to the Government are now laid under the 
property which would te conveyed by this bill, and since these under- 
ground utilities connect with a nearby Coast Guard station, appro- 
priate easement rights should be reserved. 


AGENCY COMMENTS 


Comments on the bill were received from the General Accounting 
Office, Bureau of the Budget, and the General Services Administra- 
tion. None of these agencies objected to the enactment of the bill. 


COMMITTEE ACTION 


The committee, upon presentation of the merits of the proposal 
by the author, Mr. Rogers, and after review of the agency comments, 
determined that the bill should be amended as explained above. 
With this amendment the committee approved the bill and recom- 
mends its enactment, 

O 
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REPEALING SECTION 1157 OF TITLE 18 OF THE UNITED 
STATES CODE, AS AMENDED 





May 15, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Enauez, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. R. 3836] 


The Committee on Interior and Insular Affairs, to whom was re- 
ferred the bill (H. R. 3836) to repeal section 1157 of title 18 of the 
United States Code, as amended, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass, 

PURPOSE OF THE LEGISLATION 


The purpose of H. R. 3836, introduced by Congressman Haley, at 
the request of the Department of the Interior, is to repeal section 1157 
of title 18 of the United States Code, as amended. 

Section 1157 of title 18, originally prohibited the sale or other dis- 
position of livestock issued to or purchased in trust for Indians by the 
United States, without the consent of the superintendent or other 
responsible person in charge of the tribe. 

This statute was amended by section 2 of the act of August 15, 1953 
(67 Stat. 590), in three respects. First, by restricting its applicability 
to livestock acquired with Toasts from a Federal revolving fund or from 
tribal loan funds that are under the cognizance of the Secretary of the 
Interior, and to livestock issued to Indians as loans repayable “in 
kind,”’ and to the issue of all such livestock; second, by limiting its 
applicability until such time as the loan to the individual Indian is 
repaid; and, third, by placing on the purchaser of the livestock the 
burden of ascertining whether it is subject to an unpaid loan. 

Since the enactment of the act of August 15, 1953, the Bureau of 
Indian Affairs has vigorously pursued a policy of obtaining chattel 
mortgages to secure all outstanding livestock loans, instead of relying 
upon the trust status of the property and the provisions of title 18, 
United States Code, section 1157. The Bureau of Indian Affairs 
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reports that since only an insignificant number of outstanding loans 
are not protected by adequate mortgage security, there is little need 
for retaining the law in the statute books. 

The committee members believe the statute is no longer needed 
and that the purchasers of Indian livestock are placed under undue 
burden by having to ascertain whether the livestock is subject to an 
unpaid loan from the sources mentioned in the statute. 

Although the committee members recognize that tribal councils 
from two tribes of Indians have expressed opposition to the legislation, 
they feel that repeal of the statute will facilitate livestock purchase 
and will make it possible for stock buyers to deal with Indians on the 
same basis as they deal with non-Indians. 

The executive communication from the Secretary of the Interior 
dated January 3, 1957 is as follows: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., January 3, 1957. 
Hon. Sam RaysBurn, 
Speaker of the House of Representatives, 
Washington, D. C. 

My Dear Mr. Speaker: Enclosed is a draft of a proposed bill to 
repeal section 1157 of title 18 of the United States Code, as amended. 

It is requested that the proposed bill be referred to the appropriate 
committee for consideration, and we recommend that it be enacted. 

Section 1157 of title 18 of the United States Code, prior to its 
amendment by section 2 of the act of August 15, 1953 (67 Stat. 590), 
prohibited the sale or other disposition of livestock issued to or 
purchased in trust for Indians by the United States, without the 
consent of the superintendent or other officer in charge of the tribe. 
The section prescribed a criminal penalty for its violation, and made 
all transactions in violation of the section null and void. 

Section 2 of the act of August 15, 1953 (67 Stat. 590), amended 
title 18, United States Code, section 1157, first, by restricting its 
applicability to livestock acquired with loans from a Federal revolving 
fund or from tribal loan funds that are subject to regulations of the 
Secretary of the Interior, and to livestock issued to Indians as loans 
repayable ‘in kind,” and to the issue of all such livestock; second, 
by limiting its applicability until such time as the loan to the individual 
Indian is repaid; and third, by placing on the purchaser of the live- 
aon the burden of ascertaining whether it is subject to an unpaid 
oan. 

When recommending the enactment of the act of August 15, 1953, 
this Department pointed out that the amendment of title 18, United 
States Code, section 1157, as proposed was preferable to a repeal of 
the section because the section provided the only effective protection 
for many Federal and tribal Joans to individual Indians that were not 
secured by chattel mortgages. Since that time, however, the Bureau 
of Indian Affairs has vigorously pursued a policy of obtaining chattel 
mortgages to secure all outstanding livestock loans, instead of relying 
upon the trust status of the property and the provisions of title 18, 
United States Code, section 1157, and there now remains only a 
relatively insignificant number of outstanding loans that are not pro- 
tected by adequate mortgage security. Consequently, there is no 
longer a need for retaining the statute on the statute books, 
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Aside from the fact that the statute is no longer needed, its repeal 
is affirmatively desirable because of the burden it places upon pur- 
chasers of Indian livestock to ascertain whether the livestock is 
subject to an unpaid loan from the sources mentioned in the statute. 
A conscientious purchaser must check not only the county mortgage 
records but also the tribal and Indian agency records for that purpose. 
Our experience shows that these increased title examination costs 
tend to depress the sale price of the Indian livestock, and inasmuch 
as the increased costs are not necessary they should not be required. 
Furthermore, as long as the statute remains in effect purchasers of 
Indian livestock will be inclined to follow the old procedure and 
request permission to sell from the superintendent regardless of the 
necessity for such permission, and the Indians will be regarded as a 
segregated group. The repeal of the statute will make it much 
easier to persuade prospective purchasers of Indian livestock that 
they may deal with Indians on exactly the same basis they deal with 
non-Indians. 

The Bureau of the Budget hes advised that there is no objection 
to the submission of the proposed legislation to the Congress. 

Sincerely yours, 
HATFIELD CHILSON, 
Assistant Secretary of the Interior. 


The committee recommends that H. R. 3836 be enacted. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


Section 1157 or Tit.e 18 or tHe Unirep States Cops 


[Where restricted Indians are in possession or control of livestock 
purchased for or issued to them by the Government, or the increase 
therefrom, such stock shall not be sold, transferred, mortgaged, or 
otherwise disposed of, except with the consent in writing of the 
superintendent or other officer in charge of the tribe to which the 
owner or possessor of the livestock belongs, and all transactions in 
violation of this provision shall be void. 

[All such livestock so purchased or issued and the increase therefrom 
belonging to restricted Indians and grazed in the Indian country 
shall be branded with the I D or reservation brand of the jurisdiction. 
to which the owners of such stock belong, and shall not be removed 
from the Indian country except with the consent in writing of the 
superintendent or other officer in charge of the tribe to which the 
owner or possessor of such livestock belongs, or by order of the 
Secretary of the Army, in connection with the movement of troops. 

[Whoever violates this section by selling or otherwise disposing of 
such stock, purchasing, or otherwise acquiring an interest therein, or 
by removing such stock from the Indian country, shall be fined not 
more than $500 or imprisoned not more than six months, or both.] 


0 
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AMENDING THE ACT OF AUGUST 24, 1912, AS AMENDED, 
WITH REFERENCE TO EDUCATIONAL LEAVE TO EM- 
PLOYEES OF THE BUREAU OF INDIAN AFFAIRS 


May 15, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Enctz, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. R. 3837] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (H. R. 3837) to amend the act of August 24, 1912, as 
amended, with reference to educational leave to employees of the 
Bureau of Indian Affairs having considered the same, report favorably 


thereon with amendments and recommend that the bill as amended 
do pass. 


The amendment is as follows: 


Page 1, lines 7 and 8, strike out the words “and other employees 
who give instruction’. 


PURPOSE OF THE LEGISLATION 


The purpose of H. R. 3837, introduced, by Congressman Haley, at 
the request of the Department of the Interior, is to amend the act of 
August 24, 1912 (37 Stat. 519), as amended (25 U.S, C. 275), with 
ree to educational leave to employees of the Bureau of Indian 
Affairs. 

H. R. 3837 amends existing law by extending to teachers in schools 
operated by the Bureau of Indian Affairs, in addition to annual leave, 
a period of time not in excess of 30 working days per calendar 
year, or 60 working days in every alternate year, for attendance at 
educational meetings which are in the interest of Government. No 
additional salary or expense shall! be incurred by the Government on 
account of leave under this legislation. 

The committee members believe teachers in Bureau of Indian 
Affairs schools should be encouraged to attend educational summer 
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sessions to improve their teaching and supervisory abilities. There 
are presently 365 Indian schools with a total enrollment of approxi- 
mately 43,000 whose teachers would be eligible for the additional 
educational leave proposed by H. R. 3837. It isnot known how many 
of the teachers would av ail thems:lves of this opportunity in any 
given year. 

H. R. 3837 was amended to restrict the number of persons who would 
be eligible for this additional educational leave by deleting the words 
“and other employees who give instruction” on lines 7 and 8 of page 1 
of the bill. 

In so restricting the number of persons who could take advantage of 
the provisions of this bill, the committee members are sympathetic. to 
the needs of persons in the category of bilingual dormitory counselors 
and supervisors who have continual contact ; with the Indian children 
during their attendance at school. They also recognize that these 
persons need additional training and opportunities which would im- 
prove their efficiency and which would be available at educational 
summer sessions but they felt that the language in the bill as intro- 
duced did not indicate satisfactorily the qualifications of the persons 
included in ‘‘other employees who give instruction.” 

The. executive communication from the Secretary of the Iaterior 
dated January 3, 1957, is as follows: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washingion, D. C., January 3, 1957. 

My Dear Mr. Spraker: Enclosed is a draft of a proposed bill to 
amend the act of Augtist 24, 1912, as amended, with reference to 
educational leave to employees of the Bureau of Indian Affairs. 

We recommend that the proposed bill be referred to the appropriate 
committee for consideration, and we recommend that it be enacted. 

The bill amends the existing law with respect to educational leaves 
of absence for employees of the Bureau of Indian Affairs as follows: 
it is extended to employees other than teachers who give instruction 
in schools operated by the Bureau of Indian Affairs; physicians are 
omitted from its provisions; and the computation of educational leave 
is basea on a work day rather than a calendar day. 

It is the objective of the Bureau of Indian Affairs in this Depart- 
ment to assure educational opportunities to all Indian children of 
school age. Emphasis is given to the enrollment of these children in 
public schools. Where public school facilities are not available, how- 
ever, or where the children have special educational or vocational 
needs that cannot be met in the public schools, the Bureau operates 
schools for their benefit. There were 365 such schools operated dur- 
ing the school year 1954—55, with enrollments of approximately 43,000 
children. These schools are faced with unique problems because a 
majority of the children come from isolated areas and have had little 
er no contact with others outside their family or reservation groups. 
Many of the children speak little or no English when they enter 
school. Many of them must be taught upon their arrival at school 
simple matters of personal hygiene, as well as the use of electrical 
and modern conveniences. Because of these unique needs the Bureau 
has employed a number of bilingual Indian people who have had some 
education but are not qualified teachers. These persons are for the 
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most part employees who work in dormitories where they have daily 
association with the children and who by reason of their daily asso- 
ciation directly influence the character of the Indian youth. The 
have not had the technical background to know how to deal with 
behavior problems and their usefulness to the Bureau could be greatly 
increased if they were given the opportunity to enroll in courses in 
which they will receive training in matters of guidance and teaching 
methods. The amendment of the educational leave authorization as 
proposed is needed to permit participation by these employees in 
educational sessions during the school summer vacation periods. 

The act of August 5, 1954 (68 Stat. 674), transferred the hospital 
and health program for Indians to the Public Health Service. Medical 

ersonnel employed for the program were also transferred, and the 

ureau of Indian Affairs no longer has physicians in its employment. 
We are informed that the Public Health Service has adequate author- 
ity to grant educational leave to its medical personnel, and that 
special provision for doctors assigned to the Indian health program is 
no longer necessary. 

The present law allows educational leave for not more than 30 days 
per calendar year or 60 days in every alternate year to permit teachers 
to participate in summer sessions in order that the character of their 
service and their efficiency to the Government may be maintained 
and improved. The purpose of the law is to permit full participation 
of employees in the courses offered in their professions in the various 
colleges and universities. Most summer sessions in colleges and 
universities extend over a period of 6 weeks, and instruction is normally 
given on a 5-day week basis. In order to permit the completion of 
such courses and in order to conform the method of computing 
educational leave to the method of computing annual leave, it is 
desirable that educational leave be computed on a workday basis, 
and the bill so provides. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of the proposed legislation to the Congress. 

Sincerely yours, 
HatFieLD CHILSON, 
Assistant Secretary of the Interior. 

The Committee on Interior and Insular Affairs recommends the 

enactment of H. R. 3837, as amended. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Proviso oF THE Act or AuGust 24, 1912 (37 Star. 519, 25 
U.S.C. 275), as AMENDED By THE Act oF AucustT 24, 1922 
(42 Stat. 829, 25 U.S. C. 275), anp By THE Act or May 8, 
1928 (45 Stat. 493, 25 U. S. C. 275) 


[ Provided, That hereafter teachers of the Indian schools 
and physicians of the Indian Service may be allowed, in addi- 
tion to annual leave, educational leave not to exceed thirty 
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AMENDING ACT OF AUGUST 24, 1912, AS AMENDED 


days per calendar year, or sixty days in every alternate year, 
for attendance at educational gatherings, conventions, 
institutions, or training schools, if the interest of the service 
require, and under such regulations as the Secretary of the 
Interior may prescribe, and no additional salary or expense 
on account of this leave of absence shall be incurred.] 
Provided, That hereafter teachers and other employees who give 
instruction in schools operated by the Bureau of Indian Affairs 
may be allowed, in addition to annual leave, educational leave not 
to exceed thirty workdays per calendar year, or sixty workdays in 
every alternate year, for attendance at educational gatherings, 
conventions, institutions or training schools, if the interest of the 
Government requires, under such regulations as the Secretary of 
the Interior may prescribe; and no additional salary or expense 
on account of such leave of absence shall be incurred. 


For information the committee also sets forth below the changes 
in existing law made by the bill as amended (existing law proposed 
to be omitted is enclosed in black brackets, new matter is printed in 
italic, existing law in which no change is proposed is shown in roman): 


Proviso or tHE Act or Aucust 24, 1912 (37 Srar. 519, 
25 U.S. C. 275), as AMENDED By THE Act or August 24, 
1922 (42 Srat. 829, 25 U. S. C. 275) anp By THE AcT 
or May 8, 1928 (45 Srart. 493, 25 U. S. C. 275) 


[ Provided, That hereafter teachers of the Indian schools 
and physicians of the Indian Service may be allowed, in 
addition to annual leave, educational leave not to exceed 
thirty days per calendar year, or sixty days in every alternate 
year, for attendance at educational gatherings, conven- 
tions, institutions, or training schools, if the interest of the ~ 
service require, and under such regulations as the Secretary 
of the Interior may prescribe, and no additional salary or 
expense on account of this leave of absence shall be incurred. ] 
Provided, That hereafter teachers in schools operated by the 
Bureau of Indian Affairs may be allowed—in addition to annual 
leave, educational leave not to exceed thirty workdays per calen- 
dar year, or sixty workdays in every alternate year, for attend- 
ance at educational gatherings, conventions, institutions, or 
training schools, if the interest of the Government requires, 
under such regulations as the Secretary of the Interior may 
prescribe; and no additional salary or expense on account of 
such leave of absence shall be incurred. 
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AUTHORIZING THE TRANSFER OF THE COYOTE VALLEY 
INDIAN RANCHERIA TO THE SECRETARY OF THE ARMY 


May 15, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Eneuz, from the Committee on Interior and Insular affairs, 
submitted the following 


REPORT 


[To accompany H. R. 6692] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (H. R. 6692), to authorize the transfer of the Coyote 
Indian Rancheria to the Secretary of the Army, and for other purposes, 
having considered the same, report favorably thereon with amend- 
ments and recommend that the bill, as snlemded, do pass. 

The amendment is as follows: 

Page 1, line 9, following the words “Coyote Valley Dam” add “‘of 
the Russian River Basin project, California’. 

Page 2, line 23, following the words ‘Coyote Valley Dam” add 
“of the Russian River Basin project, California,’’. 


~ 


Page 3, line 5, add a new sentence reading: 


The payment or distribution of the proceeds from any sale or 
condemnation pursuant to this Act shall not be subject to 
any lien, except for debts owed to the United States or to 
Indian organizations indebted to the United States, and 
shall not be taxable. 


H. R. 6692, as amended, introduced by Congressman Scudder, has 
a twofold purpose. First, it terminates Federal supervision over the 
members of the Coyote Valley Indian Rancheria in California and, 
secondly, it provides for the transfer, with adequate compensation 
being paid to the Indians of the Rancheria for the land and improve- 
ments, to the Secretary of the Army for use in connection with the 
Coyote Valley Dam. 

The Coyote Valley Rancheria consists of approximately 100: acres 
held by the Secretary of the Interior for the benefit of Indians living 
thereon. The acreage involved was acquired by the Secretary of the 
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Interior under the authority of the acts of June 21, 1906 (34 Stat. 325, 
333) and April 30, 1908 (35 Stat. 70, 76) which authorized the purchase 
of the land for the use of certain California Indians and the construc- 
tion thereon of improvements necessary for the use of the land. 

The Coyote Valley Rancheria is within the area required for the 
Coyote Valley Dam which is being constructed as part of the Russian 
River Dam and Reservoir project, California, as authorized by the 
Flood Control Act of May 17, 1950 (64 Stat. 163, 177). 

Following lengthy discussions between the Indians concerned and 
the Corps of Engineers representatives on the appraisal made in 
accordance with departmental procedures, the fair value was agreed 
to be $32,500 for the land and $21,500 for tre improvements. The 
$54,000 will be charged against the project. 

The 9 assignees of land of the Coyote Valley Rancheria are in full 
accord with the specifications of H. R. 6692, and each has signed a 
statement agreeing to accept his portion of the total sum to be paid for 
land. Copies of these signed statements are in the file of the Com- 
mittee on Interior and Insular Affairs. 

Section 2 provides that reimbursable indebtedness amounting to 
$1,885.90 for the cost of the domestic water system and the operation 
and maintenance thereof are to be canceled. 

Upon enactment of H. R, 6692, Federal supervision over the affairs 
of Coyote Valley Indian Rancheria shall be terminated since this 100 
acres to be transferred is the entire acreage of the Rancheria. 

The Indians concerned, according to testimony from representatives 
of the Bureau of Indian Affairs, fully understand that they are volun- 
tarily relinquishing their claims to further Federal services provided 
for Indians over whom the Department of the Interior has supervision. 
They understand that upon the enactment of this legislation and the 
distribution of the funds provided therein, they can relocate elsewhere 
and they will have no further claim to Federal services. 

11. R. 6692 has been amended in line 9, page 1 and in line 23, page 2 
after the term “Coyote Valley Dam”’ by the inclusion of the words ‘‘of 
the Russian River Basin project, California.” This amendment 
clearly and geographically locates the dam. 

The bill is also amended beginning on page 3, line 5, to provide that 
the proceeds from any sale or condemnation pursuant to this act shall 
not be taxable or subject to any lien, except for debts owed to the 
eee States or to Indian organizations indebted to the United 

tates. 

The favorable reports from the Secretary of the Army and the 
Secretary of the Interior dated May 2, 1957, and May 1, 1957, respec- 
tively, are as follows: 


DEPARTMENT OF THE ARmy, 
Washington, D. C., May 2, 1957. 
Hon. Cuatr ENG.ie, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives. 

Dear Mr. Cuarrman: Reference is made to your request for the 
views of the Department of the Army with respect to H. R. 6692, 
85th Congress, a bill to authorize the transfer of the Coyote Valley 
Indian Rancheria to the Secretary of the Army, and for other purposes. 

The purpose of the bill is to transfer approximately 100 acres of 
land, held by the Secretary of the Interior for the benefit, of certain 
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Indians in California, to the Secretary of the Army for use in connec- 
tion with the Coyote Valley Dam. The sum of $54,000, representing 
the appraised value of land and improvements, would be transferred 
to the Secretary of the Interior by the Corps of Engineers for distribu- 
tion among the Indians who have assignments on the land. 

The Department of the Army favors the purpose of this bill but sug- 
gests that it be amended in the manner set forth in this report. 

The land described in H. R. 6692 is within the area required for the 
Coyote Valley Dam which is being constructed as part of the Russian 
River Dam and Reservoir project, California, as authorized by the 
Flood Control Act of May 17, 1950 (64 Stat. 163, 177). The 100 acres 
involved were acquired by the Secretary of the Interior under the 
authority of the acts of June 21, 1906 (34 Stat. 325, 333) and April 
30, 1908 (35 Stat. 70, 76) which authorized the purchase of land for 
the use of certain California Indians and the construction thereon of 
improvements necessary for the use of the land. 

evelopment of the Russian River Dam and Reservoir project 
contemplates that clearing operations for the reservoir area will be 
initiated during the summer of 1957 with the possibility that a portion 
of the reservoir basin will be temporarily flooded next winter. It is, 
therefore, necessary at the earliest possible date to obtain a transfer 
to the Department of the Army of administrative jurisdiction over 
the lands involved Lands and improvements involved have been 
appraised in accordance with departmental procedures, which indicate 
that $54,000 represents fair value, based on $21,500 for the improve- 
ments and $32,500 as the value of the land. Under the bill this sum 
would be distributed by the Secretary of the Interior to each Indian 
assignee based on the appraised value of each invididual assignment 
with the remainder, representing the value of the unassigned portion, 
to be distributed equally among all the assignees. 

While the Department of the Army agrees in the principle that the 
$54,000 involved should be charged against the project requiring the 
use of the area, no comment is offered concerning the proposed dis- 
tribution of the fund. It is suggested that the Secretary of the Interior 
is in a better position to advise the committee concerning this aspect 
of the measure. 

Since the act of May 17, 1959, referred to above, approved a plan 
for flood control, water conservation, and related purposes in the 
Russian River Basin, Calif., it is recommended that, if the committee 
gives favorable consideration to this bill, it be amended by inserting 
in line 9, page 1, and in line 23, page 2, after the term “‘Coyote Valley 
Dam,” the following: ‘‘of the Russian River Basin project, California.” 

Enactment of this legislation will not affect the budgetary require- 
ments of the Department of the Army since the value of the land 
and improvements involved in H. R. 6692 has previously been con- 
sidered in connection with the Russian River Dam and Reservoir 
priest, 

he Bureau of the Budget advises that there is no objection to the 
submission of this report. 
Sincerely yours, 
Witiram M. Brucker, 
Secretary of the Army. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 1, 1957. 
Hon. Crarr EnGte, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D. C. 

Dear Mr. Enete: Your committee has requested a report on H. R. 
6692, a bill to authorize the transfer of the Coyote Valley Indian 
Rancheria to the Secretary of the Army, and for other purposes. 

We recommend that the bill be enacted. 

The bill transfers approximately 100 acres of land and the improve- 
ments thereon from the Secretary of the Interior to the Secretary of 
the Army, and authorizes the transfer of $54,000 from the appropria- 
tion available to the Corps of Engineers for the construction of the 
Coyote Valley Dam to the Secretary of the Interior for distribution 
among the Indians who have assignments on the land. Section 2 of 
the bill cancels the reimbursable indebtedness charged by the United 
States against the land and the improvements thereon. 

The land in question was acquired by deed dated May 14, 1909, 
for a consideration of $2,484.80, with funds appropriated by the acts 
of June 21, 1906 (34 Stat. 325, 333), and April 3), 1908 (35 Stat. 70, 
76), which appropriated $100,000 and $50,000, respectively, for the 
purchase of land for landless Indians in California. Title to these 
lands was taken in the name of the United States of America, but not 
in trust for any particular Indians. The cost of the land was used as 
a setoff against the judgment obtained by the Indians of California 
in the action entitled “Indians of California v. United States (102 Ct. 
Cls. 837).” 

Prior to 1938, the rancheria was occupied by only one Indian. 
Between 1938 and 1940, four Indian families built homes on house 
lot assignments made by the superintendent of the Sacramento Indian 
Agency. One house burned about 1946 and was not rebuilt. The 
remaining three houses are presently occupied by the assignees and 
members of their families. The remaining improvements are ap- 
praised at $19,500. 

From 1945 to 1947, 8 field assignments of approximately 8 acres 
each were approved by the superintendent of the Sacramento Indian 
Agency. Two of the field assignments have been subjugated and 
planted to grapes and now support well-cared-for producing vine- 
yards. The only improvements on the other field assignments con- 
sist of a limited amount of clearing and some fencing. The unassigned 
os Sper nes, land consists of one field lot containing 7.70 acres of 
and. 

The proposed termination program for the Indian rancherias in 
California provides for the transfer of land acquired in this manner to 
the Indians who hold assignments on each rancheria, the unassigned 
land to be sold or otherwise disposed of for the benefit of such assignees. 
As the present assignees are the only Indians who have been desig- 
nated by the Secretary of the Interior or his authorized representative 
to be located upon the Coyote Valley Rancheria, and as they have 
occupied, improved, and used the property, they, as a matter of equity, 
should receive the appraised value of the property when it is taken by 
the Department of the Army. The assignees have been interviewed 
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regarding the proposed taking and the plan for compensating them, 
and are satisfied with the proposal. 

The Corps of Engineers has authority to acquire the Indian interests 
in the land in connection with the Russian River Reservoir project, 
and originally proposed to do so through condemnation proceedings. 
If condemnation proceedings should be instituted, however, it is un- 
certain whether the Indians who hold assignments would get the 
appraised value of both the land and the improvements, or whether 
they would get only the value of the improvements—the value of 
the land going either to the judgment fund of the Indians of California 
because of the setoff, or to the miscellaneous receipts of the Treasury 
of the United States because the Indians hold assignments rather than 
trust titles. As the present assignees are the only Indians of Cali- 
fornia who have been assigned land on the rancheria and have im- 
proved and made beneficial use of the land, they should receive the 
full appraised value of their assignments and the improvements 
thereon in order that they may finance their relocation elsewhere. 
This legislation is necessary to assure that result. 

The records of the Bureau of Indian Affairs indicate that the pres- 
ent outstanding reimbursable indebtedness assessed against the prop- 
erty consists of $1,885.90, for the cost of the water system for domestic 
purposes and garden tracts, comprising $1,415.50 irrigation construc- 
tion charges and $470.40 operation and maintenance charges. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of the proposed report to the Congress. 

Sincerely yours, 
HatFreLp CHILSON, 
Acting Secretary of the Interior. 


The Committee on Interior and Insular Affairs recommends enact- 
ment of H. R. 6692, as amended. 


oO 
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LEGISLATIVE BRANCH APPROPRIATION BILL, 1958 


May 16, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Norrett, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H, R. 7599] 


The Committee on Appropriations submits the following report im 
explanation of the accompanying bill making appropriations for the 
Legislative Branch for the fiscal year 1958. 

The budget estimates considered by the Committee in connection 
with the bill appear on pages 15 through 38 of the Budget for 1958, 
as amended in House Documents Nos. 148 and 163. 

The bill contains regular annual appropriations for the House of 
Representatives, the Architect of the Capitol, the Botanic Garden, 
the Library of Congress, the Government Printing Office, and certain 
joint activities of the two Houses such as the Joint Committee on 
Internal Revenue Taxation, the Capitol police, the office of the 
legislative counsel, and education of pages. 

In accord with custom, no funds are provided in the bill for require- 
ments of the Senate, including items under expenditure jurisdiction 
of the Architect but pertaining exclusively to the Senate, The 
Senate will insert appropriations for its requirements. 


SUMMARY OF THE BILL 


The detailed tabulation at the end of this report shows the amounts 
included in the bill for 1958, the corresponding budget estimates, 
and the amounts appropriated for 1957, with appropriate comparisons. 
The following tabulation summarizes Committee action with respect 
to the various items considered: 
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As shown by the foregoing table, the bill total is $78,470,285, a 
reduction of $2,208,343 yen corresponding budget estimates and 
$11,664,198 below corresponding appropriations to date for 1957. 
While the decrease below 1957 is the net result of a number of changes 
both up and down, it is substantially accounted for in this manner: 
reduction in requirements for several major construction projects, 
$16,346,000; mandatory cost items such as retirement fund contri- 
butions, statutory within-grade promotions and wage board increases, 
and the like, $2,927,000; net addition of funds for sundry maintenance, 
repair, and equipment items, $36,000; $1,454,000 net additional for 
such items as increased printing and binding costs, preliminary work 
on new editions of the U.S. and D. C. Code of laws, etc.; and $264,000 
for additional personnel, princivally to strengthen essential services 
in the Library of Congress including the Legislative Reference 
Service. 

As to the reduction of $2,208,343 below budget estimates, the Com- 
mittee has made a number of reductions, some small and some large. 
Cuts have been made wherever and to the extent the Committee felt 
justified under the given circumstances. The item for clerk-hire for 
Members and Delegates has been reduced $400,000, putting the 
amount back to the 1957 level. The request for standing committee 
employees has been reduced $116,000. The appropriation for ‘“‘mis- 
cellaneous items’ under the contingent fund has been reduced 
$180,000, partly by a direct cut and partly through utilization of an 
accumulated surplus in the stationery account. An _ additional 
$730,000 represents deletion of requested liquidation cash where the 
evidence shows that this amount will not be required in 1958 to meet 
contract payments under the Capitol powerplant improvement proj- 
ect. Another substantial item is deletion of the $587,000 for relocation 
and reconstruction of Botanic Garden greenhouses with request that 
alternate plans be studied. As shown by the detailed tabulation, a 
number of other reductions in operating appropriations have been 
made, 


House or REPRESENTATIVES 


A total of $37,927,705 is recommended for all items under this 
heading, a reduction of $752,680 below the estimates but $1,966,965 
above 1957 appropriations to date. As to the increase above 1957, 
$1,661,045 is for the government’s share of retirement fund contribu- 
tions pursuant to Public Law 854 of the last Congress, heretofore 
included under a government-wide lump-sum appropriation but which 
in 1958 is budgeted under the several departments and branches of 
government. An additional $29,190 is the result of several House 
Resolutions which are reproduced beginning on page 10 of the hearings. 
The bill also includes two items, of $100,000 each. for preliminary work 
under the jurisdiction of the Committee on the Judiciary for prepara- 
tion of new editions of the United States and District of Columbia 
Codes. Several minor items account for the remainder. 

The budget included $104,000, an increase of $14,000 over the 
current allotment, for operation of the House Recording Studio which 
was separated from the joint facility by legislation last year. Four 
additional positions were requested. The Committee recommends 
funds for only two additional positions—a cameraman and a sound- 
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man—to staff the second television studio being established to handle 
an increasing volume of business from Members of the House. The 
other two positions, at a total cost of $8,050, have been deleted, it 
being the view of the Committee that the evidence does not demon- 
strate their necessity at this time. 

Under the appropriation for miscellaneous items, contingent fund, 
the Committee has approved language which will permit payment of 
the Government’s share of the retirement contribution for all officers 
and employees from this one appropriation, similar to the arrange- 
ment of a few years ago with respect to the government’s contribution 
under the employees life insurance program. 

For special and select committee expenses, the budget estimate of 
$1,800,000 is included accompanied, however, by language inserted by 
the Committee permitting use of not to exceed $60,000 of the total for 
1957 expenses. A supplemental appropriation of $290,000 has already 
been approved for 1957 and indications are that some additional 
amount beyond that may be necessary. The language will obviate 
processing another supplemental and is to permit only such amount 
as may be necessary to be transferred from the $1,800,000 to the 1957 
account. 

Operations under the stationery fund have resulted in accumulation 
of a surplus in excess of current requirements. The Committee 
recommends that $80,000 of this accumulation be applied to current 
appropriation requirements, and accordingly the item ‘“‘Miscellaneous 
Items” on page 5 of the bill, has been reduced an additional $80,000 
and language inserted to make use of the $80,000 surplus. 

Aside from clerk-hire for Members and Delegates, the great ma- 
jority of personnel under the House of Representatives occupy posi- 
tions specifically established or provided by statute. The Committee 
bill provides for only a net addition of two specifically identifiable 
positions under all items under the House of Representatives heading. 
Standing committee employees are limited as to numbers by statute, 
and the number actually on the rolls is considerably less than the 
total number authorized, and furthermore, actual employment is now 
slightly less than it was a year ago. Moreover, the clerk-hire roll of 
Members and Delegates currently carries only approximately two- 
thirds of the total number of employees permitted by law. 


Joint OFFICES 


For items falling under this general heading, a total of $2,611,180 
is recommended. This is $1,200 below budget estimates but $33,045 
above current appropriations. Included are certain items for the 
Capitol police force, Office of the Legislative Counsel, education of 
pages, penalty mail costs, and the like. The item for the Office of the 
Legislative Counsel of the House makes provision for three additional 
employces to cope with increased volume of work as set forth in the 
justifications appearing on pages 38 and 39 of the hearings. 


ARCHITECT OF THE CAPITOL 


Appropriations to the Architect of the Capitol provide for operation, 
maintenance, and repair of the physical plant of the legislative estab- 
lishment, except the Government Printing Office, and for major 
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improvement and construction projects as specifically authorized. 
As previously indicated, the bill omits provision for items under the 
Architect pertaining exclusively to the Senate. 

Total appropriations recommended in the bill aggregate $12,833,400, 
a reduction of $741,300 below estimates and $15,680,600 below cor- 
responding appropriations for 1957. Practically all of the reduction 
below the estimates is in the item for improvements at the Capitol 
power plant where the testimony shows that the $730,000 requested 
to liquidate contracts will not be needed for expenditure purposes in 
the coming year. 

The total net reduction of $15,680,600 below 1957 appropriations 
is accounted for in summary fashion, as follows: $16,346,000 reduc- 
tion due to lower requirements next year in connection with several 
major building projects; an increase of $359,265 for items such as 
retirement contributions, within-grade promotions, pay in excess of 
§2-week base, insurance fund contributions, and wage-board and pay 
increases under provisions of law; a net increase of $37,400 ($411,500 
of increases offset by $374,100 of decreases) for the usual types of 
minor repair and alteration items which recur from year to year in 
an Sitabiishinent of this size; $235,270 for other increased operating 
costs, mostly related to the Capitol power plant where additional 
facilities expected to come into operation during the course of next 
year (i. e., the new Senate office building, the cafeteria in the court- 
yard of the new House Office Building, the garage in the courtyard 
of the old House Office Building, etc.) place additional financial bur- 
dens on the power plant appropriation for heat, light, and power. 
There has also been an increase in the price of coal consumed by the 
plant. The bill also includes $33,465 for 9 additional maintenance 
employees, 5 of which are to operate two new elevators installed in 
the Senate wing of the Capitol and 4 are for the two House Office 
Buildings to adequately handle day-to-day operational and mainte- 
nance requirements. 

Some of the personnel under appropriations administered by the 
Architect are graded and paid under the Classification Act of 1949 
as is the case of a large percentage of Federal employees generally. 
The Committee has allowed a small sum under the appropriations 
for the office of the Architect, Capitol buildings, and Hause office 
buildings, to meet grade changes proposed for a few key personnel 
in the permanent organization. Members of the Subcommittee in 
charge are well acquainted with the general duties and work of a 
number of the key personnel in the Architect’s organization and feel 
that some grade adjustments are in order. 

No funds were requested or included in the bill for the extension of 
the east front of the Capitol. The Committee is advised that pre- 
liminary plans and estimates for this project are still in the course of 
development and when completed will be presented to the Commission 
on the Extension of the Capitol for consideration and action. 

For the additional House Office Building program, the bill includes 
$7,500,000, the budget estimate. The project geiicrally is proceedin 
under indefinite contract authority previously granted. ‘The sum o 
$15,000,000 has heretofore been appropriated for the project. The 
general dimensions of the entire program, its status at this time, and 
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information as to work yet to be done, together with a tabulation of 
the financial aspects are set forth briefly on Say 44 and 45 and in 
substantial detail on pages 83 through 96 of the hearings. 


Boranic GARDEN 


The Committee recommends the budget request of $275,500 for 
ordinary operating expenses of the Botanic Garden. No additional 
personnel are involved. The increase over 1957 is entirely for manda- 
tory cost items. 

The Committee has not included the budget item of $587,000 for 
relocating greenhouses of the Botanic Garden from their present 
location here on Capitol Hill to the Poplar Point nursery adjacent to 
the South Capitol Street bridge. The estimate was submitted in 
pursuance of Public Law 1005 of the 84th Congress. The present 
greenhouses are about 75 years old and are in an extremely poor 
state of disrepair despite alterations, repairs, and remodeling over 
the years. Something probably should be done about them but the 
Committee is not convinced that the most desirable solution is to 
erect new greenhouses at the Poplar Point nursery. The general 
character of the National Arboretum under the Department of 
Agriculture, located here in the District of Columbia, is somewhat 
akin to the basic purposes served by these greenhouses. It is the 
suggestion of the Committee that the possibility of locating necessary 
greenhouses at the National Arboretum to replace the present dilapi- 
dated structures be fully explored. It is possible that this would be 
practicable and desirable, as well as economical, since it would con- 
centrate in one place two activities somewhat related in basic char- 
acter. 

LIBRARY OF CONGRESS 


For the Library of Congress, including the Copyright Office, the 
Legislative Reference Service, production and distribution of catalog 
cards, and the books for the blind program, the Committee recom- 
mends a total of $11,647,500, a reduction of $119,263 from budget 
estimates of $11,766,763, and $1,009,892 above current appropria- 
tions of $10,637,608. In summary, the increase above 1957 is ac- 
counted for approximately as follows: $700,693 for such items as re- 
tirement fund contributions, within-grade promotions, pay in excess 
of 52-week base, life insurance contributions, and grade reclassifica- 
tions; $97,231 for other increased operating costs, including price in- 
creases on materials acquired, expansion of the books for the blind 
program, etc.; deletion of $1,350 for replacement of one automobile; 
and $213,318 for additional positions in the basic operations of the 
Library, the Legislative Reference Service, the division preparing and 
selling catalog cards, and the division which administers the books for 
the blind program. 

The basic general operating appropriation for the Library of Con- 
gress is entitled “Salaries and expenses,” and for this item the budget 
request was $5,914,565. The Committee recommends $5,875,000, a 
reduction of $39,565, but an increase of $564,407 above 1957. Most 
of the increase allowed is for mandatory items such as retirement fund 
contributions, within-grade promotions, and the like, but the budget 
also requested 46 additional positions at a cost of $188,545. The 








LEGISLATIVE BRANCH APPROPRIATIONS,. 1958 7 


Committee has imposed a general reduction of $39,565 against the 
total as a small but needed contribution to economy in expenditures, 

The Library of Congress is generally conceded to be the largest 
Library in the world and the richest in resources. It is important to 
the proper functioning of the Congress and the executive branch 
generally, in addition to being a great national repository of priceless 
material and information. It has substantial and direct national 
defense aspects as evidenced by the fact that the Department of 
Defense currently is allocating over $3 million a year to the Library 
for special studies and analyses using materials and skills found in 
the Library. The usefulness of the Library is something less than 
optimum unless iis vast collections and current acquisitions are prop- 
erly and fairly promptly sorted, organized, indexed, and otherwise 
made ready for expeditious reference and use. There has been for 
some years a chronic backlog condition existing with result that 
services have been somewhat less than optimum, generally speaking. 
In the past ten years, the collections of the Library have increased 
about 67 percent, while the basic Library staff has increased less 
than 5 percent in the same period. It is for these reasons that the 
Committee feels justified in allowing most of the funds requested 
for additional personnel, including specifically the seven additional 
requested for the law library which is likewise hampered by lack of 
adequate staff. 

For the Copyright Office the sum of $1,390,000, a general reduction 
of $8,471, is recommended. No additional personnel were requested 
or allowed. The increase above 1957 is occasioned by various and 
sundry mandatory cost items similar to those found elsewhere through- 
out the bill. The aggregate of copyright fees deposited in the Treas- 
ury and estimated value of copyright deposits which add to the 
Library’s collections, continue to exceed the amount of the appro- 
priation. 

For the Legislative Reference Service, the Committee recommends 
$1,200,000, a general reduction of $14,742 below the request, but 
$132,613 above 1957. With the sum recommended, the Service will 
be able to meet all mandatory costs—which account for a majority 
of the increase—and add a few positions to keep up with the work- 
load which is increasing. 

For the catalog card production and distribution program, 
$1,620,000, a reduction of $8,485 below the estimate, but $132,900 
above 1957, isrecommended. Provision is made for the several manda- 
tory items; within the amount recommended, it will be possible to 
add a few clerical-type personnel to more fully and adequately develop 
the National Union Catalog, an invaluable library tool which identi- 
fies the location of thousands upon thousands of individual library 
holdings in other libraries cooperating in the project. It is pertinent 
to note that a substantial portion of this operation is revenue-produc- 
ing, deposits in the current fiscal year being estimated at $1,455,000 
from sale of cards. The basic catalog card operation is essential to 
proper functioning of Library services. 

The appropriation entitled “General Increase of the Library,” 
which is the procurement appropriation for general acquisitions, is 
included in the bill at $320,000, a reduction of $40,000 below the esti- 
mate but $20,000 above 1957. The Committee has denied the $25,000 
requested for acquisition by air mail of selected foreign newspapers 
and periodicals, it being of the opinion that the demand or necessity 
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for such expeditious handling does not warrant the expenditure at 
this time. The Committee has also denied an item of $15,000 
requested to increase the acquisition of important materials from what 
are termed critical areas. From the explanation given, it appears 
that if this item is especially important, the Library can make suitable 
arrangements through other channels. ‘The Committee has allowed 
items aggregating $20,000 for general price increases of Library 
materials, and for microfilming an additional volume of materials now 
held in the Library as a means of both preserving the holdings and 
saving substantial shelf space. 

For the very wortliy program of books for the blind the Committee 
has approved the budget estimate of $1,125,000, the full amount cur- 
rently authorized. This is the first year the appropriation has reached 
the limit of the basic authorization. Provision is made for acquisition 
of additional books and reproduction machines, which are loaned to 
the blind, and for necessary operating expenses. ‘The Committee was 
advised that out of a total of some 320,000 blind in the United States, 
there are now approximately 60,000 asking for this service. 


GOVERNMENT PRINTING OFFICE 


For congressional printing and binding the bill includes $10,000,000, 
the budget estimate. This compares with the current appropriation 
of $9,200,000 which may not be sufficient to cover all requirements 
for 1957. Printing and binding for the two Houses of Congress is 
performed under various provisions of law. Most of it is wholly 
insusceptible of accurate forecast as to volume. Such major items as 
the daily and permanent Congressional Record, numbers of bills 
introduced, number and length of hearings, etc., may and do vary 
widely from day to day and year to year. The result is that neither 
the Printing Office nor the Committee can adequately judge financial 
requirements in advance. For this reason, the Committee has adopted 
language providing that if requirements in a given fiscal year exceed 
the amount appropriated, the difference can, if necessary, be charged 
against the pabseenent year’s appropriation. This will permit orderly 
financing arrangements pending opportunity of the Public Printer to 
present the full facts in the situation to the Committee. 

The Committee is again gratified to note the report of the Public 
Printer on efforts being made to inject further efficiency and economy 
in operation of the printing establishment. He reports the total num- 
ber of employees as 6,294 on April 1, 1957 as compared to 7,399 in 
April, 1953. 

For the Office of the Superintendent of Documents, the Com- 
mittee recommends $3,175,000 which compares with the estimate of 
$3,181,900. The amount allowed is $184,600 above the 1957 ap- 
propriation to cover mandatory items such as retirement contribu- 
tions and within-grade salary advancements and miscellaneous operat- 
ing expenses associated with an increasing volume of business handled 
by the office. No additional employees are involved. The principal 
function, and the only one that produces revenue, is the sale of gov- 
ernment publications which are running approximately 11% ahead of 
the volume of last year. According to the testimony, it is expected 
that returns to the Treasury from sales operations in the current 
fiscal year will amount to about $2,700,000. 
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LIMITATIONS AND LEGISLATIVE PROVISIONS 


The following limitations and legislative provisions not heretofore 
carried are included in the bill: 
On page 3, lines 17 and 18: 


to be equally divided, so long as the two positions are held 
by the present incumbents. 


On page 5, line 12: 


Provided, That, notwithstanding the provisions of section 401 
of the Civil Service Retirement Act Amendments of 1956 (Public 

w 854), the Clerk of the House is hereafter authorized to pay, 
from the contingent fund of the House, with respect to all officers 
and employees of the House who are covered by such Act, the 
amounts, which, under the terms of such section 401, otherwise 
would be contributed from the appropriations or funds specified 
therein. As used in this paragraph the term “officers and 
employees of the House” means employees in the legislative 
branch whose salaries, wages, or other compensation are dis- 
bursed by the Clerk of the House of Representatives. 


On page 12 in line 16 (new matter in italics): 
and $16,000 per annum, respectively, 
On page 20, line 15: 
Provided further, That this appropriation shall be available for 


the payment of obligations incurred under the appropriations 
for similar purposes for preceding fiscal years. 
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85TH CoNnGRESS HOUSE OF REPRESENTATIVES Report 
1st Session No. 456 





AUTHORIZING THE COMMITTEE ON INTERSTATE AND 
FOREIGN COMMERCE TO EMPLOY TWO ADDITIONAL 
EMPLOYEES 


May 16, 1957.—Ordered to be printed 


Mr. Friepet, from the Committee on House Administration, sub- 
mitted the following 


REPORT 


[To accompany H. Res. 239] 


The Committee on House Administration, to whom was referred 
House Resolution 239 having considered the same, report favorably 
thereon with an amendment and recommend that the resolution, as 
amended, do pass. 

The amendment is as follows: 

Line 4, strike out “to be paid from the contingent fund of the 
House’”’. 
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1st Session No. 457 





AMENDING THE LEGISLATIVE APPROPRIATION ACT, 
1955, WITH REFERENCE TO OFFICIAL OFFICE  EX- 
PENSES OF MEMBERS OF CONGRESS 


May 16, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. FrrepeEt, from the Committee on House Administration, 
submitted the following 


REPORT 


[To accompany H. R. 790] 


The Committee on House Administration, to whom was referred 
the bill, H. R. 790, having considered the same, report favorably 
thereon with amendments and recommend that the bill as amended 
do pass. 

The amendments are as follows: 

Strike out all after the enacting c’ause and insert: 

That the nineteenth paragraph under the subheading “Contingent Expenses of 
the House’ under the heading “HOUSE OF REPRESENTATIVES” in the 
Legislative Appropriation Act, 1955 (2 U. S. C., sec. 122a; Public Law 470, 
Eighty-third Tcsanniel, is amended to read as follows: 

“The Clerk of the House is authorized and directed to reimburse each Member 
from the contingent fund in an amount not to exceed $150 quarterly, upon 


certification of a Member, for official office expenses incurred outside the District 
of Columbia.” 


Amend the title so as to read: 


“A bill to amend the Legislative Appropriation Act, 1955, with reference to 
official office expenses of Members of Congress.” 


STATEMENT 


The existing law authorizes Members of the House of Representa- 
tives to be reimbursed for official office expenses incurred in their 
Congressional districts in an amount not to exceed $150 quarterly. A 
good many Members of Congress occupy offices not located within 
their districts. For example, in the larger cities where two or more 
Congressional districts may be encompassed in a single metropolitan 
area, the several Members may occupy offices in the same Federal 
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2 LEGISLATIVE APPROPRIATION ACT 


building which, actually, would not be located within the boundaries 
of their respective districts. Technically, under existing law, only 
the Member who. occupies the office physically situated in his district 
is entitled to district office expenses, the others being precluded from 
reimbursement of their official office expenses on the basis that their 
office expenses were not incurred in their districts. 

The proposed legislation would correct this situation by authorizing 
Members of the House, upon proper certification, to be reimbursed for 
any Official office expenses, in an amount not to exceed $150 quarterly, 
incurred outside the District of Columbia. 


CHANGES IN Existing LAw 


In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


NINETEENTH ParaGrapH UNDER THE Heapina ‘CONTINGENT 
Expenses oF THE House” oF THE LEGISLATIVE APPROPRIATION 
Act, 1955 (Pusiic Law 470, 83p Conga.) 


The Clerk of the House is authorized and directed to reimburse 
each Member from the contingent fund in an amount not to exceed 
$150 quarterly, upon certification of the Member, for official office 
expenses incurred [in his Congressional district] outside of the District 


of Columbia. 


O 
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EXTENDING THE LIFE OF THE COMMISSION FOR A 
NATIONAL CULTURAL CENTER 





May 16, 1957,—Ordered to be printed 


Mr. Morrison, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 


[To accompany H. R. 4813] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H. R. 4813) to 
extend the life of the District of Columbia Auditorium Commission, 
and for other purposes, having met, after full and free conference, 
have agreed to recommend and do recommend to their respective 
Houses as follows: 

That the House recede from its disagreement to the amendment of 
the Senate to the text of the bill and agree to the same with an amend- 
ment as follows: 

In lieu of the matter proposed to be inserted by the Senate amend- 
ment insert the following: That the Act entitled “An Act creating a 
Federal commission to formulate plans for the construction in the Dis- 
trict of Columbia of a civic auditorium, including an Inaugural Hall of 
Presidents and a music, fine arts, and mass communications center’, 
approved July 1, 1955, as amended, is amended— 

(1) by striking out in subsection (a) of the first section of such 
Act “District of Columbia Auditorium Commission” and inserting 
in lieu thereof the following: ‘‘Commission for a National Cultural 
Center’’; 

(2) by striking out in subsection (a) of the first section of such 
Act “national civie auditorium” and inserting in liew thereof: 
‘“‘national cultural center’; 

(3) by adding at the end of the first section of such Act the follow- 
ing new subsections: 

“(f) The Commission shall continue in existence until the construc- 


tion of the national cultural center referred to in subsection (a) of this 
section has been completed, 
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2 EXTEND COMMISSION FOR NATIONAL CULTURAL CENTER 


“(g) The Commission is authorized to sell (1) copies of the report and 
recommendations which it made to the President and to the Congress 
pursuant to the provisions of subsection (c) (4) of this section, and (2) 
any other publications which it might prepare in carrying out its duties 
under this Act. Any receipts from the sale of any copies of such report, 
recommendations, and other publications by the Commission shall be 
deposited in the Treasury of the United States and credited to the current 
appropriation available for salaries and expenses of the Commission.” 

Sec. 2. Such Act is further amended by redesignating section 3 as 
section 4, and by inserting after section 2 a new section as follows: 

“Sze. 3. The Administrator of General Services shall (1) acquire by 
purchase, condemnation, gift, or otherwise, the land and any wmprove- 
ments thereon situated in that area of the District of Columbia commonly 
referred to as ‘Foggy Bottom—South’, and more particularly described 
in the report submitted by the Commission to the President and to the 
Congress on January 31, 1957, and (2) make such area available to the 
Commission as a site for the construction of the national cultural center 
as provided in subsection (a) of the first section of this Act. Any right, 
title, or interest in and to any land or improvements thereon situated in 
such area which is held by any agency of the Government, other than the 
General Services Administration, shall be transferred without reimburse- 
ment or other monetary consideration by such agency to the Administrator 
of General Services for use in accordance with clause (2) of the preceding 
sentence.” 

And the Senate agree to the same. 

That the House recede from its disagreement to the amendment 
of the Senate to the title of the bill, and agree to the same. 


Jim Morrison, 

ABRAHAM J. MULTER, 

Kataryn E, GRANAHAN, 

Carrot, D. Kearns, 
Managers on the Part of the House. 

Warne Morsgz, 

Josep S. CiarK, 

Cuirrorp P. Cass, 
Managers on the Part of the Senate. 
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STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendment of the Senate 
to the bill (H. R. 4813) to extend the life of the District of Columbia 
Auditorium Commission, and for other purposes, submit the following 
statement in explanation of the effect of the action agreed upon by the 

conferees and recommended in the accompanying conference report: 

The Senate amendment struck out all of the House bill after the 
enacting clause and inserted a substitute. The differences between 
the House bill and the conference substitute are noted in the following 
statement except for one minor clerical amendment, 


NAME CHANGE 


Paragraph (2) of the Senate amendment changed the name of the 
“national civic auditorium” in the act of July 1, 1955, to the “national 
cultural center.”” The House bill contained no such provision. 

The conference agreement incorporates the Senate amendment 
without change. 

Paragraph (3) of the House bill extended the life of the Commission 
for a National Cultural Center until the completion of the construction 
of the civic auditorium. 

The Senate amendment is identical with the exception that the 
“civic auditorium” referred to in the House bill was designated in the 
Senate bill as the “national cultural center.” 

The conference agreement incorporates the Senate amendment 
without change. 

SITE ACQUISITION 


The House bill amended the act of July 1, 1955, to provide that the 
Commission should select and recommend a suitable site for the na- 
tional civic auditorium. 

The Senate amendment provided that the Commission should 
select and acquire, by means of purchase, condemnation, gift, transfer, 
or otherwise, a suitable site in the District of Columbia for the na- 
tional cultural center. 

The conference agreement amends the act of July 1, 1955, by re- 
designating section 3 of such act as section 4, and by inserting after 
section 2 of such act a new section 3 which provides that the Adminis- 
trator of General Services shall acquire by purchase, condemnation, 

ift, or otherwise the land and any improvements thereon in the 
District of Columbia commonly referred to as “Foggy Bottom— 
South,” more particularly described in the report submitted by the 
Commission to Congress on January 31, 1957. The Administrator 
of General Services is required to make the area available to the Com- 
mission as the site for the construction of the national cultural center, 
and requires any agency of the Government holding any right, title, 
or interest in the property, other than the General Services Adminis- 
tration, to transfer it without reimbursement or other monetary con- 
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4 EXTEND COMMISSION FOR NATIONAL CULTURAL CENTER 


sideration to the Administrator of General Services to be used for the 
purpose of making it available to the Commission for the site of the 
national cultural center. 


SALE OF REPORTS 


The Senate amendment amended the first section of the act of 
July 1, 1955, by adding a new subsection (g) which authorized the 
Commission to sell copies of the report and recommendations made 
by it to the President and Congress in accordance with subsection (c) 
(4) of the first section of such act of July 1, 1955, and any other pub- 
lications which it might prepare in carrying out its duties under that 
act. Such amendment further provided that the receipts from the 
sale of such reports, recommendations, and other publications were 
to be deposited by the Commission in the Treasury of the United 
States, and credited to the current appropriation available for the 
salaries and expenses of the Commission. 

The House bill contained no such provision. 

The conference agreement incorporates the Senate amendment 
without change. 

TITLE 


The Senate amendment amended the title of the House bill to make 
it conform more accurately to the Senate amendment. 
The conference agreement incorporates the Senate amendment to 
the title without change. 
Jim Morrison, 
ABRAHAM J. MouLrTEr, 
Karuryn E. GranaAnAN, 
Carrot D. Kearns, 
Managers on the Part of the House. 


O 








85TH CoNGRESS HOUSE OF REPRESENTATIVES Reporr 
1st Session No. 459 





CONSIDERATION OF H. R. 2 





May 16, 1957.—Referred to the House Calendar and ordered to be printed 





Mr. MappeEn, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 254] 


The Committee on Rules, having had under consideration House 
Resolution 254, reports the same to the House with the recommenda- 
tion that the resolution do pass. 
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CONSIDERATION OF H. R. 985 
May 16, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Samira of Virginia, from the Committee on Rules, submitted the 
following 


REPORT 
[To accompany H. Res. 255] 
The Committee on Rules, having had under consideration House 


Resolution 255, reports the same to the House with the recom- 
mendation that the resolution do pass, 
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CONSIDERATION OF H. R. 6548 





May 16, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. THornBERRY, from the Committee on Rules, submitted the 
following 


REPORT 
[To accompany H., Res. 256] 


The Committee on Rules, having had under consideration House 
Resolution 256, reports the same to the House with the recommenda- 
tion that the resolution do pass, 
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CONSIDERATION OF H. R. 7143 


May 16, 1957.—Referred to the House Calendar and ordered to be printed 





Mr. Tuornperry, from the Committee on Rules, submitted the 
following 


REPORT 


(To accompany H. Res. 257] 


The Committee on Rules, having had under consideration House 
Resolution 257, reports the same to the House with the recommenda- 
tion that the resolution do pass. 
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400TH ANNIVERSARY OF SETTLEMENT IN FLORIDA 


May 20, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Frazier, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. Con. Res. 117] 


The Committee on the Judiciary, to whom was referred the resolu- 
tion (H. Con. Res. 117) to commemorate the quadricentennial anni- 
versary of the establishment of the first settlement in Florida, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


PURPOSE 


The purpose of the proposed resolution is to commemorate the 
quadricentennial anniversary of the establishment of the first settle- 
ment in Florida, and to express the desire of Congress to join the 
people of Florida in this celebration. 


STATEMENT 


On August 15, 1559, Don Tristan de Luna and a company of 
Spanish colonists landed at the site of the city of Pensacola. August 
15, 1959, will mark the 400th anniversary of that landing which was 
the first recorded attempt to establish a European settlement on what 
is now the continental United States. 

This occasion will be marked by a celebration emphasizing the ties 
of friendship and heritage between the nations of the Western 
Hemisphere. 

The committee fully supports this worthy purpose and believes it 
appropriate that Congress join the people of Florida in this historic 
occasion. 

It is recommended, therefore, that House Concurrent Resolution 
117 receive the favorable consideration of the House. 
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85TH CoNnGRESS HOUSE OF REPRESENTATIVES | Report 
1st Session No. 465 


DR ——____ 


INSPECTION OF POULTRY AND POULTRY PRODUCTS 





May 20, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cootzy, from the Committee on Agriculture, submitted the 
following 


REPORT 


[To accompany H. R. 6814] 


The Committee on Agriculture, to whom was referred the bill 
(H. R. 6814) to provide for the compulsory inspection by the United 
States Department of Agriculture of poultry and poultry products, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 


GENERAL STATEMENT 


The purpose of this bill is to establish a system of compulsory 
inspection by the Federal Government of poultry and poultry prod- 
in interstate commerce and in major intrastate consuming areas of 
such size and consequence as to necessarily effect interstate commerce. 
Such inspection would be rounded out by requirements as to the 
maintenance of sanitary facilities and practices and as to correct and 
informative labeling of products. 

The bill does not regulate in any manner the handling, shipment, 
or sale of live poultry. It does not apply to poultry processors not 
engaged in interstate commerce unless the processor operates or 
markets within an area designated by the Secretary under section 4. 
The bill does not apply in any manner to the processing or sale of 
eggs or egg products or game birds. Specific exemptions are provided 
for producers who process their own poultry and sell it direct to house- 
hold consumers. In addition, the bill authorizes the Secretary to 
grant exemptions under certain circumstances to retailers, processors 
within designated urban areas, and poultry processed in accordance 
with religious dietary laws. 

HEARINGS 


Hearings on this legislation were started in the 84th Congress by 
the Poultry and Egg Subcommittee of this committee. They were 
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2 INSPECTION OF POULTRY AND POULTRY PRODUCTS 


resumed by the same subcommittee in March of this year at which 
time more than 70 witnesses presented testimony or statements on 
this matter. Bills under consideration were H. R. 12 and H. R. 5398 
by Mrs. Sullivan, H. R. 377 and H. R. 5489 by Mr. Polk, H. R. 514 
by Mr. Abernethy, H. R. 767 by Mr. McIntire, H. R. 899 by Mr. 
Price, H. R. 1964 by Mr. Miller, H. R. 3052 by Mr. Hoeven, H. R. 
4357 and H. R. 5403 by Mr. Anfuso, and H. R. 5463 by Mr. Elliott. 
During the course of the hearings, testimony was presented by 34 
groups representing some part of the poultry industry, 16 health 
officers or other representatives of States and cities, 12 representatives 
of labor unions and professional groups or societies, 6 general consumer 
organizations, and all the major farm organizations. Without excep- 
tion, all the witnesses expressed themselves in favor of some type of 
compulsory poultry inspection. Both the Department of Agriculture 
and the Department of Health, Education, and Welfare appeared in 
favor of the legislation. There was no general agreement on details 
but there was virtually unanimous agreement with the major objec- 
tives of the proposed legislation. 

At the conclusion of the hearings the subcommittee drafted a clean 
bill which was introduced by the subcommittee chairman and is 
favorably reported herewith without amendment. Following is a 
section-by-section statement of the major provisions in the bill. 


Section By Section EXPLANATION OF THE BILL 
SHORT TITLE 
Section 1 provides a short title ‘Poultry Products Inspection Act.” 
LEGISLATIVE FINDINGS 


Section 2 contains legislative findings as to the necessity of the 
inspection and regulation provided by the act to protect interstate 
and foreign commerce in poultry and poultry products and authorizes 
the Secretary of Agriculture to designate “major consuming areas” 
which shall be within the purview of this statute. 


DECLARATION OF POLICY 


Section 3 declares the congressional policy to provide inspection of 
poultry and poultry products to prevent the movement in interstate 
or foreign commerce or designated ‘‘major consuming areas” of 
unwholesome or adulterated poultry products. 


DESIGNATION OF MAJOR CONSUMING AREAS FOR REGULATION 


Section 4 authorizes the Secretary of Agriculture, after a public 
hearing called upon the application of any appropriate State or local 
official or of any appropriate poultry industry group, to designate 
major consuming areas where poultry or poultry products are mar- 
keted in such volume as to affect, burden, or obstruct the movement 
of inspected poultry products in interstate or foreign commerce. 
Designation would be made by notice in the Federal Register, specify- 
ing an effective date not less than 6 months after such notice. The 
Secretary of Agriculture under this section has full discretion in 
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determining whether a yr consuming area shall be designated, 
taking into consideration the views, evidence, and other data sub- 
mitted at the hearing and such other information as may be available 
to him. 


ANTE MORTEM AND POST MORTEM INSPECTION AND REINSPECTION 


Section 5 (a) requires ante mortem inspection where and to the ex- 
tent the Secretary deems necessary. Section 5 (b) requires a post 
mortem inspection of each carcass processed in “official eatablieh- 
ments,” those plants processing poultry or poultry products for inter- 
state or foreign commerce or in or for major consuming areas desig- 
nated under section 4. The Secretary is required to cause to be made 
some form of examination of the carcass of each bird processed in an 
“official establishment.” The committee received testimony to the 
effect that scientific and technical knowledge presently applied to 
poultry processing techniques requires some form of examination of 
each carcass. The Department of Agriculture advises that the 
carcass of each bird processed is examined under the voluntery in- 
spection program now in effect. The committee in placing this re- 
quirement in the bill does so with the direction to the Secretary that 
he shall at all times provide sufficient inspectors and employ such 
procedures as will not slow down processing operations in the plants 
being inspected. This subsection also authorizes reinspection when 
necessary to determine that wholesomeness has been maintained 
and quarantine of diseased or contaminated poultry or poultry prod- 
ucts to prevent the contamination of healthy poultry or wholesome 
poultry products, 


CONDEMNATION, REPROCESSING, REFUSAL OF INSPECTION 


Section 5 (c) requires that poultry products and parts thereof found 
upon inspection to be unwholesome or adulterated are to be condemned 
and destroyed for human-food purposes under supervision of an in- 
spector, unless they are reprocessed under such supervision so as to be 
not unwholesome or adulterated and thereafter pass inspection. Pro- 
vision is made for appeal from condemnation. Section 5 (d) directs 
the Secretary to refuse to render inspection to any establishment not 
meeting the sanitary requirements of section 6. 


SANITARY REGULATIONS 


Section 6 requires that official establishments shall have premises, 
facilities, and equipment meeting sanitary standards, and be operated 
in accordance with sanitary practices required by regulations of the 
Secretary for the purposes of the act. It will be the duty of the in- 
spection service to enforce these regulations and inspection services 
will be refused establishments failing to meet the requirements of this 
section. The committee recognizes that regultaions to carry out the 
purpose of this section, while imposing a uniform standard of assuring 
the processing of a wholesome product, may impose varying require- 
ments on different types of processing operations. For example, a 
small producer-processor whose product moves immediately to another 
processing plant or to market after slaughter and evisceration, might 
not be required to have the elaborate refrigeration facilities required in 
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4 INSPECTION OF POULTRY AND POULTRY PRODUCTS 


a large plant where poultry products are to be stored for some period 
of time. 


LABELING REQUIREMENTS 


Section 7 (a) requires shipping containers of poultry products 
inspected and found wholesome under the act to be labeled with the 
official inspection mark and the plant number of the processing plant. 
Each immediate container is required to bear, in addition to the 
material required on the shipping container, the name of the product, 
a statement of ingredients if fabricated from two or more ingredients, 
a statement of any artificial flavoring, artificial coloring, or chemical 
preservative it bears or contains, the quantity, and the name and 
address of either the processing plant or the distributor. 


FALSE OR MISLEADING LABELING 


Section 7 (b) prohibits false or misleading labeling. Subject to 
administrative and court appeal, the Secretary may direct the modifi- 
cation of any label so that it wiil not be false or misleading. The 
Secretary has the same authority with respect to established trade 
name or names which are usual to such products as he presently has 
with respect to red meats under the Meat Inspection Act. 


PROHIBITED ACTS 
Section 8 prohibits— 

(a) the processing, sale or offering for sale, introduction, de- 
livery for introduction, transportation, or receiving for trans- 
portation, in interstate or foreign commerce or in a designated 
major consuming area, of any poultry product not inspected and 
labeled in accordance with the act; 

(6) the sale of or other disposition for human food of any 
poultry or poultry product found unwholesome or adulterated 
under the act; 

(c) forgery and similar specified actions with respect to inspec- 
tion certificates, marks, and devices, and misrepresentation of 
products as inspected; 

(d) using in interstate or foreign commerce ‘or in “designated” 
major consuming areas of false or misleading labeling; 

(e) improper use of containers bearing official inspection marks; 

(f) refusal to permit access at reasonable times to establish- 
ments processing poultry or poultry products for interstate or 
foreign commerce, or in or for “designated” major consuming 
areas; 

(q) "refusal to permit access to and copying of records as re- 
quired by section 10. 

(hk) improper use, or revealing of, information acquired under 
authority of the act concerning trade secrets; 

(i) delivering, receiving, transporting, selling, or offering for 
sale or transport, in interstate or foreign commerce or “‘desig- 
nated” major consuming areas, poultry slaughtered for human 
food unless the blood, feathers, feet, head, and viscera have been 
removed in accordance with rules prescribed by the Secretary. 
Transport between official establishments or to foreign countries 
oe to rules prescribed by the Secretary would, however, 

e permitted, provided that poultry for export complies with the 
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laws of the importing country. This would specifically prohibit 
the movement of “New York dressed poultry” in commerce or in 
a designated major consuming area or from an official establish- 
ment, except between official establishments and under exemp- 
tions under section 4 as authorized by the Secretary. The 
committee realizes that this provision may cause some problems 
and that some exemptions may be necessary. In making any 
such exemptions the Secretary should take all reasonable pre- 
cautions to assure that only wholesome poultry or poultry prod- 
ucts are marketed. It is further pointed out that none of the 
provisions of this bill apply to a poultry producer or processor 
not engaged in interstate commerce and not within a major 
consuming area designated by the Secretary. 


COMPLETE COVERAGE OF “OFFICIAL ESTABLISHMENTS” 


Section 9 prohibits any establishment processing poultry or poultry 
products for interstate or foreign commerce or in or for a “designated” 
major consuming area from processing any poultry or poultry product 
except in compliance with the act. This would prohibit any such 
establishment from processing any poultry or poultry product without 
inspection. 

RECORDS 


Section 10 requires persons processing, transporting, shipping, or 
receiving poultry slaughtered for human consumption or poultry 
products in interstate or foreign commerce or in a “designated”? major 
consuming area, or holding products so received, to maintain records 
for a period of 2 years following such transactions, and to permit 
access to and copying of records, showing the movement in such 
commerce or area, or holding, of any such poultry or product and the 
quantity, shipper, and consignee thereof. 


INJUNCTIONS 


Section 11 provides for injunctions to restrain violations. 


PENALTIES 


Section 12 provides penalties for violation of sections 8, 9, 10, and 
17, with increased maximum penalties for second, third, and subse- 
quent offenses. The degree of proof with respect to violations subject 
to the penalties is the same as in the Meat Inspection Act and the 
Federal Food, Drug, and Cosmetic Act. It is a program for the pro- 
tection of the public health comparable to these two acts and, there- 
fore, knowledge or willfulness on the part of the person concerned in a 
violation is not an element of the violation and need not be established 
by the Government in enforcement proceedings. In exercising his 
discretion under section 13 with respect to the reporting of violations, 
however, it is expected that the Secretary will take into account 
evidence that the violation was unintentional. Common carriers are 
exempted from penalties of the act other than the penalties for viola- 
tion of section 10 (maintenance of records and availability thereof) 
with respect to their usual course of business as a carrier of slaughtered 
poultry or poultry products owned by another person unless they 
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have knowledge of facts indicating that the poultry or product was 
not inspected or marked as required by the act. 


REPORTING OF VIOLATIONS 


Section 13 provides that before institution of any criminal pro- 
ceeding, the accused shall be given an opportunity to present his views 
and gives the Secretary discretion to issue warnings or citations in 
lieu of reporting violations for the institution of criminal or injunction 
proceedings, if he believes that the public interest will be adequately 
protected and compliance obtained by such action. 


REGULATIONS 


Section 14 provides for regulations. 


EXEMPTIONS 


Section 15 authorizes the Secretary by regulation and under such 
conditions as he may prescribe to exempt, in certain circumstances, 
from specific provisions of the act—poultry producers, retail dealers, 
processing as required by recognized religious dietary laws, and 
instances where the Secretary determines that it would be imprac- 
ticable to provide inspection and the exemption will aid in the effective 
administration of the act, provided that such last exemption shall not 
be continued on and after July 1, 1960. 


VIOLATIONS BY EXEMPTED PERSONS 


Section 16 imposes penalties on persons exempt from other pro- 
visions of the act for selling for human consumption products which 
are know to be unwholesome, 


IMPORTS 


Section 17 (a) provides that slaughtered poultry, parts, and products 
for import must be wholesome, unadulterated, and comply with regu- 
lations of the Secretary to assure that they meet the standards pro- 
vided for in the act. After importation they are subject to the 
provisions of the Federal Food, Drug, and Cosmetic Act as well as 
this act. The Department contemplates issuing regulations similar 
to those for the importation of meat under the Imported Meat Act 
(19 U.S. C, 1306). 

Section 17 (b) authorizes the Secretary to make rules and regulations 
dealing with the destruction of slaughtered poultry, parts, and 
products which have been refused admission to this country, unless 
they be exported by the consignee within the time fixed by rules and 
regulations prescribed by the Secretary. 

Section 17 (c) provides that all costs, such as storage and cartage, 
shall be paid for by the owner or consignee of slaughtered poultry, 
parts, and products thereof refused admission under this section. 


EXEMPTION FROM FEDERAL FOOD, DRUG, AND COSMETIC ACT 


Section 18 (a) gives the Secretary of Agriculture exclusive jurisdic- 
tion over poultry and poultry products within the scope of this bill 
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and provides the same exemption for poultry and poultry products 
from the Federal Food, Drug, and Cosmetic Act as presently applies 
to red meats. 

COOPERATION WITH OTHER AGENCIES 


Section 18 (b) provides for cooperation between Federal and State 
agencies. 


INSPECTION COSTS 


Section 19 provides that the cost of inspection, except overtime, 
performed in official establishments shall be borne by the United 
States. Overtime may be paid to employees by the Secretary, but 
the Secretary will be reimbursed by thevestablishment in which the 
overtime occurred. This reimbursement shall be available to the 
Secretary without fiscal-year limitation to carry out the purposes of 
the section. This will provide continuity in the availability of funds 
to meet the overtime demands of industry at the beginning of the 
fiscal year. Appropriations for regular inspection will not be aug- 
mented by this provision. 


APPROPRIATIONS 


Section 20 authorizes appropriations necessary to carry out the act. 


SEPARABILITY 


Section 21 provides for separability in case any provision is held 
invalid. 
DEFINITIONS 


Section 22 defines terms used in the act. The definition of “poultry” 
in subsection (d) applies only to domesticated fowls and does not 
include game birds. The term “poultry product” as defined in sub- 
section (e) will prevent the movement of ‘‘New York dressed” poultry 
except as provided in section 8 (i) or under the exemptions authorized 
in section 4 and section 15. The definition of the terms ‘‘unwhole- 
some” and “adulterated” in subsections (g) and (h) cover all the 
points contained in the definition of “adulteration” in the Federal 
Food, Drug, and Cosmetic Act. The term “inspector” defined in 
subsection (i) includes not only Federal employees but also State 
employees or officials authorized, pursuant to an agreement between 
the Secretary and the appropriate State agency, to make inspections 
under this act. The term “inspection service” ts defined in subsection 
(k) to be the official service within the Department of Agriculture 
designated by the Secretary as having the responsibility for carrying 
out the provisions of this act. The committee feels that the Secretary 
of Agriculture is in the best position to determine, considering all 
relevant factors, which agency within his Department can better 
achieve the objectives of the act. 


EFFECTIVE DATE 


Section 23 makes the act effective upon enactment, but provides 
that no person shall be subject to the act prior to January 1, 1959, 
unless such person applies for and receives inspection under the act 
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after January 1, 1958. However, any person who applies for and 
receives inspection after January 1, 1958, shall be subject to all of 
the provisions of the act. In addition, the fact that this section 
prevents operation of the mandatory program until January 1, 1958, 
will give those processors who ae have to make adjustments in 
their operations an opportunity to obtain inspection at the same time 
and on an equal footing with processors who require no operating 
adjustments. 
Cost or THE PRoGRAM 


The Department of Agriculture has estimated the initial cost of 
the program provided by the bill as $4,750,000 for the fiscal year 
1958, and the cost for fiscal year 1959 as $7,750,000 to $10 million. 
The Department’s estimate is contained in the following excerpt from 
the Secretary’s letter of March 6, 1957. 


It is believed that the enactment of this proposed legisla- 
tion would result in a need for $7,750,000 on an annual basis 
during the first year and an annual appropriation of approxi- 
mately $10 million for each subsequent year. This amount 
would, of course, have to be increased to the extent that the 
act was applied to cities and areas as provided in section 4. 
A study would be made in the interim, before the legislation 
became fully effective, to serve as a basis for arriving at the 
cost of the program. 

The Department wishes to point out that the time schedule 
in the legislation as written and upon which the above esti- 
mates are based would require that all poultry-processing 
plants subject to the mandatory poultry inspection would be 
operating under the program by July 1, 1958. This period 
of time is, in our opinion, not sufficient to permit the industry 
and the Department of Agriculture to make the preparations 
and adjustments necessary to meet the mandatory require- 
ments that would be imposed by this legislation. For this 
reason, the Department urges that consideration be given to 
extending the final effective date of this legislation to July 
1, 1959. Should this modification be made, the estimated 
funds required for the first year would approximate $4,750,000 
on an annual basis, $7,750,000 for the second year, and $10 
million for the third year. 
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DISPOSITION OF SUNDRY PAPERS 





May 20, 1957.—Ordered to be printed 





Mrs. GREEN of Oregon, from the Joint Committee on Disposition of 
Executive Papers, submitted the following 


REPORT 


[Pursuant to 57 Stat. 380 and 59 Stat. 434] 


The joint select committee of the Senate and House of Representa- 
tives, appointed on the part of the Senate and House of Representa- 
tives and acting in compliance with the provisions of the act approved 
July 7, 1943 (57 Stat. 380), as amended by the act approved July 6, 
1945 (59 Stat. 434), respectfully reports to the Senate and House of 
Representatives that it has received and examined the report of the 
Archivist of the United States No. 57-10, dated May 2, 1957, to the 
85th Congress, Ist session, submitting the following lists or schedules 
covering records proposed for disposal by the Government agencies 
indicated: 


Job No, Agency by which submitted Job No, Agency by which submitted 
II-NN A-2267...| Department of the Navy. II-NN A-2436...| Department of Health, Educa- 
II-NN A-2333... Do. tion, and Welfare. 
II-NNA-2359... Do. II-NN A-2439__- |“ cane of the Air Force, 
II-NN A-2361... Do. II-NN A-2440... n 
Il-NN A-2366...| General Services Administration. || LI-NNA-2444_.-. 

II-N N A-2389...| Department of the Treasury. Il-NNA-2446... Genera Services Administration, 
II-N N A-2397...| Department of the Navy. IIl-NN A-2447... 

II-NN A-2429...| General Services Administration. |} II-NNA-2449_.. neil of the Air Force, 
II-NN A-2433_..| Department of the Air Force. II-NN A-2452...| Department of the Treasury. 
II-NN A-2435...| Department of State. IlI-N A V-236...| General Services Administration, 


Your committee reports that the records proposed for disposal in 
the said lists or schedules reported by the Archivist of the United 
States do not, or will not after the lapse of the period specified, have 
sufficient administrative, legal, research, or other value to warrant 
their continued preservation by the Government and recommends 
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that their disposal be accomplished subject to the proviso of section 6 
and the provisions of section 9 of the aforementioned act, as amended. 
Respectfully submitted to the Senate and House of Representatives, 
Evita GREEN, 
Rosert J. Corsert, 
Members on the Part of the House. 
Ourn D. JoxHNsToN, 
Frank CARLSON, 
Members on the Part of the Senate, 


O 
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AUTHORIZING THE PRINTING OF ADDITIONAL COPIES 
OF PART I OF THE HEARINGS ON THE DEPARTMENT 
OF DEFENSE APPROPRIATIONS FOR 1958 


May 21, 1957.—Ordered to be printed 





Mr. Jones of Missouri, from the Committee on House Administration, 
submitted the following 


REPORT 


[To accompany H. Con. Res. 174] 


The Committee on House Administration, to whom was referred 
House Concurrent Resolution 174, having considered the same, 
report favorably thereon without amendment and recommend that 
the concurrent resolution do pass. 

The cost of printing is estimated at $3,727.38. 


O 
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AUTHORIZING THE PRINTING OF ADDITIONAL COPIES 
OF HOUSE REPORT NO. 10, ENTITLED “UNITED STATES 
AID OPERATIONS IN IRAN” 


May 21, 1957.—Ordered to be printed 


Mr. Jonzs of Missouri, from the Committee on House Administration, 
submitted the following 


REPORT 
[To accompany H. Res. 229] 


The Committee on House Administration, to whom was referred 
House Resolution 229, having considered the same, report favorably 
thereon without amendment and recommend that the resolution 
do pass. 

O 
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AUTHORIZING THE PRINTING OF ADDITIONAL COPIES OF 


SENATE REPORT 139, ENTITLED “TECHNICAL ASSIST- 
ANCE” 


May 21, 1957.—Ordered to be printed 


Mr. Jones of Missouri, from the Committee on House Administration, 
submitted the following 


REPORT 


[To accompany S. Con. Res. 24] 


The Committee on House Administration, to whom was referred 
Senate concurrent resolution 24, having considered the same, report 
favorably thereon without amendment and recommend that the 
concurrent resolution do pass. 


The cost of printing is estimated at $3,718.41. 


O 
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FIXING THE RESPONSIBILITY OF CERTIFYING OFFICERS 
AND THE DISBURSING OFFICER OF THE LIBRARY OF 
CONGRESS 


May 21, 1957.—Ordered to be printed 


Mr. Jonzs of Missouri, from the Committee on House Administration, 
submitted the following 


REPORT 


[To accompany H., R. 7234] 


The Committee on House Administration, to whom was referred 
the bill (H. R. 7234) having considered the same, report favorably 
thereon without amendment and recommend that the bill do pass. 


PURPOSE OF THE LEGISLATION 


H. R. 7234 would fix the responsibility of certifying officers and the 
disbursing officer of the Library of Congress, and authorize the Comp- 
troller General to grant to certifying officers of the Library relief (in 
its discretion and under certain conditions) and advance decisions. 

It places certifying officers and the disbursing officer of the Library 
in the same position with regard to responsibility and the right to 
request relief and advance decisions as are certifying officers in the 
executive branch of the Government under the act of December 29, 
1941, upon which statute this legislation is generally patterned. 

The Librarian of Congress submitted the draft legislation to the 
Comptroller General, who approved it with a perfecting modification 
which was forthwith accepted by the Librarian. 

The kernel of the desirability for enactment of legislation of this 
kind, in any instance, is contained in the Comptroller General’s annual 
report for fiscal 1940, on page 63, as follows: 

* * * Also, it is considered desirable that, as between these 
two classes of officials, accounting responsibility in the case 
of improper expenditures be so divided and allocated as to 
provide the closest possible relationship between liability 
and fault. In other words, it is considered essential not 
only that the division of duty and responsibility be plainly 
and explicitly stated, but that the division be on such a 
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basis that the official who is in the best position to know the 
facts and the nature and validity of a given expenditure be 
held responsible for any improper payments made. 

Considering the vast Lain ber of payments which disbursing 
officers are required to make—particularly disbursing officers 
in the Division of Disbursement, Treasury Department, who 
are required to disburse for so many different departments 
and establishments—it is apparent that it is impossible for 
them to make a thorough and exhaustive examination re- 
specting each expenditure and that reliance must of necessity 
be placed upon the facts as shown on the vouchers and in 
the certificates made by the certifying officer. Accordingly, 
it is believed that the official who certifies to facts as shown 
on the vouchers and payrolls, who asserts that the amount 
claimed is due and payable, and who is presumed to know the 
facts and the terms of the appropriation proposed to be 
charged, should be required to assume greater responsibility 
in the case of an improper payment than the disbursing officer 
who makes the payment in reliance upon that certifica- 
a: = 


Your committee believes that the Government should no longer 
be without the bonding protection at the Library which it requires 
of other agencies certifying to the disbursement of Federal funds. 


O 
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DEPARTMENT OF DEFENSE APPROPRIATION BILL, 1958 


May 21, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Manon, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H. R. 7665] 


The Committee on Appropriations submits the following report in 
explanation of the accompanying bill (H. R. 7665) making appropria- 
tions for the Department of Defense for the fiscal year ending June 
30, 1958. 


APPROPRIATIONS AND ESTIMATES 


The estimates considered by the committee, based on the Budget, 
embrace the cost of all regular military functions for 1958 except 
construction and other public works, estimates for which are now 
pending. 

The following tabulation lists in summary form appropriations for 
fiscal year 1957, estimates for fiscal year 1958, and resultant committee 
action on the 1958 requests. 


92317—57——1 
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CoMMITTEE CONSIDERATIONS 


The Committee, during its consideration of the pending bill, has 
constantly kept in mind certain factors basic to a proper evaluation 
of defense requirements. Foremost of these is, of course, the nature 
and extent of the threat. Other factors, stemming from the primary 
factor, but not necessarily subordinate to it, are our present capa- 
bilities versus those of the U.S. S. R.; our projected capabilities versus 
those of the U. S. S. R.; probable type of war in which we would en- 
gage, should one be forced upon us; and, the effects on our economy of 
continued large expenditures for defense purposes. 


MILITARY THREAT 


The nature and extent of a military threat against the United States 
and its allies appears, in certain respects, to have somewhat abated. 
Intelligence information, never fully accurate or adequate, tends to 
reveal a somewhat lesser immediate capability or desire of. the 
U. S. S. R. to start what may well turn out to be a nuclear war. 
Recent disturbances in Hungary and reported minor disturbances in 
other satellite countries are weakening influences on Soviet capa- 
bilities. On the opposite side of the ledger, however, are the con- 
tinuing large Soviet military budgets, the lack of any perceptible 
change in previously established Soviet policy to dominate the world, 
the uncooperative attitude toward efforts of the free countries to 
resolve vexing world problems, and the intense desire of those pres- 
ently in power to continue in power, and whose overriding ambitions 
could conceivably, through miscalculation or hostile acts, plunge this 
country into war. 

Commenting on the threat to the security of the United States, 
Secretary Wilson had the following to say: 


Secretary Witson. My appraisal of it would be something 
like this: That the rise of militant communism has probably 
reached its peak; that there are millions and millions of 
people throughout the world who are coming to realize that 
communism is not the path to individual freedom and 
happiness and well-being, nor the road to security and 
prosperity for nations. However, the danger is still there, 
because the dictatorial, totalitarian-type government which 
exists in Russia has great military power, and there is some 
danger that in the effort to perpetuate their positions 
internally they might precipitate some external wars. So 
my overall appraisal is that the threat is still of a high order 
and about like it has been ever since World War II. My 
conception of it is that it is a very long political-social trend 
that has to run its course and during that time our country 
must maintain great military strength in order to be secure. 


EXISTING CAPABILITIES 
In testimony before the Committee in support of the adequacy of 
the fiscal year 1958 request Secretary Wilson stated that— 


We have now, and through this proposed budget will 
continue to have, the military power required for the support 
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of our foreign policy and for the security of the United States, 
as well as the sec urity of the free world as a whole. 


Admiral Radford echoed Secretary Wilson’s statement in the 
following comment: 


I feel that we have a Military Establishment today which 
is responsive to almost any situation that can be foresee n, 
and within a reasonable period of time we can take care of 
anything. And we are respected. Our power is respected. 


Following the above testimony, Air Force Major General J. B. 
Cary, Director of Plans, Deputy Chief of Staff, Operations, stated 
as follows: 


The United States can prevent this war so long as the 
Russians are convinced that a war would result in devasta- 
tion to the U.S.S. R. No nation will intentionally commit 
national suicide—even though it might, while dying, have 
won what might be called a victory. The Russians are now 
convinced that we can destroy them, and will remain con- 
vinced so long as we maintain a strong offensive air force—a 
force adequate in size and composition—a force which is pro- 
tected, and immediately ready, under any circumstances, to 
strike back in sufficient strength to destroy Soviet Russia. 


Again, General Cary speaking: 


It is not possible, of course, to say exactly what has influ- 
enced the Communists to do this or that. It is a fact, how- 
ever, that major war has not occurred even though the 
Soviets have continuously had the capability, in terms of 
quantity and quality of military forces, to take over vast 
areas of the free world. One major restraint surely has been 
our capability—which the United States has had continu- 
ously since World War II—to use our airpower to destroy 
Russia as a nation. 


The above quotations illustrate rather clearly the general thinking 
of our civilian and military leaders on the matter of current military 
capabilities of the United States. Then Secretary of the Air Force, 
Quarles, expressed a similar opinion. Other statements along the same 
general lines are contained in various parts of the printed hearings. 
The consensus seems to be that a powerful United States force is in 
being today. 

FUTURE CAPABILITIES 


As to relative capabilities of the United States and the U.S. 5S. R. 
three to ten years hence, a great deal has been stated and written. It 
is generally recognized that the Soviet Union is experiencing an indus- 
trial revolution. The effect of this revolution on its government, 
social structure, and international outlook three to ten years from 
now cannot be predicted. Advances in technology and industrial 
know- how are expected to continue. 

Admiral Radford aptly pointed up the situation in a speech de- 
livered on August 23, 1956, in Washington, D. C., at which time he 
made the following statement: 


Up to now, Communist nations have not been able to 
match the superiority of our airplanes, our pilots, our de- 
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signers, or our industry; nor have they been able to match 
the extent to which we employ them privately, commercially, 
or militarily. But because of the developments which I have 


described, I cannot guarantee that this will always be the 
case. 


reneral Twining, in discussing the Strategic Air Command, testi- 
fied as follows: 


Adding up the sum total of opposing strategic forces, the 
USAF is still considerably stronger than the Soviets. During 
the coming years, the Soviets are expected to build up at a 
faster rate than the United States and we estimate that they 
could cut our lead appreciably. 

However, the Soviets would appear to have a long way to 
go to ac hieve the operational know-how that exists in our 
Strategic Air Command today. 


The Soviet Union is closing the gap between the United States and 
Soviet military strength. The Soviets are concentrating on heavy 
industry and devoting a large part of their production to military 
items. The heavy long range jet bomber production program of the 
U.S. S. R., now somewhat smaller than ours, is increasing. Our 
present estimate of the quantity of Soviet heavy bomber production 
has hig en revised downward since we consider ed the Defense bill last 
year. Our estimates of our own B-52 bomber production have also 
bie n ‘adjusted downward this vear. 

A few comparative facts will be of interest. 

The Russian Army is three times the size of our own and while it 
does not represent a threat to the continental United States it repre- 
sents a threat to Western Europe and our troops who are stationed 
there. 

There is a popular belief that the Soviets have practically no Navy. 
That is not the fact, but it is true that our Navy is vastly superior in 
striking power except for submarines. It is significant, however, that 
there are a reported 1,650 active ships in the Soviet Navy contrasted 
with 983 in our Navy. It is even more significant that there are in 
excess of 450 submarines in the Soviet Navy as contrasted with 53 
in the German Navy when World War II began, and which threatened 
to become the decisive factor in that war. 

The Soviet jet fighter aircraft inventory is probably greater than 
our own and the rate of production of fighter aircraft in Russia is 
greater than our own. 

We have a bomber superiority in that we have a large number of 
operational medium jet bombers, the B—47’s, and refueling capabilities 
for our heavy and medium bombers. Our overseas bases are some- 
what vulnerable, of course, but they add greatly to our retaliatory 
capabilities. 

In the field of missiles we are in a nip and tuck race with Russia. 
We are no doubt ahead of the Soviets in the field of guided missiles 
generally. In the ballistic missile field we are probably behind the 
Soviet Union in progress made in the perfection of the Intermediate 
Range Ballistic Missile. In the Intercontinental Ballistic Missile area 
we are very probably ahead of the Soviets. As General Twining points 
out, we are no doubt ahead of the U.S. S. R. in the important field of 
operational know-how but it must be admitted that the Soviets are 
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making important progress in this area. All available information 
makes it clear that there is no room for complacency among out 
people in the consideration of our defense program. 

The fact is, we are approaching a period. of atomic plenty, and the 
capabilities for destruction, which exist in the hands of both the East 
and the West, are tremendous. This situation contributes to increas- 
ing vulnerability throughout the world. 


PROBABLE NATURE OF FUTURE WAR 


It was testified that our entire military strategy and organizational 
structure is geared to the use of atomic and nuclear weapons. These 
weapons would be used as demanded in a given situation. Secretary 
Wilson stated that— . 


* * * with the situation the world is in today, * * * an- 


other world war would inevitably be an atomic war, and that 
the big thing is to avoid any such catastrophe. 


While neither the Committee nor the Congress have jurisdiction 
over any possible use of atomic and nuclear weapons, the Committee 
has, of necessity, considered the effect that possible use of such weap- 
ons might have on our military posture and on the pending budget 
request for the Department. 


EFFECT ON ECONOMY 


There should be no disputing the elementary fact that excessive 
military expenditures would have serious weakening effects on our 
economy. The budgeted price for major security programs in fiscal 
year 1958 is 43.3 billions of dollars, or 60.3 percent of the budget. Of 
this amount 38 billion dollars is budgeted for the Department of 
Defense. This amount does not, of course, include subsequent added 
expenses of the government, such as interest on the public debt, retire- 
ment and other benefits the cost of which accrue in relation to the size 
of the defense budget and the size of our armed forces. The burden, 
as any burden which must be borne, is bearable. The American 
people have always been more than willing, and even anxious, to make 
sacrifices when security of the nation is involved. 

One of the real dangers of continued large expenditures, however, is 
inflation which dissipates the national wealth and the savings and 
insurance policies of millions of American people. The fact that our 
gross national product is continuing to increase is of limited consola- 
tion. Defense expenditures are continuing at approximately the same 
percentage of GNP. Moreover, Defense Department expenditures for 
1957, originally estimated at 36 billion dollars, are now expected to be 
near 38 billion dollars. The percentage of possible error in the 1958 
expenditure figure cannot be estimated, but it is doubtful that it will 
be less. 

The gross public debt, as of April 30, of something in excess of 
274 billion and the gradually increasing annual cost of interest, esti- 
mated at 7.4 billion for 1958, must give us concern. The increasing 
rates of interest on government securities, and the excess of redemp- 
tions over sales are matters of great seriousness to the Congress and 
the people. 
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Repvuctions IN BupGer 


It is to the above background of facts and conditions that the Com- 
mittee gave continued recognition in its consideration of the fiscal 
1958 requirements of the Department of Defense, excluding military 
construction. The inescapable conclusion, however, is that so long as 
present world conditions prevail, a defense program calling for high 
level expenditures, but without costly peaks and valleys, will have 
to be continued. 

The total amount of the estimate, $36,193,000,000, contained in the 
President’s Budget included $65,000,000 for military construction, 
Army and Navy reserve forces. This amount is deleted from the bill 
and comparative tabulations for the reason that the amount requested 
exceeded the still outstanding authority. It is understood that a bill 
to increase and extend this authority is now under consideration. 
The Committee will subsequently consider this item on the basis of 
authority made available. 

The Budget estimate, as indicated, in the preceding tabulation, is 
reduced by $2,586,775,000, and the recommended appropriation of 
$33,541,225,000 is $1,157,298,000 below the amount appropriated for 
1957. Of this total reduction in new obligational and expenditure 
authority, the amount of $1,996,775,000 represents a direct reduction 
in the defense budget, and $590,000,000 is a reduction in funds appro- 
priated in prior years, but currently available to the Department for 
obligation and expenditure under stock and industrial fund operations, 
This surplus cash is recommended for transfer to items of appropriation 
contained in the accompanying bill, and, accordingly, is added to the 
amount of $33,541,225,000, resulting in total obligational authority 
for items in the bill of $34,131,225,000, or a net reduction of $1,996,- 
775,000 in the budget estimates. 

Although the above amount of $590,000,000 is recommended for 
transfer to the regularly budgeted items which were considered by the 
Committee it should not be regarded as a “paper cut.” It is a reduc- 
tion in that amount in total obligational and expenditure authority 
requested by the Department for fiscal year 1958. In explanation, it 
should be stated that these funds, differing from directly appropriated 
funds only as to purpose and methods by which they are administered, 
are just as much a part of the Department’s financial resources as all 
other funds which, on the books of the Treasury, are credited to the 
Department of Defense. 

With respect to the direct reduction of $1,996,775,000 in the Budget 
request, two specific amounts, which are parts of this total, should be 
mentioned. 

The first is the reduction of $516,000,000 in the Army request for 
Procurement and Production. The President, in his recent message 
to the House of Representatives on possible reductions in the federal 
budget, suggested that this amount, which is estimated to remain 
unobligated as of June 30, 1958, could be considered for deletion. 
As of March 31, the amount available to the Army for Procurement 
and Production during 1957 is $3,421,366,000. Obligations against 
this amount through March 31 total $884,522,000. Fiscal year 1958 
obligations are estimated at $1.5 billion. This would indicate that 
the Army will not only have adequate financing for this item through 
fiscal year 1958, but that a sizeable unobligated balance will remain 
even with this large reduction in the budgeted amount of $583,000,000. 
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The second item is the amount of $126,741,000 which is deleted 
from the total request on the assumption that the Federal Republic 
of Germany will continue to render goods and services in the equivalent 
amount rendered during 1957. It is understood that negotiations on 
the extent of German Republic contributions are now in progress. 
The delay experienced in building up the military forces of the West 
German Republic necessitates continued heavy burdens in that area 
by our military. 

Certain items of reduction in requested new authority are based on 
additional recoupments, in both 1957 and 1958, resulting from price 
redeterminations and announced stretch-outs of certain programs. 
Increased unobligated balances over amounts estimated when the 
1957 bill was considered, and on the basis of which certain appropria- 
tions were recommended for 1957, made further reductions possible. 

In effecting these reductions, the Committee was particularly cau- 
tious in seeking not in the slightest to jeopardize the projected in- 
crease in military striking power, in particular, or the national security, 
in general. It is convinced that even when the more or less uncon- 
trollable cost increases of $576,000,000 in 1958 over 1957, subsequently 
shown, are included, the total of over $45 billion in carry-over and 
new obligational authority is fully adequate for continuation of the 
planned build-up of our defense establishment. 

More detailed explanations of reductions effected by the Committee 
are contained in following portions of the report covering the three 
Services and other activities of the Department. 


OBLIGATION SUMMARY 


The tabulation below shows in summary form, actual or estimated, 
the total funds available for obligation for fiscal years 1956, 1957, and 
recommended for 1958. Amounts for military public works are not 
included. 

{Millions of dollars] 





Unobli- Congres- | | 
gated New au- sional | Reim- Total | Obliga- 
Fiscal year carry- thority | transfers burse- available tions 
|} over! | | and re- ments | 
| seissions | 
adhe id eh ice meltieheie 11, 889 31, 893 | —766 | 4, 902 | 47,918 | 36, 000 
1957 (estim: en | 11, 536 34, 735 —47 | 2, 535 | 48, 759 38, 562 
1958 (estimated) ............... 10, 017 PPE Lexguccommeee | 1, 278 | 45, 426 | 39, 601 


1 Excludes expired balances. 
2 Includes $590,000,000 to be transferred from stock and industrial funds. 


The matter of large unobligated balances in the Department of 
Defense at the end of each fiscal year has been a subject of discussion 
and analysis during every hearing on the Department’s request for 
funds. Much has been said and written on the subject for many 
years, and in some instances, unfortunately, by individuals possessing 

no grasp of the subject. It is, admittedly, a difficult matter to explain 
to anyone not in constant touch with the workings of the Department 
of Defense. 

It must be borne in mind that procurement activities of the Depart- 
ment are, and must be, continuing in nature. The procurement of 
aircraft, ships, guided missiles, and hundreds of other major items of 
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equipment cannot, for reasons of efficiency and economy, take cogni- 
zance of or be limited to a specific period of time. 

The primary reason for large unobligated balances is the practice 
of full funding of programs. Committee actions on requests of 
the Department are taken on the basis of programs presented for 
approval and programs approved. Funds necessary to carry out the 
approved program are made available through the appropriation 
procedure. 

Although a program has been approved and funded for the procure- 
ment of a given number of certain aircraft, the entire number may not 
be contracted for at the same time, or even during the same fiscal 
year. The result is an unobligated balance as of June 30. Further, 
many components of all aircraft, especially the shorter leadtime items, 
are ordered on a time schedule so that delivery will be phased in as 
required for installation. 

A program is approved for the procurement of a specific number of 
a certain guided missile. Development and improvement of this 
missile is constantly going on. A sought-for solution to a technical 
problem may occur early in the fiscal year, justifying procurement of 
a certain number of missiles. Unforeseen technical difficulties may 
preclude the obligation of any appropriated funds by June 30. The 
result is an unobligated carry-over. Aside from this aspect, most 
missiles contain hundreds of components which must be placed on 
order at intervals as required for assembly. 

It takes several years to build a major combatant vessel. Although 
the full cost thereof is provided in appropriations, only the cost of the 
hull may be obligated during the first year. Propulsion equipment, 
armament, electronics, and subse quent costs for testing, etc., will not 
be obligated for until the following year or more. The result, again, 
unobligated balances. 

Delays encountered as a result of technical difficulties, preparation 
of specifications, protracted negotiations with contractors, etc., are 
also elements which create unobligated balances. The main con- 
sideration is the program. The fact that balances, representing a 
portion of funds appropriated for a program, are on hand as of June 
30 does not mean that the funds are not required to complete that 
program. 

Another point, generally overlooked, is the requirement of law that 
all obligations must be firm commitments of the government. 
Although a contract may have reached the signature stage and there 
is no question of its validation, it cannot be recorded as a valid obliga- 
tion until all legal requirements have been met. 

The military Services each year prepare analyses of their estimated 
unobligated balances. The total for each activity under each appro- 
priation is broken down into (a) amounts reserved for outstanding 
commitments for specific programs; (6) amounts required for comple- 
tion of approved programs, (c) amounts applied to requirements for 
ensuing year; and (d) unprogrammed amounts. All of these cate- 
gories are considered by the Office of Secretary of Defense, the Bureau 
of the Budget and the Committee when requests for each succeeding 
year are reviewed. What appear to be requests for funds in excess of 
program requirements are denied, or rescinded. 

The matter of unexpended balances needs no discussion since these 
balances consist of the above described unobligated balances, plus 
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funds obligated for specific goods and services, the bills for which 
remained unpaid as of June 30. Funds in amounts equal to obliga- 
tions incurred are reserved, but remain in the Treasury. 


EXPENDITURE SUMMARY 


Funds available for expenditure and the actual and estimated 
expenditures for fiscal years 1956, 1957 and 1958 are given below. 
Amounts are exclusive of military public works. 

The budgeted total expenditures of the Department for the fiscal 
year ending June 30, 1957 is $36,000 million of which, it was estimated, 
33,917 would be for functions excluding military public works and 
items proposed for later transmission to the Congress. 

Latest estimates of 1957 expenditures furnished by the Office of 
Secretary of Defense indicate that total expenditures will approach 
nearer $38 billion. Most of the increase is due to the higher rate of 
expenditures for aircraft and guided missiles. 


[Millions of dollars] 





| 





Unex- Congres- 
pended New sional Total Expendi- 
Fiscal year carry- | availa- transfers available tures 
|} over! bility and 
| | rescissions 
ai , | 
ES a a es | 42, 583 31, 932 —2, 411 72, 104 33, 756 
ee ET one ans can nnc dent ecenens } 35, 817 34, 784 —795 69, 897 235, 917 
1968 (estimated). co.cc sdccccncedccccckee 32, 803 | 06, 18D Wasccei.isan 66, 983 3 35, 704 
i 


1 After lapses to Treasury surplus fund. 


2 Based upon latest Department of Defense estimates, reflecting an increase of approximately $2 billion 
over budget estimates. 
3 Based on budget estimates. 


Miurrary PERSONNEL 


The following tabulation shows the current and projected military 
strengths for the four Services, both in terms of end strengths and 
averages. It will be noted that the totals reflect a continuation of 
the force levels currently in existence. This leveling of numbers of 
forces and attendant requirements has undoubtedly been an important 
factor in the more stabilized funding requirements and in holding 
down unwarranted costs in the Defense budget. The projected ratio 
of operating to support forces is comparable to the present ratio. It 
is hoped, however, that a continued and coordinated effort on the 
part of all concerned will result in further improvement. 
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Military personnel strengths (excluding reimbursables) 


{In thousands] 


Projected 
Actual end 
strengths 


End strengths Average strengths 
June 30, 1957 Fiscal year 1957 


June 30, | Dec. 31, Ap- | Revised| June 30,; Ap- /|Revised| Fiscal 
1956 1956 proved | in fiscal| 1958 proved | in fiscal| year 






















































































fiscal year fiscal = 1958. 
year 1958 year 1 
1957 | esti- 1957 esti- 
funding mates or mates 
Department of Defense: | 
SMI San cdrnaane eect 349. 5 348.7 349.9 345.3 | 345.9 352. 4 348. 8 344.6 
Enlisted__-_-- é .---| 2,445.0 | 2,418.0 | 2,502.9 | 2,438.8 | 2, 442.4 2, 465.8 | 2,429.4 | 2, 437. 2 
Subtotal___..__- ----| 2,794.5 | 2,766.7 | 2,852.8 | 2,784.1 | 2,788.3 2, 818.3 | 2,778. 
Officer candidates. -....... 11.1 13.0 12.4 | 11.6 11.7 | 13.5 13.6 12.5 
$$$ | |__| ‘ ay wel 
ip ie ee Bre 2,805.6 | 2,779.7 | 2,865.2 | 2,795.7 | 2,800.0 2,831.8 | 2,791.8 | 2,794.3 
Total personnel by service: eee ts 08) | 7 4 
Army, excluding cadets_.| 1,023.2 | 988.9 | 1,043.5 998.2 | 998.0 1, 031.8 997.5 994. 5 
COMI bs Sb cdencesdé 1.7 | 2.4 1.8 | 1.8 | 2.0 | 2.3 2.3 25 
Total Army....-......- 1,024.9 | 991.3 | 1,045.3 | 1,000.0 | 1, 000. 0 | 1,034.1 | 999.8] 997.0 
Navy, excluding mid- Eee oO ae r | “y | 
shipmen, cadets and 
Gets atickhbobtaset bane 663.8 665.6 | 672.0 668. 5 668.5 |) 664.5 668. 2 669. 0 
WAVOADS.. i. 22c..2cccs 2.5 | 2.3 | 1.6 | 1.8 | 1.7 |} 1.8 | 2.1 1.8 
Midshipmen. ...........- 3.6 3.8 | 3.5 | 3.6 3.5 | 3.6 | 3.7 3.6 
OCS and AOCS.......... | () 1.4 | 1.1 1.1 | 1.3 2.0 | 2.2 1.5 
TOCRE NOU Gist wncnccane 669.9 | 673.1 678. 2 675.0 675.0 671.9 | 676.2 675.9 
Marine Corps. -.....------ 200.8} 200.8] 205.7} 200.0} 200.0} 205.0] 200.9] 200.0 
= — ——<———— = — —|——— — =| — = —— | 
Air Force, excluding avi- | | | | 
ation cadets and cadets. 906. 7 911.4 931.6 | 917.4] 921.8! 917.0] 9116 918.3 
Aviation cadets... .-.-..-- 3.0 | 26] 39] 2.8 | 25) 33] 2.8 2.4 
CNG 20 ccbittintcocdtenal 3 5 | 5 5 | oa | 5 .5 7 
Total Air Force........ | 910.0 |} 914.5) 936.0 920.7 | 925.0] 920.8] 914.9 921.4 








10CS and AOCS are included in the Navy enlisted strength on June 30, 1956 but are shown separately 
after that date. 


CIVILIAN PERSONNEL 


Total civilian personnel estimated to be in the Department by the 
end of 1957 is 1,178,197. The year-end 1958 estimate is 1,173,752, or 
a reduction of 4,445. Personnel employed abroad under contract are 
estimated at 286,486 in 1957 and 284,604 in 1958, or a reduction of 
1,882. The statutory ceiling of 475,000 for graded civilian personnel 
is reduced to 470,000. Current employment of graded personnel is 
approximately 467,000. 

The recent directive of the Secretary of Defense, calling for a 
gradual reduction in numbers of military and civilian personnel in 
the Washington area, is very commendable. It is hoped that this 
directive will be fully implemented and that similar efforts to reduce 
personnel will be directed at installations throughout the world. 
While it is recognized that certain programs substituting civilian for 
military personnel have been placed in effect, there is, in the opinion 
of the Committee, opportunity for further reduction. The stabilized 
size of our military organization and the thousands of employees of 
contractors doing developmental work, much of which was formerly 
done by employees of the Department, are two reasons for this opinion. 


| 
ae 
| 
\q 
if 
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The Committee is pleased to note that the Secretary of Defense, in 
his directive of April 24, 1957, has placed increased emphasis on devel- 
opment of greater opportunities for civilian personnel, especially in the 
fields of specialized management positions usually found in the civilian 
economy. This is a forward looking step and should do much to 
stabilize the employment and improve working conditions of the 
thousands of specialists on whom the effective discharge of many 
highly important duties now rests. This directive should be fully 
implemented as rapidly as possible. The resultant increase in effi- 
ciency and economy, especially in the fields of procurement, manu- 
facturing, budgeting, and accounting, should be substantial. 

It is also hoped that this directive will have the effect of minimizing 
the rotation of military personnel, a necessary, but considerably over- 
done procedure. 

INCREASING Costs oF DEFENSE 


The Committee, while painfully conscious of the urgent need for 
greater economy and reduced expenditures for defense, must at the 
same time report to the House some of the reasons for the continually 
increasing costs of defense. 

The most important single factor is the rapidly increasing unit cost 
of new weapons. It is reported that during World War II the cost 
per pound of aircraft (weight empty) averaged from 9 to 11 dollars. 
During the Korean War the cost per pound averaged between 20 and 
30 dollars. The airplanes now being delivered cost between 45 and 
50 dollars per pound, and costs are ‘still rising. The heavy bomber 
at the end of World War II was the B-29 which cost about $600,000 
per airplane. The heavy bomber during the Korean War was the 
B-36 which cost about $4,000,000 per airplane. These are now being 
replaced with the B-52 which will average out at approximately 
$8,500,000 each. The same cost pattern exists in other types of 
aircraft. Comparative prices include the cost of necessary initial 
spare parts. 

During World War II, the cost of a submarine was about $4.7 
million ; during the Korean War a conventional type submarine cost 
about $22 million. The nuclear submarines being built today cost 
between $40 and $60 million, depending on type. The cost trend for 
aircraft carriers and other combatant vessels has followed the same 
pattern. 

New weapons in the Army arsenal are costing many times more 
than the weapons being replaced. An antiaircraft battalion equipped 
with Nike I costs about three times as much as a battalion equipped 
with 90 mm or 120 mm antiaircraft guns which are being replaced. 

A large percentage of the increases may be attributed to the in- 
creasing complexity of these and other weapons now being procured. 
Most of the re maining added increase may be attributed to price and 
wage increases which the Department must pay, both directly and 
indirectly, for goods and services it requires. Prices of metals and 
metal produc ts, machinery, etc., which are very significant in Defense 
costs, have risen nearly 14 percent in less than two years. Prices of 
petroleum and petroleum products on whic h the Defense Department 
spends about one billion dollars per year increased over 17 percent 
in the same period. 

In addition to fuel price increases, modern jet aircraft are more ex- 
pensive to operate because of increased fuel consumption. The cost 
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of overhauling aircraft and other more complex equipment is steadily 
increasing. For example, it costs $44,000 to overhaul the Air Force’s 
new F102 fighter—more than double the $21,400 it cost to overhaul 
the F86D. Similarly, it costs $19,800 to overhaul the Navy’s new 
T2V jet trainer, or more than three times as much as the $5,800 cost 
of overhauling the older SNJ reciprocating engine trainer. 


COST OF RESEARCH AND DEVELOPMENT 


At the same time that more expensive weapons are being produced 
and integrated into our defense structure, the Department must, of 
necessity, continue the developme nt of even more advanced weapons, 
including ballistic missiles. The cost of continued development of 
increasingly more effective and more complex weapons is growing each 
year. It is estimated that the cost of developing ballistic missiles to 
an seirtdicned stage will exceed the cost of developing the atomic 
bomb. These development costs are over and above the current 
costs of equipping our forces and must be carried on simultaneously, 
thus placing a double burden on the Defense budget. The total cost 
of research, development, testing, and evaluation has increased from 
about $3.4 billion in fiscal year 1955 to about $5.2 billion in 1957. 
The 1958 costs are expected to exceed $5.3 billion. An explanation 
and detailed distribution of these costs may be found on page 1921 
of Part 2 of the hearings. 


OTHER COST INCREASES 


Aside from the above cited increased costs, which are interwoven 
in all activities of the Department, other more direct and uncontrol- 
lable costs are reflected in the 1958 estimates. Major items are as 
follows, in millions of dollars: 


1957 1958 Increase 

Civil Service Retirement Fund___---------- Seana at atee gs $301 | $301 
Extra day for civilian pay 2 acu 2h eb beid ane Net Putts 20 20 
Deutschemark support. -_...............-... sinc db thins all ppeenineeda scala ot inne tee ican 27 127 
Payment of claims : ; aes aeodagumaienaelt cade $11 15 4 
Survivors benefits epi sda ceed Otis hoon cet aadbcdseake } 68 130 | 62 
Retired pay : wae i aie nee ne eee 515 555 40 
Dependent medical care ae kz S cbéb cette eae | 41 | 63 22 
Total Jhb ON SEES ee 635 | 1,211 576 


[t is estimated that approximately $50 million will be paid to the 
Civil Service Retirement Fund from Army and Navy industrial 
funds, which in turn will increase costs of goods and services and re- 
flected in billings against regular appropriations. 

Other items, such as within-grade promotions, transportation cost 
increases since preparation of 1958 estimates, and possible additional 
price increases, will have to be absorbed within the amounts made 
available. 

COMPARISON WITH 1950 BUDGET 
Because of the substantial increases which have taken place since 


1950 in the prices of goods and services entering the defense program, 
the $13 billion appropriated for fiscal year 19% 50 would have an esti- 


i 
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mated purchasing power, today, equivalent to $17.5 billion. Thus, 
in realfterms, the fiscal year 1958 budget is only somewhat more than 
double the fiscal year 1950 budget. 

Notwithstanding the above doubling in terms of dollars, the military 
establishment will be many times more powerful. Instead of the one 
and one-half million military personnel on active duty, the 1958 
budget provides for 2.8 million. Instead of 10 understrength divisions 
equipped predominantly with weapons produced during World War II, 
the Army will have 17 fully manned and modernly equipped divisions. 
Instead of 48 anti-aircraft battalions, equipped with conventional 
guns, the Army will have 126 battalions, most of which will be 
equipped with ground-to-air missiles. In addition, it will have guided 
missile and atomic capabilities built into all of the 17 divisions. 

The Navy in 1958 will operate more than 420 major combatant 
ships compared with 237 in 1950. It will also have just about double 
the number of carrier air groups, three times the number of anti- 
submarine squadrons. Nearly all of its aircraft will be of the modern 
jet type. 

The biggest increase since 1950 is in the Air Force. The Air Force 
now has about three times the number of combat wings it had in fiscal 
year 1950, and they are now virtually all jet equipped. In terms of 
active aircraft, the Air Force inventory has more than doubled since 
1950. 

Perhaps more significant than the increase in numbers of military 
units has been the tremendous increase in combat power of our mili- 
tary forces. This has been achieved primarily through constant, but 
costly, improvement of the weapons systems. 


ADMINISTRATION OF Miunirary ACTIVITIES 


While the above brief discussion of reasons for increased costs 
justifies to a great degree the fiscal year 1958 request, hearings, Com- 
mittee investigations, and other information made available, disclose 
possibilities for tightening of financial belts without adverse effects 
on our military strength. The Committee enumerates some of the 
possibilities for savings in subsequent portions of this report. Neither 
the Committee nor the Congress can or should attempt to administer 
the Defense program. It is in the field of administration, however, 
where really substantial savings can and must be effected. 

It would seem that increased productivity and efficiency should 
offset a part of the rising costs. Military pay and civilian salaries 
and wages have increased substantially over the past few years. The 
average cost per military person, for pay, allowances, food, clothing, 
etc., has increased since 1950 from $2,962 to $3,768 per year. Civilian 
pay, during the same period, has increased from an average of $3,281 
to $4,509. Technological advances, increased mechanization and im- 
proved methods should be reflected in support-type and administra- 
tive activities in the way of reduced costs. 

Many types of savings can and have been made as a result of 
initiative by the Secretary of Defense, Assistant Secretary McNeil, 
and also to some degree by the Service Secretaries and other civilian 
and military personnel. The Committee is convinced, howéver, that 
much greater and continuing savings can be effected through better 
administration at the approximately one thousand major installations 
and many more subordinate installations and activities within and 
outside continental United States. 
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Our military establishment, or any other establishment approach- 
ing its magnitude, cannot be efficiently administered from one central 
point. T he Secretary of Defense, under existing authority, is limited 
to the establishment of broad policies governing the extent of our 
defense effort, and then, through the issuance of general directives, for 
administration of that effort. ‘The prompt and effective implementa- 
tion of those directives lies in the hundreds of levels below the office of 
the Secretary. 

It appears to the Committee that the most effective implementation 
of directives and the greatest opportunity for economy of operations 
is at the operating levels in the field. It is suggested that the Secre- 
tary of Defense give consideration to having each Service outline the 
mission of each of its major installations, determine the military and 
civilian manning requirements and other needs, capacity and per- 
centage of utilization of facilities, and equipment, and furnish for the 
record of each year’s hearings the cost of operating each of those 
major installations, adjusted, if need be, by factors necessary to place 
all major installations of a Service on a comparable basis. 

As to operations and maintenance generally, the only major program 
factor which is to any degree comparable in the three military depart- 
ments is military strength. Admittedly, there are variables applicable 
to each Service which must be taken into consideration for a more 
accurate comparison. However, the relationship of military strength 
to funding requests for operations and maintenance are on surface 
so unequal as to justify some attention by the Office of Secretary of 
Defense. 

MILITARY PROCUREMENT 


The most lucrative field, by far, for sizeable and real savings is in 
procurement of weapons and other military items. The 1958 esti- 
mates for the Department include a total of over $12 billion, or one- 
third of the total request, for major procurement. 

Committee investigations reveal that eighty percent of appropri- 
ated military procurement dollars are spent ‘under negotiated con- 
tracts. It is of course recognized that a high ratio of procurement, 
both in terms of numbers of contracts and in dollar value, must be 
by negotiation since most major military items are either in various 
stages of development or are so complex and technical in nature as 
to make competitive procurement impractical or even impossible. 
Competitive plants for many, especially the major items, are simply 
not in existence. However, these facts and conditions should not be 
used to hide or explain away waste and extravagance resulting from 
lack of effective controls throughout every stage of the procurement 
process. 

The Committee is aware that some improvements have been, and 
are continuing to be made. It is understood that definitive specifica- 
tions are receiving closer attention. ‘The number of price redetermin- 
able contracts in “the Army and Navy are reported greatly reduced. 
The review by the Comptroller General of the use of letter contracts 
should have a salutary effect. The greater emphasis on training and 
stabilizing the employment of contracting personnel, while still inade- 
quate, is also a sign of some improve ment. 

However, the CG ommittee investigation discloses no improvement in 
two vital, if not the most vital, procurement functions. The first is 
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the lack of basic cost principles which should be uniformly applicable 
to all types of negotiated contracts. It is reported that lack of these 
cost principles is causing considerable difficulty because of differences 
between procurement and audit groups in interpretation over allow- 
able costs. The second function in which, for unexplainable reasons, 
no improvement has been made is that of procurement-audit relation- 
ships. A review of the Committee investigation reports on procure- 
ment practices indicates that millions of dollars could have been 
saved in the past had these two conditions been corrected. Examples 
of deficiencies in contracting procedures generally, but especially as 
related to the two functions above discussed, may be found beginning 
on page 71 of the hearings volume on Procurement Policies and 
Practices. 

All industry doing business with the government should, in accord- 
ance with the time-honored American system, make a reasonable 
profit, and some companies are doing very well indeed. Many 
companies, particularly in the aircraft industry, do a major portion 
of their business with the government. Others, such as those in the 
automotive industry, while doing a substantial business with the 
government are nevertheless, much less reliant on government con- 
tracts in order to remain in business. Many companies doing business 
with the Department of Defense are obtaining most of their work 
through the negotiation procedure. In a great many instances, and 
especially in the aircraft and allied industries, profits, in effect, are 
guaranteed, and sometimes, unfortunately, regardless of the total 
cost or efficiency of operation. 

A procurement system which permits virtually guaranteed profits 
to the extent reflected by increased stock values of the fifty private 
contractors detailed on page 76 of volume 1 of the hearings, is open to 
question. The only conclusion to be drawn is that the substantial 
increase in stock values (based on earnings) is, in a great number of 
instances, the result of appropriations made for defense purposes. 

The Committee strongly urges that the Secretary of Defense take 
aggressive action to see to it that commitments for improvements 
made to the Committee by officials of the Department be carried 
out. Especially, it is imperative that guidelines and directives cover- 
ing cost principles for all types of negotiated contracts, procurement- 
audit relationships, and subcontracting policies be definitized and 
promulgated at the earliest possible time. 

The Committee’s investigation of procurement will continue, and 
it is expected that each report will reflect substantial improvement 
in the control and execution of one-third of the Department’s annual 
appropriation, the largest procurement fund in the world. 


CLOSING OF INSTALLATIONS 


Another great opportunity for large savings is, it would seem to the 
Committee, in the reduction in the number of installations, both major 
and minor. It is understood that a study is now in progress within 
each of the Services to determine which installations can be closed, 
not only for economy reasons, but for greater efficiency of operation. 
This study is long overdue. The savings resulting from better 
utilization of manpower, and in such items as maintenance, trans- 
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portation, communications, overhead, and increased efficiency would 
be tremendous and permanent. 

The number of installations which might be closed would, of course, 
vary for each Service. A report on major installations in continental 
United States of one Service, for example, indicates an exceedingly 
small percentage utilization of barracks spaces, with an average of 

49 percent utilization of gross spaces and 84 percent utilization of 
active spaces. Percentage of utilization of gross barracks spaces 
varies from zero to 100 percent. 

It is requested that the Committee be supplied with a written report 
on the study now being conducted, and with a listing of all major 
installations showing percentage of utilization for each. 

Admittedly there ‘would be some political repercussions in the event 
decisions were made to close military installations. But if all three 
Services should carefully study the problem and come up with a solu- 
tion on a nationwide basis such a program should be successful if 
decisions were carefully and accurately made. Such programs of 
reductions in installations have succeeded in the past. The problem 
is, of course, not an easy one and some difficulties would be 
anticipated. 


SELF-MAINTENANCE 


A general review of requests for operation and maintenance funds, 
and the Department’s Directive on the subject of maintenance, results 
in the conclusion that insufficient self-maintenance is being accom- 
plished by Service personnel. This conclusion relates to equipment 
ope ‘rated by field organizations and the facilities which they occupy. 
The Committee recognizes the propriety of having non-uniformed 
personnel employed or contracted for on a full time basis for day-to- 
day housekeeping functions and for the accomplishment of major 
maintenance jobs related to both equipment and facilities. This, 
however, should not preclude part-time housekeeping duties being 
assigned to military personnel. Historically, every military man has 
taken pride in his military unit, military equipment, and place of 
abode. The Committee urges that every encouragement be given to 
extend this practice without, of course, diluting the military man- 
power. The extension of this principle of self-maintenance should 
result in better morale, better living conditions for military personnel, 
and, it is hoped, considerable savings to the government. 


DEPENDENT MEDICAL CARE 


It is noted that the existing Joint Directive, covering dependent 
medical care, issued by the Department of Defense and the Depart- 
ment of Health, Education, and Welfare, provides for ‘free choice”’ 
with full appreciation that the impact of this free choice provision on 
military medical capacities cannot be measured for perhaps more than 
a year, and with recognition that, in the interim, the workload per- 
formed in military medical facilities may fall short of the desirable 
level; and conversely, that this option may cause overloading of civilian 
medical and hospital facilities, particularly in the smaller communities. 

It is the Committee’s belief that this Joint Directive should be re- 
vised at an early date to the degree that the free choice element be 
amended so as to not permit dependents to utilize civilian medical 
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and/or hospital services unless a positive determination is made by 
appropriate authority that, without augmentation, the military medi- 
cal hospital facilities and medical personnel in the general area in 
which the dependents reside are inadequate. 

The suggested amendment should result in substantial savings to the 
government. First, it will assist in utilizing military medical facilities 
at the optimum efficient level; and second, it will continue to provide 
the needed medical care at lesser cost. Reports received by the Com- 
mittee indicate that disruption of medical services available to 
civilians have occurred in some communities since inception of this 
program. 

PROFICIENCY FLYING 


The Committee is somewhat apprehensive as to the benefits derived 
from utilization of propeller-driven (except turbo-prop) aircraft for 
so-called proficiency flights, except for observation, patrol, and 
transport flights. Proficienc y flights in this type aircraft are, admit- 
tedly, of some benefit to the officer. It is felt, however, that the 
expense of maintenance and operation of such aircraft for proficiency 
flying is far in excess of value derived from the continued maintenance 
of “proficiency” ’ in flying obsolescent aircraft. Information of the 
Committee indicates that as of February 28 approximately 2,800 air- 
craft were being used for proficiency flying by the Air Force and 
Navy. Of this total only 600 were jet aircraft. 

During its inquiry into this matter, the Committee observed that 
the Services, including Reserves, now have a total of approximately 
5,700 propeller-driven aircraft in non-operational and inactive status. 
This entire problem concerns the Committee very much and it is 
urged that Defense Department reappraise the value of this inventory 
and reconsider the advisability of maintaining this fleet at its present 
size. 

FURNITURE 


With the advent of legislation which makes available ever-increasing 
numbers of public quarters to military personnel, the furnishing of 
these quarters (including nonpublic quarters in overseas areas), has 
become a significant portion of the Services’ operation and maintenance 
budgets. While available information indicates that the Department 
of Defense is not providing furniture to the degree authorized by the 
Bureau of the Budget on a government-wide basis, the Services are, 
nonetheless, providing what appears to be inc idental furnishings. 
This raises the question of the validity and reasonableness of the 
criteria under which all government agencies are operating. 

The Committee requests that the Bureau of the Budget initiate a 
study of this problem on a government-wide basis, in order that equity 
in dealing with all personnel with such entitlement shall be maintained, 
and with a view toward restricting the issue of furniture to the basic 
not-easily transportable items and reducing the enormous funding 
requirement for procurement of furniture. 

Another aspect of the subject, mainly applicable to the military, is 
that of transferring personnel owning furniture to furnished quarters, 
and then perhaps again to quarters where personally owned furniture 
is required. The effect on morale must be serious. The expense to 
the Department of storing personally owned furniture during the 
period of residence in government furnished quarters must be con- 
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siderable. It is suggested that the Department initiate a study of 
this situation with the view of minimizing to the greatest extent 
possible the above cited disadvantages. 


OTHER POSSIBLE SAVINGS 


The matter of frequency of change of permanent station has been 
a matter of concern to the Committee for many years, and the situation 
never seems to improve. Funds for this purpose, as in several pre- 
vious budgets, have again been reduced in the pending bill. Reports 
from the field and letters to individual members of Congress indicate 
no lessening of this morale-breaking and expensive practice. If sub- 
stantial improvement in this field is not in evidence by the time the 
fiscal year 1959 estimates are considered, the Committee might well 
consider a limitation as to the frequency with which any individual’s 
permanent station may be changed. 

Another area of possible savings and opportunity for increasing 
morale, is in overseas service. It is believed, because of housing 
conditions overseas and other personal considerations of the service 
family, the Department should to the greatest extent possible place 
overseas service on a voluntary basis. Further, the Department 
should explore, study, and effectuate all means for minimizing the 
number of dependents abroad through a better system of determining 
personnel requirements and better screening of personnel for specific 
billets. This can be done without decreasing the effectiveness of the 
military units located in areas outside continental limits of the United 
States. 

The better utilization of personnel is touched upon under the head- 
ing ‘‘Self-Maintenance.” In addition, however, the Committee is 
convinced that too many military people are assigned to clubs, rest 
hotels, and commissaries. It is realized that these facilities are re- 
quired in our military establishment and, should be supervised by the 
military. However, reports to the Committee point to an abuse of 
this arrangement in all three Services. The Service Secretaries and 
area and base commanders, in the future, will be held responsible for 
continuation of waste of manpower resulting from this type of assign- 
ments. 

The Committee does not feel that military hospital and medical 
facilities are utilized to the maximum and most efficient degree. 
Recommendations for improving this situation are made under the 
heading “Dependent Medical Care.”’ In addition, it is requested that 
the Office of Secretary of Defense furnish the Committee, beginning 
with the quarter ending March 31, 1957, a quarterly report on vacan- 
cies of bed spaces and other areas in military hospitals. 


MissitE ProGRAM 


A majority of the Committee is very much concerned by the 
apparent lack of timely, effective, and decisive action on the part of 
the Office of Secretary of Defense in achieving a well-rounded, coordi- 
nated guided missile program at minimum cost commensurate with 
an adequate system. There is evidence that programs have been 
continued even after advances in the art have made them obsolete. 

The major weakness, disclosed by Committee investigations, is the 
lack of an effective organization for the evaluation of missiles. It 
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appears that, in the main, evaluations have consisted of briefings or 
presentations by directly interested groups, principally contractors’ 
representatives and representatives of the sponsoring Services. It is 
through failure of this evaluation process that duplicating programs 
arise or obsolete programs are permitted to continue. 

It is apparent that as more missiles reach production and as systems 
become more complex, costs will continue to rise. The matter of 
timely and competent evaluation will become increasingly important 
and may well mean the difference between an effective defense which 
can be carried on by the Nation’s economy and the utter dissipation 
of both national resources and national defense. 

The above stated observations are directed more specifically to the 
non-ballistic missile program. In the ballistic missile field we are 
proceeding on a crash basis in an effort to perfect the Intermediate 
Range and the Intercontinental ballistic missiles at the earliest pos- 
sible time. In view of the great urgency of these programs, certain 
duplications, though, in measure wasteful, have been justified. It is 
hoped that within the next few months the ballistic missile program 
will become more clarified and the maximum of lost motion eliminated. 
The Committee has been much encouraged over the substantial 
progress which has been made in the ballistic missile area, but is of 
the opinion that the program should be under constant review, looking 
toward better management and dollar savings. 


Rivatry Between SERVICES 


Some rivalry among the Services, especially in the field of research 
and deve ‘lopme nt, has been recognized in the past, but, more or less, 
condoned in the interest of possible more rapid progress. ‘The Secre- 
tary of Defense has on more than one occasion stated that it is a good 
thing to have some competition between the Services. 

However, the increasing degree of rivalry among the Services for 
roles and missions is becoming so serious as to jeopardize and delay 
the rate of build-up of our military power. It all seems to have begun 
with the desire on the part of each Service to control the ‘ultimate 
weapon’’, the ballistic missile. Although controversies, such as the 
Nike-Talos and Jupiter-Thor, are, at least temporarily, settled, rivalry 
and duplication in the development and production of other missiles 
continues. It is almost certain that tensions between Services will 
mount as development of missiles advances to the point where they 
can be employed from any part of the world, either land-based or 
water-based. Rivalry and resultant added expense and waste, on the 
basis oF oor current division of military responsibilities, will continue 
to iner at the same ratio as the range and effectiveness of new 
wes apons “of each Service increase and begin to overlap purposes of 
the weapons of other Services. Each Service, it would seem, is 
striving to acquire an arsenal of weapons complete in itself to carry 
out any and all possible missions. 

It is the firm belief of a majority of the Committee that this matter 
of rivalry is getting completely out of control. It is expensive and 
undesirable, and points up the urgent need for more effective control 
and direction. A sincere and self-sac rificing effort must be made by 
all concerned to substitute real unification for the present loose 
federation. 
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OTHER COMMENTS 
PASSENGER CARRYING MOTOR VEHICLES 


The Committee observes that the number of motor vehicles in the 
Department remains substantially stable, even though the total armed 
strength is decreasing. In addition, the cost of renting vehicles is 
increasing. For example, the total number of vehicles in the Depart- 
ment in 1955, at a time our average military strength was 3,434,500, 
was 44,260. Cost of rental was $45,000. Total vehicles proposed for 
1958, with an average projected military strength of 2,800,000, is 
approximately 45,000, with cost of rentals stated at $6,600,000. 

It is requested that the Office of Secretary of Defense make 
thorough survey of requirements for vehicles of all types with the 
view of substantially reducing the entire fleet, either on a Department- 
wide or Service-wide basis. The fact that vehicles are, in the main, 
purchased on a replacement basis only, should not preclude the 
disposition of vehicles as they become unserviceable. The Com- 
mittee will expect a report on this situation prior to next year’s 
hearings. 

The matter of numbers of aircraft maintained for administrative 
purposes should also be closely examined. 


WHERRY HOUSING 


While the Wherry housing program was not a matter directly before 
the Committee, it is noted that the Budget contains a proposal to 
transfer the amount of $88 million from the Army stock fund to the 
working-capital fund established for the acquisition and rehabilita- 
tion of Wherry Act housing. 

The Committee is of the firm belief that necessary funds for this 
purpose should be derived, as stated in the enabling Act, “* * * from 
unexpended balances of any appropriations of the military depart- 
ments not carried to the surplus fund of the Treasury * * *.” Ac- 
cordingly, the projected excess cash in the Army stock fund is recom- 
mended for transfer to regular activities of the Army. 


RESEARCH AND DEVELOPMENT 


The extent and type of basic research conducted within the Depart- 
ment and the adequacy of coordination between the Department, 
the National Science Foundation, and private agencies has always 
been of interest to the Committee. While, admittedly, it is difficult 
to draw the line between what is considered to be basic research and 
general research, it is hoped that the Department will not lessen its 
efforts in this field. In any event, should the Department make any 
significant reduction in the current level of basic research effort in 
fiscal year 1958, the Committee wishes to be informed. 


COMMENDATIONS 


The Committee believes that the Nation is fortunate in having as 
the Assistant Secretary of Defense (Comptroller) a man of the calibre 
of Mr. W. J. McNeil. Perhaps more than anyone else, this Com- 
mittee, over the years, has had the best and continuing opportunity to 
observe his competence and devotion to duty. 
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Commendation is also due Major General Robert S. Moore for his 
cooperation and service to the Committee, and for the efficient man- 
ner in which he has for many years discharged his responsibilities. 


JENERAL PROVISIONS 
GENERAL PROVISION 


The following comments are in explanation of Committee action 
on several of the more significant general provisions under Title VI 
of the bill: 

Section 603. Funds transferred to the Federal Bureau of Investiga- 
tion will be used to investigate employees of certain contractors 
engaged in defense work. It is understood that in the future this cost 
will be included in the F. B. I. budget. 

Section 605. The Committee requests a report on the utilization of 
the provisions of this section prior to next year’s hearings. 

Section 607. This section is amended to include the word “minor.” 
Reports reaching the Committee indicated some abuse of the pro- 
vision in that a too literal interpretation was being placed on the 
word ‘‘dependents.”’ 

Beetiea 619. The amendment to this section was made on the basis 
of departmental information that no lawyers will be attending law 
cluded during the fiscal year. 

Section 622. Language of this section as contained in the 1957 Act 
is restored. The Committee strongly feels that present circumstances 
justify the continuation of Deutsc hemark support. 

Section 626. Language of the section, proposed for deletion, is 
continued. The Committee feels that the restrictions imposed by 


similar provisions in the past have had no adverse affects on operation 
of the Department. 











TITLE I 
OFFICE OF THE SECRETARY OF DEFENSE 


Salaries and expenses—The budget estimate of $16,700,000 is 
approved in the amount of $15,900,000, a reduction of $800, 000. This 
appropriation provides for civilian salaries and other expenses of the 
Office of the Secretary, including the Assistant Secretaries of Defense. 

The number of personnel and total operational cost budgeted for 
this activity is substantially comparable to that provided in the 1957 
appropriation, with the exception of a requested increase of $900,000 
for weapons and weapons systems scientific analysis, and the item of 
$658,000 for contribution to the Civil Service Retirement Fund. 

The reduction effected includes $352,800, representing the estimated 
saving to result from the reduction of military and civilian personnel 
in the W ashington area directed by the Secretary of Defense on March 
18, 1957. The balance of the reduction is recommended for applica- 
tion to the general item of contractual services, especially in connection 
with work on weapons evaluation. While it is recognized that this 
activity is of the utmost importance it seems to be expanding too 
rapidly for proper control of the numerous and varied analyses by 
separate organizational units. 

The Committee observes with some concern the expanding practice 
within the Department to employ various groups of scientific and 
technical specaiiots on a contract basis to provide technical services 
or make analyses, studies and reports relating to subjects of military 
interest. Information reviewed reveals salaries paid to such contract 
personnel were in many instances substantially higher than the gov- 
ernment scale of pay and allowances. The Committee finds no 
justification for such excessive pay scale differentials, particularly 
since a substantial part of the data for these studies and their sub- 
sequent military application must be provided by regular Department 
of Defense personnel. 

The Secretary of Defense is requested to make an immediate 
investigation of this practice and to take necessary action to keep this 
situation under control. Since it appears that similar excessive pay 
scales may account for part of the increase in costs being paid to 
defense contractors, a comparable investigation should be made in 
this area and reported to the Committee. 

The Committee also desires a complete report on the numbers of 
so-called experts and consultants, including management engineering 
firms, employed by agencies of the Department of Defense to furnish 
accounting and management advice. In view of the large numbers 
of regularly employed accountants, and experienced personnel, it 
would seem a needless waste to employ commercial firms to develop 
systems and theories that cannot be applied readily to government 
practice. 
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Office of Public Affairs —The request for this activity is approved in 
the same amount, $450,000, as provided for the current fiscal year. 
The proposed increase, of $25,000, principally for contributions to the 
Civil Service Retirement Fund, should be absorbed. The Committee 
has also reduced the limitation on the total amount which can be 
obligated for public information and public affairs activities from 
$3,355,000 to $3,300,000, the difference, representing Retirement 
Fund contributions, to be absorbed. 








TITLE II 
INTERSERVICE ACTIVITIES 


Claims—The appropriation request of $14,950,000 included 
approximately $4,500,000 in leu of Deutschemark support. Nego- 
tiations for continued support are now under way between this 
country and the Federal Republic of Germany. While the presenta- 
tion to the Committee reflected no proposed use of Deutschemark 
support for this activity in 1958, a reduction of $2,950,000 is effected 
on the assumption that the required amount will be made applicable 
to this item. 

Contingency fund.—A reduction of $2,500,000 is recommended on 
the basis of the rate of obligations in this item during the current year. 
The requirements in this fund are not accurately eteirnniitieble in 
advance. 
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TITLE III 
DEPARTMENT OF THE ARMY 


SUBCOMMITTEE 


ROBERT L. F. SIKES, Florida, Chairman 


JOHN J. RILEY, South Carolina GERALD R. FORD, Jr., Michigan 
DANIEL J. FLOOD, Pennsylvania EDWARD T. MILLER, Maryland 


{STIMATES AND APPROPRIATIONS 


The budget estimates for the Department of the Army considered 
for inclusion in this bill total $8,465,000,000. The Committee recom- 
mends that $7,239,425,000 be appropriated. This is a reduction of 
$1,225,575,000 in the estimates and is $332,855,000 below the level 
provided for fiscal year 1957. In addition to the amount appropriated 
it is recommended that $400,000,000 be transferred to the military 
pay account from excess cash balances generated in the operation of 
the Army stock and industrial funds. The reduction includes 
$104,800,000 placed in the Budget in lieu of Deutschemark support 
to be made available to the United States forces in Germany. As 
negotiations have not yet been completed on the amount of support 
to be furnished in the coming year the Committee has followed its 
practice of previous years in assuming that the support will continue 
to be available. Action was deferred on the Military Construction, 
Army Reserve Forces appropriation as there is not adequate authori- 
zation for the programs proposed. The Committee will consider the 
estimates in conjunction with the regular Military Construction 
requests. Included in the estimates is $85,100,000 for Department 
of the Army contributions to the Civil Service Retirement Fund. The 
details of the several items and Committee recommendations are dis- 
cussed under the respective appropriation titles in subsequent para- 
graphs. 

The Committee feels that the Department of the Army made a 
good presentation of its estimated requirements, and that the Army 
has an important role to perform in the defense and security of the 
country. The reductions that have been recommended in this bill 
have been made in the earnest belief that the security of the nation 
will not be adversely affected and that the Army will continue to 
make a powerful contribution to the total armed strength of the 
United States. 


ArmMy PROGRAM FOR 1958 


The Army program for the ensuing fiscal year, upon which the 
fund requirements in this bill are based, has been described in con- 
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siderable detail in the hearings and for purposes of explanation and 
information will be highlighted in this report. 


BASIS 


The basis for the program as appears on page 96 of the hearings 
is"as follows: 


The Army is a primary element in maintaining the secur- 
ity of the United States, its possessions and areas of vital 
interest. It assists in the support of national policies and the 
attainment of national objectives. To fulfill its responsi- 
bilities the Army’s objective is to maintain such a degree 
of preparedness and evident power as to deter an aggressor 
from beginning a war, or should war occur, to defeat him. 
The overall program for fiscal year 1958 has been developed 
in consonance with the national policy that continues the 
concept of maintaining a military posture that can be sup- 
ported over an indefinite period of time with no fixed date 
of maximum danger. 


MILITARY MISSION 


The military mission of the Army is on the same page and is set out 
below: 


The Army provides forces to protect approaches to the 
Western Hemisphere, to defend the United States against 
air and seaborne attack, and for the security of Alaska, and 
the Caribbean areas including the Panama Canal Zone; 
maintains a strategic reserve of 9 combat divisions and sup- 
port troops capable of conducting combat operations in the 
event of limited or general war in support of United States 
policies; provides forces for the antiaircraft defense of the 
United States, a majority of them armed with the powerful 
and effective Nike Ajax guided missile; and, maintains the 
means (manpower supplies and facilities) to expand in the 
event of general war. 

To fulfill the Army’s contributions to allied collective 
security in Europe, 5 divisions; 2 armored, 2 infantry, and 
1 airborne, together with 3 armored cavalry regiments and 
other supporting units are deployed across Western Germany 
in operational proximity to forces of Iron Curtain nations. 
These Army forces are maintained in a high state of readiness 
and are provided with the latest supporting weapons includ- 
ing those having the capability of delivering atomic war- 
heads. In northern Italy, the Army’s Southern European 
Task Force provides atomic support for NATO divisions 
defending that vital area. This task force is the forerunner 
of the atomic support commands which have been specifically 
designed to reinforce allied and United States Armies with 
the most modern weapons. 

In Korea, the Eighth Army, a corps of two United States 
combat divisions, is deployed along the demilitarized zone, 
helping to guard against a renewed attack by the Communist 
forces in position on the other side of the narrow armistice 
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corridor. Here the Army also continues to aid, with equip- 
ment and training, the 20 divisions constituting the Army of 
the Republic of Korea. Army troops are supporting other 
mutual defense agreements in the Pacific area which involve 
Japan, the Nationalist Chinese on Taiwan, the Philippines, 
Australia, New Zealand, Thailand, Viet Nam, and Pakistan. 
In addition, the Army provides antiaircraft defense for 
Okinawa and extensive logistic support for other United 
States and U. N. forces in the Far East, and maintains forces 
in Hawaii as a part of the strategic Army force. 

In addition to combat and support forces located in various 
parts of the world, the Army provides and maintains in 44 
countries of Europe, Asia, and South America, military 
assistance advisory groups, military missions and attaches, 
thus contributing technological knowledge and assistance to 
the overall military effort of the free world nations. Al- 
though the number of personnel in this category is not large, 
approximately 6,000, the end result, namely the improved 
readiness of over 200 allied divisions, represents a significant 
contribution to the deterrence of war in areas where otherwise 
military weakness might encourage aggression. 


HIGHLIGHTS OF PROGRAM 


The funds provided in this bill will enable the Army to carry out 
its programs as outlined in broad terms below: 

Manpower.—The military end strength in fiscal year 1958 will be 
1,000,000 and the average strength 997,000, organized into 17 divi- 
sions, 9 regimental combat teams and 126 antiaircraft battalions and 
other combat support units compared with an end strength of 1,000,000 
and an average strength of 999,800, in the current year divided into 
18 divisions, 9 regimental combat teams and 122 antiaircraft battalions 
and other combat support units. The reorganization of the divisions 
into new style ‘‘Pentomic’’ units geared for conventional and/or 
atomic warfare which is underway is scheduled for completion by the 
end of fiscal year 1958. 

The Army plans to employ 586,590 civilians in military functions 
on June 30, 1958, compared with a projected strength of 589,590 on 
June 30, 1957, and an actual strength of 592,053 on June 30, 1956. 
The budget provides for a beginning and end strength for fiscal year 
1958 of 405,000 direct-hire civilians in support of military functions. 
This compares with an actual strength on June 30, 1956, of 406,661 
In addition to these direct-hire employees, the Army will employ 
through contractual arrangements with foreign governments, 184,590 
local nationals at the beginning of the fiscal year, decreasing to 181,590 
by June 30, 1958. This compares with an actual strength of contract- 
hire personnel June 30, 1956, of 185,392. This decrease is due pri- 
marily to a reduction of activities in the Far East Command. The 
Committee is of the opinion that the planned civilian employee 
strength is too large in comparison with the troop strength supported. 
This matter is discussed more fully under the Operation and Mainte- 
nance section of this report. 

Materiel_—The procurement program places maximum emphasis on 
the introduction of newly developed items into the Army’s supply 
system, items such as guided missiles, aircraft, and new weapons as 
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are necessary in order for the Army to attain the required combat and 
defense capability needed for future warfare. During this period of 
transition the procurement program is directed at providing a steady 
rate of modernization together with a balance of conventional items 
in the inventory. 

It is planned to limit new production facilities to those required for 
the current manufacture of new or highly critical items, and those 
facilities and equipment required for the manufacture of items during 
mobilization will be placed on a standby basis upon the termination 
or completion of present production contracts. Further discussion of 
this subject appears in the paragraph on Central Supply Activities 
under the Operation and Maintenance appropriation. 

Installations —The current program does not provide for opening 
or closing of any major installations in continental United States or 
its possessions. ‘The Army is urged to increase its effort to strive 
for the maximum use of its physic ‘al plant, to consolidate activities, 
and reduce nonessential services. 

Reserve components.—The number of Army Reservists and National 
Guardsmen in drill pay status will increase from 680,900 at the end 
of fiscal year 1957 to 697,000 at the end of fiscal year 1958. This 
will be composed of 400,000 National Guardsmen and 297,000 Army 
Reservists. 

Research and development.—Effort in this field will continue at 
approximately the same level and will be directed toward providing 
the implements of increased mobility and fire power, better com- 
munications, and improved logistic systems. 





ADEQUACY OF PROGRAM 


Secretary of the Army, Wilber M. Brucker, testified before the 
Committee on February 5, 1957, as to accomplishments and progress 
made by the Army during the past year and the present state of 
readiness. Portions of his remarks are as follows (p. 400, Defense 
hearings, part 1): 


This year I am happy to report many concrete accomplish- 
ments and much significant progress. You are interested in 
whether our country is receiving the maximum return for its 
tremendous investment in defense. You wish to be assured 
that it is financing the kind of an Army which meets our day 
by day responsibilities and which also reflects the rapidly 
changing technology of warfare. I am able to answer this 
question definitely and emphatically in the affirmative. 

* ok * * * 


[ have seen the Army around the world and I assure you 
that our country has never put into the field a more thor- 
oughly equipped and superbly trained Army than the one 
which is now stationed along the outposts of the free world. 
These forces, together with our active Army strategic re- 
serves at home, are unmistakably ready to fight now if the 
need should arise. This readiness is an impressive deterrent 
against aggression and a powerful force ready to fight if 
deterrence should fail. 


General Maxwell D. Taylor, Chief of Staff for the Army, in sum- 
marizing the progress which he anticipates for the Army under the 
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proposed fiscal year 1958 budget said: (p. 415, Defense hearings, 
part 1) 


The Army will enhance its combat readiness and hence its 
deterrent capability by the reorganization of its divisions, by 
the introduction of atomic support commands, and by the 
improved readiness of the Army Strategic Reserve. It will 
continue the modernization of its equipment particularly in 
the missile field. Its Reserve forces should improve in 
quality through the further implementation of the Reserve 
Forces Act and related actions. The price of this progress 
is expressed in the fiscal year 1958 budget as recommended 
by the Department of Defense. 


In response to a question as to his satisfaction with this budget from 
the standpoint of manpower and money he said: 


I would say, sir, that when I view the Army budget in the 
context of the overall defense budget I feel we are going to 
make definite progress. In other words, it is satisfactory for 
the fiscal year 1958. 


And in answer to query if he thought it would be a reasonably satis- 
factory program for this Nation he stated— 


I think it is a reasonable budget for this year. 


To which Secretary of the Army Brucker responded as to his agreement 
with the statement: 


I do. I listened to what General Taylor said very care- 
fully, and I endorse it. 


Minirary PERSONNEL 


This appropriation provides funds for pay and allowances of military 
personnel, individual clothing of enlisted personnel, subsistence, move- 
ment of personnel on per manent change of station, and other budget 
items related to personnel. The estimated requirements are based on 
the strength, composition and deployment of forces. The following 
tabulation shows the actual and projected strength for the Army for 
the period covered by this bill. 


Military personnel strengths 


[Thousands] 





Actual strength Projected strength 
June 30, 1957 Average strength 
June 30,, Dec.31,/ } #|. | June 30, | oi: 
1956 1956 Orig. 57 | Estimate 1958 Fiscal Fiscal 
estimate |in present ; year year 
budget 1957 1958 
Officers - - - - ce ; 117.8 | 117.2 115. 6 111.0 | 110.6 | 116.7 110.0 
Enlisted -- -- -- ‘ ibis 905. 4 | 871.7 927.9 | 887. 2 | 887.4 | 380.8 | 884.5 
’ 2 si ictal ili Riera Settee Sleds 
| | | 
Subtotal __- _.... 1,022] 988.9 1,043.5] 998.2| 998.0] 997.5] 904.5 
GONG cckeass 3 7 | 2.4 1.8 1.8 | 2.0 2.3 | 2.5 
OS Be Fe a 1, 024.9 | 991.3 1, 045. 3 1, 000.0 wa] Loma] Leno} 1, 000.0 09.8 | 197.0 
| 
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The Committee recommends an appropriation of $3,113,000,000, 
and in addition $350,000,000 to be derived by transfer from the Army 
Stock Fund and $50,000,000 to be derived by transfer from the Army 
Industrial Fund, which provides a total availability of $3,513,000,000. 
This action represents a gross reduction of $436,000,000 in the Budget 
estimate of $3,549,000,000, and is $453,704,000 below the 1957 appro- 
priation. The net reductions are $36,000,000 and $53,704,000 respec- 
tively. These reductions reflect the view that general economies can 
and must be made throughout the budget programs and activities 
within the appropriation and should not be interpreted as a recom- 
mendation for a reduction in, troop strength. 

The fund requirements within this appropriation are determined 
largely by the strength of the Army and rates established by law and 
are in the most part arrived at by arithmetical processes based on 
certain assumptions as to future operations. The Committee is of 
the opinion that the Department has been overoptimistic in certain 
areas based on current experience and recommends that the reduction 
be applied to those general programs as set out in the following 
paragraphs. 

Pay and allowances.—The Committee shares the Army’s concern in 
the decline of reenlistments, but does not have the same degree of 
optimism for the increase forecast for 1958 on which the budget 
estimates are based. Representatives of the Department testified 
(p. 257 of the Army hearings) that it is anticipated 88,400 reenlist- 
ment allowance payments will be made in 1958 as compared to 78,800 
in 1957. The estimate of $62,332,000 for this purpose has been 
reduced $6,500,000 which will allow $55,832,000 as compared to 
$55,554,000 in 1957. 

There has been a slowdown in the aircraft procurement program 
during 1957 and the Committee does not believe that the buildup in 
the aircraft inventory during 1958 will be great enough to warrant 
the increase requested for flying pay. The request of $14,085,060 
for this purpose has been reduced $1,500,000. This will provide 
$12,585,060 in 1958 as compared to $12,503,280 available in the 
current year. 

It has been estimated that the number of dependents of enlisted 
personne] entitled to allowances will increase from 36.5% in 1957 to 
38% in 1958. This is due in part to the increase of 3,700 in average 
strength for enlisted men occasioned by a readjustment in authorized 
strength in order to reach an even million man strength which included 
a decrease of 6,700 in the average number of officers. The Committee 
does not believe the increase will be as great as estimated due to the 
low reenlistment rate as some of the people with dependents leaving 
the Service are being replaced by younger men without as many 
dependents. On this basis the estimate for dependents allowances, 
$296,400,000 has been reduced $5,100,000, which will allow 
$291,300,000, the same amount as was available for fiscal year 1957. 

Movements, Permanent Change of Station.—The Committee has for 
several vears expressed concern over operations within this program 
and has made reductions in the appropriations requested for travel. 
It was testified (p. 209, Army hearings) that: 


If you eliminated the mandatory increases, our use of 
funds was within the amount that the committee had au- 


' 
. | 
3 
} 
| 
x 











32 DEPARTMENT OF DEFENSE APPROPRIATION BILL, 1958 


thorized. Neither we, nor the Committee at the time the 
amount was allowed, knew of the additional rate increases 
that were being imposed. 


The Committee recognizes that the Army has made progress in this 
field and has not been hampered, but aided by the reductions made 
in the past. It is realized that the continued increase in transporta- 
tion rates adds to the difficulty in keeping costs at a desirable low 
level. However, it is felt there is still too much money being spent 
for travel. Certain reductions are reflected in the budget estimates 
this year due to decreased requirements. There is one increase of 
$7.9 million which is stated to be required for the movement of or- 
ganized units under GYROSCOPE. This concerns the Committee 
as at the time the program was first presented in 1955 it was on the 
basis that it would make possible great savings in transportation 
costs. Actually it is reflecting increased costs, 

The subject of travel is covered generally in other portions of this 
report with a request that all reasonable avenues be explored to estab- 
lish a program that will meet the current problems. Examples of too 
frequent change of station actions are called to the attention of the 
Congress constantly and the Committee is determined that too fre- 
quent movements of personnel be eliminated. 

The Committee recommends $200,000,000 for this program, a 
decrease of $22,900,000. 


OPERATION AND MAINTENANCE 


The Operation and Maintenance appropriation provides funds for 
the day-to-day operations of the Army under eight budget programs 
which are discussed in subsequent paragraphs. The appropriation 
requested totals $3,400,000,000. The Committee recommends 
$3,145,200,000 for the coming year which is $254,800,000 less than the 
budget estimate, but $90,143,000 above the amount appropriated 
for 1957. Included in this reduction is the $104,800,000 in the Budget 
in lieu of Deutschemark support in Germany discussed earlier in this 
report. 

The increase over the 1957 appropriation is due to additional 
requirements placed within the appropriation. In 1957 the Army 
intends to absorb approximately $101,000,000 for unbudgeted addi- 
tions of a similar nature. The 1958 request includes a number of 
major items in this same category over which the Army has little 
control, such as the following: 


Millions 

Civil service retirement fund contributions_ man = $72 
Transfer from Air Force to Army the responsibility for de spot n maintenance of 

Army aircraft and training of Army pilots _.- con oa 

Increase in joint projects for Department of Defense (cl: sified activities). 25 

MSTS and railroad freight-rate increases _ __--__ ; sett acheive 12 

De ~pendent medical care program (cost to Army) -- pis dete me MS i Maka ee 


Other items relating to the various programs are desc ribod in later 
paragraphs. 

The Committee feels that the funds recommended will be adequate 
if the Department will make an increased effort to develop savings 
and effect certain cutbacks and deferrals that will not affect the 
defense posture of the nation. The Committee is aware of the need 
for flexibility in an appropriation of this size and for that reason has 
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not pinpointed specific amounts to be reduced in the various programs 
except for certain projects that have been set out in the general 
explanation of the individual budget programs. 

Tactical forces-—This program carries rode. for training centers, 
field exercises, user tests, and other operations of tactical forces, The 
estimated obligations for 1958 are $803,200,000 as compared to 
$799,381,000 in 1957. The major increases are for division reorganiza- 
tion, activation of atomic support commands, increase in size and 
scope of field exercises and user test programs, ‘and increased mission 
of the Combat Development Test and Experimentation Center. The 
program contains the major portion of the operation and maintenance 
of facilities costs, summar szed at the end of this section, as the tactical 
forces occupy a major portion of the installations and utilize the 
majority 0 ‘the common-use supplies and services provided. The 
division of funds between the mission program and operation and 
maintenance costs is $208,800,000 and $594,400,000, respectively, 
compared to $197,254,000 and $602 ,127,000 in 1957. 

Training activities—This program provides primarily for the opera- 
tion of the Army’s school system including the Army War College, 
the Command and General Staff College, and the United States Mili- 
tary Academy. Also included are the programs for training in civilian 
institutions, contract training of aviation personnel, and procurement 
of training devices and publications. There is an increase of $30,902,000 
in this program attributable principally to support increased student 
loads due to the Reserve Forces Act, aviation training transferred from 
the Air Force, and guided missile training. The Civil Service retire- 
ment contribution of $2,870,000 is also an important factor. The 
1958 estimate is $247,300,000 as compared to $216,398,000 in 1957, 

The Committee urges the Ar my to continue its vigilance to avoid 
duplication of training conducted by itself or by the other military 
services particularly in the area of aviation. The training level in 
this field should be kept in ratio to the availability of aircraft as was 
discussed in connection with flying pay under a previous appropriation. 

Testimony received the last two years leaves doubt as to the firm- 
ness of estimated requirements for training aids. Reductions should 
be applied in this area if the program does not materialize as anti¢i- 
pated. 

Central supply activities—This program provides for the major 
logistical support of the Army and covers the supply distribution sys- 
tem, the administrative costs of procurement activities, the operation 
of supply control offices, the maintenance of stand-by industrial 
facilities, and transportation activities, including the operation of 
ports. The 1958 estimate for this program is $1, 047 ,600,000, as com- 
pared to $983,904,700 in 1957. This increase is due principally to 
requirements of the standardization program; assumption of single- 
manager assignments in the fields of subsistence, clothing and textiles, 
and traffic management; transfer of air depot rcpcmatai from the 
Air Force; increased rail and ocean freight rates; maintenance of large 
numbers of production facilities on a stand-by basis; and the inclusion 
in the Budget of $25,400,000 for the retirement contribution. 

The Committee is concerned over the increase in the Industrial 
Mobilization program and urges that the Army give very careful con- 
sideration to disposing of Government-owned production facilities 
becoming idle as we can ill afford to spend millions of dollars for the 

92317—57-——3 
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lay-away of production facilities and equipment used for the manufac- 
ture of conventional type items that are becoming obsolescent in light 
of the development of emphasis on guided missiles. The amounts for 
this program have grown from $35,880,000 in 1956 to $62,858,000 in 
1957 and $65,881,000 in 1958. This should be an area where savings 
may be applied to the general reduction imposed. 

A minor reason for increased MSTS freight rates is the continuation 
of hazardous duty pay in areas in which there has been no military 
action for a number of years. Consequently, there seems little justi- 
fication for such bonus payments at this time. 

Funds in the amount of $5,964,000 are included in this program for 
the operation of the newly established Military Traffic Management 
Agency. The Committee has had called to its attention instances of 
poor utilization of the most economical means for troop movements 
and urges a diligent unbiased effort in that area. 

The Committee had the benefit of a continuing investigation of 
Procurement Policies and Practices and on the basis of findings feels 
that considerable savings can be effected by improvement in this field. 
The Committee warns against the trend toward securing additional 
space for procurement operations as was indicated in the testimony 
(p. 717 of the Army hearings). Several instances of wasteful utiliza- 
tion of inspection personnel have been called to the Committee’s at- 
tention and the Department is urged to provide reeulations that will 
keep that situation under control. 

Major overhaul and maintenance of materiel_—Funds in this program 
provide for the rebuild of equipment and materiel, all repair parts for 
such maintenance and all non-stock fund procured repair parts 
for field maintenance of Army aircraft, guided missiles, special weapons 
and radio controlled targets. The estimate for 1958 is $376,000,000 
as compared to $336,204,000 in 1957. The increase is due primarily 
to the transfer of depot maintenance of aircraft fron the Air Force 
and increased requirements in the guided missile field. There is also 
the retirement contribution amounting to $5,700,000. 

It is felt some savings should be possible in the support of the 
flying hour program due to the slow-down in aircraft procurement 
mentioned in the discussion of Military Personnel. 

Army medical activities—The estimate for this program is 
$158,200,000 as compared to $144,038,750 in 1957 and will provide 
for medical, dental, and veterinary support of the Army, National 
Guard, Army Reserve and ROTC; maintenance and operation of 
medical facilities; medica] care and hospitalization of Army personnel 
and their dependents; procurement of medical supplies and equip- 
ment, and training of military personnel in medical specialties. The 
increase is due primarily to the Dependent’s Medical Care Act esti- 
mated to cost the Army $19,000,000 in 1958 and contributions of 
$2,289,000 to the Civil Service retirement fund. 

Provision has been made, as in the past two years, for the continued 
operation of the Army-Navy Hospital at Hot Springs, Arkansas, and 
the Murphy Army Hospital at Waltham, Massachusetts. 

Army-wide activities —The administrative type activities performed 
by the Army world-wide are included in this program. Provision is 
made for the operation of Department of the Army headquarters 
and headquarters of major field commands; Army-wide communica- 
tion, finance and audit services, the Army intelligence service and 
other specialized activities. The estimated fund requirement for 
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1958 is $507,200,000 as compared to $458,262,000 in 1957. The 
larger portion of this appropriation is for civilian pay, but as indicated 
in the general statement for this title of the bill the civilian strength 
under military functions will decrease slightly. The Committee is 
disappointed that there has not been a greater decrease particularly 
in light of all the labor saving machines and automatic equipment 
that has been furnished during the past few years in answer to requests 
based on the savings in manpower which were anticipated. The 
committee stresses its interest in seeing that substantial progress be 
made in the coming year in reducing the civilian payroll. The in- 
crease in funds is due primarily to contributions to the retirement 
fund in the amount of $10,800,000, improvements to communication 
facilities and procurement of equipment for classified activities in 
support of the intelligence program. 

A reduction of $3,843,669 is made in this program in consideration 
of reductions in headquarters personnel in response to a memorandum 
issued by Secretary Wilson in March of 1957. It is anticipated addi- 
tional reductions can be made at a later date when the action is ex- 
tended to the headquarters of major subordinate administrative, 
logistical, and other commands. 

Savings will be effected in this program under the project ‘““Educa- 
tion of Dependents”’ by action of the Committee in continuing the 
limitation in section 607 of this bill on the average cost of education 
per pupil at $245 instead of $265 as requested. The Committee fully 
recognizes the essentiality of providing adequate education for de- 
pendents, but feels that sufficient effort is not being made to hold 
costs down. 

Army Reserve and ROTC.—This program provides for the operation 
and maintenance costs of the Army Reserve and Reserve Officers’ 
Training Corps and includes operation of Military District Head- 
quarters, operation of training facilities for Reserve and ROTC units 
at summer training camps, institutions, and home stations, and pro- 
curement expenses for Reserve recruiting, orientation, and informa- 
tion. The estimate for 1958 is $106,200,000 as compared to $71,517,000 
in 1957. This is due primarily to the increased number of Reservists 
anticipated in a drill pay status in 1958 and to the issue of combat 
training equipment to Reserve units. The program is based on an 
entering strength of 255,900 and an end strength of 297,000 in a 
drill pay status. The Reserve program is discussed more fully in the 
paragraph relating to the Army Reserve appropriation. Civil service 
retirement contributions are $1,500,000 in this program. 

Joint projects.—Provision is made in this program for the expenses 
of those interdepartmental or defense-wide activities which are not 
restricted to a single military department and for which the Depart- 
ment of the Army is assigned budget and administrative responsibility. 
Included in the program is the support of the National War College, 
the Industrial College of the Armed Forces, the Armed Forces Infor- 
mation and Education program, International Boards, Commissions, 
Joint Activities, and certain classified activities. The 1958 estimate 
is $154,300,000 compared to $129,383,000 in 1957. The increase is 
attributable to the support of the classified activities, and inclusion of 
$3,000,000 for the retirement contribution. 

ThedCommittee desires to make it perfectly clear that a proportion- 
ate amount of the general reduction shall be applied to these activities 
for which the Army has been assigned as carrying agency. 
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Approval is not granted for the expenditure of $54,000 for a program 
of analysis and evaluation of the Industrial College’s curriculum 
content and method of presentation. 

The Committee recommends elimination of an item totaling 
$3,390,000 relating to the Military Sea Transport Service reserve fleet 
under the project “International Activities’. 

Operation and maintenance of facilities —The amounts in this 
activity which are included in the totals of the various budget pro- 
grams just discussed are a consolidation of the indirect costs of sup- 
porting the separate programs. ‘The following tabulation sets forth 
the totals of the amounts involved by major category: 


[In millions of dollars] 


Fiscal year 


Fiscal year Fiseal year 
1956 actual 


1957 estimate | 1958 estimate 











| | 
Local headquarters command administration.._...........--- $55. 8 | $57.6 | $59. 7 
Local welfare activities__......._- Gace eaten aaieae cea ea areraie eee 14.1 13.5 14.1 
Local maintenance and management facilities................- | 436. 5 460. 2 446. 5 
ee 252.0 | 285.9 292.3 
CEES MEO, a cetacesece ions 280. 8 271.4 289. 1 
SD POG Oe ON onnnocsuadsiowaneuneun 1, 039. 2 1, 088. 6 1,101.7 


| l 


The net increase in 1958 over 1957 is $13.1 million. The major 
increases include: 


Millions 

Government contribution to the retirement fund _- _------ Pee ere 

Payments for utilities and communications to the Korean Government__. 10.0 
New logistic support required as a result of additional units of family hous- 

ing ($3.6 million for rental payments at antiaircraft sites) ______-___- 21. 6 


Additional field maintenance costs due to increases in Nike battalions and 


Army aircraft___.....--_- ssi Ma Sea i rn a hc a Ea la 7.3 
Increase in installation, rehabilitation and expansion of local communica- 
IPED COTO ate ne ee ee se cnc reese as ot Lee 6. 0 


The above-mentioned items amount to $67.5 million. There are 
several other minor increases that amount to $9.3 million for a total 
gross increase of $76.8 million. Against this figure there are decreases 
totaling $63.7 made up of items either completed or deferred. Some 
of the major items are as follows: 


Millions 
Deferment of the third and final increment of the barracks-improvement 

ID ons Si cit ms bh Se coset e a ad ae oO obese _. $25.0 
Transfer of funds for minor new construction to military construction ap- 

i es Peer Bn a ams mo S igea alte ete saab eee seen ated were eek 7.5 
Elimination of the deferred maintenance program ou ; P . 10.0 
Completion of 1957 rehabilitation projects for DEW line and decrease in 

DeptrO TalRiith Ape Lo 3 tos oc ids 2 Heo de je aR eee wee, 3. 6 


The above decreases amount to $46.1 million and there are several 
other smaller decreases totaling $17.6 million due to a reduction in 
level of operations. 

The Committee is concerned at the reduction in the level of mainte- 
nance of facilities and urges that every effort be made to adjust the 
funds available to keep the ever-rising level of deferred maintenance 
down. 

RESERVE PERSONNEL 


This appropriation provides for the pay, travel, subsistenge, and 
clothing for Army Reserve and Reserve Officers’ Traming Corps per- 
sonnel. Operation and maintenance costs are carried under that 
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appropriation as discussed earlier. The 1958 estimate for this appro- 
priation is $207,000,000 against which the Committee recommends 
$197,000,000, a reduction of $10,000,000. ‘The amount recommended 
is $18,000,000 below the 1957 appropriation level, but is the amount 
estimated to be used in 1957 (p. 1101 of Army hearings). For several 
years the Committee has reduced the amount of money requested for 
this item but despite that reduction there has been more money avail- 
able than the Reserve has actually been able to utilize. 

The Committee recognizes the upward trend in personnel input, 
and commends the effort to build up a stronger reserve, but is not in 
agreement with the extension of the 6-months training program to 
include 18%- to 26-vear old men and with the reduction in length of 
obligated reserve service. It is not considered that these are within 
the spirit of the Reserve Forces Act program~as originally presented. 
These recent policy changes have helped bring about serious budgetary 
problems that must be resolved at an early date. 

Prompt and careful scrutiny must be made within the Department 
of the Army of its Reserve program in order to establish procedures 
which will permit a continuing reserve training program during the 
next fiscal year. There is evidence that the present program and the 
present budget structure may lead to serious problems in training and 
i morale. There is serious danger that the 6-months training pro- 
gram itself will come to a halt unless prompt measures are taken to 
msure a more even flow of trainees throughout the year. 

The following tabulation sets forth comparative figures relating to 
the number of reservists in a pay status: 











Number in pay status as of— Estimated Actual 
, oS 8 a ee ee eS ee ee 270, 000 117, 323 
June 30, 1954___- ews warned end Siabhiasdsatedu. dha Aaa aeeinenoee 210, 000 136, 918 
pe ee es é 195, 000 163, 137 
‘ Oo Se ae a ic ticaglsilieitiaip lias ec lat maa a coca 219, 000 197, 340 
SG Sy WO hk on ccd ban hin sds ds ccnecscidn cee es ea eee 298, 600 1 255, 900 
June 30, 1958 ea ditt els a tis citncre wesitngtiniatn sty antes nleaenilinas aaa ae GOED bacne-detsesben 


t Revised estimate. 


Army NATIONAL GUARD 


Complete support of the Army National Guard is provided in this 
appropriation with the exception of ammunition, radio-controlled 
aerial targets and certain major items of organizational equipment 
and construction of facilities which are carried in other Army-wide 
appropriations. 

The Committee recommends an appropriation of $320,000,000, the 
full amount of the budget estimate, which is $162,000 below the 1957 
level. This amount is based on supporting a beginning and end 
strength of 400,000, provides for an input of 25,000 trainees in the 
6-months active duty for training program, and maintains unit 
support and participation in the Anti-Aircraft Defense Program at 
the end fiscal year 1957 level. 

During the course of hearings it was testified (p. 1157 of Army 
hearings) that the Guard has at present a growing strength in excess 
of the allowed 400,000 and that they would be required to cut back 
to that figure by June 30. The Committee strongly protested this 
action feeling a more gradual reduction should be made and is relieved 


A CUSES 
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to know that it will be attained by attrition over a longer period of 
time. It is felt that this can be accomplished within the funds 
allowed. However, it is the intent of the Committee that the Guard 
be supported at the level of 400,000 established as the optimum 
strength figure for fiscal 1958. The Committee invites further infor- 
mation regarding the budget picture, if required, in January 1958 
at the beginning of the second session of the 85th Congress. 

Various strength figures for the Guard are set out in the following 
tabulation: 








| 
Requested | Approved | Attained 
| Ed ceadtaianiad A. 
| | 
225, 000 | 225, 000 214, 646 
362, 000 300, 000 255, 887 
293, 500 ‘262, 500 | 232, 519 
19654: 
at isi tore | 265,000 | 285, 000 255, 887 
NE sd re ee ed gacatinmesndn --2-=--| 300, 000 300, 000 318, 776 
Average... eee ance eke Piemonte aaa 282) 500 | ee) 283, 3 
es ee a 325, 000 325, 000 | 318, 776 
RE sie. Je ke Ls ites 0a. Se Sees ee 375, 000 | 375,000 | 358, 241 
a ata an cinta eats apices Man cal deci plave ciniiadatieasaies 350, 000 | 350, 000 | 340, 896 
1956: | | 
J EE ae ee ee ict eek ab abwe~ 2 376, 000 | 375, 000 | 858, 241 
ae ge er ey pa A rig» aaase mal oon 403, 634 
Closing --_-_-- aidAd deeds in dddbbaite Ral 425, 000 435, 000 | 404, 403 
Ps can on caikiebe tenis ates epemreieediiiaiiediae 400, 000 | 400, 000 | 380, 242 
1957: 
Saas ee LS ecto eae 5 ssceese } 407, 100 | 408, 100 | 404, 403 
Closing_.- ee - ER BOERNE ES 408, 100 425, 000 425, 000 
Average.................. ijds brits ia 407, 600 | 416, 550 | 414, 702 
1958: | 
Opening._ wl Ee aa section oe bal 400, 000 | | 
oe 8 ie aha inks naurasbounibeedee ; 400, 000 | ae -| 
a seulitieinniittanhiedoitorapwanis ctgennadnpuieansiial cet incerta coacdilands inacetnesearstelindiasinsics 
| Estimated. 


RESEARCH AND DEVELOPMEN’ 


The Research and Development program of the Armv for 1958 as 
presented to the Committee will concentrate on developments in the 
fields of missiles, target acquisiton devices, faster and better communi- 
cation svstems, and mobility through aerial and ground vehicles. 
The budget estimates for this program total $400,000,000. The 
Committee recommends an appropriation of $392,000,000, a reduction 
of $8,000,000. This amount is $18,000,000 below the 19457 appropria- 
tion. Ineluded in the total estimate for 1958 is $28,000,000 for 
financing of Department of Defense activities not under Army con- 
trol and $8,900,000 for retirement contributions. The Committee is 
of the opinion that the major and most important aspects of the pro- 
gram can be carried on with the money allowed and feels that economy 
can be achieved through better selectivity in programs. These 
remarks are directed to those classified and joint service activities 
included in the appropriation requests. Proportionate reductions 
should also be applied in those areas, 


NATIONAL BoaRD FOR THE PROMOTION oF RIFLE PRACTICE 


The National Board for the Promotion of Rifle Practice has the 
delegated obligation of encouraging rifle practice among persons not 
normally reached in the Army training program. The Committee 
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recommends $225,000 for the program in 1958. This is a reduction 
of $75,000 in the estimate and is $132,000 below the 1957 appro- 
priation. 

The reduction is a reflection of the continued disapproval by the 
Committee of appropriating money for the travel of civilian teams to 
National Rifle Matches, for which $75,000 was requested. 

The revised programming of funds requested (p. 1341 of the Army 
hearings) is approved with the deletion of $75,000 for travel of civilian 
teams. 

Ammunition will be furnished on a non-reimbursable basis from 
existing stocks of the Department of Defense as during the current 
year. 


Auaska CoMMUNICATION SysTEM 


The Alaska Communication System provides telephone and tele- 
graph service throughout the Territory of Alaska and connects 
Alaska with the United States and other countries for both military 
and commercial users. The Committee has reduced the budget esti- 
mate of $5,700,000 to $5,000,000, the amount appropriated mm 1957. 
The Committee recognizes that telephone rates are higher in Alaska 
than rates within the continental United States and that telegraph 
rates have recently been increased. However, in view of the enlarged 
facilities resulting from completion of the coaxial submarine cable 
and in view of high operating costs generally within the Alaskan area 
it is felt that there may be justification for increases in rates for 
civilian users that will help to offset the costs to the Government in 
operating the System. 

The Committee is pleased to note that progress is being made to- 
ward the sale of the system to private ownership and urges an earl 
submission of the necessary legislation to authorize the sale. It is 
estimated considerable savings will be possible in purchasing service 
as opposed to total overall costs of operating the system. 

The proposed language to permit the use of receipts of the system 
to pay station agents at locations where small branch offices are main- 
tained has been modified to allow payments out of general receipts of 


the System rather than limiting payment from receipts of the indi- 
vidual stations concerned. 


PROCUREMENT AND PRODUCTION 


This appropriation provides for the procurement of long lead-time 
materiel such as guided missiles, aircraft, weapons, ammunition, 
vehicles, facilities and other major equipment for the Army as well 
as certain items for the Navy, Air Force, Mutual Assistance Program, 
and other authorized customers on a reimbursable basis. 

This is the first year since the end of the Korean War that a request 
has been made for new funds as heretofore existing authority plus 
certain reimbursement was ample to carry out the program. The 
amount requested is $583,000,000, which the Committee has recom- 
mended be reduced by $516,000,000. This is the amount that was 
estimated would have been carried over into fiscal year 1959 and the 
reduction will not affect the obligational program planned for 1958. 
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The following tabulation, as presented by the Army, shows the 
status of the Procurement and Production account as forecast for 
fiscal oe 1957 and 1958 based on estimated obligations in the budget 
and the reduced appropriation recommended by the Committee: 


Amounts available for obligation and estimated obligations 








[Thousands] 
Estimated 
Fiscal year | Fiscal year | Fiscal x 
1957 1958 195 
ee a ee ee ee re ee 
Wnebiigntel balance Joly tos. oo 2. 2s A ioc eX $2, 524, 767 $1, 576, 865 $299, 865 
Anticipated reimbursement from undelivered MAP 
De sitet cidn eho mine tna ncie nda sched nach detonate 388, 714 399, 630 250, 599 
Appropriations and other reimbursements-_.__.._____..__- 2, 136, 053 1, 177, 235 49, 266 
ect perme secrete iene 2.» eB ec 
Anticipated reimbursements____._...............-----...-..-- 952, 098 ae ee 
IOI fois el ce oa hat Coden ee ea edek 3, 476, 865 Sree Wee Pane cccedeceee 
er ae nee re ae 1, 900, 000 1 GRR Oe bck ke wcedwosss 
Direct obligations.____- SS Pee OMe TeLe 21 et. ee mere see: 1, 655, 000 OSU GEP fiisiscck.i 
NN SR a a ae 245, 000 PI tence nsdhs 
Unezpended balances and expenditures 
{Thousands} 
| Estimated 
Fiscal year | Fiscal year | Fiscal year 
1957 1958 1959 
Unexpended balance beginning of year_.......___- SoS aes $5, 247, 234 $3, 962, 234 $629, 234 
PN 6655685 5k. 6b ccd a thd bhai min da chbhaia dihpenindbeneabeal i) eee 
Total available for expenditure__..................-.---- 5, 247, 234 epee ee Bai diddsn tide 
NE i wees iaipenianaree acid Lisatebiimenne 1, 285, 000 1, 400, 000 


As stated, the figures in the tabulation above are based on the 
information available at the time the budget was prepared and on 
which the justifications were presented. The latest figures available 
are for the period through March 31 and show reimbursements of 
$896 ,598,000 which added to the opening balance of $2,524,767,000 
makes a total availability of $3,421,366,000 as of that date. Obliga- 
tions incurred for the same period total $884,522,000. This would 
indicate a very poor obligation record as it is anticipated $1,900,000 
will be obligated by the end of the year. However, it was testified, 
due to the long period of time needed to negotiate many of the larger 
contracts the bulk of these obligations occur during the last few 
months of the year. In answer to a question as to ability to obli- 
gate such large sums in just a few months Maj. Gen. E. J. O'Neill, 
Assistant Deputy Chief of Staff for Logistics stated (p. 583, Defense 
hearings, pt. 1): 


We believe we will, sir, based on our performance in 
other years, where the big contracts, the ones that have to 
be negotiated over long periods of time, come up in the lat- 
ter part of the year. The funds we obligate early in the 
year, sir, are by and large for the commercial-type item, 
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and the ones we have had to finish up at the end of the 
previous fiscal year and did not get finished, sir. 


The Committee feels that very probably the total obligations may 
not be quite as large as anticipated in 1957. However, from the 
total availability must be deducted the amount of $27,444,000 to be 
transferred to Military Personnel appropriations for 1957 as proposed 
in Senate Document 36. The necessity for carryover funds has 
been discussed in the general section of this report and the Committee 
recognizes their need. However, it is felt that with the indicated lag 
in fiscal year 1957 obligations and increased reimbursements from 
orders undelivered as of June 30, 1957, adequate funds will be avail- 
able in 1958 to fully implement the approved program. In addition, 
some reimbursements from 1958 MAP common item orders, not 
included in fiscal computations, should also increase fund availability. 
For example, although the financial plan presented to the Committee 
during considerations of the 1957 bill indicated no reimbursements 
(because they could not be estimated at that time) from MAP common 
item orders in 1957, records reflect a reimbursement from this source, 
as of the date of hearings, of $388,714,000. Moreover, while total 
reimbursements for 1957 from all sources were originally estimated 
at $200,000,000, such total reimbursements through March 31, are 
recorded at $896,598,000. 

The Committee appreciates the fact that, with the reduction 
effected, the Army will not possess the latitude contemplated in the 
request of $583,000,000 for this activity. It feels, however, for the 
reasons stated above, and with the continuing improvements which 
are being made in management and planning operations, the total 
amount will prove adequate. 

The distribution of estimated 1958 obligations by major procure- 
ment areas is planned in the following percentages: 


Percent 

Ce ho), a eo ee ay eee ee eo eS Re ot 47.9 
NR AR RENIN sks co os caren ws aics tx cavetin wc css or see ub oh ap tnvenind tnd tp to ee 8.1 
Ageiier. OTONG oo kk. dns o> Sis oo oe we ond aah oh be eR eee 9, 2 
Industrial mobilisStion.. .. c-...6seancbeus~tae.e  eeee 7.2 
Other maior procurement... « . << ~ . 6 aides dah eo ecg ee eee 27. 6 
Total 2. oo aie ea a. 2. Sa ee ce 100. 0 


As has been mentioned earlier in this report, the Committee made 
a supplementary inquiry into procurement policies of the Department 
this past year and hearings were conducted on the general subject 
and a rather complete record developed. The Committee is pleased 
to note that progress is being made in this field. However, the Con- 
gress continues to receive reports and allegations of waste, inefficiency, 
and lax and uneconomical practices which indicate that a continuing 
effort must be made to establish procedures that will prevent, the 
recurrence of such instances in the future. 
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APPROPRIATIONS AND ESTIMATES 


The budget estimates for the Department of the Navy, exclusive 
of the military construction items, for fiscal year 1958 total 
$10,487,000,000. The Committee recommends $9,801,355,000, a 
decrease of $685,645,000 in the estimates and $188,438,000 below 
similar appropriations for fiscal year 1957. In making these reduc- 
tions the Committee recommends transfers in the amount of $190.- 
000,000 from the stock and industrial funds, consisting of $100,000,000 
not required for the operation of the Navy Stock Fund, $20,000,000 
from the Marine Corps Stock Fund and $70,000,000 from the Navy 
Industrial Fund. These funds have been transferred to the appro- 
priation item “Military Personnel, Navy” and are included in the 
reductions shown above. The specific actions of the Committee 
and the several items making up the reductions in the estimates are 
explained in subsequent paragraphs in the report. 


GENERAL STATEMENT 


The primary mission of the Navy is to control the seas in order to 
project our military power, in cooperation with the other services, 
wherever necessary for the welfare of this country, and to defend this 
nation and its sea lines of communication from attack through the 
seas. The strongest threat to this mission is the growing Soviet 
naval power. It cannot be minimized. The situation 1s aptly 
described by the Chief of Naval Operations on page 597 of part one 
of the Department of Defense Appropriation Bill Hearings. Admiral 
Burke states: 


* * * the threat to control of the sea is reaching formidable 
proportions. The Soviets understand the importance of 
seapower. Their clear intent is to isolate the United States 
from our allies and prevent us from projecting our military 
power overseas. They have an unprecedented shipbuilding 
program which is continuing unabated. They have built 
more warships of all types since World War II than all the 
rest of the world combined. They now have over 450 sub- 
marines. They have a powerful shore based naval air arm. 
They may be expected to exploit mine warfare wherever 
possible. 
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The Soviet Navy conducts rigorous year-around training 
exercises at sea under all weather conditions. Soviet naval 
air, surface, and submarine units conduct extensive training 
in coordinated operations. The tempo of their training has 
been increasing. The Soviet submarines now make long 
cruises at sea. 

Soviet sailors are proficient, resolute, and aggressive. 
Special privileges, careful indoctrination and higher living 
standards have established fine esprit de corps in all branches 
of the Soviet Navy. The Soviet Navy now has a clear sense 
of purpose. 

The expanding ability of the Soviet Navy to dominate the 
sea approaches to Europe and Asia poses a difficult problem 
for the United States Navy. Our mission to control the seas 
is becoming increasingly difficult. 


This threat must be met and contained. At the same time, the 
Navy must be prepared to maintain its essential position for so-called 
smal! or limited wars, should the occasion demand it, and to continue 
to act in support of our foreign policy, as it has been called upon to do 
on many occasions in the past. 

Speaking of the role of the naval establishment in the present 


defense posture, former Secretary of the Navy Charles S. Thomas, 
stated: 


I, myself, think of the Navy and Marine Corps as a con- 

structive deterrent to war, as a prudent investment for 

eace. In any crisis or in any type of war, the Navy must 
be able to control the seas. 


Such objectives as these can be met only by a balanced sea power 
program, capable of employing the latest nuclear, guided missile, and 
other technological developments in successful operations against the 
enemy, including those against a potential enemy capable of massing 
a submarine threat against this country unparalleled in our history. 

To achieve such sea power, sound operational and economic con- 
cepts dictate that no single facet of the program be emphasized at the 
expense of another. All elements must be in proper balance—the 
carriers and the amphibious craft, the aircraft and the submarines. 
Failure to do so will only lead to ineffectual naval power, incapable of 
realizing the objectives which must be attained if this nation and the 
free world are to continue to exist. Continuing reviews of Naval and 
Marine Corps forces must be maintained and used as a basis for future 
budget submissions. These budgets must make provision for balanced 
seapower capable of meeting any threat to the control of the seas 
which any potential enemy is capable of making. 


SuMMARY OF CoMMITTEE BILL 


In broad outline, the bill approved by the Committee provides for 
the following: 

(1) Active Fleet. Operation of an Active Fleet at an approximately 
level strength of 983 active ships. The active fleet will be improved 
by receipt of 23 new ships and 10 newly converted ships from prior 
year construction programs. Planned manning levels will be main- 
tained constant at an average of 80 percent of wartime strength. 
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(2) Ship Building. Emphasis is placed upon construction of a 
nuclear propelled attack carrier, five guided missile destroyers, four 
nuclear submarines including three with guided missile launching 
«capabilities. Conversions include one attack carrier and one guided 
missile cruiser. In addition, four ocean escorts will be converted to 
radar picket ships. In total, 19 ships will be added from new construc- 
tion and 11 by conversion. A list of the various vessels in the 1958 
program will be found on page 670 of the Committee hearings. Pro- 
vision is also made for continued maintenance and limited moderni- 
zation of a reserve fleet estimated to be about 1,450 ships. 

(3) Operating Aircraft. Naval aviation will utilize about 11,800 
active aircraft, of which slightly less than 10,000 will be in daily 
operational status, a strength essentially equal to the fiscal year 1957 
program. The percent of modernity and combat potential will increase 
during fiscal year 1958 with the receipt of more modern aircraft. 
Additional Navy and Marine air squadrons will have guided missile 
capabilities. 

(4) Aircraft Procurement. The aircraft procurement program is 
designed to modernize and increase the combat potential of the 
authorized forces. The fiscal year 1958 program provides for the pro- 
curement of approximately 1,220 aircraft which, when coupled with 
prior procurement, will provide for approximately 2,100 new aircraft 
deliveries to the Navy and Marine Corps during the year. 

(5) Marine Corps. The budget provides for the continuation of 
an active Marine Corps combat force with the maintenance of a bal- 
anced force in readiness of three combat divisions and three aircraft 
wings with necessary reinforcing combat and logistic support forces. 
The strength of the Marine Corps will be maintained at the level of 
200,000 military personnel. 

(6) Naval Personnel. The bill provides for a beginning and end- 
year Naval personnel strength of 675,000. Planned distribution of 
these personnel will provide for substantially the same operating 
forces as in fiscal year 1957 and will continue the support of training 
establishments at aa able levels of adequacy. The military 
strength of both the Navy and the Marine Corps during fiscal year 
19: = ‘will be maintained through voluntary enlistments. 

) Reserve personnel. The Navy reserve personnel strength in 
fiscal year 1958 will increase from 147,762 to 150,383, with an ultimate 
strength goal of 155,000 in the drill-pay program. Emphasis will 
continue to be placed on more practical and team-type training and 
afloat cruises. 

The Marine Corps Reserve program planned for fiscal vear 1958 
will increase from an average fiscal year 1957 drill pay strength of 
44,112 to 47,754 with an ultimate goal of 55,000. 


Basis oF ComMMITTEE ACTIONS 


In considering the budget estimates of $10,487,000,000 submitted 
for the operation of the De ~partment of the Navy for fiscal year 1958, 
exclusive of funds for military construction, the Committee has given 
considerable weight to several general factors, all of which were 
considered in making the reduction of $685,645, 000 in the estimates. 
For example, there is no apparent justification for the maintenance of 
excessive funds in reserve in the Navy and Marine Corps stock funds 
and in the Naval Industrial Fund. Therefore, the Committee has 
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transferred $190,000,000 from these three funds to the appropriation 
item for Military Personnel, Navy in the belief that they are not 
required for the efficient operation of these stock and industrial funds 
in fiscal year 1958. The total amount of $190,000,000 involved in 
this transfer includes $70,000,000 from the Naval Industrial Fund, 
$20,000,000 from Marine Corps Stock Fund and $100,000,000 from 
the Navy Stock Fund. 

The Department of the Navy has in recent years initiated several 
far reaching management improvement programs. Examples of these 
programs are the production planning and control program of the 
Bureau of Ships, similar programs for the overhaul and repair facilities 
of the Bureau of Aeronautics, the utilities conservation, controlled 
maintenance and automotive conservation programs in the Bureau 
of Yards and Docks, value engineering systems in the Bureau of 
Ships and other activities, as well as a revision of the inventory 
control system for Navy-owned capital equipment which it is claimed 
‘is effecting substantial savings in both manpower and material” and 
various and sundry other programs based on the use of modern 
management tools and methods, including electronic data processing 
media. They have been installed, in many instances, at additional 
costs. The chief reasons for these programs have been anticipated 
savings in appropriated funds, more effective utilization of manpower 
and equipment and an increase in the operational efficiency of the 
various bureaus and activities of the Navy. The Committee believes 
that these and other management improvement programs can be 
utilized to reflect more actual savings than have been anticipated in 
the budget estimates and that a continued emphasis on such activities 
will result in appreciable savings to the Navy. 

The Committee has carefully considered the programing of funds 
in the various appropriation items with particular reference to past 
experience as reflected in unobligated balances in the various activities. 
In many instances, such an examination discloses that a better pro- 
graming of available resources will result in more efficient operations 
and a better utilization of funds made available for the various 
programs. 

Under existing budgetary procedures the total costs of major items 
of equipment and materiel including ships, aircraft and guided missiles 
are provided in procurement programs approved for funding by the 
Congress. This procedure places ‘the total cost picture clearly before 
the Committee and the Congress for whatever action may be deemed 
appropriate. Since the actual production of items such as ships, air- 

raft and guided missiles is scheduled over a period of yeers, it is not 
necessary to contract or obligate funds for the entire program in the 
first year of appropriation availability, even though total program 
costs are appropriated. Similarly, procurement of components and 
spare parts are scheduled over the entire production span in accord- 
ance with established lead time considerations. Procurement appro- 
priations authorized in the accompanying bill are based on a con- 
tinuation of this concept. Reductions made by the Committee in 
these appropriations are based on specific program reductions or the 
deletion of excessive funds in the unobligated balances. The unobli- 
gated balances remaining are required to complete authorized pro- 
grams and to provide the nee essary procurement continuity for 
programs in subsequent years. Generally speaking, all of them will 
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be in some phase of procurement action short of recognition as a legal 
obligation. 

Funds have been requested in several appropriation items for the 
furnishing and maintenance of so-called Capehart housing quarters. 
A careful examination of the housing estimated to be available to the 
Navy in fiscal year 1958 from this program causes the Committee to 
have serious doubts as to the validity of the budget estimates. For 
example, as of the time of the Committee hearings, only one Capehart 
housing project was under construction and this one did not begin 
until March 8, 1957. Many of the projects for which funds are 
requested in the estimates contain Wherry housing units. Under 
existing law these Wherry units must be purchased by the federal 
government if the Capehart housing is to be constructed. The ability 
of the Navy to acquire Wherry units in the manner contemplated in 
the budget during fiscal year 1958 is extremely questionable. The 
Committee has considered the various construction schedules and 
other factors in approving furniture and maintenance funds for the 
quarters in this program and has made appropriate reductions. The 
funds made available to the Navy in the various appropriation items 
involved will be ample to provide for any maintenance or the purchase 
of any furniture necessary for Capehart housing estimated to become 
available in the period covered by the budget estimates. 

The Committee has given considerable thought to the matter of the 
number of civilian employees requested by the Navy. It believes 
that a diligent application of the management methods mentioned 
previously and a more realistic appraisal of the need for such employees 
will result in savings in funds and personnel. It is noted that the 
regulation promulgated by the Secretary of Defense reducing the 
number of military and civilian personnel in departmental activities in 
the metropolitan Washington area was not considered in the formula- 
tion of the President’s budget. Appropriate reductions in line with 
this reduction in civilian personnel have been made in the various 
appropriation activities concerned. 

It is obvious that additional savings can be made in this field if a 
more efficient utilization is made of the personnel and funds available 
to the Navy. The experience of the Committee in this respect during 
the current fiscal year is but an example of this fact. Detailed data 
relative to civilian employment is furnished the Congress in support 
of the President’s budget. This data is analyzed by the Committee 
in making its recommendations to the Congress for appropriations. 
An analysis of the estimates submitted in support of the 1957 budget 
when compared to the latest estimates for the same fiscal year as 
contained in the FY 1958 budget, discloses that apparently only the 
Committee and Congress pay any attention to this detailed data. 
For example, in the fiscal year 1957 budget, the estimate of the nun- 
ber of employees at the end of the year in the appropriation item for 
Aircraft and Facilities was 68,153. This number is now estimated to 
be 74,949, an increase of 6,796 employees. Similarly in the appro- 
priation request for Ordnance and Facilities, the estimate of the total 
number of permanent positions in the 1957 budget was 16,552. This 
has now been revised to 18,936, an increase of 2,384 positions. In 
nine of the fourteen appropriation items concerned the number of 
civilian employees has been increased above the total justified to the 
Committee in support of the 1957 budget estimates and approved in 
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the Department of Defense Appropriation bill for 1957. In no in- 
stance was approval of the Committee on Appropriations requested 
for specific increases in civilian personnel. The comment of Admiral 
Russell, Chief of the Bureau of Aeronautics, on this matter is typical 
of one of the major reasons for this increase. On page 554 of the 
Committee hearings Admiral Russell states: 


In last year’s budget our personnel numbers reflected a 6 
percent decrease which had been directed by the Depart- 
ment of Defense. We appealed this decrease in view of our 
workload, sir, and it was granted. This accounts for the large 
fraction of the increase. 


In other words even after the budget estimates for fiscal year 1957 
were approved by the President, and submitted to the Congress, the 
Department of Defense was making major changes in the civilian 
personnel allowances without informing the Committee on Appropria- 
tions of such changes. There is no justification for such procedures. 

Specific actions of the Committee are explained in subsequent para- 
graphs of the report under the various appropriation headings 
concerned. 

Miurrary PERSONNEL, Navy 


This appropriation covers pay, allowances, and related expenses 
associated with military personnel on continuous active duty. The 
budget estimate for this item is $2,503,000,000, against which the 
Committee recommends $2,295,000,000, a reduction of $208,000,000 
in the budget estimates, and $183,316,000 less than the appropriation 
for fiscal year 1957. In addition the Committee recommends the 
transfer to this appropriation of $190,000,000 including $100,000,000 
from the Navy Stock Fund, $70,000, 000 from the Nav y Industrial 
Fund and $20,000,000 from the Marine Corps Stock Fund. 

The progress the Navy has made in their program to alleviate the 
movement of personnel and their personal effects is noted with some 
satisfaction. There is, however, room for even further improvement 
To encourage this improvement, appropriate reductions have been 
made in the funds requested for movements and permanent changes 
of station. 

The Committee is concerned with reference to the policy of the 
assignment of military personnel to functions which are basically 
operated from nonappropriated funds. Specific examples of this 
occur in the operation of commissaries and post exchanges. The 
Committee is not satisfied with the present policy in this respect, and 
believes that these facilities can be operated with a greater emphasis 
on the utilization of civilian personnel paid from non-appropriated 
funds, which would result in savings to this appropriation item and 
the release of men for service in combat-type operations of the Navy. 

The Bureau of Naval Personnel has initiated several management 
improvement programs which will result in savings to this appropri- 
ation. Greater reductions than those anticipated can be achieved 
by placing more emphasis on efficiency and economy of operation 
and a larger use of the management tools available to this Dureau. 

It is noted that at the close of fiscal year 1956 $16,238,988 was 
unobligated in this annual appropriation. Similar balance estimated 
for the close of fiscal year 1957 is $22,000,000, but no unobligated 
balance is estimated for the end of fiscal year 1958. In light of past 
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experience this hardly seems realistic and has been considered by the 
committee in approving funds for this appropriation. 

The policy of the Navy with reference to promotion and retirement 
of officers has been a matter of discussion for some time. The in- 
creasing complexity and size of the modern Navy demands the max- 
imum utilization of skilled and trained officer personnel. This is true 
today even more so than it has been in the past. The future can only 
make greater demands on the officer strength of the Navy. It ap- 
pears that the present policy relative to the promotion and almost 
forced retirement of officer personnel raises very serious doubt as to 
whether these needed skills and qualifications are being used to the 
maximum extent possible. It is the desire of the Committee that 
the Navy review its policies concerning promotion and retirement 
of officer personnel with the view in mind of utilizing to a much larger 
degree the skills and experience of these personnel particularly those 
who have years of useful service remaining but are being retired due 
to the lack of authorized numbers in grade in the rank levels above 
them. 

The following table reflects certain data as to the numbers of mil- 
itary personnel: 























Actual strengths Projected strengths 
en A r 
| June 30, 1957 Average strength 
| elder a ict tee ee 
June 30, Dec. 31, June 30, 
1956 | 1956 Original | Current | 1958 Fiscal Fiscal 
| 1957 Act | estimate year year 
| | 1957 1958 
TiTSEs LAMASE CLL, Sec aie iano nei aca 
ES SS SSS SES: aans| ‘@8,400 | Team | lene 73, 800 73, 800 72, 186 73, 927 
NS ee lh le 591,996 | 592, 764 598, 200 594, 700 594, 700 596, 048 595, 108 
Subtotal_.--..-...-- f 663,766 | 665,591 | 672,000 | 668,500 | 668,500 | 668, 234 669, 035 
Midshipmen, aviation cadets, | 
officer candidates, and avia- | | 
tion officer candidates 1_.._--- 6, 159 | 7, 474 6, 223 | 6, 500 6, 500 | 7, 958 6, 845 
j— —| —— — eae 
Grand total_.__--___----- 669,925 | 673,065 | 678,223 | 675,000 | 675,000 | 676,192 | 675, 880 








1 Officer candidates and aviation officer candidates are included in the Navy enlisted strength of 30 Jung 
1956. 


RESERVE PERSONNEL, Navy 


This item covers pay, allowances and related costs of personnel par- 
ticipating in the reserve training program. The Committee has 
approved $86,000,000 for this appropriation, a decrease of $500,000 
in the budget estimate of $86,500,000 and $9,000,000 less than the 
appropriation for fiscal year 1957. In fiscal year 1957 the Committee 
approved funds which provided for growth in the drill pay strength of 
the Naval Reserve from 159,691 at the end of fiscal year 1956 to 
165,359 at the end of fiscal year 1957 with an ultimate goal of 216,000 
personnel in this category. Since that time the overall plan for drill 
pay personnel has been revised to show an end strength in fiscal year 
1956 of 150,193, estimated to drop to 147,762 at the end of fiscal year 
1957, rising to 150,383 at the close of fiscal year 1958 with an ultimate 
planned strength of 155,000. 

Past history in this program has been marked by the inability of 
the Navy to achieve the desired goals. This matter was discussed at 
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some length with the Navy in the hearings on this bill, a portion of 
which is quoted below: 


Admiral Hottoway. We will get to the numbers, I would 
say, within 18 months. 

Congressman SHEPPARD. Then you consider that your pres- 
ent estimates for 1957 and 1958 are reasonably firm? 

Admiral Hottoway. Yes, I am confident that we can live 
up to them. 


It is to be hoped that the achievements in this program in fiscal yea 
1958 will not prove this confidence to be false. 

The status of the overall plan for reserve personnel in drill pay units 
is shown in the following table: 


Overall plan for Reserve personnel 


1956 actual 1957 estimate 1958 estimate 


; —_ wetasiios saan — — — 


Begin | Average End | Average End | Average End 





Personnel numbers: 
Surface, submarine, and 


2 
| 
15, 220 | 15,961 | 16, 382 








j | 

| | | 

special: | 
Officers 14, 774 | | 16,750 | 16,440 17, 000 
Enlisted personnel -. 98, 239 96, 318 96, 180 92, 626 94, 500 91, 535 95, 050 

Aviation: | | 
Offieers J | 9, 102 9, 883 10, 646 | 10, 777 10, 775 | 10, 539 10, 299 
Enlisted pe rsonnel.- 27, 027 | 26, 997 27,406 | 26,201 25, 737 27, 000 28, 034 
Totel ....<s-s =F "149, 142 x 148, 418 | 150,193 | 145,986 | 147,762 | 145,514] 150, 383 





The present size of the ready reserve is 465,000 officers and enlisted 
men of an ultimate strength of 530,000 authorized by the Secretary of 
Defense. It is anticipated that this ultimate end strength will be 
reached in fiscal year 1958. 


Navy PERSONNEL, GENERAL EXPENSES 


The budget request for Navy Personnel, General Expenses is 
$89,000,000. The Committee has approved $87,000,000, a reduction 
of $2,000,000 in the budget estimate and $3,020,000 above the amount 
appropriated for the current fiscal year. This item covers numerous 
support activities relating to military personnel including training, 
recruiting, maintenance and operation of Navy and Naval Reserve 
facilities of the Bureau of Naval Personnel, the Naval Academy and 
certain personnel support. The reduction recommended by the 
Committee has been achieved along the lines set forth in the earlier 
paragraphs of this report. 

The increase above fiscal year 1957 will provide for the necessary 
Civil Service retirement costs, increased nuclear training activities 
and an increase in the standard of maintenance at the Naval Academy, 
as well as the continued installation of electronic machine systems 
which en result in considerable savings and more efficient services 
to the Navy. 


92317—57——-4 
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Minirary PeRSONNEL, MARINE Corps 


This appropriation covers pay, allowances and associated expenses 
of active duty Marine Corps personnel. The budget request is 
$634,600,000. The Committee recommends $630,000,000, a decrease 
of $4,600,000 in the budget estimates and a decrease of $17,100,000 
in the funds appropriated for this item in fiscal year 1957. Generally 
speaking, the reduction of the Committee in this item is comparable 
to that achieved in the military personnel, Navy estimate. Further 
improvements in the curtailment of movements and permanent 
changes of station are in order. It is also obvious that the same 
policies which result in the use of naval personnel in non-appropriated 
funds activities are applicable to this appropriation item. 

The following tabulation reflects certain data as to the personnel 
strength of the “Marine Cor ps: 

















| | 
Actual strengths | Projected strengths 
} ia 
| June 30, 1957 | | Average strengths 
| June 30, | Dec. 31, |____ ed ___| June 30, 
1956 | 1956 1958 


Fiscal Fiscal 


| 

| Original 1 | Current | 
| year 1957 | year 1958 
| 








| } act estimate 
ke eee? iin! 1. ee ee 
lin gan sehen caks 17, 809 17, 372 18,000 | 18,000} 18,000 | 17,601 18, 001 
OE as gec es cie wtavecee 182, 971 | 183,398 | 187,735 | 182,000 182, 000 183, 301 181, 999 
a caceresaeaser esas oep 200, 780 | 200,770 | 205,735 | 200,000 | 200, 000 | 200, 902 200, 000 





The necessity for a strong Marine Corps in our National Defense 
establishment cannot be overemphasized. The striking power of 
the operating forces of the Marine Corps consists primarily of three 
combat divisions and three air wings with supporting forces. These 
forces, now deployed in this country, aboard ship and in advance bases 
in the Pacific and Far East, form a striking force immediately available 
and prepared to fight in a ‘general war, a small war, or a limited war. 
Recent events have again proven the importance of having marines 
deployed in overseas areas. Such deployment makes them instantly 
available for any emergency in the potential trouble spots of the world. 
The funds recommended by the Committee are based on a continua- 
tion of this deployment and will enable the Marine Corps to fulfill 
its traditional role in the national defense posture of this country as 
the nation’s force in readiness. 


Reserve PERSONNEL, MARINE Corps 


The Committee recommends $23,200,000 for reserve personnel, 
Marine Corps, a decrease of $300,000 in the budget estimate of 
$23,500,000 and $3,600,000 less than the funds appropriated for fiscal 
year 1957. This is another example of a reserve program which has 
consistently failed to meet the objectives set forth in the budgets 
submitted to the Congress and approved for funding. The objectives 
for the drill pay strength of the Marine Corps reserve have been re- 
duced, with the ultimate goal now estimated to be 55,000 as compared 
to 65,017 presented to the C ongress last year. The Committee notes 
again the testimony from Marine Corps witnesses that the problems 
in the Reserve program appear to have been solved and that steady 
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progress is being made in the Reserve buildup toward the ultimate 
objective. It is to be hoped that this improvement will continue and 
that every effort possible will be made to achieve the strength set 
forth in the budget estimates and to provide a program for reserve 


personnel which will achieve the development of a well trained 
Marine Corps Reserve. 


MaRINE Corps PROCUREMENT 


The budget estimate for this item is $100,000,000, against which 
the Committee recommends $20,000,000, a reduction of $80,000,000 
in the estimates and $144,000,000 less than the funds appropriated 
for fiscal vear 1957. 

The reductions recommended by the Committee in this appropria- 
tion item are based on two main factors. ‘The first of these is the 
changing techniques and technical requirements of the Marine Corps. 
As has been stated in the hearings, the Marine Corps is moving for- 
ward with its current doctrine of helicopter transported amphibious 
assault and subsequent highly mobile operations ashore. ‘The Marines, 
as is the case with the Army, are faced with the problem of fighting 
a ground war in a nuclear age. To successfully perform this operation 
the entire organization, operational concepts and materiel programs 
of the Marine Corps must be thoroughly reviewed and analyzed on 
almost a day to day basis. The Corps is proceeding with such a review 
including testing of these modern techniques under actual field con- 
ditions. This has already had an effect upon the procurement pro- 
gram for fiscal year 1957 resulting in the deletion of several items 
presented to the Congress only a year ago as essential. The Com- 
mittee believes that this review should be continued in the most 
practicable detail and as expeditiously as is feasible. 

The other factor in the recommended reduction is the large un- 
obligated balance existing from funds appropriated in prior years. 
As the Committee pointed out in the report accompanying the 
Department of Defense Appropriation Bill for 1957, the procurement 
practices in the administration of this appropriation item, have been 
most ineffectual in achieving the proper obligation and expenditure 
of funds. Some actions have been taken to improve the situation, 
but much remains to be done. Last year the anticipated unobligated 
balance at the close of fiscal year 1957 was $160,308,200. The 
balance is now estimated to be $262,696,829 an increase of over 
$100,000,000. This unobligated balance when coupled with the funds 
approved by the Committee will provide approximately $282,700,000 
for fiscal year 1958. Estimated direct obligations as contained in the 
President’s budget. total $215,000.000. These funds will provide for 
an orderly procurement program in fiscal year 1958 with a sufficient 
unobligated balance remaining at the close of the fiscal year to achieve 
the necessary continuity in the program for the following fiscal year. 


Marine Corps Troops AND FACILITIES 


This item provides for the housekeeping functions of the Marine 
Corps. The budget estimate is $184,200,000. The Committee 
recommends $178,000,000, a reduction of $6,200,000 in the estimate 
and $6,180,000 above the funds appropriated for these activities in 
fiscal year 1957. In addition to the reductions made for reasons set 
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forth earlier in this report it is noted that there has been some slippage, 
since the formulation of the budget estimates, in the construction pro- 
gram for which maintenance funds were requested thereby making a 
reduction in this appropriation possible. 

The Committee feels that there is room for greater efficiency and 
economy in the operations of the Marine Corps in these activities and 
believes that the reduction can be made without detriment to the 
program contained in the budget estimates. It is noted that the funds 
provided by the Committee are approximately $14,000,000 greater 
than the estimated direct obligations in this appropriation for the 
current fiscal year. 


AIRCRAFT AND RELATED PROCUREMENT 


This appropriation provides funds for the purchase of naval aircraft, 
certain guided missiles and other related procurement. ‘The Commit- 
tee recommends $1,812,000,000 a decrease of $120,000,000 in the 
budget estimate of $1,932,000,000 and an increase of $79,100,000 over 
the funds appropriated for fiscal year 1957. The funds recommended 
will provide for the procurement of approximately 1,220 new aircraft. 
This quantity when combined with undelivered aircraft from prior 
years programs will be sufficient to meet operating requirements during 
the period covered by the budget program. 

The reductions made by the Committee are based on two main fac- 
tors. Past experience in this appropriation shows that considerable 
savings have been made in the programs funded by the Congress after 
these funds have been made available to the Navy. For example, the 
budget for fiscal year 1957 was based on the use of $280,903,000 con- 
sisting primarily of savings which accrued as a result of program 
changes and repricings in previously authorized funding programs. 
The similar amount for the fiscal year 1958 program is $165,000,000 
which it is estimated will be recovered through price redeterminations 
on outstanding but unliquidated contracts. The Committee sees no 
reason to anticipate any changes in this experience, and believes that 
savings of at least $70,000,000 can be realized from this source. 

Funds are requested in the budget for the continued procurement of 
the F4H1 and the FS8U3 aircraft. These aircraft are all weather 
fighters with approximately the same mission and operational charac- 
teristics. The Committee believes that the Navy should take prompt 
action to decide which of these aircraft it will place in production. 
This should be accomplished at an earlier date and with fewer test 
and evaluation aircraft than is presently scheduled. Such action will 
result in immediate savings to this appropriation item and has been 
considered in the reduction made by the Committee. 

The estimated unobligated balance at the end of fiscal year 1957 in 
this appropriation item is approximately $1,752 ,000,000 of which about 
$497 ,000,000, although programed will not be committed in fiscal 
year 1957. These funds when coupled with the appropriation of 
$1,812,000,000 recommended by the Committee will provide $3,- 
564,000,000 for this program. The estimated direct obligations are 
$2,029,000,000 leaving an estimated carryover of legally unobligated 
balances into fiscal year 1959 of $1,535,000,000. These funds are 
sufficient to maintain an orderly aircraft procurement program for 
fiscal year 1958 and will provide the necessary funds for the propet 











DEPARTMENT OF DEFENSE APPROPRIATION BILL, 1958 53 


integration of this program with those of future years in order to main- 
tain the proper delivery of high performance aircraft to the fleet. 

The spare parts problem as it relates to aircraft procurement has 
been a matter of some concern to the committee. The increasing 
complexity of modern aircraft makes the accurate prediction of the 
requirements for initial spares most difficult. This is especially true 
since all too frequently there is little or no usage data. The Navy 
has taken firm steps to solve this problem, but much remains to be 
done. It will be expected that the present methods used in initial 
provisioning and in subsequent replenishment will be thoroughly 
reviewed and procurement held to the minimum consistent with the 
operational needs of the Navy. 


ATRCRAFT AND FAcILities 


This appropriation item contains funds for the operating costs of 
Naval and Marine aviation including the Naval Air Reserve, fuel, 
overhaul and the maintenance and operations of stations and other 
facilities. The budget estimate is $878,000,000. The Committee 
recommends $853,500,000, a reduction of $24,500,000 in the budget. 
estimate and an increase of $42,728,000 in the appropriations available 
in fiseal year 1957. 

The Committee recommends a reduction of $4,000,000 in the funds 
requested in the amount of $223,838,000 for flight operations for the 
Navy and the Naval Reserve. The Navy has shown an inability 
in the past to meet the objectives they have set in this field. On the 
basis of the data submitted to the Committee there appears to be no 
justification for any improvement in this respect in fiscal year 1958. 

The matter of administrative flying and other nonessential type 
flight operations as well as the extent of the flight training operations 
of the Navy should be given close scrutiny during fiscal year 1958 
with the view in mind of eliminating that which is not essential to the 
operational capabilities of Naval and Marine aviation. The Com- 
mittee will expect the Navy to be prepared to discuss the actions they 
have taken in this field in detail during the hearings on the budget for 
fiscal year 1959. 

The Navy has presented to the Committee a program for the in- 
stallation of 310 optical landing systems in naval aviation shore 
establishments. One-hundred and fifty of these have been funded 
through fiscal year 1957. The additional 160 were included in the 
budget estimates for fiscal year 1958. The Committee has eliminated 
funds for the additional 160 systems and desires that the Navy 
thoroughly review the essentiality of this program on the basis of the 
one-hundred and fifty previously funded before proceeding with the 
remainder of the program. 

Additional reductions have been made in overall activities for 
photography, publication and in fleet personnel costs as well as the 
aforementioned furnishings for Capehart housing. 


SHIPBUILDING AND CONVERSION 


The Committee recommends $1,534,000,000 for this appropriation, 
a reduction of $120,000,000 in the budget estimate of $1,654,000,000 
and $54,300,000 greater than the funds appropriated for the current 
fiscal year. This appropriation includes funds for the 1952-1958 
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shipbuilding and conversion programs as well as for procurement of 
long lead time items, communications, navigation, ordnance and 
detection equipment for ships. A complete list of the ships involved 
in the 1958 fiscal year program appears on page 670 of the Committee 
hearings relating to the Department of the Navy and is shown below: 











! 

Priority Vessel type | Number of New construction 
| vessels or conversion 
| 
Attack aircraft carrier (CV A(N))...-.------.-----------.--.- -| 1 | New. 

2 Attack aircraft carrier (CVA) ee 1 | Conversion. 
3 | Guided missile submarine (S8G(N)).. .| 8 | New. 

4 | Submarine SS(N) pia Gainihenieds eaatalia ial 1 | Do. 

5 | Guided missile cruiser (CG)___-_-__-_-___- | 8 | Conversion. 
6 | Guided missile frigate (DLG) ‘ } 8 | New. 

7 | Guided missile destroyer (DDG) _-__..._.-- 5 | Do. 

8 | Amphibious assault ship (LPH) .----- 1 |} Do. 

9 | Surveying ship (AGS) 3 | Conversion. 
10 Seaplane tender (AV) Lhe abbhnhacabakesaee 1 Do 

11 | Ocean radar station ship (YAGR)_-..._-_....--_-.-._------.| o Do. 





; 
| 


The tonnage represented by the 1958 ship construction and con- 
version program is authorized by law. 

The reduction recommended by the Committee has been achieved 
in four areas. The first of these is as a result of repricings in prior 
years shipbuilding programs which have resulted in a savings sof approx- 
imately $40,000,000. This item is referred to on pages 659 and 660 
of the TPP yartment of the Nav y hearings. 

As can be seen from an examination of the tables on pages 648 and 
649 of the Committee hearings, and the discussions on pages 656 
through 659, the past history in this appropriation item has been one 
of substantial savings in repricings, which take place periodically after 
the funding of these programs. ‘Based on this experience $60,000,000 
has been eliminated from the budget estimates. 

For the first time the item for shipbuilding administrative expenses 
is carried as a separate budget activity. The Committee believes a 
reduction of $2,000,000 is in order in the estimated program of 
$34,000,000. Should the Navy find that this reduction in administra- 
tive expenses is not possible due to unanticipated wage increases or 
other such factors beyond their control, the Committee offers no 
objections to reprogramming in this area, however, such additional 
administrative costs should be derived from other activities in the 
shipbuilding and conversion program and not from additional appro- 
priations. It will be expected that the Navy will be prepared to 
discuss in detail with the Committee any changes in the funding of 
the shipbuilding administrative expense activity from that approved 
by the Committee. 

Funds were requested for the conversion of an existing ship to a 
seaplane tender for the primary purpose of tending large seaplanes, 
including the P6M, better known as the Seamaster. This conversion 
involves rather radical changes in the accommodations within the 
ship and in the external configurations. The Committee has deleted 
this request from the 1958 shipbuilding program in the belief that 
such a complex conversion should not be attempted until the Navy 
has more basic data with reference to the large seaplanes, especially 
the P6M and the new planes for which funds are being appropriated 
in the accompanying bill. 
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One of the major problems facing the Navy is the need for increased 
anti-submarine detection and destruction and guided missile capa- 
bilities. Ships in the program approved by this bill will greatly im- 
prove the anti-submarine warfare capability of our Navy. Practically 
every ship in this program will have a strong anti-submarine capa- 
bility. For example, the three heavy cruisers being converted will 
have long range sonar and anti-submarine weapons. The guided 
missile destroyers and the submarines will have greatly improved 
submarine detection and destruction equipment. All of the com- 
batant surface ships will have guided missile capabilities. Three of 
the four nuclear powered submarines included in the 1958 program 
are planned to be guided missile launchers with capabilities including 
the long-range surface to surface missiles, Regulus I and Regulus II. 
Funds are also included in the program for advance material pro- 
curement for a submarine in the 1959 program that is intended to 
launch the fleet ballistic missile POLARIS which the Navy is de- 
veloping. It will be nuclear powered and thus capable of remaining 
at its undersea station as long as desired. 

It is urgent that the shipbuilding program of the Navy be geared 
to meet the increasing operational needs of the fleet with continued 
emphasis on anti-submarine warfare. While the 1958 program pro- 
vides a steady improvement in the Navy’s position in this respect, 
such improvement must continue if the Navy is to make its proper 
contribution to overall military posture. 

The funds requested for the construction of the nuclear attack car- 
rier have been included in the bill. This carrier will not only be 
nuclear propelled, but it will be capable of handling the most modern 
supersonic aircraft and will be armed with guided missiles as well as 
provided with electronic equipment of the very latest type. Due to its 
unique propulsion the carrier will be able to operate at high speeds for 
long periods of time. The cost of this ship to the Navy is estimated to 
be approximately $300,000,000. When constructed it will represent a 
tremendous advance in the development of nuclear propulsion and in 
the striking power of the fleet. It must be emphasized, however, that 
this carrier is the largest ship for which nuclear propulsion has been 
attempted. In this respect, it must be regarded as a venture into a 
new field of combatant surface ships. In approving the funds re- 
quested the Committee wants it clearly understood that it is not 
approving the entire program of the Navy for five additional nuclear 
powered carriers in future years. Rather it is the desire of the Com- 
mittee that requests for funds for these carriers be withheld until 
such time as the ability of the Navy and the shipbuilding industry to 
produce an acceptable ship in an efficient and economical manner has 
been more clearly demonstrated. 


SHips AND FactLiriss 


This item is the maintenance and operation appropriation for 
the active and reserve fleets and the supporting shore establishment 
facilities. The Committee recommends $820,000,000, a decrease of 
$7,000,000 in the budget estimate of $827,000,000 and $53,960,000 
more than the funds appropriated for the current fiscal year. 

It is noted that the budget estimate contains $1,286,000 for the sup- 
port of our Naval forces in Germany. $23,000 of this amount has been 
deleted on the assumption that the Federal Republic of Germany will 
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continue to support these activities in the equivalent amount rendered 
in fiscal year 1957. 

Past performances in the activities in this appropriation have 
shown that a more effective use of the funds made available by Con- 
gress is necessary. If this is done the Committee believes that the 
remaining reduction it has made can be achieved without detriment 
to the fiscal year 1958 program. 

The increase above the 1957 appropriation is reflected primarily in 
the maintenance and operation of the fleet including alteration and 
improvements, increased costs of fuel and necessary increases in the 
funds for fleet support facilities including contributions to the Civil 
Service Retirement Fund. 

The Committee has been concerned for some time with reference to 
two major problems facing the Navy in the operations covered by this 
appropriation. One has reference to shipboard allowance lists and 
the other to the maintenance and physical condition of the fleet. 
The shipboard allowance lists must be realistic if the fleet is to be 
properly equipped since they are the basis for equipping the ships 
in the fleet. Realistic allowance lists can only result in savings 
and increased efficiency in the operation of the fleet. When exam- 
ined in the light of modern conditions, equipment and experience in 
the Navy, these lists appear to be far from realistic at the present 
time. In this connection, Admiral Mumma, Chief of the Bureau of 
Ships, stated in the Committee hearings on page 699: 


We have in the past year been extremely active in at- 
tempting to refine our allowance lists. The purpose has been 
twofold: (1) to make them absolutely realistic so that we do 
not carry a lot of material that is unneeded in the ships, (2) to 
cut down the actual inventory to what is properly usable and 
to save money thereby. 


Despite this “extreme activity’’, it is noted that the Navy has only 
completed one-fourth of the program in this field for the general items 
of ordnance, machinery and the like, and is approximately halfway 
through the electronics program. ‘This rate of progress is not satis- 
factory, nor is the contemplated future program which will require 
about three more years to complete. Every effort must be made to 
insure prompt and adequate revision of the allowance lists. The 
Committee will expect the Navy to make a complete report with 
reference to their progress in this field in connection with the hearings 
on the budget for fiscal year 1959. 

Another major problem of concern to the Committee is the matter 
of fleet maintenance. As reported by the Pacific and Atlantic Fleet, 
the material condition of ships in these fleets range from barely satis- 
factory to good. The trend of unsatisfactory condition is increasing. 
Already, the overall condition of amphibious ships in the Pacific 
Fleet is termed “barely satisfactory”. ‘The condition of the ships 
represent to a large degree, the operational] effectiveness of the fleets. 
If these ships are to meet the increasing demands placed upon them by 
the operational needs of the Navy, they must be maintained in the 
proper condition. Maximum utilization must be made of the funds 
available to the Navy for this purpose. It is estimated by the Navy 
that funds budgeted for fleet maintenance and approved by the Com- 
mittee will provide for the maintenance of the combat readiness of the 
operating fleet at slightly in excess of the minimum level. The Com- 
mittee feels that this level can be appreciably increased by the use of 
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more efficient management methods on the part of the Navy especially 
in shipyard operations. In this connection it is noted with approval 
that the Bureau of Ships has inaugurated a production planning and 
control program in the governmental naval shivvards. Increased 
emphasis on this program and other management techniques will 
enable the Navy to increase the actual fleet maintenance performed 
with the funds approved by the Committee to a more desirable level. 
It will be expected that the Navy will make a complete report on 
their activities in this field in connection with the hearings on the 
1959 budget. The Committee also believes that more effective pro- 
cedures leading to the allocation of maintenance funds to the fleet 
would be helpful in alleviating this overall problem. 


PROCUREMENT OF ORDNANCE AND AMMUNITION 


This appropriation item provides for the procurement of certain 
essential ordnance material including guided missiles and related 
procurement. The budget estimate is $256,000,000. The Com- 
mittee recommends $176,000,000, a reduction of $80,000,000 in the 
budget estimates and $118,000,000 less than the funds appropriated 
in fiscal year 1957. 

While the Committee believes that some reduction can be made in 
the conventional ammunition programs including ammunition sup- 
port funds, the reduction is primarily based on the unobligated bal- 
ances available in this appropriation item including MDAP reim- 
bursements and the history of poor past performances in achieving 
the obligational rates justified to the Committee. The unobligated 
balance estimated at the end of fiscal year 1957 in the budget sub- 
mitted to the Committee last year was $64,300,000. This estimate 
has now increased to $123,500,000. Similar increases were also appar- 
ent in the balances estimated for the close of fiscal year 1956. Of 
the $123,500,000 estimated to be unobligated at the close of the cur- 
rent fiscal year, $81,600,000 was not only estimated to be uncom- 
mitted, but at the time of the committee hearings had not even been 
apportioned to the Navy. 

This appropriation item also derives some benefit from the sale of 
material in stock to the Mutual Defense Assistance Program. No 
estimate for anticipated reimbursements for these deliveries has 
been included in the fiscal year 1958 budget as submitted by the 
President. On page 783 of the Committee hearings Admiral Withing- 
ton, Chief of the Bureau of Ordnance, estimates that $10,000,000 of 
such anticipated reimbursements will be available as a result of the 
sale of such items which do not require replacement in kind. Funds 
derived from the sale of items which do not require replacement in 
kind can be applied to the regular ordnance procurement program. 

The overall matter of the firmness of the estimated unobligated 
balances in fiscal year 1958 was discussed at some length with the 
Bureau of Ordnance and appears in the Committee hearings on pages 
767 through 770 and 777 through 780. It is perhaps best summarized 
by a brief question and answer appearing on page 768. Referring to 
the increases in unobligated balances in fiscal years 1956 and 1957 
Congressman Sheppard asked the following question which the Chief 
of the Bureau of Ordnance answered: 


Congressman SHEPPARD. On this basis, how firm is the 
estimate of unobligated balances for the end of fiscal year 
1958 of $39.5 million? 
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Admiral Wiruatneron. I think thisislow. It is unrealistic 
to assume that all our money will be apportioned to us. 
I cannot predict how much higher the figure will be. 


The Committee sees no reason to disagree with the Chief of the 
Bureau of Ordnance relative to this unobligated balance and the an- 
ticipated reimbursements from sales to the MDAP program and has 
made appropriate reductions in the budget estimates. 

The program approved by the Committee for 1958 will provide 
for the introduction of several new weapons systems to the fleet for 
anti-submarine warfare. Advances have been made in anti-sub- 
marine warfare ammunition and weapons which can be used against 
the modern submarines of any potential enemy and these items are 
now being introduced into the fleet. 

This program includes funds for the purchase of four new types of 
torpedoes three of which can be launched from surface vessels. One 
of these three is also a submarine launched torpedo. 

Also contained in the program are funds for the purchase of four 
new mines. One of these is now ready for production and three more 
are ready for final evaluation. These funds will allow the new mines 
to be phased into service use. 

In the field of ordnance equipment provision has been made for 
the first increment of a program to backfit the active fleet destroyers 
with a new anti-submarine weapons system. ‘This will increase the 
potential of the active fleet destroyers without costly conversions. 

In addition, funds have been provided for improved fire control 
components for submarines now in the fleet which will bring the sub- 
marine fire control systems of the Navy up to a modern state. 

Funds are also contained in this item for the continuation of the 
guided missile procurement responsibilities of the Bureau of Ordnance 
thus reflecting the Navy’s growing emphasis on these newer and more 
effective weapons. 

ORDNANCE AND Facinities 


This appropriation includes funds for the maintenance of the ord- 
nance and ammunition stocks of the Bureau of Ordnance and the 
maintenance of the Naval Ordnance Shore Establishment. The 
budget estimate for this appropriation is $167,000,000. The Com- 
mittee recommends $164,000,000, a reduction of $3,000,000 in the 
budget estimates and an increase of $320,000 in the funds appropriated 
for the current fiscal year. The funds made available by the Commit- 
tee will continue this program at approximately the same obligational 
rate as that estimated for fiscal year 1957. 

Generally speaking, the reductions recommended by the Committee 
are based upon the general reductions as set forth in earlier paragraphs 
of this report and should be achieved in the programs for mainte- 
nance of ordnance and ammunition, Departmental administration and 
improvements and alterations to facilities without detriment to the 
fiscal year 1958 programs. 

The Committee notes with approval that the Bureau of Ordnance 
is making a detailed survey of the plants in the industrial reserve to 
determine those essential for continued maintenance. It shares with 
the Chief of this Bureau his opinion as expressed on page 824 of the 
Committee hearings that he is not convinced of the necessity to keep 
all of these plants in standby condition at the present time. The 
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Navy should complete this survey as soon as practicable and dispose 
of the plants and tools which are no longer required for the operations 
of the Navy, thus relieving the Bureau of Ordnance of this maintenance 
requirement and freeing funds for use in more critical areas. 

The Bureau of Ordnance is also reviewing the other facilities of 
Naval Ordnance Shore Establishment with the view toward eliminat- 
ing those not required for the efficient and economical operation of the 
Bureau. This program should be pushed as efficiently as possible 
so as to free the Navy of the expense of the costly maintenance 
of non-essential shore establishment facilities. 

In connection with these two programs the Committee is concerned 
with the length of time required for the disposal of such facilities once 
they have been declared non-essential to the Bureau of Ordnance. 
A discussion of this matter will be found on pages 829 through 834 
of the Committee hearings. According to the testimony it requires 
a minimum of 15 months to dispose of such facilities once they have 
been declared surplus. An example of this is the Centerline Plant 
in Detroit, Michigan. The Navy has no machinery and no operation 
there. The Ford Motor Company has a lease which expires at the 
end of this calendar year. This facility has already been declared 
surplus by the Bureau of Ordnance, yet it is anticipated that the 
Bureau will have to pay for fire protection and similar items for 
another 15 months after January, 1958 because of administrative 
delays. Similar situations exist in other areas. The needs for such 
delays defy comprehension. Every effort should be made by the 
Chief of Naval Operations and the Secretary of the Navy to dispose 
of these facilities, which have been declared non-essential to the needs 
of the management Bureaus concerned, and by the responsible govern- 
ment agencies invelved, once they have been declared surplus to the 
needs of the Navy. 

MepicaL Care 


This appropriation provides for the medical care of Naval personnel 
and their dependents, medical supplies and other related medical 
activities including the maintenance of facilities and the care of 
Marine and Navy dead. The Committee recommends an appropri- 
ation of $85,200,000, a decrease of $2,000,000 in the budget estimates 
of $87,200,000, and an increase of $23,877,000 in the funds appro- 
priated for the current fiscal vear. 

The Committee has eliminated the request of $4,500 for the Navy 
share of the funds for the so-called Interagency Institute Training 
Program. An excerpt from page 872 of the committee hearings on 
this matter follows: 


Congressman SuHeEepparD: Is your experience indicative 
to you that the investment will get the results justified by the 
time and money spent on it? 

Admiral Hocan (Chief, Bureau of Medicine and Surgery). 
I personally do not feel, so far as the Navy is concerned, it is of 
a particular benefit to us. It may be of more benefit to 
hospital administrators who have not come up from lower 
echelons of the hospital-administration fields. Our medical 
officers, as you know, start off as interns, are then ward 
medical officers, chiefs of services, chiefs of divisions, then 
executive officers, and so forth. In addition we have a fine 
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school of hospital administration for Medical Service Corps 
officers. 


The Committee can see no justification for the appropriation of 
funds, however minor in nature, which do not result in benefits to 
the Bureau concerned or the Navy. 

The remainder of the reduction is in the funds requested for de- 
pendent medical care in non-naval facilities. The cost data exper- 
ienced to date in this program does not warrant the appropriation of 
funds in the amount requested by the Navy for this activity. The 
Committee has set forth previously in this report its views concerning 
the need for the utilization of available space in military hospitals 
prior to the expenditure of funds in non-naval facilities for the care of 
dependents. For these reasons the reduction of $2,000,000 in this 
appropriation request has been made by the Committee. 


Civit ENGINEERING 


The funds in this appropriation title are required to provide technical 
engineering services to the entire Naval Shore Establishment including 
Marine Corps facilities, the maintenance and operation of specific shore 
establishments and the procurement of certain material in support 
of the operational responsibilities of the Bureau of Yards and Docks 
of the Navy. The Committee recommends $134,630,000 for these 
activities, a reduction of $3,370,000 in the budget estimates of 
$138,000,000 and an increase of $5,030,000 in the funds appropriated 
for fiscal year 1957. In addition to the general policies concerning 
reductions in the budget estimates the Committee has denied the 
request of the Navy for funds for the purchase of 89 new passenger 
carrying motor vehicles and appropriate reductions have been made 
in the appropriation request. 

The amount of $3,151,000 was requested for the increase in the cost 
of the maintenance and operation of the various Public Works Centers 
operated by the Bureau of Yards and Docks. These centers provide 
public works and logistic support for various naval activities in their 
respective areas. The extent of support provided by these Centers 
should be thoroughly reviewed to insure that only those services 
which can be rendered to the various activities at a savings in cost 
to the Navy be provided. ‘This is particularly true with reference to 
the Public Works Center on Guam. The Committee notes with ap- 
proval that the Navy has instituted a study to determine what 
functions this center should perform and believes that savings can be 
made if similar studies are instituted at the other four Public Works 
Centers operated by this Bureau. 

In addition to these reductions, savings can be achieved in the funds 
requested for engineering services, departmental administration and 
the furnishing of Capehart housing without detriment to the overall 
program contained in the budget estimates. 


Munirary Consrruction, NAvAL Reserve Forces 


Budget estimates in the amount of $10,000,000 were submitted for 
the military construction program of the Naval Reserve Forces. 
The existing authorization for the appropriation of funds for con- 
struction for the reserve forces of the three services is insufficient to 
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meet the funding of the program requested in the President’s budget. 
Accordingly, this entire estimate has not been considered by the 
Committee in connection with this appropriation bill. It will be 
considered in connection with appropriations for military public 


works, at which time it is hoped that sufficient authorization will 
have been provided. 


RESEARCH AND DEVELOPMENT 


This is the Navy wide appropriation for research and development 
activities. The Committee recommends $495,000,000, a reduction of 
$10,000,000 in the budget estimate of $505,000,000, and $3,000,000 
greater than the funds appropriated for the current fiscal year. The 
Committee is not convinced of the need for the various and sundry 
studies and programs presented in justification of this appropriation 
request, particularly in the realm of military sciences for which 
approximately $65,000,000 was requested. It believes that this 
reduction can be achieved without detriment to the overall research 
and development program of the Navy. 

The Committee cannot overemphasize the need for research and 
development in antisubmarine warfare. The need for this is best 
summarized in an excerpt from page 645 of part one of the Department 
of Defense hearings: 


Congressman Sikes. To what extent has there been repro- 
graming of this budget or of the Navy’s program as a result 
of Russian naval advances? 

Admiral Burke, * * * We also are pushing harder our 
antisubmarine warfare research and development than we 
otherwise would. That is probably the greatest.thing. We 
are putting everything we can into getting all the scientists 
and everybody that has an idea to develop antisubmarine 
warfare technique. 


Such efforts must be continued and any results therefrom which will 
improve the capabilities of the Navy in this field be promptly imple- 
mented to insure their integration into the operating forces of the Navy 
at the earliest practicable time. 

The coordination of the research and development program within 
the Navy has been a matter of concern for some time. It was dis- 
cussed at length in the hearings in connection with the Navy appro- 
priations for fiseal year 1957 and a further discussion will be found 
on pages 1042 and 1043 of the hearings for fiscal year 1958. The 
Committee notes with approval the progress that has been made in 
the last twelve months toward working out better Navy-wide coor- 
dination in this field, but believes there is room for continued im- 
provement which will result in a much more efficient utilization of 
the personnel and funds made available for this program. Under the 
existing program, the Chief of Naval Research is vested with the 
responsibility of coordinating research activities. Yet, from the testi- 
mony, it appears that he has no authority relative to the control of 
research and development funds even in the several Navy laboratories 
engaged in basic research except for the two laboratories assigned 
specifically to the Office of Naval Research. The other laboratories 
are under the supervision of the various sponsor bureaus, despite the 
fact that in several instances the majority of the funds for the opera- 
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tion of these laboratories are not derived from programs sponsored by 
the parent bureau. Such an organizational policy is questionable. 
The Committee believes that savings and more efficient use of funds 
and skilled personnel would occur if a coordinated program could be 
formulated more directly under the Chief of Naval Research. It will 
expect the Navy to thoroughly study this portion of the research and 
development program in their overall coordination study and take 
immediate steps to provide a more efficient program in this important 
aspect of the overall research and development field. 


SERVICE-WIDE SupPLy AND FINANCE 


Generally speaking, this appropriation supports the activities of the 
Bureau of Supplies and Accounts including the Navy supply system. 
The Committee recommends $300,000,000 for these activities, a 
decrease of $9,000,000 in the budget estimates of $309,000,000 and an 
increase of $10,356,000 in the funds appropriated in fiscal year 1957. 
The Committee believes that these reductions can be achieved in the 
supply distribution system, the commodity control system, the cata- 
loging activities and in departmental administration. Particular 
emphasis must be placed on more effective operations in the air sup- 
port system. The supply effectiveness of the air support activity 
of the commodity control system is estimated to be only 63 percent 
which compares with 80 to 94.3 percent in the other portions of this 
system. It will be expected by the Committee that appreciable 
progress will be made in fiscal year 1958 in improving the supply 
effectiveness of the air support system. The funds approved by the 
Committee will be sufficient to allow the Navy to carry on the numer- 
ous activities in the supply and finance field at a level commen- 
surate with the proposed strength and the objectives of the Navy in 
these areas. 

SERVICE-WIDE OPERATIONS 


This appropriation item contains funds for the various activities 
administered by the Secretary of the Navy and the Chief of Naval 
Operations including administrative headquarters, service-wide com- 
munications, the Hydrographic Office, the Naval Observatory and 
other miscellaneous activities. The budget estimate for these opera- 
tions is $112,000,000. The Committee recommends $107,000,000, a 
reduction of $5,000,000 in the estimates and $4,565,000 greater than 
the funds appropriated for the current fiscal year. Since the presenta- 
tion of the President’s budget the Committee has been informed by 
the Navy that $2,314,000 of the funds requested in this appropriation 
item are no longer required for the purpose for which they were in- 
cluded in the budget therefore they have been deleted. 

It does not appear that there is sufficient justification for the addi- 
tional man-years being requested for the Office of Legislative Liaison 
and the General Counsel accordingly the funds requested are denied. 

The Committee has also eliminated $200,000 of the $11,487,000 
requested for the operation of the Hydrographic Office. 

The remainder of the reduction can be achieved in the additional 
civilian personnel requested and the other activities of this appropria- 
tion without jeopardizing the essential programs contained in the 
estimates. 
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The funds approved provide for the continued expansion of the 
Navy Area Audit Offices in line with the long-range objectives of this 
program as justified to the Committee on several occasions. 

The Committee desires that the Navy review the present policy 
relative to the length of tours of duty for personnel assigned to naval 
intelligence billets with the view of stabilizing these assignments and, 
if practicable, lengthening them where this is necessary. In this same 
area of operation consideration should be given to strengthening the 
training of such personnel in foreign languages, customs, and other 
essential characteristics of the areas in which they will be stationed. 


NavAL PreTrRoLEUM RESERVES 


The estimate for Naval Petroleum Reserves is $1,000,000. The 
Committee recommends $825,000, a reduction of $175,000 in the 
budget estimates and $142,000 greater than the funds appropriated 
for the current fiscal year. These funds will be sufficient to allow 
for the operation of the petroleum reserves program of the Navy in 
an orderly and efficient manner. 
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TITLE \V 
DEPARTMENT OF THE AIR FORCE 
SUBCOMMITTEE 


GEORGE H. MAHON, Texas, Chairman 
JAMIE L. WHITTEN, Mississippi ERRETT P. SCRIVNER, Kansas 


FINANCIAL SUMMARY 


The President’s Budget for fiscal year 1958, transmitted to the 
Congress in January, contained appropriation requests for the De- 
partment of the Air Force, exclusive of military construction, totalling 
$16,471,000,000. This was $6,625,000 less than the amounts appro- 
priated for similar purposes for fiscal year 1957. The Committee is 
recommending appropriations totalling $15,801,720,000. The amount 
recommended for appropriation is $675,905,000 less than the amount 
appropriated for the same purposes for fiscal year 1957, and $669,- 
280,000 less than the amounts requested for appropriation in the 
President’s budget. The amount recommended for appropriation is 
roughly 4 percent less than the budget request. To make a discus- 
sion of overall financial requirements meaningful, it is necessary to 
point up some facts revealed only in a consideration of the details. 
A detailed analysis of the appropriated amounts and the changes 
made by the Committee is provided under each of the respective 
appropriation headings below. However, a summary comparison of 


1957 and 1958 amounts, appropriation by appropriation, is reflected 
in the following tabulation. 


Department of the Air Force 


{In millions of dollars] 


Bill compared with— 

















} 
| Budget Recom- | ha 
Item Appropria-| estimate | mended in 
tion 1957 | 1958 | bill 1958 | Appropria-| Budget 
| } tion 1957 | estimate 
| | 1958 
| | 
| | 
Aircraft and related procurement $6, 848. 500 | $6, 200.000 | $5, 846.000 | —$1,002.500 — $354. 000 
Procurement other than aircraft 1, 140.000 | 1,225.000 | 1, 125.000 —15,000 | —100.000 
Research and development. --- 710. 000 | 661. 000 649.000 | —61.000 | —12. 000 
Operation and maintenance - - -_-- 3, 742.685 | 4, 225. 000 4, 062. 120 +319. 435 | — 162. 880 
Military personnel____-_- aoe 3, 718.440 | 3,840.000 | 3,801.600| +83. 160 | —38. 400 
Reserve personnel __-...----- eaamel 59. 300 | 57. 000 | 55. 000 | —4. 300 | —2. 000 
Air National Guard--.---- 258.700 | 263.000 | 263. 000 | +4 300 |. 
Total, Department of the Air Force__| 16, 477. 625 16, 471. 000 15, 801. 720 —675. 905 | —669. 280 





An examination of the foregoing tabulation, comparing appropria- 
tions for 1957 with the budget requests and Committee recommenda- 
tions for 1958, will reveal that procurement appropriations are decreas- 
ing while the current operating expense types of appropriations are 
increasing. ‘This was made possible by appropriations last year for 
aircraft procurement of $800,000,000 and for research and develop- 
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ment of $100,000,000 above the President’s budget request. These 


increases for last year have substantially reduced procurement require- 
ments for fiscal year 1958. 


UNOBLIGATED AND UNEXPENDED BALANCES 


An explanation of financial requirements for the Department of the 
Air Force would be incomplete without a discussion of the enormous 
unobligated and unexpended balances carried forward from year to 
year. These balances are the subject of much comment each year, 
some of which is accurate, but a great deal of which unfortunately is 
in error. Such balances are probably the most widely misunderstood 
element of the present Federal fiscal system. It is not the purpose of 
the Committee to discuss the merits or demerits of that system in 
this report. However, under the existing system, large balances are 
essential. They cannot be avoided but, of course, should be held to 
the lowest reasonable minimum. Over the years, the Committee has 
made every effort to see that such balances were reduced. The results 
are reflected in the followimg summary tabulations, the first dealing 
with funds available for obligations, and the balances carried forward; 
the second dealing with funds available for expenditure and the 
balances carried forward. 


Total Department of the Air Force funds available for obligation—obligations and 
balances 


{In millions of dollars] 


























Unobli- Net of re- Unobli- 
gated New ap- imburse- gated 
| balance | propri- ments, |Total avail-|Obligations} balance 
Fiscal year brought | ations transfers, able for incurred carried 
forward available | and other | obligation during forward or 
| from | for adjust | year returned 
| previous | obligation ments, to Treasury 
year | + Or — 
| 
1956 : i _ $7, 672.0 $14, 739.8 $22. 0 $22, 433. 8 $17, 027.0 $5, 406. 8 
1957 (estimated) ra 5, 395. 0 16, 477.6 Hy 1 22, 652. 7 17, 405. 3 5, 247.4 
Requested 1958 (estimated) - 5, 238.0 | 16, 471.0 +308. 8 | 22, 017.8 17, 843.8 4,174.0 
Recommended 1958 (esti- | | 
mated)... : pet q 5, 238.0 | 15, 801.7 | +308. 8 21, 348. 5 () 3) 
| | | | 








' It is not possible to reflect the exact effect on obligation of the $669,280,000 Committee reduction. How- 
ever, it is expected that about 40 percent of the total reduction or about $270,000,000 will be reflected as a 
reduction in the unobligated balances carried forward. 


Total Department of the Air Force funds available for erpenditure—Expenditures and 
balances 


{In millions of dollars] 





Unexpend- INew appro-| Net trans- 
| ed balance | priations fersand | Total avail-| Expendi- | Unexpend- 

















Fiscal year brought for-| available | other ad- able for tures dur- | ed balance 
ward from | for expend-| justments | expendi- | ing the year| at end of 
| previous iture +or— | ture year 
year } | 
ie <= | - -— |—————— | —____|__ ayes S 
1986 (actual) _.........-.-....- | $16, 308.9 $14, 739.8 — $52.7 $30, 996.0 | $15, 520.7 $15, 475.3 
1957 (estimate) _ _-- hagll 15, 315. 0 16, 477.6 | +102.8 | 31, 895.4 17, 067.2 14, 828. 2 
Requested 1958 (estimate) _ : 14, 792.2 | 16, 471.0 is ; --| 8,306.2 16, 151.3 15, 111.9 
Recommended 1958 (estimate)-| 14, 792.2 15, 801.7 |--- chi te 30, 593. 9 0) | (4) 


! The Committee has not attempted to estimate the exact effect of the reductions of $669,280,000 in terms of 
expenditures for the budget year or as unexpended balances. However, the combined figures for these 
two columns would be reduced by an amount equal to the reduction and at least 30 percent or about 
$200,000,000 should apply to the budget year estimate of expenditure, 
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Looking at the tabulation, on ‘‘Funds Available For Obligation and 
Balances,” it will be noted that efforts to reduce the unobligated 
balance carried forward from year to year are reflected in the com- 

arison of the first figure in the first column entitled ‘“Unobligated 
idens ‘es Brought Forward from Previous Years” and the last figure 
in the last column entitled ‘““Unobligated Balances Carried Forward 
or Returned to the Treasury.” It will also be noted that there is a 
difference of about $3% billion between these two balances. A sizeable 
portion of the $7,672,000,000 balance carried into fiscal year 1956 
resulted from a procedure begun during fiscal year 1955, which was 
designed to wring so-called ‘‘water”’ from all outstanding obligations on 
the books by a process of reviewing each and every contract against 
which obligations were outstanding. This procedure has been given 
the code name “Operation Smokeout.” It is still going on, and is 
discussed below in more detail under the heading “Aircraft and Re- 
lated Procurement.”’ Regardless of other factors, ‘the actual reduction 
in unobligated balances carried forward from year to year, as reflected 
in this tabulation, is a major accomplishment. However, the Com- 
mittee feels that much more can and should be done to reduce these 
balances even further by improved planning and management pro- 
cedures. The Committee expects that some of the reductions made 
in the 1958 appropriation request will result in further reducing these 
balances, 

Looking at the schedule on “Funds Available for Expenditure and 
Balances” it is noted that the same general trend discussed in the 
paragraph above applies. It is in this area of unexpended balances 
that the long leadtime associated with procurement of aircraft and 
missiles is re flected. Substantial progress has been made in reducing 
these balances since the end of the Korean War, at the beginning of 
fiscal year 1954, when the Air Force unexpended balance was 
$24,909,188,000. Here again, the Committee expects that more can 
and will be done to reduce balances. 


GENERAL STATEMENT 


Since the beginning of the Korean War, the United States Air Force 
has been in the process of developing better aircraft and weapons and 
expanding our air warfare capability to a point considered essential 
as a deterrent to the evident aggressive designs of the Communist 
Bloc. The military force goals essential to do that job have been the 
subject of much discussion over the years, and have changed from 
time to time. Essential Air Force strength is determined by consider- 
ing a number of factors such as the types of equipment and weapons 
available. However, the primary consideration is the offensive 
strength of a potential enemy. It is in this latter area that we are 
continually confronted with varied and sometimes extremely con- 
flicting differences of opinion. There is a certain amount of judg- 
ment that must be applied in assessing the possible strength of any 
potential enemy. However, that judgment must of necessity be 
based upon the information we have and which must be gathered 
from all intelligence sources available. The quality of such intelli- 
gence is very often questionable because of the extreme difficulty of 
fully determining what goes on behind the Iron Curtain. We are 
permitted to see openly only what the Kremlin wants us to see, and 
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generally for the purpose of making an impression which the Kremlin 
wants to achieve. 

Last year, the Congress and the nation were confronted with ex- 
tremely alarming reports about the development by the Soviets of 
jet- -propelled long-range bombers. It was stated openly that the 
Soviets were out- producing the United States in this type of aircraft, 
and that they would soon be able to strike us with devastating atomic 
blows. It is now admitted that those evaluations were somewhat in 
error; that Soviet production of such long-range bombers has evidently 
lagged and that the threat from such an enemy striking force has 
been diminished for a period of Bios two years. 

It takes many years to build a strong efficiently operating Air 
Force. It takes as much as eight years to design, develop, perfect, 
and produce for operational use a complex modern aircraft. Because 
of these facts, it is necessary that any action seriously affecting our 
air power strength must be carefully weighed and considered. While 
there is not the sense of urgency that attended consideration of the 
budget last year in regard to the airpower build- -up, we must not 
relax our national effort to attain and maintain in this period of 
uncertainty and world tensions an Air Force of sufficient strength 
to be an effective deterrent to the aggressive designs of the Communist 
Bloc. The Committee firmly believes that the approoriations recom- 
mended will maintain and continue our position of strength. The 
economic strength of the nation is also a major consideration in our 
long range struggle to support freedom and human dignity throughout 
the world. The military must assist in this effort by practicing 
economy to the fullest extent possible without unduly detracting from 
our military readiness. Here again we find an area of varying judg- 
ments. The Committee is taking the course which it is felt will be 
most beneficial to the country. Committee reductions in the various 
appropriation requests have been made in an attempt to attain a 
reasonable degree of economy in military procurement and operations. 


Arr Force ProGram For Fiscat YEAR 1958 


The problem of security and complexity are both involved in pre- 
senting an adequate statement of the major components of the Air 
Force program on which appropriations are based for fiscal year 1958. 

The detailed and voluminous Committee hearings contain a vast 
amount of information relative to Air Force plans and programs, all 
of which have been thoroughly screened by the Security Review 
personnel in the Department of Defense and cleared for publication. 
It is from this source that we have selected the data used to explain 
the Air Force program. 

A summary of the basic overall plans and programs can be found 
on pages 1138 through 1168 of the hearings on Department of Defense 
Appropriations—Part I. Testimony relative to the revision of esti- 
mated Soviet heavy bomber production can be found on pages 1036, 
1050, 1063, and 1081 of the same document. The most significant 
elements of Air Force plans and programs can be set forth in the fol- 
lowing brief summary statements extracted and edited from the testi- 
mony of Generals Cary and Callahan. 

These are the strength and operational factors on which Air Force 
appropriations are based. 
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THE AIR FORCE MISSION 


The primary mission of the United States Air Force is to 
deter, insofar as is humanly possible, any potential aggressor 
from initiating either general or local war, and at the same 
time to be prepared, if deterrence fails, to play a vital part 
in winning any war that may occur. The Air Force is charged 
with maintaining a secure and effective strategic retaliatory 
force, with the air defense of the country, with gaining con- 
trol of the air in vital areas world-wide should trouble de- 
velop, and with participating with the other services in 
joint operations—with particular regard to providing close 
combat support to the Army. 

In order to carry out these missions, the combat elements 
of the Air Force are divided into three functional fields (Stra- 
tegic Forces, Air Defense Forces, and Tactical Forces), each 
of which plays a vital role in the accomplishment of the basic 
missions of the Air Force. 

To carry out its tasks, the Air Force needs and is continu- 
ing to acquire modern and effective aircraft and other weap- 
ons and equipment; a highly developed world-wide system 
of bases; highly trained people; and sufficient support, par- 
ticularly in supplies and equipment, to insure immediate re- 
sponse to aggression and to permit the prosecution of a gen- 
eral war through the initial short, but decisive, phase. 


CHANGES IN MAJOR FORCES 


The composition of the 137 wing program which was pre- 
sented last year for end-fiscal year 1957 and that of the cur- 
rent program for the same period and for end-fiscal year 1958 
follows: 

Force composition comparison—End-fiscal year 


1957 | 

___ «1958 current 
program 
| 





Last year | Current pro 








gram 
Berea oo oc kee Hs <0 aivbpeebesi pasty 51 iY 45 
Air Defense_-.-.-- . aes aa 34 | 32 32 
Tactical __-- 4 | 52 55 51 





Mevek Md 137 | 137 | 128 


| 


In summary, the following changes have been made to 
plans for the end-fiscal year 1957 programmed force from 
that presented a year ago: 1 of the strategic fighter wings has 
been replaced by a light strategic reconnaissance wing; 1 
strategic fighter wing will become a fighter bomb wing; 2 
fighter interceptor wings have been eliminated; 4 troop 
carrier assault units not previously included are now being 
counted as part of the force structure as well as the 1 tactical 
missile wing; and 3 day fighter units will not be activated. 
This means that 5 fighter-type units represent the only major 
reduction in the force during fiscal year 1957 and these 5 are 
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offset numerically by the addition of 4 troop carrier assault 
wings and the 1 tactical missile wing. 
* * * * * 
During fiscal year 1958, 5 strategic fighter wings will be 
eliminated from the Strategic Forces; no change is contem- 
plated in the Air Defense Forces; and 1 tactical bomb and 3 
fighter bomb wings will be dropped from the Tactical Forces. 
The end fiscal year 1958 position will total 128 wings, one of 
which will be a missile-equipped unit. 
* * * * * 


Some further reduction in the major force structure of the 
Air Force is programmed for the future. It must be made 
clear that, as we go into the fiscal year 1959 and fiscal year 
1960 time periods, the projected force structure will be 
subject to further review and possible change. 

* * * * * 


MAJOR FORCE EQUIPPING 


In the Strategic Forces, the B—52 continues to replace the 
B-36; the medium bomb and medium reconnaissance wings 
are fully equipped with the B— and RB-47; and the strategic 
fighter wings are equipped with the F-84 and F-101. 

In the strategic missile squadrons there will eventually be 
a combination of the SNARK, an air-breathing missile; the 
THOR or JUPITER, the intermediate range ballistic missiles 
(IRBM); and one or the other of the ATLAS and TITAN, 
intercontinental ballistic missiles (ICBM). 

In the Air Defense Forces, the F—94’s will phase out during 
fiscal year 1959 and the numbers of wings of F-86’s and 
F-89’s will also be reduced as they are replaced with more 
effective century series fighter interceptor aircraft. 

In the Tactical Forces, the tactical bomb wings will be 
equipped with the B-66 and B—57; the major portion of the 
fighter bomb wings will be equipped with century series air- 
craft during fiscal year 1958; all day-fighter wings will be 
equipped with century series aircraft during fiscal year 1958; 
the tactical missile wing is equipped with the TM-61A and 
C series of the MATADOR; the heavy troop carrier units 
are equipped with the C-—124; the conversion to C-130’s, 
the turbo-prop replacement for the C-—119’s, is progressing 
according to schedule; and the troop carrier assault units 
are equipped with the C-123. * * * 

We are procuring the KC-135 jet tanker on a ratio of 2 
for each 3 B-52’s. For our Tactical Forces we are relying 
upon the KB—50 to perform aerial refueling, adding mobility 
to our Tactical Force capability. 

* * * * * 


MISSILES 


The Air Force ballistic missile development programs, 
which are on a highly accelerated basis, are still essentially 
on the schedule established over a year ago for their early 
development. 
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The Air Force-developed Falcon and the Navy-developed 
Sidewinder series of guided aircraft rockets are in quantity 
production with increases provided for in the fiscal year 1958 
budget. 

As a result of the clarification of roles and missions an- 
nounced by the Secretary of Defense in a memorandum 
dated November 26, 1956, the Talos missile, currently a 
responsibility of the Air Force, will be transferred to the 
Army, effective July 1, 1957, since the Army has been 
assigned responsibility for development, procurement and 
manning the land-based surface-to-air missile systems for 
point defense. 

The Air Force was assigned similar responsibilities with 
respect to land-based, surface-to-air systems for area defense. 
Currently, the missile system in this category is the Bomare 
and Air Force development of this missile system is con- 
tinuing. 

The Air Force looks with increasing emphasis in the 
future to the guided missile as a weapon with the potential 
to meet both the offensive and defensive capability we 
must have. However, guided missiles will replace aircraft 
only in those areas where it has been determined that guided 
missiles are most effective, and guided missiles and manned 
aircraft will overlap in their areas of employment uatil the 
operational capabilities of guided missiles can be established. 
Manned aircraft and guided missiles are treated as com- 
plementary weapons and Air Force plans are based on 
introducing guided missiles into the inventory as replace- 
ments for manned aircraft as soon as the technical and 
operational evaluations dictate the wisdom of such actions. 

* * * * * 


MANPOWER 
In the area of military personnel the Air Force will move 


from an on-board strength of 909,958 at end fiscal year 1956 
to 920,700 at end fiscal year 1957 and to 925,000 at end fiscal 


year 1958. Civilian personnel on-board objective will reduce 


from 345,000 at end fiscal year 1957 to 341,000 at end fiscal 
year 1958. 

Pilot training production, which includes training for the 
Air National Guard, the Military Assistance Program, and 
some Latin American countries, will decrease to 5,131, during 
fiscal year 1958. This, of course, is in line with the reduction 
of the foree, as well as the introduction of missile units into 
the force. 

* * * * * 


AIRCRAFT AND FLYING HOURS 


* * * The USAF active aircraft inventory assigned to the 
regular Air Force, exclusive of Reserves and the Air National 
Guard, reduces from an end fiscal year 1957 position of 
approximately 21,000 to about 20,000 at end fiscal year 1958. 
Of the total 9.4 million flying hours which the Air Force 
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had programmed for regular units in fiscal] year 1958, 38 
percent were to be flown in unit training, which is directly 
related to offensive and defensive cupablltgs flying training 
was to account for 30 percent; the transport squadrons of the 
Military Air Transport Service were to fly 8 percent; combat 
readiness training was to account for 15 percent; and the 
remaining 9 percent was to be flown in test, test support, 
special mission, administrative, and bailment aircraft time. 
(The C ommittee has reduced the proposed flying hour 
program by 500,000 hours as a major economy move.) 
* * * * * 


MOBILIZATION RESERVE MATERIEL 


Air Force mobilization reserve materiel policies have been 
adjusted to reflect the belief that the ability to deter aggres- 
sion, or to retaliate instantly if attacked, requires ready com- 
bat forces in being; that the erttical initial period of any future 
war will be of relatively short duration and the forces in being 
must, therefore, be of maximum effectiveness at the beginning 
of and during such a critical period. During the hearings last 
year, the Air Force announced a change which was then being 
made in computing and procuring these war reserve stocks. 

Prior to that time, the policy was based upon prestocking 
quantities of materiel, related to production capability, which 
would be required to support hostilities from D-day to that 
day upon which output of production would meet full war- 
time requirements. To continue following such a policy 
meant that a significant part of the resources made available 
during periods of peace would be invested in war reserve 
stocks at the expense of attaining and maintaining an effec- 
tive combat force in being. For that reason, the D-day to 
production-day concept was re-examined and a lower level 
of materiel reserve was established. This new mobilization 
reserve materiel policy which is now being followed provides 
an equitable balance between mobilization materiel support 
and combat-ready D-day forces. It is the considered view of 
the Air Force that the level of support that can be provided 
by this lower level of reserve stocks will provide a reasonable 
degree of support for conduct of operations after the critical 
initial period. 

AIR RESERVE FORCES 


All 51 wings of the Air Reserve Forces are in existence— 
27 in the Air National Guard and 24 in the Air Force 
Reserve. * * * 

During fiscal year 1958, 3 fighter bomb and 2 tactical 
bomb wings will convert to medium troop carrier units to 
be equipped with the C-119. (Additional details are given 
in the discussion under the appropriation for Reserve 
Personnel.) 

The emphasis on the Air National Guard is being shifted 
to the function of Air Defense, and during fiscal year 1958 
2 tactical bomb wings will convert to fighter interceptor 
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wings. (Additional details will be found in the discussion 
under the Air National Guard appropriation.) 


AIRCRAFT AND RELATED PROCUREMENT 


The appropriation request for aircraft and related procurement was 
$6,200,000,000, the Committee is recommending for appropriation 
$5,846,000, 000 or $3 54,000,000 less than the request. The amount rec- 
ommended is approximately 5.7 percent less than the amount requested 
and is $1,002,500,000 or 14.6 percent less than the amount appro- 
priated for the fiscal year 1957. 

The Committee has made one of the largest single reductions in the 
entire defense bill in this appropriation request and for that reason it is 
felt that the entire problem related to the enormous procurement pro- 
gram financed from this appropriation should be discussed in consider- 
able detail. In this appropriation funds are provided for the develop- 
ment and procurement of aircraft and guided missiles and the spare 
parts related thereto; the industrial facilities and equipment necessary 
for the production of these aircraft and missiles; and the major modifi- 
cation of aircraft, missiles, and equipment in the existing inventory. 
The budget estimate calls for procurement of 1,515 new aircraft rang- 
ing from the heavy intercontinental B—52 jet bomber to single manned 
fighter aircraft. The bulk of the aircraft being procured are, of course, 
in the latter category. However, the 1958 program provides for 101 
additional B—52 jet bombers bringing the total financed to date to 603. 
The projected monthly production. rate and goal for the B-52 jet 
bomber was recently reduced from a planned goal of 20 per month to 
15 per month, thus stretching out the program several months so that 
a greater number of an improved version could be procured. The 
decision to do this is largely based on a re-evaluation of the Soviet 
capability in heavy jet bomber production. Additional details on 
aircraft procurement are given under the budget program discussed 
below. 

In addition to actual aircraft procurement, the budget includes 
funds for an initial allowance of spare parts which are programmed and 
financed concurrently with the aircraft. For example, the cost of the 
B-—52 is given as approximately $8,500,000. This includes an initial 
allowance for spare parts. The flyaway cost of this plane without 
spare parts, but with armor and all electronics in place is about 
$6,500,000. It is the programming for this initial allowance of spare 
parts that accounts for a large portion of the unobligated carryover 
from year to year in this appropriation. 

The budget request for aircraft and related procurement includes 
funds for the Air Force Missile Program. Development and pro- 
curement funds are requested for 18 different types of missiles ranging 
from the Intercontinental and Intermediate Range Ballistic Missiles 
to the Navy developed Sidewinder air-to-air missile. The bulk of 
these funds are devoted to the development of the long-range ballistic 
missiles. 

The Committee has made a large reduction in this appropriation 
request, but large figures are involved and percentage-wise the reduc- 
tion should not be considered drastic. In making the reductions the 
Committee has taken into consideration all the significant facts and 
circumstances. 

It is estimated that on June 30, 1957, the end of the current fiscal 
year, the Air Force will have on hand and unspent for aircraft and 
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related procurement, in addition to the funds provided in this bill, a 
total of $11,280,300,000, of which $4,578,000,000 will be unobligated. 
When these unexpended funds are added to the funds provided in this 
bill, the Air Force will have a total of unspent funds in this appropria- 
tion amounting to $17,126,300,000. Of this amount $10,424,000,000 
will be available for obligation in fiscal year 1958 and subsequent years. 
This provides a very substantial procurement program. 

The foregoing figures are given to convey some idea of the mag- 
nitude of the programs covered by this appropriation. Of the funds 
which will be carried over into the new fiscal year, 59.4 percent are 
now obligated for planes, missiles and other purposes, under contract 
or by other legal commitments binding on the government. The 
unobligated portion of the funds in the sum of $4,578,000,000 or 40.6 
percent of the total, generally speaking, are also not available for new 
programs. While these funds are not technic “ally obligated under the 
strict letter of the law, they nevertheless are programmed. They are 
committed to specific program requirements. 

The procurement programs are under constant review and study. 
Funds which are firmly obligated for certain procurement often are 
freed in whole or in part by reason of revised estimates of needs, or 
the fact that costs eventually prove less than previously estimated. 
In the past, funds have been carried on the Air Force books as obli- 
gated under certain contracts, sometimes even after plans have been 
changed and the proposed purchases abandoned. ‘These funds were 
simply lost until the contract ran out and the excess was discovered 
and reapplied. As a result of previous urging by the Committee, the 
Air Force instituted during the fiscal year 1955 an operation to free 
these funds for new programs. This procedure has been given the 
code name “Operation Smokeout,’’ and has been responsible in a 
large part for the recoupment of $2,355,700,000 in fiscal year 1955, 

$725,800, 000 in fiscal year 1956, an estimated $1,7 55,600,000 in fiscal 
year 1957, and as a part of this budget, the Air Force estimates that 
it will recover an additional $1,060,600,000 through recoupments 
during fiscal year 1958. Recoupments in the area of aircraft and 
missile procurement is a continuing process because new develop- 
ments and new plans continually supersede the old. Budgets are 
made up more than 18 months before the end of the fiscal year for 
which the budget is being prepared, and in the fast-moving field 
of aircraft and missiles, numerous changes are made during the course 
of each fiscal year. It is in the interest of better defense and economy 
for this sort of program to operate on a fluid changing basis. 

A most dramatic change in Air Force procurement in recent weeks 
was the determination to cancel the contract for the procurement of the 
cargo and transport aircraft, known as the C-132. This development 
program was of the magnitude of $104,000,000 and the cancellation 
cost to the Government will approximate $70,000,000. Fortunately, 
most program changes are made prior to the letting of firm contracts 
and before large costs have accrued to the Government. 

As pointed out above, the Air Force estimates that it will recoup 
$1,060,600,000 in this appropriation area during the coming fiscal 
year. The Committee feels that by better planning and management 
and by closer pricing as reflected in the amounts obligated for items 
being procured, this recoupment may be increased to absorb a sizeable 
portion of the reduction in funds recommended by the Committee. 
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Certain missiles now under procurement or planned for procure- 
ment seem of doubtful value and it is felt that a reduction in the sum 
of $75 million could safely be made in the development and procure- 
ment of missiles and spare parts. Investigations carried out by the 
Committee Staff have indicated that a reduction in the so-called 
“Rascal” missile program is justified, and the Defense Department 
agrees that this particular missile is in the marginal area. Other 
missile programs have also been challenged by staff investigation and 
need to be resurveyed by the Air Force and the Department of 
Defense with a view toward eliminating duplication and achieving 
closer coordination among the numerous programs. 

The Committee feels that none of the reduction in funds for aircraft 
and related procurement should be applied to the B—52 jet bomber 
program or the ballistic missile program. The ballistic missile pro- 
gram has top priority and must be pursued to an early conclusion. 

a? 55 percent of the Committee reduction has been applied 
in the area of spare parts procurement. As explained in considerable 
detail baler, this area accounts for a large portion of the unobligated 
balances carried forward from year to year and affords a great oppor- 
tunity for savings as the result of improved management. 

The funds provided will enable the Air Force to go ahead with the 
entire budgeted aircraft procurement program. However , the Com- 
mittee feels that certain aircraft which have been budgeted for have 
not progressed sufficiently through the processes of research and 
development for the Air Force or Congress to know whether quantity 
production on the aircraft should begin. A postponement in the 
procurement of some of these aircraft might very well be in the public 
interest. It seems very probable to the Committee that all the new 
funds requested for the forthcoming fiscal year may not be obligated 
or programmed during the 1958 fiscal year period. 

The Committee, in making reductions in this appropriation, has 
taken into consideration another major factor. The Committee has 
made a number of investigations of Defense procurement policies. The 
Investigations Staff is conducting a continuing study of procurement 
contracts and policies. These reports are available to the Committee 
and the Congress. As a result of these studies and Committee hear- 
ings, @ majority of the Members of the Committee simply do not feel 
that an adequate job is being done in contracting with industry for 
Air Force procurement. The Committee again, as in previous years, 
calls upon the Air Force to do a better job of contracting with industry. 
In aircraft and related procurement in excess of 95 percent of all buy- 
ing by the Air Force is done on the basis of negotiations, cost-plus- 
fixed-fee contracts, etc., and not on the basis of competitive bidding. 
Costs and profits are high and the Committee urges a greater insistence 
upon a dollar in value for a dollar expended. Consequently, it is 
felt that some of the budget reductions in this area can be absorbed 
by improved pricing and contracting. The Committee is certain that 
some progress is being made in better procurement practices and 
agrees that the problem is a most difficult one because this sort of 
procurement does not lend itself to competitive bidding practices as a 
general proposition. The Committee feels that, in the interest of 
better defense and the taxpayer, constant pressure for improvement 
must be exerted in all areas of defense spending. 

The respective program requirements contained in this appropria- 
tion and the funding adjustments relating those requirements to the 
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amounts appropriated for fiscal year 1957 compared with that pro- 
posed for fiscal year 1958, are shown in the following tabulation and 
program explanations: 


Appropriation: Aircraft and related procurement 


{In millions of dollars] 
































Recommendations compared with— 
Present | Budget | Recom- | _ itas 
Budget program | estimate | request | mended | Estimate for 1957 | Request for 1958 
| for fiseal | for fiscal | for fiscal (+) or (—) (+) or (—) 
| year 1957 | year 1958 | year 1958; = 
| 
Amount |Percent} Amount |Percent 
Aircraft, complete. A $3, 414.6 | $2,719.3 | $2,719.3 | —$695.3 | —20.4 are i, 
Aircraft components (spares) 2,566.9 | 2,359.7 2, 164. 2 —402.7 | —15.7 | —$195.5 —8.3 
Guided missiles, complete. | 1,675.8 1, 414.8 1, 344.8 —331.0 | —19.8 —70.0 —4.9 
Guided missile, components (spares) 119.0 | 105. 7 100.7 —18.3 | —15.4 —5.0 —4.7 
Industrial facilities and equipment. 333. 5 300.0 300. 0 EO | BO 1s... <cccaeetacens 
Modification of equipment ‘ 621.6 633. 5 550. 0 —71.6 | —11.5 —83.5 | —13.2 
Other activities : 13. 2 a —13.2 |--------]----------]-------- 
Total budget program - _--. 8,744.6 | 7,533.0 7,179.0 |—1, 565.6 —17.9 —354.0 —4.7 
Less (reimbursable portion of | | | 
programs): i 
Military assistance reimburse- | | 
ments 94.2| 234.4 234.4} —140.2 |---- et seloa inte 
Other reimbursements - - - 40.2 | 38.0 38.0 | +2.2 | ; juioaehsgnennadle 
Adjusted Air Force program__| 8,610.2 | 7,260.6 | 6,906.6 |—1, 703.6 | —19.8 | —354.0) —4.9 
Financed from prior years funds | | | 
Actual and anticipated recoup- | | | | 
ments ; } 1,761.7) 1,060.6 | 1,060.6 | +701.1 |---..-.-|---.----. 3: 
Appropriation 6,848.5 | 6,200.0 | 5,846.0 |—1,002.5 | —14.6 —354.0| —5.7 











Budget program— Aircraft, complete—The budget estimate for this 
program provides for the procurement of 1,515 new aircraft during 
fiscal year 1958, as compared with 1,867 aircraft planned for procure- 
ment in fiscal year 1957 and 2,709 aircraft contracted for in fiscal 1956. 
This program finances the procurement of completed aircraft ready 
to be flown away from the manufacturers’ plants. Each flyaway 
aircraft carries a cost which represents the cost of manufacturing the 
airplane, as well as engines or power plants, armaments, electronic 
equipment, photographic equipment, instruments and auxiliary 
equipment. The cost of flyaway aircraft includes also certain prepro- 
duction costs, fabrication tooling, testing and other items applicable 
to the cost of a particular aircraft. The Committee contemplated 
reducing the $2,719,300,000 requested for this program on the basis 
that improved pricing and procurement should effect savings and 
some funds would not be needed because of possible slippage incident 
to certain advanced fighter aircraft. However, after considering all 
of the facts involved it was decided that rather than risk a delay in 
modernizing our defensive fighter force the program as proposed 
would be approved. 

Involved in this program are the procurement of the improved 
strategic B—52 jet bomber, the supersonic B—58 jet bomber, the F—101 
jet fighter interceptor, the F-105 and F-107 jet fighter bombers, and 
the F—106 jet fighter interceptor. In addition, the program provides 
for procurement of C-130 medium turbo-prop transports and KC-135 
jet tankers, as well as numerous trainer aircraft. 

Budget program—Aircraft components (spares).—This budget pro- 
gram finances the procurement of initial quantities of spare parts in 
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support of the numbers of aircraft planned for procurement during 
the fiscal year 1958. It also provides for certain preproduction and 
development costs and the current procurement of spare components 
needed for the day to day maintenance of aircraft in operation during 
the budget year. An initial quantity of spares are procured along 
with the aircraft in production in order that such spares will be 
delivered to the operating base at the same time that the aircraft is 
assigned to the base. This initial procurement provides the stockpile 
and pipeline requirements. Additional quantities of these spares 
components are then procured by subsequent orders for delivery as 
required in the day to day operational maintenance of the aircraft. 

The budget program for fiscal year 1958 for spare parts was 
$2,359,700,000. The Committee has applied a reduction in this area 
of $195,500,000 bringing the total down to $2,164,200,000. Of this 
reduction, $175,000,000 has been applied to spares related to initial 
procurement in connection with aircraft, preproduction costs, and 
component production development costs; and $20,500,000 has been 
applied to the estimate for replacement spares related to the reduc- 
tion of 500,000 hours in the estimated flying hour program. 

The Committee has been highly critical of the Air Force spare parts 
program over a period of years, and while great improvement has 
been made, the Committee takes this means of placing the Air Force 
on notice that additional searching inquiry will be made. The Air 
Force has about $9,600,000,000 tied up in the spare parts inventory. 
This has decreased substantially from previous years, but it is believed 
greater and continuing improvement is possible. 

Comparing the estimates for aircraft components and spare parts 
for 1956, 1957, and 1958, as they relate to total aircraft procurement 
for the same years, it is noted that in 1956 the budget for aircraft 
complete amounted to $3,761,996,525 as compared with the budget 
for aircraft components and spare parts of $1,791,479,403. The 
budget for components and spare parts amounted to approximately 
47.6 percent of the budget for aircraft complete. Moving to 1957 
it is noted that the program for aircraft complete is $3,414,600,000 as 
compared with the budget program for aircraft components and spare 
parts of $2,566,900,000. For fiscal year 1957, the budget for aircraft 
components and spare parts is 75.2 percent of the budget for aircraft 
procurement. In 1958 the estimate for aircraft procurement is 
$2,719,300,000 compared with a budget for aircraft components of 
$2,359,700,000. In this year, the budget request for aircraft com- 
ponents and spare parts is 86.8 percent of the aircraft procurement. 
Now the Committee realizes that these comparisons are not entirely 
valid since there are other factors involved in both estimates other 
than the direct procurement of aircraft and the direct procurement of 
spare parts. These additional factors in both instances apply to 
development and preproduction costs and in the case of spare parts, of 
course, to the annual requirement for replenishment spares associated 
with the flying hour program. Excluding the replenishment spare 
parts for the flying hour program of $400,000,000 from the estimate or 
request for fiscal year 1958 of $2,359,700,000, reduces the estimate to 
$1,959,700,000. The Committee proposes to reduce this by $175,- 
000,000 or approximately 8.9 percent. The reductions made, includ- 
ing the reductions for the flying hour program, will reduce the budget 
estimate for component and spare parts to 79.6 percent of the budget 
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estimate for aircraft complete as compared with 75.2 percent carried 
for fiscal year 1957. 

It is in this area of spare parts that a large portion of the unobligated 
balances carried forward from year to year are accounted for. Accord- 
ingly, the Committee has made this reduction knowing full well that it 
will in no way handicap the Air Force in its program of moderni- 
zation. The Air Force itself is contemplating a revised method of 
approaching the spare parts problem. It was stated in the hearings, 
“The accurate prediction of initial spares requirements is exceedingly 
difficult since, for so many of these items we have had little, if any, 
actual usage experience prior to the time they must be placed on 
procurement.” Going on to explain, the further statement is made 
that the Air Force has under consideration or investigation other 
methods of approaching the spare parts program. Quoting further, 
it is stated, “Under the procedure now being considered, the practice 
of ordering at one time, the full ‘estimated initial spares quantity’ 
would be discontinued. Instead, only a portion of the estimated 
quantity would be ordered as finished parts and the balance would be 
ordered as ‘material only’.”’ 

The Committee intends to continue its previous studies of this 
problem and will happily join with the Air Force in finding any solu- 
tion that will reduce the enormous investment we have been making 
for spare parts and thereby eliminating the corresponding losses that 
eventually accrue. The Committee invites the aircraft industry to 
come forth with a possible solution to this vexing problem. 

Budget program—Guided missiles.—This program provides for the 
development and procurement of guided missiles and drones. The 
budget estimate for this program was $1,414,800,000. This has been 
reduced by $70,000,000 as a reflection of the Committees dissatisfae- 
tion with Air Force efforts in this area. Much of this effort has proved 
to be of a duplicative and questionable nature. None of the reduc- 
tion is to apply to the ballistic missile program. However, the Com- 
mittee expects the Air Force to take a further hard look at all of the 
missile programs. 

Budget program—Guided missile components.—This program pro- 
vides for procurement of spare parts and components for guided 
missiles and drones. Requirements in this area are relatively minor 
compared to the procurement of spare parts for aircraft since guided 
missiles are, for the most part, a one-shot operation. The budget 
request for this program was $105,700,000. This has been reduced 
by $5,000,000 as the approximate amount that should relate to the 
$70,000,000 reduction for guided missiles. The Air Force is expected 
to watch spare parts requirements for guided missiles very carefully, 
to be certain that we are not building up unessential stores of such 
spare parts. Experience data in this area is practical)y non-existent, 
and the normal military conservatism of having plenty on hand may 
be building up excessive stocks. 

Budget program—Industrial facilities and equipment.—This budget 
program provides government owned tools and production facilities 
to augment available public or private production plants required for 
the production, modification, or maintenance of aircraft, guided mis- 
siles, engines, related equipment, and for other purposes, including the 
storage of reserve machine tools. The budget program for fiscal 
year 1958 of $300,000,000 is $33,500,000 less than the ameunt pro- 
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vided for the fiscal year 1957 and has not been changed by the Com- 
mittee. 

Budget program—Modifcation of equipment.—This program provides 
for the modernization of in-service aircraft, guided missiles, drones, 
and spare part components thereof. This w ork is done after the air- 
craft or missiles have been delivered to the Air Force by the manu- 
facturer or have been in service for a period of years. The work 
generally involves making modernizing or corrective changes for the 
purpose of improving the usefulness or exte nding the life of the aircraft 
or missile. This program included a budget estimate of $633,500,000. 
The Committee has made a reduction of $83,500,000 reducing the 
total to $550,000,000. It is the feeling of the Committee that this 
program is not carefully planned from a dollar expenditure standpoint 
related to value received. The program has continuously grown. 
In fiseal year 1957 the Air Force applied $135,000,000 to this program 
over and above the amount justified in the budget presented to the 
Committee last year. Large numbers of older aircraft are being 
modified at great expense, whereas the need for such modification may 
only be of minor importance when true value and end use is considered. 
The Committee requests the Air Force to take another careful look at 
this large program and to insure that this will be done has made the 
reduction of $83,500,000, 


PROCUREMENT OrHeR THAN AIRCRAFT 


The appropriation request for procurement other than aircraft was 
$1,225,000,000. The Committee is recommending an appropriation of 
$1,125,000,000, or $100,000,000 less than the budget request. This 
represents a reduction of approximately 8.2 percent in the budget 
request. However, the amount recommended for appropriation is 
only about 1.3 percent, or $15,000,000 less than the amount appro- 
priated for fiscal year 1957. 

Comparisons between years, for an appropriation largely devoted to 
the procurement of capitalizeable major pieces of equipment, is not 
entirely valid since requirements for these major items of equipment 
in a given year are related directly to the types of programs that are 
being pushed or procured in the particular year under reference. 
For example, the ground handling equipment procured in a given year 
is related directly to the planned scheduled deliveries of the associated 
aircraft. If B-52 bombers are being delivered in a given year, ground 
handling equipment for these specific aircraft must also have been 
procured in time for delivery with the aircraft. Therefore, if there is 
a reduction or stretch-out in aircraft procurement or deliveries there 
should be a reduction in the procurement of ground handling equip- 
ment related thereto. This would apply also to training equipment 
and such items as support equipment and supplies. 

In comparing the requirements under this appropriation for fise = 
year 1958 with fiscal year 1957, it should be noted that in fiscal yes 
1957 there was a substantial increase in programmed procurement ree 
ground communication and electronic equipment and an enormous 
increase in such items as ground handling equipment and support 
equipment. ‘The large requirement for ground communication and 
electronic equipment under this appropriation is directly related to the 
continental United States and far north Aircraft Control and Warning 
Systems being installed in connection with the SAGE system in the 
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United States and the Distant Early Warning Line across the north- 
ern reaches of the North American continent. 

The cost of much of the procurement under this appropriation, as 
under aircraft and related procurement, is directly affected by the type 
of management job being done on procurement. The same criticisms, 
suggestions and demands that were made in the discussion under air- 
craft and related procurement apply equally, if not even more, to this 
area of the Air Force procurement program. The type of events re- 
vealed under the discussion of the procurement of snow plows, shown 
on pages 347 and 363 of the Department of Air Force hearings, is the 
sort of thing that must be avoided. Better procurement management 
is possible and it must be attained. 

The reduction made in this appropriation request will hold the appro- 
priation at slightly below the level provided for 1957. The purpose is 
to effect all possible economies. As a result, the reduction has been 
spread to almost every program area. However, it will be noted that 
the greater portion of the reduction has been applied to ground han- 
dling equipment to correspond with the recently announced stretch- 
out in the B—52 program not previously reflected in this appropriation 
request and the overall smaller aircraft procurement program. Addi- 
tional sizeable reductions are made in support equipment and supplies 
and in ground communication and electronic equipment. It is ex- 
pected that the reduction in communication and electronic equip- 
ment may be applied in moving a little slower on the so-called SAGE 
and general AC&W programs. The SAGE program has not been re- 
assessed as a result of the recent re-evaluation of the immediacy of the 
Russian jet bomber threat. Some minor stretch out in this program 
should result in the long run in a much more effective system. 

This year for the first time, the Air Force has adopted a budgetary 

technique applied to the procurement other than aircraft appropria- 
tion which they choose to term overprogramming. The schedules 
presented to the Committee showed an over program statement 
amounting to $150,000,000 in the fiscal year 1957 and increasing to 
$365,000,000 in 1958. The Committee can understand the use of 
such a device for management purposes in connection with an ap- 
propriation of this type “where there is an enormous multiplicity of 
items to be procured. However, the Committee wants it definitely 
understood that this device is not to be used as a means of carrying 
such overprogramming forward from one year to the next as might be 
implied from the details of the budget presented this year. Accord- 
ingly, in the tabulation below, the C ommittee has eliminated the fiscal 
vear 1957 overprogramming from both the fiscal year 1957 programs 
and the 1958 programs into which the previous overprogram amounts 
were carried. In accordance with the policies established in connec- 
tion with the military construction appropriation, the Committee has 
no intention of approving programs unfinanced in one year for fund- 
ing in subsequent years. 

It will be noted that the reductions applied te specific programs are 
general in nature and are no more than indicative of Committee 
desires. The Committee does not wish to impose its judgment as to 
the types of equipment that may be procured, particularly where the 
safety of individuals may be concerned. However, the Committee 
does urge that all items planned for procurement be reviewed carefully 
from the standpoint of determining, not only whether the items are 
desirable, but whether or not they are necessary. 
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The respective program requirements financed by this appropriation 
and the funding adjustments relating those requirements to the ap- 
propriation request for fiscal year 1958 compared with the present 
program for fiscal year 1957 and reflecting the Committee action on 
this request, are shown in the following tabulation. 


Appropriation: Procurement other than aircraft 


{In millions of dollars] 
































| j | 
| Recommendations compared with— 
| Present | Budget | Recom- | {ae io 
| estimate | request | mended | Estimate for 1957 | Request for 1958 
Budget program | for fiscal | for fiseal | for fiscal | (+) or (—) (+) or (—) 
| year 1957 year 1958 | year 1958 ise S08 < 
} | | | | 
| Amount |Percent| Amount} Percent 
rvs - ‘ Laie Bases He 
Weapons, ammunition, and propel- | 
lents- __- $120.0 | $109.4} $104.4 —$15.6 | —13.0 | —$5.0 —4.6 
Vehicular equipme nt- | 58.0 | 37.0 35.0} —23.0 | —39.7 —2.0 —5. 
Ground communications and elec- | 
tronic equipment... 516.3 | 486. 5 | 456.0 —60.3 | —11.7 | —30.5 —6.3 
Ground handling equipment 484.7 492.5 454.0 | —30.7 —6.3 | —38.5 —7.8 
Training e« juipment- | 65.0 86.0 | 80.0 | +15.0 | +23.1 —6.0 —7.0 
Support equipment and supplies. eo 234.0 | 234. 2 218. 2 —15.8 —6.8 | —16.0 —6.8 
Base maintenance equipment ---_--| 50.0 | 44.4 | 42.4 | —7.6 7.2 —2.0 —4.5 
Total budget programs_. | 1,528.0 | 1, 490.0 1, 390.0 ee 38. 0 —9.0 |—100.0 —6.7 
Less (reimbursable porticns of pro- | | } 
grams): 
Military assistance reimburse- | | 
ments_ 113.5 5 es +113.5 |._-- wan ear maacer das 
Other reimbursements. -- | 75.0 | 50.0 50.0 +25 Oi ia... d Js. beet tee 
Adjusted Air Force programs 1, 339 5 | 1,440.0] 1,340.0 | 40.5 |. |-100.0 0 —6.9 
Prior years funds—available-_- | 199.5 |... sateh) RIBBLE. 1. cece a itl nian al, 
Unfinanced—for design and produc- 
tion delays_- P Sie J | 215.0} 2180] =215.0 |........].....— | 5 ie da 
be Sateen tetany eaepenssbasienten estar eae etal eas 
Appropriation__.__-- ---| 1,140.0 | 1,225.0] 1,125.0 | —15.0 | —1.3 |—100.0 | —8.2 
| | 








Budget program—Weapons, ammunition, and propellants—The 
funds under this budget program provide for procurement of bullets, 
bombs, rockets, atomic ordnance items and assist takeoff units. 
The items procured under this program are used for training purposes, 
war reserve stockpiling and service testing. The program for 1957 
has been substantially increased over the amounts justified before the 
Committee last year. Much of this increase has been carried forward 
into the 1958 program. The Committee has made a reduction in 
the allowance for this program in the amount of $5,000,000 or 4.6 
percent of the request. This reduction is made for the purpose of 
emphasizing the need for economy. The urgency of much of this 
procurement is directly related to the threat of a potential enemy. 
Much of the recent increase in this program results from the procure- 
ment of air-to-air missiles for use on fighter aircraft assigned to the 
defense of the Continental United States. 

Budget program—Vehicular equipment.—The budget program for 
vehicular equipment provides for the procurement of | passenger motor 
vehicles, trucks and tractors, trailers, railroad equipment, material 
handling equipment and marine equipment. The vehicles and 
equipment programed for procurement will provide for initial issues 
to new bases and new activities, the replacement of uneconomically 
reparable vehicles, modification ‘of existing equipment, pre-stoc king 
requirements for the mobilization reserves in support of mobilization 
plans, and for service testing of newly developed items. Here again, 
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the present program for fiscal year 1957 has been substantially in- 
creased over the program justified before the Committee last year 
and this undoubtedly accounts in part for the decreased program for 
1958. The Committee has made a token economy reduction in the 
budget request amounting to slightly over 5 percent or $2,000,000. 

Budget program—Ground communications—Electronic equipment.— 
This program provides for procurement of communications and elec- 
tronic equipment positioned on the ground or in ground installations 
related to the massive communications system and the Air Defense 
program of the Air Force. Involved is the Air Defense Semi Auto- 
matic Ground Environment System (SAGE), the radar gap-filler pro- 
gram, early warning systems, air control and navigational aid pro- 
grams, ground radio equipment, wire communications equipment, 
countermeasures equipment, and cryptographic equipment. As for 
other types of equipment the program for fiscal year 1957 has been 
substantially increased over the amounts justified before the Com- 
mittee last year. This appears to be due, primarily, to an increase in 
reimbursable customer orders received subsequent to the fiscal year 
1957 budget, and to the procurement of additional service test items. 
Removing the reimbursable items from the 1957 program would 
bring it more into line with the request and allowance for fiscal year 
1958. The Committee has reduced the budget request for this pro- 
gram by $30,500,000, or 6.3 percent. This is a relatively small 
reduction for such a sizeable program, and should be readily absorbed 
within the vast requirements for the SAGE and related aircraft control 
and warning systems. 

Budget program—Ground handling equipment.—The budget program 
for ground handling equipment provides for the procurement of all 
types of equipment related to the servicing of aircraft and missiles on 
the ground, such as jacks, engine starters, starting generators, mainte- 
nance hoists, lifts and platforms, engine stands, special trucks and 
trailers for ordnance and other purposes, and equipment for the servic- 
ing, launching, and control of guided missiles. Here again, the pro- 
gram for fise al year 1957 has increased substantially over the amount 
justified before the Committee last year. This has resulted from 
additional orders for military assistance for which the Air Force is to 
be reimbursed and the increased requirements for missile ground hand- 
ling equipment resulting from a speed-up in the Air Force ballistic 
missile program. The Committee has reduced the Department re- 
quest by $38,500,000 or 7.8 percent. The reduced allowance will still 
provide a program substantially equivalent to the program for fiscal 
year 1957 exclusive of reimbursements. The Committee could not 
reconcile the large request with the much smaller 1958 aircraft pro- 
curement program and the recently announced stretch-out in B-52 
production and deliveries. 

Budget program—Training equipment.—This budget program pro- 
vides for the procurement of all types of specialized training aid equip- 
ment such as mobile training units, special weapon trainers, targets, 
flight simulators, cockpit proc ‘edure trainers, missile trainers, and 
radio and radar trainers. The Committee is allowing a substantial in- 
crease in this program for 1958 over 1957 primarily to fill the needs 
incident to guided missile programs. However, the Committee has 
reduced the request by $6,000,000 or 7 percent, as a part of the tighten- 
ing up process incident to economy demands. The Committee is well 

92317—57-——-6 
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aware that the use of such training equipment results in a substantial 
saving in the operation of aircraft and eliminates some of the hazards of 
accidents that are so evident in the first stages of learning how to 
handle complex pieces of equipment such as the modern jet aircraft. 

Budget program—Support equipment and supplies —This program 
provides for the procurement of those many and varied miscellaneou- 
pieces of equipment such as shop machinery tools, materials, office 
machines and supplies, furniture and food servicing equipment, neces- 
sary to operation of Air Force bases or any major installation, but not 
particularly of a specialized nature. The need for economy dictates a 
further thorough review of this program and accordingly the Com- 
mittee has reduced the request by $16,000,000 or 6.8 percent. 

Budget program—Base maintenance equipment.—This program pro- 
vides for engineering machinery and equipment, fire fighting equip- 
ment, utility equipment, snow plows, sweepers, ditching machines, 
aircraft crash and rescue trucks, fire extinguishers, aircraft air condi- 
tioners, generators, compressors, repair shelters and towers, in direct 
support of base operations and maintenance. Here again, the pro- 
gram for fiscal year 1957 is double the amount justifie 1d before the 
Committee last year. It was stated that this increase is the result of 
additional requirements for crash fire trucks and snow plows and in 
addition several items such as a new type truck-mounted crane, reached 
the procurement stage earlier than was anticipated. That is hardly 
sufficient justification for doubling the budget program. Nevertheless, 
much of the equipment requested appears to be justified. Therefore, 
the Committee has made a relatively small reduction in this program 
area as a reflection of the need for economy in such procurement. 


RESEARCH AND DEVELOPMENT 


For research and development the budget included an appropriation 
request of $661,000,000. The Committee is recommending an appro- 

priation of $649, 000,000, a reduction of $12 000,000 or 1. $ percent in 
the budget request. 

The appropriation for research and development contains only about 
one-fourth of the total Air Force funds, including the pay of military 
personnel, that are applied, broadly speaking, to the research and 
development field. The total research and development budget for 
the Air Force would be more nearly in the neighborhood of 
$2,500,000,000. ‘The specific amount in the research and development 
appropriation is applied primarily to basic research studies, engineering 
and scientific investigation of the feasibility of projects and the 
operation, maintenance and general management of the entire research 
and development complex, including programs, contracts, and 
facilities. 

The small reduction of $12,000,000 made by the Committee in 
this appropriation request was done for the purpose of emphasizing 
that all possible economies should be effected and to particularly 
emphasize the Committee’s concern with the evident scramble be- 
tween contractors for the limited numbers of technical, scientific and 
engineering manpower available. Efforts must be made to stop the 
waste of such manpower that results from the continual shifting 
between employers working on government contracts. Stories per- 
sist regarding the many engineers and other technical personnel, on 
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the move between contractors who are constantly bidding against 
each other for the services of these individuals, and all at the expense 
of the government as reflected in the prevailing cost plus a guaranteed 
profit types of contracts involved. A new man coming onto a job 
is not likely, regardless of his basic talents, to be fully productive for 
some period of time. Certainly, men on the move between jobs are 
entirely unproductive. The country can ill afford this manpower 
waste. 

The program requirements and funding adjustments under this 
appropriation are shown in a tabulation below. It should be noted 
that the first five programs reflect the work being performed under 
contract in the areas indicated by the program titles. The sixth 
program provides for internal Air Force operation and maintenance 


and management of the overall research and development program 
and facilities. 


Appropriation: Research and development 


{In millions of dollars} 




















Recommendation com- 
Present Budget Recom- me tyes aay ate— 
Budget program | estimate | request for | mended for 7 (+) or (—) 
| for fiscal | fiscal year | fiscal year 
| year 1957 1958 1958 | 
Amount Percent 
Aircraft and related equipment _.....-.-- | $140.7 $123.8 $123.8 —$16.9 | —12.0 
Guided missiles and related equipme nt. 85. 9 69.6 | 69. 6 —16.3 | —19.0 
Ammunition and related equipment } 9.3 7.5 7.5 —1.8 | —19.4 
Other equipment —— : 91.8 67.5 67.5 —24.3 | — 26.5 
Military Sciences | 67.0 69. 6 69.6 +2. 6 | +3.9 
Operation and management 330. 1 328. 0 328. 0 —2.1 | —0.1 
Total budget programs... | 724.8 666. 0 666. 0 —58.8 | ~8.1 
Less reimbursable portions of programs 
from other accounts 11.3 5.0 | 5.0 +6.3 
wiececapebticiedgeieamdiliieicainn 
Adjusted Air Force program 713. 5 | 661.0 | 661.0 | —52. 5 —7.4 
Prior years funds available - -.-- } a 5st sbaes +1.3 
lransfer from emergency fund 2.2 ; | +2.2 
Committee reduction unapplied to specific | | 
programs Lanbrn dan Seng’ 12.0 —12.0 
Appropriation éxa 710.0 | 661.0 | 649.0 | —61.0 | —8.6 








| ' 


Budget program—Aireraft and related equipment.—This budget pro- 
gram provides for research and dev elopment work on aircraft, engines, 
armaments, communications, navigation, bombing and fire control 
equipment, weapons and other equipment identifiable with aircraft. 
The $16,900,000 decrease from the estimated requirements for the 
fiscal year 1957 results primarily from a decrease in the program 
emphasis on airframes and their configurations. The decrease was 
possible because the additional funds provided by the Congress for 
the research and development appropriation last year have “all been 
allocated to the respective programs as they are reflected in the pro- 
ceeding tabulation in the column for the fiscal year 1957. This sub- 
stantial increase in 1957 programs has made it unnecessary to program 
the work for fiscal year 1958 at the same high level. 

Budget program—Guided missiles and related equipment.—The funds 
for this budget program provide for the basic research and develop- 
ment on guided missiles. 

Included in the 1958 program are the research efforts related to the 
strategic air systems and technical developments, in connection with 
Intercontinental Ballistic Missiles. Included also are advanced 
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reconnaissance systems studies. The apparent substantial decrease 
from the program level indicated for fiscal year 1957 is a direct result 
of the increased funds made available for that fiscal year. 

Budget program—Ammumnition and related equipment.—This budget 
program covers basic research and development on ammunition, 
rockets, bomb components, propellants and related equipment, and 
on special ammunition components of a biological, chemical or radio- 
logical character. Work in this area continues to decrease as em- 
phasis is shifted to the guided missile type of armaments for aircraft. 

Budget program—Other equipment.—Provided for in this program is 
the research and development on all equipment not covered under 
one of the other specific programs. It mcludes items of equipment 
relating to communications, materials handling, construction, training, 
shop and utilities, printing and reproduction, photographic and organ- 
ization and personnel equipment. The major effort continues to be 
associated with Project Lincoln at MIT, for work on the Air Defense 
Environment System. The substantial decrease in this program 
below the level carried for fiscal year 1957 is largely associated with 
this Air Defense Systems work and results directly from the increased 
funds made available for fiscal year 1957. 

Budget program—Military sciences.—Involved in this program area 
are studies of a fundamental nature undertaken for the purpose of 
acquiring basic knowledge for application to the solution of develop- 
ment problems or in the study of techniques and skills for which there 
may be a future miltary requirement. Included are studies in such 
areas as high temperature, shock waves, new propulsion concepts and 
hieh energy propellants. The increase for 1958 over the amounts pro- 
grammed for 1957 results from a little greater emphasis on research 
in the areas of military planning and techniques. 

Budget program—Operation and management.—The funds in this 
budget program provide foc the manpower, materials, equipment, 
supplies and services required to manage and carry out research, 
development, and test projects paid for directly by the Air Force. 
Included also are the operation and maintenance expenses both direct 
and contractual associated with operation of Air Research and 
Development Command facilities. 


OPERATION AND MAINTENANCE 


The budget request for operation and maintenance for the fiscal 
year 1958 was $4,225,000,000. The Committee is recommending for 
appropriation $4,062,120,000. The Committee recommendation is 
$162,880,000 or 3.9 percent less than the request. 

This is the day to day expense appropriation for the Air Force. It 
provides for general administration and, except for research and devel- 
opment, for “the operation and maintenance of aircraft, equipment, 
and the physical plant of the Air Force. It is in these day to day 
expenses that all employees and personnel of the Air Force can make 
a major and continuing contribution toward economy. The taxpayers 
of the country insist that this be done. The Committee has reviewed 
the various operating and support programs financed from this appro- 
priation and found a number of items where revised circumstances or 
projected developments indicated that all of the requested funds would 
not be needed. The Committee has taken action to reduce those 
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items accordingly. In addition, the Committee has made several 
reductions of a general nature. 

One of the Committee reductions is in the area of travel. The 
1958 budget for the Air Force is based on an anticipated decrease in 
civilian employment and only a very small increase in military per- 
sonnel of the level likely to do much official traveling, and yet the 
proposed budget for travel showed an increase of about $16,950,000 
or 13 percent over the amount budgeted for fiscal year 1957. Under 
the circumstances, an increase in the budget for travel is hardly in 
keeping with the public demands for economy in government and 
military operations. Accordingly, the Committee has reduced the 
amount for travel to the same level carried for the fiscal year 1957. 

Again this year the budget did not reflect a credit for an anticipated 
German contribution to the support of United States troops in Western 
Germany. The Committee anticipates that such support will be 
forthcoming and accordingly has reduced the request by $21,920,000 
or an amount approximately equivalent to the support furnished 
during the current fiscal year. 

As a further basic economy measure, the Committee has reduced 
the projected Air Force flying hour program for fiscal year 1958 by 
approximately 500,000 hours. This has been done in an attempt to 
force closer screening of all Air Force flying for the purpose of elimi- 
nating any unessential use of military aricraft for so-called ‘‘junketing”’ 
of military and civilian personnel. Furthermore, it is believed that 
substantial savings can be effected by cutting down on the numbers 
of needlessly long flights designated as training missions, where the 
crews spend most of the time merely boring a hole in the air from 
distant point to distant point. The Committee especially deplores 
the ‘‘junketing”’ that is done under the guise of so-called proficiency 
flying. 

The budget request for fiscal year 1958 contains a substantial in- 
crease for items carried under the heading major repairs. Much 
of this increase, as was a similar increase justified last year, is based on 
the statement that the increase is essential to take care of badly 
needed repairs growing out of deferred maintenance work. 

This practice of deferring needed maintenance and repair work has 
resulted in substantial deterioration to many of the facilities on a num- 
ber of Air Force bases. The Committee takes note of the fact that 
here is an area where local management, with little effort, can readily 
exercise economy. If maintenance money is the least bit short at an 
air base the tendency is to not paint and repair, but rather to divert 
available money to purposes for which the local Commander prefers 
to use it. This is false economy. It is not the type of economy in 
operations and maintenance which the Committee is trying to promote. 

The budget request contained approximately $105,000,000 for this 
repair type of work to be performed in fiscal year 1958 compared with a 
program for fiscal year 1957 of $61,000,000. The Committee has 
reduced the request by the amount of $10,000,000. However, it is 
expected that none of the remaining funds for this purpose will be 
diverted to other uses. The Committee intends to watch this item 
very closely and if deferment of this essential work is continued, the 
Committee may find it necessary to earmark funds specifically for 
this purpose in future years. 

[he amounts requested and provided for the respective programs to 
be financed under this appropriation for 1958 compared with estimated 
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programs for 1957 are shown in a tabulation below. The details of 
each program and Committee action thereon is discussed in separate 
paragraphs following the tabulation: 


Appropriation: Operation and maintenance 


{In millions of dollars} 











‘Recommendations compared with— 
Present | Budget | Recom- | pe aneee ue o 3 
Budget program estimate | request | mended Estimate for 1957 | Request for 1958 
for fiseal | for fiscal | for fiseal | (+) or (—) (+) or (—) 
| year 1957 | year 1958 | year 1958 |__ Fs ih I ee gl 
| | 
| } Amount | Percent Amount! Percent 
aati leita et titpciniil alltime -| = -| ———, —-—— |---| —--. -, —-_ a 
Aircraft fuel and oil______- | $587.0 | $641.3 $609.3 | +$22.3 | +3.8 |—$32.0 —5.0 
Logistical support | 1,597.8 1,707.2 | 1,659.2 +61.4 +3.8 | —48.0 —2.8 
Training support | 367.2 390.0 375.0} +7.8| +21] —-15.0!] -3.8 
Operational support.____..___- 1, 104.1 1, 316.7 1, 287.7 +183.6 | +16.6 | —29.0 | —2.2 
Medical support- - - ! 94.3 128. 5 128.5 | "342 +-36.3 |. 
Service-wide support c ‘ 204. 3 224.6 224. 6 +20. 3 +9.9 | 
Contingencies As | 7.0 6.3 | 6.3 | —0.7 —10.0 
Total Budget Programs-- | 3,961.7 4, 414.6 | 4,290.6 | +328.9 | +83 |—124.0 —2.8 
Less: | | 
Reimbursable portions of pro- | 
grams 177. 5 | 189. 6 189. 6 —12.1 
Comparative transfers other ad- | | 
justments_ sakes 41.5 |_- | +41.5 
Adjusted Air Force Program__| 3,742.7 | 4,225.0] 4,101.0} +358.3| +9.6 |—124.0 —2.9 
Less (committee reductions undis- | 
tributed): | 
Reduction for travel and be) ds 17.0 —17.0 |. —17.0 
Reduction for Deutschemarks 21.9 —21.9 | —21.9 
Appropriation. __- : | 3,742.7| 4,225.0] 40621 | +3194! +85 |—162.9 —3.9 





Budget program—Aircraft fuel and oil.—This budget program pro- 
vides funds for the procurement of fuel and lubricating oil used in the 
operation of Air Force and Air Force Reserve aircraft, except for the 
fuel and oil used in research and development activities which is 
financed under the research and development appropriation. In addi- 
tion, provision is also made in this estimate for fuel and oil utilized 
by field installations in maintenance activities and for operation of 
ground support equipment and motor vehicles of all types. Require- 
ments for aviation fuel and oil in support of flight operations are com- 
puted on the basis of the flying hour program. The Department 
requested an increase of approximately $54,000,000, or about 10 per- 
cent in this program over the amount budgeted for fiscal year 1957. 
The Committee has reduced the request by $32,000,000, or about 5 
percent on the basis of a 500,000 ee in the number of flying 
hours expected to be flown during fiscal year 1958. This still permits 
an increase over the budgeted sdaviiehantie for fiseal year 1957 of 
$22,300,000 or 3.8 percent. 

Budget program—Logistical support.—Activities financed under this 
program include: (a) Major overhaul of aircraft and equipment in 
depot shops; (6) operation of the complex world-wide depot supply 
system; (c) installation of fixed communications and electronics facili- 
ties related to the aircraft warning and continental defense systems; 
(d) Air Force printing and reproduction; and (e) disposition of remains 
of deceased persons. The estimates for fiscal year 1958 included a 
requested increase over the amount budgeted for fiscal year 1957 of 
$109,400,000 or about 6.8 percent. For “expanded activities and in- 
creased costs the Committee has allowed an increase of $61,400,000 or 
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3.8 percent. However, this is $48,055,000 or 2.8 percent below the 
budget request. 

The principal reduction in the amount requested for this program, 
or $43,255,000, is directly related to the Committee reduction in pro- 
posed flying hours and is ‘applicable to the budget for maintenance and 
overhaul of aircraft carried in this program. A reduction of $2,800,000 
is made in the estimate for printing and reproduction, to eliminate a 
specific increase requested on the basis that needed authority from the 
Joint Committee on Printing may not be forthcoming. This was 
admittedly a speculative increase. A reduction of $2,000,000 has 
been made in the items of expense budgeted for under the project for 
procurement operations for the purpose of balancing the program by 
keeping other objects of expense in line with reduced personnel. 

Budget program—Training support—The program for training sup- 
port ore for expenses incident to training of regular Air Force 
personnel, Air Force Reserves, Air Force Reserve Officers’ Training 
Corps, and other training expenses, including the U. S. Air Force 
Academy. ‘The Department requested an increase of approximately 
$23,000,000 or slightly over 6 percent. ‘This increase was requested 
in spite of the fact that the training workload projected for fiscal year 
1958 will be substantially below that estimated for fiscal year 1957. 
The Air Force has recently ordered the closing of two contractor oper- 
ated primary flight training facilities. It was stated that the increase 
in budget requirements from fiscal year 1957 to fiscal year 1958 were 
attributed to expansion of the Air Force Reserve Program, a growth 
of the Air Force Academy activities, extension of contractual food 
services to a total of nine air bases, and other changes resulting in 
increased costs. ‘The Committee has reduced the request by $14,- 
955,000, or 3.8 percent. This still permits an increase of nearly 
$8,000,000 or 2.1 percent over the budget for fiscal year 1957 to take 
care of the increasing costs for certain activities. The Committee 
recognizes that support of training activities cannot be readily adjusted 
to a fluctuating training load. However, it is doubtful that the 
training load will increase to its former levels in the immediate future 
and therefore this support program should be thoroughly re-evaluated 
on the basis of projected future needs. The Committee action will 
assist in effecting desirable economies in this program. 

Budget program—Operational support.—The budget program of op- 
erational support provides for the loc ally incurred expenses in con- 
nection with the operation and maintenance of those bases and com- 
munication facilities utilized in support of the Strategic, Tactical and 
Air Defense Forces including MATS and other airlift activities. In- 
volved is the support of 239 major operational bases; 128 combat 
wings; 141 supporting squadrons; 488 aircraft control and warning 
installations including 25 control centers, 308 radar stations inc luding 
DEW Line stations, and 155 gap filler radars; and 34 communications 
sites of the integrated communication system in Alaska. 

To support these facilities the budget requested $1,316,698,000. 
This request was approximately $212,000,000 or 19 percent over the 
amount programmed for fiscal year 1957. The Committee has reduced 
the Department request by $29,000,000 or 2.2 percent. This still per- 
mits an increase of approximately $184,000,000 or 16.6 percent over the 
amount programmed for 1957, to provide for increasing costs and the 
increased number of facilities to be maintained during fiscal year 1958. 
These increases include 12 operational bases, 23 radar stations, 86 
gap-filler radars and 22 communications sites in Alaska. 
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The reductions proposed by the Committee have been applied in 
specific areas. One reduction of $3,000,000 has been applied to the 
resupply program in Korea. This activity has been formerly carried 
by the Army at an estimated cost of approximately $3,500,000 for 
the fiscal year 1957. The Air Force in taking over the ac tivity has 
estimated a cost of $7,000,000 for fiscal year 1958. Another reduc- 
tion of $16,000,000 has been applied to the approximately $48,000,000 
requested for Capehart and Wherry Housing maintenance and the 
procurement of government furnished furniture for these housing 
units. The housing program of the Air Force has not Renereneas 
nearly as rapidly as the budget estimates anticipated for ¢ ‘apehart 
type housing. However, in re-evaluating the estimates for the Com- 
mittee, the Air Force substantially increased the number of Wherry 
Housing Units which they proposed to take over. Apparently the 
Air Force is planning to acquire Wherry Housing Units which they 
are not required to acquire under the terms of existing law. The 
Committee is not convinced that this is a wise or necessary move. 
A third reduction of $10,000,000 has been applied to the $80,300,000 
request for major repairs. It is in this program where a large portion 
of the so-called maintenance repair work has been deferred from year 
to year. The Committee has allowed for the estimated deferred main- 
tenance and repair work carried forward and in addition has granted 
a substantial increase over the amount programmed for this purpose 
in fiscal year 1957. ‘The Committee expects that all of the deferred 
maintenance type work budgeted for will be performed during fiscal 
year 1958. 

Budget program—Medical support.—This program provides for the 
expenses incident to the medical care of Air Force military personnel 
and their dependents. The budget estimate for fiscal year 1958 re- 
flects an increase of approximately $34,200,000 or 36.3 percent over 
the amount programed for fiscal year 1957. The Committee is pro- 
viding the amount requested. The normal operating budget for 
medical facilities is remaining at about the same level for fiscal year 
1958 as that programed for fiscal year 1957, with the increase in funds 
required for the Air Force contribution to the Civil Service Retirement 
fund being more than offset by a decrease in requirements for procure- 
ment of supplies and equipment in support of the medical program. 
The large increase is all attributable to the costs of furnishing pro- 
fessional care and hospitalization for Air Force military personnel and 
their authorized dependents in facilities of other military services or 
civilian hospitals. This cost increase is almost entirely related to the 
Dependents’ Medical Care Act approved last year. The cost of 
dependent niedical care should be watched very carefully and costs 
reduced whenever possible by requiring that military hospital facili- 
ties be used to the greatest possible extent. 

Budget program—Servicewide support-—The budget program for 
servicewide ‘support provides for the direct administration and 
operating expenses of Headquarters, United States Air Force, field 
extension offices of the headquarters, and the major air command 
headquarters. The program also includes the costs of leased commer- 
cial communications and the operation and maintenance of air attaché 
and air mission activities. 

The estimated requirements for fiscal year 1958 reflect an increase 
of $20,250,000 or approximately 10 percent over requirements for 
fiscal year 1957. The increase has been allowed by the Committee 
primarily to provide for increased requirements in connection with 
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leased commercial communications for the expanding continental air 
defense program associated with the aircraft control and warning 
systems including the semi-automatic ground environment system 
(SAGE). The request was not adjusted in the same manner as 
equipment procurement, to reflect the anticipated slowup in the 
SAGE program, because such current operating costs are related to 
equipment procured in past years but now in place. In addition 
the increase provides for about $6,500,000 necessary as a contribution 
to the Civil Service Retirement Fund. 

Budget program—Contingencies.—This budget program provides for 
current miscellaneous expenses required by official courtesy and pro- 
tocol representation, the maintaining of inter-American and foreign 
relations, community and industrial relations, and certain expenses 
of a classified nature. The expenditure of funds provided for under 
this program are authorized and approved by the Secretary of the 
Air Force. Estimated requirements for contingencies for fiscal year 
1958 reflect a proposed reduction of approximately 10 percent from 
the amount programmed for fiscal year 1957. 


Miirary PERSONNEL 


The fiscal year 1958 budget request for military personnel was 
$3,840,000,000. The Committee is recommending for appropriation 
$3.801,600,000 or $38,400,000 less than the amount requested. The 
comparative amounts for fiscal year 1957 and fiscal year 1958 are 
shown in the following tabulation: 


Appropriation: Military personnel 
{In millions of dollars] 




















Present Budget Recom- Recommendation 
estimate | request for| mended compared with 1957 
Budget program for fiseal | fiscal year | for fiscal | 
year 1957 1958 year 1958 | | 
Amount Percent 
Pay end diloweneces.. ...........-.....-.- $3, 261.0 $3, 336. 3 $3, 336.3 +$75.3 +2.3 
Individual clothing................... ite 73.5 69.6 69. 6 —3.9 —5.3 
Subsistence in kind . 180.7 182. 0 182.0 +1.3 +.7 
Movements, permanent change of station. 206. 9 227.4 227.4 +20. 5 +9.9 
Ciiior CU on 29.5 50.8 50.8 | +21.3 +72. 2 
L Total budget programs--..........--. 3, 751. 6 3, 866. 1 3, 866. 1 +114.5 +3.1 
ess: 
Reimbursable portions of programs... 31.0 26.1 26. 1 EH Li LAS 
Adjusted Air Force program___------- | 3, 720. 6 3, 840.0 3, 840.0 +119. 4 +3.2 
Undistributed committee reduction -- --- inane er 38.4 —38.4 |------------ 
Comparative Appropriation 
amounts... bs 3, 720.6 3, 840.0 | 3, 801.6 +81.0 +2.2 
Less: Amount pending in Third Supple- | 
mental ee ee +80.8 [..........2. 
Plus: Amount transferred to Fiscal year 
1066. .... whi nacmdidied eda ocala ninatot io 96 Pela sacac ccf cataebencs eT Tia ncccone 
RIT ixtinticenkinntiilnwniae 3, 718. 4 3, 840.0 3, 801.6 | +83. 2 +2. 2 
| 











Comparing the amount available for fiscal year 1957 with the 
request for fiscal year 1958 requires that certain adjustments be 
made in the amount for 1957. These adjustments are reflected as 
the $30,335,000 supplemental appropriation pending in the Third 
Supplemental Bill and the $28,100,000 made available for fiscal year 
1956 expenses from the amount appropriated for fiscal year 1957. 
Reflecting such changes adjusts the total for fiscal year 1957 to 
$3,720,675,000 and puts it on a basis comparable to the $3,840,000,000 
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requested and the $3,801,600,000 recommended for fiscal year 1958. 
The true difference between 1957 and 1958 as adjusted should be 
reflected as an increase of $119,325,000 compared with the request 
for 1958 and an increase of $80,925,000 compared with the recom- 
mendation. 

Considering all available facts the Committee has made what 
amounts to a “toke *n reduction in the military personnel appropriation 
of $38,400,000 or 1 percent, as a reflection of the current desires and 
need for effecting all possible economies in the 1958 estimates. This 
still permits an increase of approximately 2 .2 percent over the amount 
available for fiscal year 1957. Of the increase allowed, approximately 
$21,809,000 will’provide for the additional cost in 1958 of survivor’s 
benefit legislation which became effective on a half-year basis in 1957. 
The remaining $59,116,000 will be available for application to the 
anticipated increases in military man-years reflected in requirements 
for pay and allowances and for some increase in the cost of movements 
of military personnel in connection with reassignments resulting in 
permanent changes in stations. 

Although a specific part of the reduction has not been applied to 
the request for movement of personnel in connection with permanent 
change of station, the Committee expects that some of the reduction 
will apply to this activity and takes this way of emphasizing dissatis- 
faction with the frequency of such moves. The Committee expects 
that the Air Force will make every possible effort to hold permanent 
changes of station to a minimum. 

For reference purposes and as an indication of the basis for the 
1958 appropriation request there is included a statement showing 
actual and proposed military strength of the Air Force as follows: 


Military personnel strength 
[In thousands] 


Projected strength 
































| 
} Actual strength Year end strength | Average strength 
| June 30, | Dee. 31, | June 30, | June 30, “i 7a Fiscal 
1956 | 1956 1957 | 1958 ly sar 1957 | year 1958 
Officers (regular): | 
a es ee a | 76,238 77, 807 79,111 | 78,428 77, 645 79, 066 
I ai dailies emleemeicinl | 53,809} 53,045 52, 688 * 627 53, 441 52, 662 
Ree Te, PONE 6 ook. ab ntishcie on cw emss 8, 059 | 6, 491 | 5, 901 5, 445 6, 861 5, 647 
Total regular officers................ 138,106 | 137,343 | 137, 700 | 137, 500 137, 947 137, 375 
SIs cod ah ek dau mdbesieiwe 3, 987 | 3, 953 | 4, 800 | 6, 000 4, 326 5, 280 
Enlisted personne]_--.....-.. itis nnsindieds ---| 764,609 | 770,146 | 774, 890 | 778, 265 769, 296 775, 599 
FE an occcechcocscsacsecdec= -| 2, 993 2, 631 2, 800 2, 475 2, 776 2, 381 
Air Academy cadets-.-..........-.--.-.-.--- 263 | 525 510 760 518 | 776 
Tete ar Meith oss 5 orc ko | 909,958 | 914,598 | 920,700 | 925,000 | owen 921, 411 
| | | 





RESERVE PERSONNEL 


The budget included an appropriation request for reserve personnel 
of $57,000,000 compared with an appropriation for the fiscal year 
1957 of $59,300,000. The Committee is recommending for ap- 
propriation $55,000,000, which is $2,000,000 below the request and 
$4,300,000 below the amount appropriated for fiscal year 1957. 

The appropriation for reserve personnel provides for pay and allow- 
ances, travel, subsistence and clothing requirements incident to train- 
ing and instruction of Air Force reserve personnel and the Air Reserve 
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Officers Training Corps. The estimated requirements for fiscal year 
1958 compared with 1957 are shown in the following tabulation: 


Appropriation: Reserve personnel 


[In millions of dollars] 


























Present Budget Recom- | Recommendation com- 
estimate request mended pared with 1957 
Budget program for fiscal for fiscal for fiscal ah 
| year 1957 | year 1958 | year 1958 
Amount Percent 
Besar VO. DETSURTIOL. «065456 te sc cccscsnsdeee $44.7 $49.4 $49. 4 +$4.7 +10. 5 
Reserve officer candidates. -...............- 6.3 7.6 7.6 +1.3 +20. 6 
Total Budget programs.............- 61.0 57.0 57.0 +6.0 +11.8 
Unobligated balance.....................-- OS. & ia desi Riess Bethel tnne a8. Ol) .chdinticabes 
Less: Undistributed Committee reduction_|_...........|.....-.---.. 2.0 =E © lnewsecsnene 
Appropriation...--- udnaiadaabanaeale 59.3 57.0 55.0 | —4.3 | —7.3 








The Committee reduction in the request for reserve personnel is 
based on past experience regarding the rate of growth of this program. 
It is now estimated that obligations for fiscal year 1957 will be ap- 
proximately $8,300,000 less than the amount appropriated for that 
year. ‘Taking into consideration the fact that the revised 1957 pro- 
gram will use only about $51,000,000 of the available appropriation, 
the Department request for 1958 reflected an anticipated increase in 
the program of about $6,000,000 or nearly 12 percent. This requested 
increase was based on an anticipated increase in the average personnel 
strength for reserve personnel from 64,200 during fiscal year 1957 to 
75,347 during 1958 and an increase in the average Reserve Officer 
Candidate student strength from 92,000 during fiscal year 1957 to 
95,800 during fiscal year 1958. The Committee doubts very much 
that the Air Force Reserve Program will attain the objectives set for 


fiscal year 1958, and ace ordingly has made a $2,000,000 or 3.5 percent 
reduction in the request. 


Arr NationaL Guarp 


The*fiscal year 1958 appropriation request for the Air National 
Guard *is $263,000,000, an increase of $4,300,000 over the amount 
appropriated for fiscal year 1957. The Committee has approved for 
appropriations the amount requested. The following table gives a 


comparison of the respective program amounts for fiscal year 1957 
and;fiseal year 1958: 


Appropriation: Air National Guard 


{In millions of dollars] 





Present Budget Recom- | Recommendation com- 
estimate | requested mended pared with 1957 
Budget program for fiseal for fiscal for fiscal 





year 1957 year 1958 year 1958 | 
Amount Percent 


| 


























| 

Procurement of ammunition and equip- 
ment. : $31. 6 $22.7 22.7 | — $8.9 28. 2 
Military construction ___.- 35.6 | 20.0 20.0 | —15.6 —43.8 
Operation and maintenance... 145. 6 | 172.7 72.7 | +27.1 +18.6 
Military personnel - - -- ‘ 44.8 | 47.6 47.6 | +2.8 +6. 3 
Total budget programs A 257. 6 | 263. 0 263. 0 +5.4 +. 1 
Unobligated balance--. ‘ San 1.1 cbk oe —1.1 |... ai 
Appropriation ___- Lh eae 258. 7 263.0 263.0 | +4.3 | +1.7 
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The Air National Guard is being modernized and equipped with 
jet aircraft more rapidly than was contemplated last year. Emphasis 
on the Air Guard is being shifted to the function of defense and inte- 
gration with the overall continental air defense system. In the course 
of this change two Air National Guard tactical bomb wings are being 
eliminated during fiscal year 1958 and replaced with two fighter-inter- 
ceptor wings. 

A total of 94 flying installations and 42 non-flying installations will 
be maintained and operated during the coming fiscal year. A gradual 
increase in personnel is anticipated. The number of officers is ex- 
pected to increase from 7,800 to 8,600. The numbers of airmen are 
programmed to increase from 57,900 to 62,000 and air technicians from 
11,838 to 13,824. Pilots assigned to Guard units are expected to in- 
crease from 3,730 to 4,260 with a corresponding increase in the flying 
hour program. 


Arr Force Srockx anp INnpustTRIAL FunNpDs 


The 1958 budget request for the Department of the Air Force 
included provisions for an increase in the Air Force Stock Fund working 
capital in the amount of $62,000,000, and an increase in the Air Force 
Industrial Fund working capital in the amount of $100,000,000. 
These amounts were proposed for transfer from surplus working 
capital in the Army Stock and Industrial Funds. 

The Committee has taken no action on these requests in connection 
with Air Force requirements. However, the Committee has trans- 
ferred the surplus from the Army Stock and Industrial Funds as an 
offset for requirements in Army appropriation requests. The Com- 
mittee considered it inadvisable to transfer funds from one service to 
another, and accordingly requested the Department to take the 
necessary steps and submit a direct appropriation request through the 
Bureau of the Budget and the President to provide the funds necessary 
for these purposes. This has not been done, although it is understood 
that such a request was made to the Bureau of the Budget. 

The Committee feels that the necessity for additional working 
capital for the Air Force Stock Fund is somewhat questionable. How- 
ever, it is recognized that additional funds will be needed in the Air 
Force Industrial Fund if the Military Air Transport Service is to be 
placed on an Industrial Fund operating basis. 

The Committee has commented a number of times in the past on the 
desirability of putting the Military Air Transport Service under an 
Industrial Fund type operation. The fact that the Committee has not 
acted on the budget request for working capital funds for this purpose 
does not indicate a change in that position. It is to be hoped that the 
Department will succeed in getting a budget estimate for this purpose 
through the Bureau of the Budget in time to be incorporated in the 
Department of Defense Appropriation Bill in the Senate. 











LIMITATIONS AND LEGISLATIVE PROVISIONS 


The following limitations and legislative provisions not heretofore 
carried are included in the bill: 
On page 11, line 3: 
and charges for station agent agreements may be paid from re- 
ceipts of the Alaska Communication System 


On page 29, line 8: 
reimbursement of the Federal Bureau of Investigation for ez- 


penses in connection urth investigation of defense contractor 
personnel 
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ADDITIONAL VIEWS 
OF HON. JAMIE WHITTEN 


In submitting this statement, it should be accepted as individual 
views which go beyond those expressed by a majority of the committee. 
These views are submitted largely because the undersigned does not 
feel that our Committee, the Congress, and the American people have 
had full information with regard to the ability or lack of ability of the 
Russians to carry out their ‘threat against the United States. 

I firmly believe that about 30 percent of defense spending is exces- 
sive, is causing inflation, provides no real defense, and by being built 
into our domestic economy, constitutes a real threat to our nation. 
It is my firm belief that we do not get over 70 cents worth of defense 
for each dollar spent. In my opinion, the extra 30 cents goes to exces- 
sive profits, pump priming, added plush, and a policy of putting a mili- 
tary establishment in nearly everybody’s district under the guise of 
dispersion, and other similar practices. 

I served throughout World War II on the Naval Appropriations 
Subcommittee and have been back on this subcommittee three years. 
In the three vears I have been on the subcommittee, the intelligence 
agencies, which presumably are the last word in providing United 
States estimates as to the stre neth of the Soviet Union, have never 
been before us or have never made any report to the membership of 
the subcommittee. While those agencies have discussed certain facts 
with some members each year, to my knowledge, there has been no 
report to the subcommittee. Records of subcommittee hearings dis- 
close that major investigations by House and Senate committees have 
accepted the conclusions of our intelligence agencies as a starting 
point. Little, if any, attention has been directed toward establishing 
the soundness of their figures and estimates. This is mentioned 
because the crux of the whole situation, if we accept the fact that 
Russia’s intention is world domination by force, is to determine her 
capacity to carry out thet threat. But our subcommittee, which 
deals with some 30-38 billion dollars annually does not have a chan e 
to question these groups. There is much to indicate that these 
sources Offer to the military the highest possible claim as to Russia’s 
capabilities. If we accept their conclusions without question, we all 
recognize we must substantially exceed estimates of Russian strength, 
for that is the basis on which our appropriations are instituted. 

Since such agencies do not report directly to the Appropriations 
Committee, their conclusions are reported secondhand to the commit- 
tee through other military authorities. This means that those han- 
dling this multi-billion-dollar budget do not have an opportunity to 
question the soundness of their conclusions. 

Information furnished our committee on Russia has been so slight 
that, after two years of membership on the Defense Subcommittee, 
last fall, I went to Russia and several satellite countries on behalf of 
the Appropriations Committee to obtain as much firsthand informa- 
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tion as possible about conditions behind the Iron Curtain. I was 
accompanied at all times by Americans from our Embassies, who had 
a working knowledge of the local language. What we saw and heard 
appears In a spec ial report to the Appropriations Committee and 
Congress. 

Of course, we did not learn all about Russia. However, what we 
did see and find was completely opposite to the impression we had 
from information furnished our subcommittee by United States mili- 
tary witnesses. To me it is frightening, for the facts so far as we 
could see and the impression the military had given, were so far apart. 

Perhaps it is significant that after our report was released, previous 
estimates as to Russia’s strength were reduced in several particulars. 

The significant portions of this report are set forth below. 


TRIP BEHIND THE TRON CURTAIN 
(September—October, 1956) 


Year after year, budget presentations to the House Appropriations 
Committee and hearings before its various subcommittees have failed 
to give a complete picture of conditions in the Soviet area of Europe. 
Such presentations, of course, have usually stressed the military 
strength of Russia. But they have provided little information on 
underlying political and economic conditions in Russia and the satel- 
lites, and the weaknesses to be found in these countries. The lack of 
information of this type has been attributed to the difficulty of travel- 
ing or observing conditions behind the Iron Curtain. 


Purpose or Trip 


The primary purpose of this trip, therefore, was to observe condi- 
tions ‘“‘on the ground”’ and to secure information and personal impres- 
sions on various aspects of the Soviet economy, about which too little 
appears to be known in Washington. The itinerary included Poland, 
Russia, Hungary, and Yugoslavia. 

The following report, while factual, is devoted almost entirely to 
those matters which have not been presented in a full and complete 
manner to the Appropriations Committee. It is hoped that it will 
serve as a basis for more balanced planning for the overall well-being 
of our country and its efforts for world peace. It is presented on the 
assumption that all facts should be known and considered if we are to 
plan properly. 

hough our findings raise some deep and serious questions, we do 
not feel in a position to pass final judgment on the importance of 
what we saw or the information obtained. We do feel, however, that 
the opportunity to observe conditions in the countries visited and to 
exchange viewpoints with Americans and local nationals in those 
countries was extremely profitable. We believe that the knowledge 
obtained will be of considerable help in dealing with committee work 
in the future. We hope that it will be of value to others with similar 
responsibilities in all branches of the Government. 
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REPORT BELIEVED TIMELY 


This report seems to be timely, for just now, according to the press, 
our own Government seems to be considering the stopping of visits to 
Russia by Americans. In our opinion, such action would be short- 
sighted. Everywhere we went in Russia, in factories, on collective 
farms, and at airports, the latest United States technical magazines 
and trade journals were displayed. We know that the Russians have 
a great deal of information about the United States. For the United 
States to cut off its opportunity to learn of Soviet developments at a 
time when Russia is inviting visitors, would appear to be a case of 
“cutting off our nose to spite our face.’’ Such a course would almost 
lead to the belief that there are some people in this country, whatever 
their reasons might be, who do not wish the American people to know 
of the true situation in Russia, including the weaknesses of the Soviet 
Union and its system. 

Our observations support the belief we found everywhere through- 
out Western Europe and in the satellite countries, that if the United 
States will stand up more strongly to Russia it will strengthen the 
chances for world peace. On the other hand, it is generally felt that 
if the United States declares publicly that it won’t fight, as in effect we 
did in Egypt recently, Russia will feel free to move into new areas of 
the world, which will lead to more situations like that in Hungary. 


ACCOMPANIED BY UNITED STATES EXPERTS 


At all times we were accompanied by American experts who had a 
working knowledge of the language and geography of the areas 
visited. Representatives of our Embassies and Legations literally 
lived with us during the 2 weeks spent in Eastern Europe. This 
was invaluable, for it meant that for 2 solid weeks we could talk to and 
listen to our own experts who live in that area. 

With their assistance, we made every effort to learn as much as pos- 
sible of the political and economic weaknesses of Russia and the satel- 
lite countries. We attempted to get a picture of agriculture, trans- 
portation, communications, the standard of living of the people, the 
attitudes of the people generally, and the changes which have taken 
place since Stalin’s death. In view of its importance to the economy of 
the Soviet countries, special attention was given to agriculture. 

Frankly, we were greatly surprised at many of the things we found. 
Also, we were surprised at the friendliness of the people and at the 
“chamber of commerce’”’ attitude of Russian guides who wanted us to 
see many more things than we had time for. We were pleased with our 
accommodations, for they were the best they had to offer. We were 
not fully prepared for the friendliness displayed toward our United 
States representatives by the local people with whom we came into 
contact. 

We especially asked that no appointments be arranged with Com- 
munist leaders in any of the countries visited, as we wanted to obtain 
our information from personal observation and contacts with United 
States experts in the area. We wish it understood, therefore, that we 
learned nothing that would contradict the picture of Communist lead- 
ers portrayed by our military authorities and our western press. 
While we saw and learned of many changes since Stalin’s death, in- 
cluding the building of highways and tourist hotels to encourage 
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foreign visitors, we learned nothing new as to what their future mili- 
tary or other plans might be. 

We obtained no information on the extent of atomic development 
or the number or location of military plants or installations. So far 
as our observations are concerned, we accept the findings of our 
Defense Department people on those matters. At least, we had no 
occasion to see anything to the contrary. 


MUCH OF TRAVEL BY TRAIN AND CAR 


In view of our objectives, and in our efforts to learn as much 
as possible, we requested that the trip be arranged insofar as possible 
by train and automobile. This was done. We traveled by auto- 
mobile from Berlin to Warsaw, a distance of 365 miles. From War- 
saw to Moscow we traveled by train, a trip of nearly 850 miles. While 
in Russia, we traveled by automobile through the rich agricultural 
area of the Ukraine. This portion of the trip covered some 750 miles 
from Moscow to Kharkov and then to Kiev. We also drove some 300 
miles through rural Hungary and Yugoslavia and traveled 250 miles 
by train between Budapest and Belgrade. 

These trips through the countryside, accompanied only by personnel 
from our Embassies, gave us the opportunity to observe agricultural 
conditions and rural life in those areas. They also enabled us to see 
something of the people and their way of life in the numerous small 
villages through which we passed. The stops in various major cities, 
such as Moscow, Brest, Kharkov, Kiev, Warsaw, Budapest and Bel- 
grade enabled us to visit certain important institutions and to learn 
something of the people in urban areas. 


GENERAL OBSERVATIONS ON Russia 


Our travels, our observations, and information from United States 
experts in the area, lead to the feeling that the Soviet Union is largely 
a 19th century group of republics attempting to compete in a 20th 
century world. It has certain strengths which it is attempting to 
exploit to the fullest. At the same time, it has many weaknesses about 
which the world seems to know very little. 

Whatever the major purposes of the Iron Curtain, it has served to 
hide the weaknesses as well as to make it possible to show only the 
strong points. By holding the curtain aside slightly where it serves 
their purpose and slamming it closed where it does not, Russia leaders 
have been able to confuse and mislead the rest of the world as to 
conditions and progress in Russia and the satellites. Russia is a 
nation largely of dirt roads, 35-mile-per-hour trains, few railroads, 
poor communications, horse-and-wagon transportation, with 20th 
century development in a few select places where the Government 
has thrown its weight. 

It was our impression that skillful use of the Iron Curtain has 
enabled the Soviet to make big claims and put on impressive indi- 
vidual displays of economic and military strength, even though there 
is some reason to believe that the broad base to support such actions 
is inadequate. If it were only a card game, one could well believe 
that the Iron Curtain has covered about 4 out of 5 very small cards 
lying face down. Perhaps this explains a general indication that the 
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people closest to Russia have far less fear of Russia than might be 
expected. 
Russta, A Country or CONTRASTS 


Russia is a country of marked contrasts. While it has concentrated 
its efforts in certain directions and thereby made an outstanding 
display, it can do this only by neglecting other aspects of its national 
life. It is attempting to superimpose a modern industrial economy 
on top of an old and undeveloped social system. The industrial 
progress to date has come at the expense of such things as roadbuild- 
ing, communications, and transportation. Also it has come at the 
expense of the average Russian consumer. 

In each large city we visited we were shown outstanding individual 
examples of Russian progress. At the same time, however, we ob- 
served that the general level of accomplishment was far below that 
shown to us. We saw 1 or 2 skyscrapers in each major city, built— 
we were told by our American experts—at the order of Stalin “be- 
cause the West had them.” These areas were obviously designed to 
impress visitors. Since land is plentiful in that part of the world, 
skyscrapers and similar structures would appear to be unnecessarily 
expensive and not economically justified, except for display purposes. 

In Moscow we visited the Agricultural Exhibit and the Moscow 
University. In Warsaw we saw the Palace of Peace and Culture 
built by the Russians for the Polish people. In East Berlin we drove 
through Stalin Allee and observed the few blocks of modern buildings 
constructed to impress outside observers. While these were impres- 
sive and outstanding, they were not typical. They were more on the 
order of store-window displays. 

At these same places, we noted the sharp contrast between these 
show places and the poor conditions found generally. In Russia and 
Poland the buildings and homes were usually of poor construction 
and were poorly maintained, though in the larger Russian cities vis- 
ited, we noted some new apartment houses for workers. It is under- 
stood that, while individual units are smaller than found in the United 
States, they are well lighted, modern, and comfortable. In East 
Berlin, except for the few blocks in Stalin Allee, most of the Soviet 
sector is still in much the same condition as it was shortly after the 
last war, a striking contrast to West Berlin which has largely re- 
covered from the effects of the war. 

It was interesting to note that everywhere we went in Russia the 
ancient abacus is still in use for accounting purposes in lieu of the 
modern adding machine. Our American attaché who was in this 
area immediately following the cease-fire in World War II cited 
another example of the lack of modern equipment in Russia. He told 
us “it looked funny to see a conquering Russian general returning to 
Russia, sitting in the lead wagon which was filled with bathtubs and 
plumbing, plunder from Germany.” 

In Moscow we were shown a large cannon built in the 16th century 
to frighten off the enemies of Russia. We understand, however, that 
this weapon was never fired-—in fact, could not be fired. This could 
be an indication of the Russian method of frightening the enemy. 
While modern Russian bombers are flown over Moscow on May Day 
each year, we saw little evidence of military aircraft in the air during 
our visit. 
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While visiting the agricultural exhibition, the university, and a 
large bearing factory in Moscow, the guides exhibited considerable 
pride in what they showed us and explained that the Russian system 
was resulting in the biggest and best of everything. However, what 
we saw generally throughout the areas visited in the heart of the 
country did not indicate that the average in any way comes close to 
the selected sample shown us. 

The Soviets are proud of having no unemployment; yet it is 
apparent that much work is made work. In rural areas, an indi- 
vidual worker will often watch the geese, another the pigs, and still 
another the cow, as they feed. In the cities we saw innumerable 
middle-aged and older women with homemade brooms, sweeping 
leaves from the sidewalk, one by one, as they fell from the trees. 


Communist Party Conrrou 


From the Communist viewpoint, perhaps the principal short-term 
advantage of the Russian system is the complete control it provides. 
While membership in the Communist Party is limited to a small per- 
centage of the people, it is obvious that the party is the means of 
absolute control over the people. The control of all sources of food 
and other necessities of life is in party hands. At least one represen- 
tative of the party is assigned to each collective and state farm and to 
each factory and business establishment to keep contro] in the hands 
of the Government. 

Despite this, such control rests more lightly on the people than 
many in the Western World might think. Having been under the 
absolute domination of the czars prior to the Communist revolution, 
the control exerted by the present regime does not seem too objection- 
able to the average Russian. While the work is hard and the work- 
day is long, the average person seems to be able to obtain sufficient 
food and clothing to keep his family reasonably comfortable. From 
his point of view, he is as well off as ever before in history. Further- 
more, except for a very select few who have had contact with the 
Western World, the average Russian is unaware of the better condi- 
tions found in western countries. 

A Russian representative was asked why such a small percentage 
of the Russian people are members of the Communist Party. He 
replied that the party needed only a small precentage of the people as 
members to run the government. According to him,'many times that 
number seek party membership, but only those who are outstanding 
and loyal attain that goal. Since membership means power and a 
Government job, it is very desirable. The party takes in only the 
number it needs to maintain its control over the country. 

Some Americans contacted felt that there was some chance of the 
Russian people being led away from their present Government. This 
we did not observe. It appears to us that their present system is 
generally satisfactory to them, since it is no worse than what they 
have been accustomed to through the centuries. In considering this 
matter, we must compare the lot of the Russian people with what 
they have had, rather than with our western standards. Certainly 
their system in no way compares favorably with our own. It is most 
wasteful. And it provides a comparatively low standard of living. 
If we should ever have armed conflict with Russia we should hope 
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their leaders will keep their present system. It would give us a 
tremendous advantage. 


RELAXATION OF CONTROLS 


There have been some modifications in the system and relaxation of 
some controls in the past few years. The Government is adjusting 
policies to the degree necessary to modernize this 19th- century country 
and increase produc tion. In the factories they have modified socialistic 
doctrine through the introduction of piece-rate wages and similar 
“capitalistic” practices to increase output. On the farms they are 
taking steps to make the lot of the farm-worker somewhat easier in an 
effort to improve agricultural production. They are beginning to 
change the emphasis from heavy industry to consumer goods i in an 
effort to enable the average citizen to have a few more comforts of 
life. Recent reports indicate this trend may have been reversed 
somewhat since our visit, however. 


ECONOMIC POTENTIAL 


We came away with the feeling that it will take many years of 
internal progress to bring Russia’s economy anywhere near that of 
most western countries. This does not minimize in the least the 
ability of the Soviet Union to move ahead in any one direction. How- 
ever, it should be recognized that, except where the Government 
has thrown its full weight behind a few outstanding developments, 
the country generally is greatly behind the times. As mentioned 
earlier, transportation throughout the country is inadequate and out- 
moded. Even the fastest train averages only 30 to 35 miles per hour. 
Improved highways are few and inadequate for heavy traffic such as 
we have in the United States. Wagons and horses are the principal 
means of transportation for the people. There is a shortage of hous- 
ing and existing buildings are poorly constructed. 

It should be pointed out, however, that the objectives of the Govern- 
ment are ambitious. We gained the i impression that the average Rus- 
sian connected with the party or the Government was proud of the 
progress his country has made and was eager to help achieve greater 
advancement in the future. Many of the younger people encountered, 
particularly at the University of Moscow and the Russian Agricul- 
tural Exhibition, appeared to be full of enthusiasm and ambitious to 
enable their country to outdo the rest of the world in every field of 
endeavor. 

Despite these objectives, enthusiasm, and ambitions, however, con- 
ditions observed in this area raise serious questions as to whether the 
Soviet Union could sustain any lengthy major military offensive out- 
side the areas adjacent to Russia. While the Government can move 
quickly and effectively for a short period in a few directions, and while 
these observations might not apply if it is possible for the use of 
H-bombs to win any war in a short period, there is no broad and stable 
foundation to support a heavy economic drain for any great period of 
time. This is particularly true in the field of agriculture, where all 
efforts have failed to reach self-sufficiency at a very modest standard 
of living during the period of peace which has existed since World 


War II. 


aA sm tt zh beet OU eh CO CO Ce feet | (6 








DEPARTMENT OF DEFENSE APPROPRIATION BILL, 1958 101] 


In the United States, both before the Congress and in the press, 
much is made of the geographical size of the Soviet Union, her large 
population, and her wealth of resources. Overlooked is the fact that 
much of her mineral wealth is undeveloped and her people are scat- 
tered over one-sixth of the globe, with few roads or railroads to 
concentrate either the people or their production. Overlooked, also, 
is the fact that Russian youths do not grow up with a monkey wrench, 
pliers, or radio set in their hands, as in the United States. Further, we 
tend to overlook the fact that the Soviet Republic is a country of 
many nationalities, many races, many languages, many backgrounds, 
each with individual problems. All of these basic internal difficulties 
make economic improvement very slow. 


AGRICULTURE ONE OF GREATEST WEAKNESSES 


Along with lack of roads, railroads, and communications, perhaps 
the greatest single weakness in the economy of the Lron Curtain coun- 
tries is their inability to improve agricultural production. This is 
especially true of Russia. It is due to several factors, including natural 
limitations resulting from geographic location and climatic condi- 
tions, the agricultural system, and the lag in agricultural technology. 

Practically all of the Soviet Union is located north of the 40° lati- 
tude. Odessa, a Black Sea port in the southern Ukraine, is on about 
the same degree of latitude as northern Minnesota. Since most of 
the principal agricultural areas are located at a considerable distance 
from large bodies of water, the climate consists of short, warm sum- 
mers and long, cold winters. The relatively short growing season 
makes it difficult for the country to produce all of the various agricul- 
tural commodities needed to support its economy. 

Along with the short growing season, many of the more fertile 
agricultural areas of the country are in regions where rainfall is 
marginal. The Ukraine, for example, which has been the tradi- 
tional breadbasket of the Soviet Union, normally receives about 15 to 
20 inches of rainfall per vear. The new-lands area of western Siberia 
and northern Kazakhstan, which, according to present Soviet plans, 
is to become an even more important grain-producing region than 
the Ukraine, suffers from less rainfall and a shorter growing season 
than the Ukraine or any other important agricutural region in 
European Russia. 

Further, the socialized agricultural system which the Soviets have 
imposed upon themselves has failed to stimulate the interest and 
initiative of the farm workers. A study will disclose that, following 
the Russian Revolution, something of a void was created, similar to 
the situation in the Southern United States after the slaves were 
freed. Perhaps the present system was made necessary at that time, 
since the millions of poor peasant farmers with small landholdings, 
who were freed from supervision, lacked capital to mechanize. But 
the results have been poor and continuation seems unwise. 

About 80 percent of the arable land is in collective farms and most 
of the remaining is in state farms. On both types of farms, the state 
supervises and controls practically all of the farming operations. 
Thus far, despite every effort of the party and the Government, they 
have not succeeded in creating conditions and incentives to stimulate 
agricultural production. There appears to be no substitute for the 
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pomves owned family-farm type of agriculture which forms the 
ackbone of United States agriculture. 

Waste appears throughout the system. Since competition between 
private businesses is unknown in Russia, there is no yardstick against 
which to compare, and what we saw as waste and inefficiency passes 
unnoticed. 

The agricultural processes observed appeared to be partially modern, 
with many 19th-century practices. In our drives through the country, 


we noted instances of inefficient harvesting by farm workers, using a. 


combination of machinery and old-style hand labor. There is little 
knowledge or incentive to correct present faulty practices which result 
in a loss of up to 20 percent in harvest. At several points we observed 
sizable quantities of potatoes which had been left lying on the ground 
due to lack of a thorough job of harvesting. Fertilizer is hauled in 
open flat-topped cars and dumped unsacked on sidetracks. It is esti- 
mated that 20 percent of the fertilizer is wasted under this system. 

Further, the system lacks sufficient flexibility to insure that har- 
vesting and other farm operations are performed at the proper time 
to get the maximum results. If machinery from the machine tractor 
station is not available to the collective farm when it is needed, there 
is nothing the collective farmer can do but wait his turn and take the 
losses resulting from failure to harvest at the proper time. Russia 
feels this in her supply of edible oils, for much comes from sunflowers, 
grown and harvested on a large scale. 

The lag in Soviet agricultural technology is in part an outgrowth 
of the system. In the midthirties T. V. Lysenko, a Soviet geneticist, 
advanced a theory of inheritance which, although contrary to the 
Western school of thought, was approved and supported by the Soviet 
Government because it conformed to the ideology of thesystem. Sub- 
sequently, Lysenko gained control over the agricultural research in 
the Soviet Union, which, in effect, tied the hands of the agricultural 
scientists. This situation prevailed until the spring of 1956, when 
Lysenko was replaced by Lobanov, who apparently is permitting the 
agricultural scientists of the country to pursue research work along 
objective lines. 

Another factor which has retarded agricultural technology in the 
Soviet Union has been its isolation from the Western World. While 
the Soviets no doubt have received publications from the West, their 
scientists have not been free to maintain personal contacts with 
western scientists or to make firsthand observations of the research 
work they were conducting. 

An awareness of their lag in agricultural technology no doubt ac- 
counts for the extreme interest of the Soviet agricultural officials in 
exchanges of agricultural delegations with different western countries, 
such as occurred with the United States in 1955. 


ENCOURAGING FOREIGN VISITORS 


There very definitely is a change in the Soviet attitude toward 
visitors from other countries. The agricultural fair in Moscow was 
set up to attract and impress foreign visitors as well as Russian citi- 
zens. The expansion of the Soviet-operated Intourist Agency, 
the construction of new hotels and service stations throughout the 
the country, and the improvement of highways from the western 
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countries to Moscow is further evidence of the desire to attract western 
tourists, particularly Americans. 

We were permitted to go where we requested, except for visits to 
military activities and other closed areas, and we did not ask for that. 
We were permitted to make pictures freely, although we were in- 
formed that pictures were forbidden of military installations, Govern- 
ment buildings, and uniformed personnel. We were given bulletins 
on agricultural machinery, permitted to visit farms, and use trains, 
airlines, and highways. 

We saw a number of visitors from western countries. We met a 
few American college professors and students who were visiting 
Russia for academic reasons. We meta retired doctor from California 
in Kiev and we met other American tourists at nearly every cit 
visited. We were informed that approximately 2,500 Americans will 
visit Russia during the 1956 calendar year and it is expected that 
10,000 United States visitors will come into Russia during 1957. 

This change of attitude in Russia will require a careful review of 
our own United States policies concerning visitors from Russia. The 
two questions most frequently asked of Americans by Russians, par- 
ticularly by Intourist guides and interpreters, were: (1) When is the 
United States going to lift its “iron curtain” and allow visitors from 
Russia? and (2) Why must Russian visitors to the United States be 
fingerprinted since such practice is used only for criminals in the 
Soviet Union? 

(Conclusion of excerpts from report.) 

While much was made of the one Russian jet propelled passenger 
plane during hearings this year, statements were made confirming 
what we observed, which is that Russia does not have civilian air 
service which compares with that of any of the European countries 
around her, either as to equipment, maintenance or airfields. 

Other witnesses made the point that Russia is now encircled by 
air bases under the control of the United States and her allies, and in 
their opinion, it would be suicidal for her to attack in view of our own 
ability to strike back. 

One witness, who worked for Germany in World War II, said one of 
the major contributing factors to both World War I and II was the 
fact that the German domestic economy had become tied to military 
expenditures. 

Other examples could be cited. All of which lead to the necessity 
for a close look as to where present United States policies lead. 


WasTE AND DUPLICATION 


Testimony before our subcommittee the last three years clearly 
demonstrates that there is great waste in military procurement prac- 
tices and in the policies and procedures of the military. Testimony 
clearly shows there is great duplication. The records show we are 
rapidly tying our domestic economy to the military, which has always 
been a threat to the safety of any nation. History shows that in 
Germany and Japan and every other major country, whenever the 
domestic economy got tied to the military, it has led to war. Some 
evidences of this appear in the present record. 

In recent years, bills presented to the Congress to authorize fur- 
ther public works for the Defense Establishment have been justified 
to the membership as offering ‘‘something for everybody.” A num- 
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ber of years ago, in an effort to prevent needless acquisition of real 
estate by the military, the Congress passed a bill requiring approval 
by the Armed Services Committees for any further acquisition of 
land. Since that time, more and more real estate has been acquired 
at tremendous expense in every State in the Union. Again this year, 
there is a request for more than $1.5 billions of dollars for more pub- 
lic works, two thirds of which will be in the United States. Presum- 
ably in an effort to enlist Congressional support, the Defense Depart- 
ment lists the acquisitions by States; and it should be noted that there 
are projects requested for nearly every State, territory and possession. 

I have heard testimony that the Defense Department kept an air- 
craft factory in operation putting out defective planes, largely be- 
cause they didn’t want unemployment in the area affected. I have 
seen in the Budget a request for $150,000 more per plane for the same 
plane from the same company, and weeks later heard the military 
confess they had not even taken the matter up with the company 
before asking the extra $150,000 per plane. 

Two years ago and again last year we had an investigation of mili- 
tary procurement and practices. The details of the reports will be 
found on pages 3-98 of the hearings for 1956. It took months to get 
the Military Department to turn over information to the investigating 
staff of the Appropriations Committee, and we never did get some 
information needed. Suffice it to say that, after we got Secretary of 
Defense Wilson to read the report of our investigators, he stated that 
it made him ‘‘sad and mad”’ to realize that his Department had such a 
bad record with the Appropriations Committee. 

The Congress has passed laws authorizing the placing of military 
contracts in areas of unemployment to spread the economic benefits 
of military spending. Despite all the efforts of the Congress to re- 
quire competitive contracting, the military still places 80% of its 
contracts by negotiation. Today, local communities seeking in- 
dustry or a payroll come to Congress for a defense contract or a defense 
establishment. Our domestic situation has reached the point that 
defense spending determines the economic well-being of most areas of 
the nation. This is dangerous to both our economic and military 
welfare. 

As evidence of how far we have gone, last year Congress was 
requested to authorize $350,000 to build a residence in W ashington 
for the Chairman of the Joint Chiefs of Staff. Such a building w ould 
top anything the Prussian militarists ever proposed in the heydey of 
their power in Germany. 

General LeMay is becoming Assistant Chief of Staff of the Air 
Force. Incident to promoting him there will be 177 changes in 
position of other Air Force Personnel all over the world, at a cost of 
thousands upon thousands of dollars. 

Throughout the service, colonels are doing the things sergeants used 
to do. Any study of the military will clearly demonstrate we are 
rapidly developing a military organization of more chiefs and fewer 
Indians. Someone has said that if you were to gradually reduce the 
military service down to the last three men, they would be the Chief 
of Staff, his aide and his chauffeur. 


| 


TT 








DEPARTMENT OF DEFENSE APPROPRIATION BILL, 1958 105 


ConTRACTS AND PROFITS 


In the last five years the Defense Department has spent approxi- 
mately 80 billions of dollars with 50 corporations. The stock of those 
corporations has increased from an average of approximately 57 dollars 
per share to an average of about 149 dollars in that five year period. 
The Federal Government provided most of the cost of the facilities 
for the major aircraft companies which are producing planes for the 
military establishment. Yet the total profits to these aircraft com- 
panies, with little investment and practically no risk, increased last 
year, though total sales were less than the preceding year. In addi- 
tion, the government gave the aircraft companies the opportunity to 
write off their investment in five years instead of the usual twenty 
years provided for most others. 


OPERATION “SMOKEOUT—RECOUPMENT”’ 


The majority report states the following: 


The primary reason for large unobligated balances is the 
practice of full funding of programs . 


It is almost unbelievable what such course has led to. As the testi- 
mony will show, the Air Force has had so much money appropriated 
for so many purposes in years past, that it has had to assign large 
numbers of people to “smokeout” funds in its own dormant accounts, 
the size and number of which had increased to huge proportions 
through the years. This operation has been very successful, as the 
Air Force has recovered from itself approximately one and a half 
billion dollars. This is referred to as “recoupment” by the Air Force. 
In case the public doesn’t know, ‘‘recoupment” means that the Air 
Force has recovered from itself one and a half billion dollars which 
it didn’t know about until it had the operation “smokeout’’. 

I personally feel that appropriations for the military establishment 
for fiscal year 1958 could and should have been reduced further, and 
spending should have been held to last year’s level. I think this is 
essential. It is my judgment that we are getting only about 70 cents 
worth of defense for a dollar spent. We must cut out the spending 
which is nonessential and in the nature of pump priming. That is 
the main cause of our inflation, which in turn could threaten our 
economy. If we don’t slow down on this matter of permitting do- 
mestic economy to become dependent upon military spending, we are 
likely to go the way of every other major country which ever got on 
this treadmill, which is to get in a war to keep the military plants in 
operation. 


We Mienut Direct THat Extra 30 Percent or Our ENERGIES TO 
Our Own Country 


A few years ago the Chief of the National Production Authority, 
the Federal agency which had the job of planning the increase of the 
production potential of our country in power, nitrates, aluminum, and 
all other things needed to meet the Russian threat, told me privately 
that if he were Joe Stalin and wanted to wreck the economy of the 
United States he would declare 5 vears of peace. With all of us pray- 
ing then and now for peace, his statement was shocking. He con- 
tinued: 
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If we were to cancel all war contracts with the resulting 
closed factories and unemployment, if we were to have nearly 
all of our men in the service back home seeking jobs, if we 
quit shipping out machinery, equipment, and nearly every- 
thing else to our allies, if civilian industry had to cut out its 
20 percent of extra production with its labor let off, and if 
the farmer had no market for 20 percent of his production, 
it would wreak havoc with our national economy—for with 
our present debt of more than $260 million we must keep 
national income high, the dollar cheap, if we hope to handle it. 


If we think of it, we have been producing through all our factories 
about 15 to 20 percent more to meet the needs of war. There has 
been a sale for practically anything industry produced. If we will 
dig further we will realize that labor turning out that production has 
been accustomed to a full workweek, and farmers producing about 20 
percent more than our present domestic markets will use were accus- 
tomed to selling almost anything we could grow. 

If we follow the subject further we will also see that the American 
people as a whole, except for the farmers, have enjoyed material 
prosperity for years to a greater extent than any people ever before 
in this or any other nation. We have had more cars, more clothes, 
more and better food, more radios, television, more electrical equip- 
ment, more of everything that people need or want. 

With all of us Sanath for peace, it is unbelievable that it takes 
a war and preparation for war to continue such prosperity, even 
though war and its demands on us seem to have brought about in- 
creased production. 

If we study the subject further, it is not war or the preparation for 
defense which generates prosperity, but it is the extra effort which 
goes into such programs. In war and preparation for war, a large 
part of that extra effort is shot up in shells, worn out as military 
vehicles, planes, equipment, guns, warships, in wear and tear on our 
railroads, our highways. The extra food and fiber is either given to 
our allies or else we have given them the money and sold them such 
commodities for our money back. Our lands have been used to a 
greater extent, our timber and natural resources have been further 
depleted. 

If that 30 percent extra effort due to war and the preparedness for 
defense is the basis for our material prosperity, then why not continue 
to put forth that 30 percent extra effort, not in needless waste which 
leaves us a poorer country but in work that will improve our country? 
Why can’t we put forth that extra effort in reforesting our lands, 
harnessing our streams for electricity, reclaiming our lands through 
soil conservation and in those things that make our country richer 
and better? 

Where war and preparedness and all that goes with it leaves us 
with a poorer country, if our efforts were made as I suggest we would 
have a better and a richer country. 


Cur 1x Torat Funps BELIEVED SounpD 


I differ with the Committee in its efforts to apply the cuts to specific 
places. This matches the Committee’s judgment against the judg- 
ment of the military officials, and provides an excellent chance of 
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having all fund reductions restored. I think the elimination of the 
waste is sufficient justification for a substantial reduction. I feel 
that the determination of how to spend funds that are provided should 
be left to military experts who certainly are better qualified to make 
such determination. 

Secretary Wilson opposes a general cut which he terms a ‘‘meat ax” 
cut. Instead he invites specific cuts. I am convinced he takes this 
position because he knows that if specific cuts are made he has a 
better chance to get the money restored. It would strike me that 
anyone with that heavy responsibility would welcome leeway and 
latitude to spend the money that was provided for the best possible 
purposes, as determined by the military. Instead he has asked, and 
to a degree the Committee has acceded to his request, that the cuts 
be applied to specific items. That gives the Secretary, as he well 
knows, a much better chance to go to the public by radio and press 
to strike at the specific cuts and thereby restore all funds cut out by 
the Committee. Further, specific cuts give him less latitude to apply 
the funds appropriated to the places where the military itself thinks 
the money should be spent. 


CommiTtrEE Cuts Do Not EnpANGER DEFENSE 


I would also point out that three and seven-tenths billion dollars of 
unobligated 1957 funds and seventeen billion dollars of unexpended 
funds will be carried over into the new fiscal year. Also, there is full 
authority to transfer funds within each of the eight divisions of the 
appropriations for the Air Force. In view of these large balances and 
this transfer authority, certainly no one can hold that the cuts in the 
present bill would in any way prevent the Defense Department from 
meeting any legitimate needs which might arise in the next fiscal year. 

I have supported national defense appropriations through the 
years I have been in Congress. I shall support whatever amounts 
the Congress may approve for the coming year. 

It is my firm belief, however, that the points I raise in this report 
should be considered along with those presented in the Majority 
report of the Committee. If we are to have a balanced picture in 
our efforts at adequate defense, without destroying our economy in 
the process, this is necessary. 

Excessive defense spending not only is not essential to prosperity 
but could lead to actual danger. 


JAMIE L. Wurrten, M. C. 
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MINORITY VIEWS 


OF HON. GERALD R. FORD, Jr. 


If the language in the bill, page 8, lines 2 through 6, were deleted, 
the dollar saving to the taxpayers resulting from the closing of the 
Army and Navy Hospital, Hot Springs, Arkansas, and Murphy Army 
Hospital, Waltham, Massachusetts, in fiscal year 1958, would be 
$746,500, and the annual saving in subsequent fiscal years would be 
$1,043,000. The unjustified language in the bill reads as follows— 


Provided, That during the fiscal year 1958 the maintenance, 
operation and availability of the Army and Navy Hospital at 
Hot Springs National Park, Arkansas, and the Murphy Gen- 
eral Hospital in Boston, Mass. to meet requirements of the 
military and naval forces shall be continued. 


On page 885 of the printed hearings, Department of the Army 
Appropriations for 1958, Major General S. B. Hays, Surgeon General 
for the Army inserted a comprehensive statement concerning the two 
hospitals in question. The first sentence in the statement is ‘“Depart- 
ment of the Army has no medical requirements for either of these 
hospitals.”’ 

At a time when the Congress is greatly concerned about economy 
in government, it seems sound to take cognizance of the following two 
statements in the printed hearings: 

Page 887— 


If the Army and Navy Hospital were closed during the 
first quarter of fiscal year 1958, it is estimated that $395,500 
would be saved during fiscal year 1958, and $528,000 annually 
thereafter. These savings would apply to the Operation and 
Maintenance, Army appropriation. 

Page 888— 


If Murphy Army Hospital were closed during the first 
quarter of fiscal year 1958, it is estimated that $351,000 
would be saved during fiscal year 1958, and $515,000 annually 
thereafter * * * 

The savings in fiscal year 1958 would be largely eliminated 
by the cost of relocating the New England Division, Corps of 
Engineers; however, this will not affect subsequent annual 
savings. 

The last sentence in the above quotation from the Surgeon General’s 
statement indicates that the Department of the Army desires, after 
the Murphy Army Hospital is closed, to use the facilities for the New 
England Headquarters of the Corps of Engineers. At the present 
time the Army is paying $193,000 per annum in rent to house the 
Corps of Engineers in the Boston area. If the hospital were closed 
and the offices of the Corps of Engineers were moved to Murphy 
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Army Hospital, the Army would not be obligated to pay the annual 
rental of $193,000 for facilities now occupied. 

The continued uneconomic operation of the two hospitals also places 
an unwarranted burden on Army doctors, dentists, technicians, nurses 
and trained enlisted personnel. The Surgeon General’s comment, 
page 885 of the hearings, should be noted— 


The operating staff of small off-post hospitals, such as 
Army and Navy and Murphy Army Hospitals, consume 
personnel resources sorely needed at other Army hospitals 
for duty with the troops. 


If these hospitals were closed as requested by the Executive Branch 
of the government, the highly trained personnel could be more 
effectively and economically used. 

In the past the question has been raised, if these hospitals were 
closed would military personnel assigned in the respective areas and 
their dependents have adequate medical care available? There is no 
doubt oul the availability of maximum medical care in the vicinity 
of Murphy Army Hospital with the Army Hospital at Fort Devens, 
28 miles away and Chelsea Naval Hospital, only 14 miles distant. In 
addition there are two medical dispensaries which are equipped to 
provide all out-patient care at Boston Army Base, Boston, Mass. 
and Hanscom Air Force Base, both about 11 miles away. 

On page 886 of the Army hearings, a table indicates the availability 
of Army medical treatment facilities within a radius of 300 miles of 
Army and Navy hospital, Hot Springs, Arkansas. 

In addition it should be pointed out that the Congress in 1956 
approved the Dependents’ Medical Care Act which authorizes civilian 
medical, surgical and hospital care, for dependents of all military 
personnel. ‘This legislation, when fully implemented in fiscal year 
1958, will amply provide the best in medical care for the military and 
their dependents when not living adjacent to military hospital facilities. 

In my judgment the aforementioned language in the bill should be 
stricken because: 

(a) The closing of the two hospitals will provide first year savings 
in the amount of $746,500, and an annual saving thereafter of 
$1,043,000. 

(b) There will be a better utilization of military medical personnel. 

(c) The Dependents’ Medical Care Act now provides complete 
medical and surgical care to military personnel and dependents 
through civilian doctors and hospitals in the areas formerly accom- 
modated by the two hospitals. 

The above conclusions are fully substantiated by the following 
statement from General Hays, Surgeon General, page 888 of the 
printed hearings which reads as follows: 


Therefore, it is concluded that the Department of the 
Army has no requirement for either Army and Navy or 
Murphy Army Hospitals as active Army hospitals. Fur- 
thermore, to operate them as such results not only in a 
needless expenditure of funds, but prevents the Army med- 
ical service from securing the maximum utilization of its 
available physicians since the staffing of these two hospitals 
must be made at the expense of the other essential medical 
activities. 
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In view of the recommendations made in the Committee’s Report 
on page 16, Closing of Installations; and page 19, Other Possible 
Savings, it seems perfectly obvious that the two Army Hospitals 
should be closed on the grounds of economy and efficient use and 


—— of facilities. The pertinent language in the bill should 
be deleted. 


Geratp R. Forp, Jr., M. C. 
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851TH CoNnGREsSSs HOUSE OF REPRESENTATIVES \ Report 
1st Session No. 472 
oO OEEETETTooEEE——EE—EEEEEEEEEEEEEEEEESESESE 


CONSIDERATION OF H. R. 6127 
May 21, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Cotmer, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 259] 


The Committee on Rules, having had under consideration House 
Resolution 259, reports the same to the House with the recommenda- 
tion that the resolution do pass, 


O 


23010°—58 H. Rept., 85-1, vol. 2——39 














85TH CoNnGREsS HOUSE OF REPRESENTATIVES REportT 
1st Session No. 473 





CLARIFYING THE GENERAL POWERS, INCREASING THE BORROW- 
ING AUTHORITY, AND AUTHORIZING THE DEFERMENT OF 
INTEREST PAYMENTS ON BORROWINGS, OF THE ST. LAWRENCE 
SEAWAY DEVELOPMENT CORPORATION 





May 22, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Buatntx, from the Committee on Public Works, submitted the 
following 


REPORT 


(To accompany H. R. 5728] 


The Committee on Public Works, to whom was referred the bill 
(H. R. 5728) to clarify the general powers, increase the borrowing 
authority, and authorize the deferment of interest payments on bor- 
rowings, of the St. Lawrence Seaway Development Corporation, 
having considered the same, report favorably thereon with amend- 
ments and recommend that the bill, as amended, do pass. 

The amendments are as follows: 

Page 2, strike lines 3 through 6, inclusive. 

Page 2, line 7, strike “(11)” and insert “(10)”; strike the word 
“desirable” and insert in lieu the words “and facilities necessary”. 

Page 2, line 10, strike the semicolon and insert in lieu a comma and 
add immediately thereafter the words “but not to include overnight 
housing accommodations for visitors;”. 

Page 2, line 11, strike “(12)” and insert ‘(11)’. 

Page 2, line 13, strike the semicolon and insert in lieu a colon and 
the following words— 


Provided, That the United States’ portion of the revenue 
from the tolls charged to the users of any toll bridge oper- 
ated under this section shall be applied solely to the cost of 
the bridge and approaches, including maintenance and oper- 
ation, amortization of principal and interest, as established 
by the Secretary of the Treasury; 


Page 2, line 14, strike “(13)” and insert “(12)”; strike the words 
“credit to the Corporation” and insert in lieu the words “be credited 
with”’. 

Page 2, strike line 16 and insert in lieu ‘‘(10) and (11).” 


86006 
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Page 2, line 17, strike “(13)” and insert “(12)”. 

Page 2, line 19, strike the period and the quotation mark and insert 
in lieu a comma and the following words: “except as specifically pro- 
vided in subsection (a) (11).” 

Page 2, line 24, strike the word “such” and insert in lieu “‘all’’. 

Page 2, line 25, strike the words “that are outstanding at any one 
time may”’ and insert in lieu ‘‘so issued shall’”’. 

Page 3, line 1, strike the word “ten” and insert in lieu “fifty”. 

Page 3 3, line 2, strike the words “the first”’ and imsert in lieu “any 
one” ; strike the words “after the” and insert a period after the word 
“year” ‘ 

"Page 3, lines 3 and 4, strike all of line 3 and the remainder of the 
sentence in line 4 ending with the word ‘‘thereafter.” 

Page 3, after line 7, add the following paragraph: 


(5) Section 10 is amended by designating the section as 
subsection (a) and adding a new subsection as follows: 

“(b) The Corporation, after the effective date of this 
amendment, shall submit special reports to the Committee 
on Public Works of the House of Representatives and the 
Committee on Foreign Relations of the Senate whenever 
there is proposed a new feature, design, or phase of the 
seaway project, not heretofore included in estimates, or 
whenever there is proposed an abandonment of any feature, 
design, or phase, heretofore included in estimates, ‘involving 
an estimated value exceeding one million dollars, and such 
special reports shall include justification for the modi- 
fications.” 

PURPOSE OF THE BILL 


The purpose of H. R. 5728 as amended by the committee, is to 
amend the act of May 18, 1954, creating the St. Lawrence Seaway 
Development Corporation (Public Law 358, 83d Cong.), H. R. 5729, 
introduced by Mr. Broomfield, is an identical bill. H. R. 5728, as 
amended, would— 

(1) Clarify and modify the general corporate powers of the St. 
Lawrence Seaway Development Corporation to include the provision 
of services and facilities necessary for the operation and maintenance 
of the seaway; authorize the Corporation to participate with the 
St. Lawrence Seaway Authority of Canada in the ownership and 
operation of a toll bridge company; and use funds received from 
facilities and services to meet expenses of the Corporation. 

(2) Increase the borrowing authority of the Corporation from 
$105 million to $140 million, with the latter figure being the maximum 
value of bonds issued to the Secretary of the Treasury. 

(3) Specify that deferred interest is not chargeable to the debt 
limitation of $140 million. 


SuMMARY OF Existinc Law 


The St. Lawrence Seaway Development Corporation was created 
by the act of May 13, 1954 (68 Stat. 92) to provide for construction 
jointly by the United States and Canada of a 27-foot seaway between 
Sake Erie and Montreal. It is a wholly owned Government corpora- 
tion and is subject to the direction and supervision of the President, 
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or the head of such agency as he may designate. This responsibility 
was assigned to the Secretary of Defense on June 9, 1954, who dele- 
gated supervisory responsibility to the Secretary of the Army. 

The Corporation operates under the management of an Administra- 
tor, a Deputy Administrator, and an Advisory Board, consisting of 
five members, all of whom are appointed by the President by and with 
the advice and consent of the Senate. 

Specifically, the Corporation is authorized (1) to consummate cer- 
tain arrangements with the St. Lawrence Seaway Authority of Canada 
relative to construction of the seaway between Lake Erie and Mon- 
treal; (2) to construct, maintain, and operate the United States seaway 
facilities; (3) to finance the United States share of the seaway costs 
on a self-liquidating basis by the issuance of revenue bonds to the 
United States Treasury; (4) to establish with the Canadian Authority 
mutually satisfactory arrangements for the coordinated control and 
operation of the seaway; (5) to establish tolls and to negotiate agree- 
ments on tolls and ship measurements with the Canadian Authority; 
and (6) to coordinate its activities with those connected with the 
related power development. 

The powers of the Corporation, which H. R. 5728 would amend, 
are contained in section 4 of the act of May 13, 1954. This section 
is as follows: 

Sec. 4. (a) For the purpose of carrying out its functions 
under this joint resolution the Corporation— 


(1) shall have succession in its corporate name; 

(2) may adopt and use a corporate seal, which shal] be 
judicially noticed; 

(3) may sue and be sued in its corporate name; 

(4) may adopt, amend, and repeal bylaws, rules, and 
regulations governing the manner in which its business 
may be conducted and the powers vested in it may be 
exercised ; 

(5) may make and carry out such contracts or agree- 
ments as are necessary or advisable in the conduct of its 
business; 

(6) shall be held to be an inhabitant and resident of 
the northern judicial district of New York within the 
meaning of the laws of the United States relating to 
venue of civil suits; 

(7) may appoint and fix the compensation, in accord- 
ance with the provisions of the Classification Act of 
1949, of such officers, attorneys, and employees as may 
be necessary for the conduct of its business, define their 
authority and duties, delegate to them such of the powers 
vested in the Corporation as the Administrator may 
determine, require bonds of such of them as the Ad- 
ministrator may designate, and fix the penalties and 
pay the premiums on such bonds; 

(8) may acquire, by purchase, lease, condemnation, or 
donation such real and personal property and any inter- 
est therein, and may sell, lease, or otherwise dispose of 
such real and personal property, as the Administrator 
deems necessary for the conduct of its business; and 
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(9) shall determine the character of and the necessity 
for its obligations and expenditures, and the manner in 
which they shall be incurred, allowed and paid, subject 


to provisions of law specifically applicable to Government 
corporations. 


SuMMARY OF H. R. 5728 


As reported, H. R. 5728 would amend the corporate powers by 
adding to section 4 three clauses, 10 through 12, inclusive, and another 
subsection ““(b).” ‘These additional clauses provide for services and 
facilities necessary for the seaway, services at reasonable prices to 
users and visitors, participation in a toll-bridge company, and crediting 
to the Corporation the payments received for facilities and services, 
The new subsection (b) makes the amounts credited for facilities and 
services available to the Corporation to pay any obligation or expense. 

In addition to the amendments to section 4, H. R. 5728, as reported, 
would also amend section 5 by increasing the borrowing power of the 
Corporation from $105 million to $140 million, by raising the amount 
of bonds which may be issued during any one year from ‘40 percent of 
the total borrowing power to 50 percent, and by deferring interest 
upon approval of the Secre tary of the Treasury. 

Section 10 of the bill as it was introduced is amended by requiring 
special reports to be submitted to the appropriate committees of the 
House and Senate whenever changes are made involving new or dis- 
carded features amounting to more than $1 million in cost. 


INCREASE IN BORROWING AUTHORITY 


The major provision of H. R. 5728 is the increase in borrowing 
authority from $105 million to $140 million. The committee dwelt at 
some length on this matter during the hearings and questioned the 
witnesses in detail. 

With respect to increase in project cost, the amount in the bill is 
misleading. ‘The increase from $105 million to $140 million, or one- 
third, is not the true increase in cost. The actual increase in con- 
struction cost, using comparable estimates covering the same items, 
is practically 100 percent. This is shown by the following figures 
presented by the Seaway Corporation. 

Estimates as presented to the Committee on Public Works in June 

1953 (based on December 1952 price levels), exclusive of interest 


charges and the provision for working capital____._.._...-_--_- = 074, 000 

Less: Point Rockway cost on which construction has been deferred-__ , 259, 000 

IN a sal Na a Ni ic ee ee ee 66, 815, 000 
Additions to costs: Price escalation to July 1, 1957__.. $19, 255, 000 
Basic planning and design changes__.._........---. 10, 234, 000 
Construction items added 23 6 oe. Oe ite ce 36, 696, 000 


————_——-_ 66, 185, 000 


New sonstruction cost Gstamate.. ... oc... oo omen aneemnntooncent 133, 000, 000 





It may be seen, therefore, that the basic construction cost has risen 
from $66,815,000 in 1953 to $133 million in 1957, an increase of 
$66,185,000 or almost 100 percent. This increase is made up of 3 
items: price escalation, $19,255,000; planning and design changes, 
$10,234,000; and added construction items, $36,696,000. 








ST. LAWRENCE SEAWAY DEVELOPMENT CORPORATION 5 


The committee inquired into the reason for these changes and 
received the following explanation: 


(a) Price esealation 


Escalation of construction costs from December 1952 to July 1957, 
the estimated midpoint of construction is considered to be approxi- 
mately 22.5 percent, based upon a projection of the Engineer News 
Record Construction Cost Index, which makes no allowance for 
labor efficiency nor is it meant to be applicable to equipment items. 

The amounts shown as representing price escalation are based 
upon actual contracting experience on those features of the seaway 
either completed or under contract, and upon the Engineer News 
Record Construction Cost Index on all uncontracted work. 

The price escalation has been applied to the 1952 project, after 
adjusting for the basic planning and design changes to the original 
project at 1952 prices. 


(b) Planning and design changes 
Removal of additional rock shoals in the Thousand Islands section 


due to recent detailed hydrographic surveys and modified design 
criteria, together with additional quantities of excavation at 


originally contemplated shoal areas_.........--..-.-.------.- $6, 663, 000 
Substitution of vertical lift gate for Long Sault guard gate__....-- — 5, 250, 000 
Elimination of double set of lock miter gates__..........-.-..--- — 4, 952, 000 
Smiproved: design of Jock. S108 < . nic ncass>csennbe neutered 606, 000 
Lengthening lock concrete guide walls for better ship accommoda- 

tion andi safety... ccadsucic. 0d. ld. see eae 1, 337, 000 
Change in design of guide walls to meet foundation conditions re- 

vealed by actual excavation and detailed borings. .......------ 1, 470, 000 


Additional Long Sault canal excavation to provide project channel 

depth at controlling water surface profile determined by detailed 

engineering duelysies.. .c8.2uu. .. cizethue Bhatia 2, 041, 000 
Protection of concrete lock walls with wall armor, to prevent damage 

and abrasion from passing ships, together with timber fenders 

Gn iitdh walt. |... bona casteeueumeiitanmecaaseee 793, 000 
Substitution of highway tunnel under upper end of Eisenhower lock 

for swing bridge crossing, for better accommodation of highway 


CPN ib. oa 5 kim ciindn cc meneksn situ cnnueeaees ie see eee 1, 003, 000 
muGebidn of lock walls... innos«as~kcsndactucadinatduuuiadiie 1, 123, 000 
Deletion of originally planned administrative facilities.........--- — 204, 000 
Changes in lands and damage costs including purchase of abandoned 

NYC RR. trackage, bridge and adjoining property interests... 2, 725, 000 


High level bridge resulting from NYC R. R. abandonment and need 

for increased bridge headroom for seaway traffic including tempo- 

rary access roads and ferry crossing................-...-----. 5, 115, 000 
Elimination of previously contemplated plan for NYC R. R. and 

highway relocation (1952 plan, before necessary planning and 

design changes to original plan) __........-..----.----------- —4, 747, 000 
Design changes covering such features as changes in utility lines 
to locks, widening of channel at Croil Island, and minor changes 

in project servaee ToadSc. 60- .aes - Setabes Uelcing. be 1, 157, 000 
Miscellaneous other design changes to original plan....-....----- 1, 354, 000 





Total planning and design changes__.......-.-----------.- 10, 234, 000 
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(c) Added construction items 


Lands and damages: 


Lands and easements required for channel enlargement below 


south channel bridge. No work was originally contemplated 
here 





Long Sault canal and locks: 


Permeannnt proiéet TOAGB. } apicuws ys dc ccupewseud,iceeucden 
SITET hn ahaa ead Wadae ae nie mate ante 
Py STOR EGIED,. nnn adieu iidocwoheneask> deb aeheetie 
Maintenance buildings at each lock 
Sm peremesations 35001. ec ob. ioe eee 
Gate lifter, spare gate and storage barge, including radio and 

intercommunication facilities........... 2... ..eecccecnee 
Mooring basin for gate lifter and related plant 


Total, Long Sault canal and locks 


664, 000 
913, 000 
188, 000 
116, 000 
1, 012, 000 


3, 259, 000 
1, 074, 000 


7, 226, 000 





The foregoing added items provide for betterments for im- 
proved accommodation and safety of navigation, highway 
traffic, and visiting public. Land rehabilitation measures are 
now contemplated to dress spoil banks, etc., in order to be more 
compatible with practice on adjacent power project (State 
park) lands. Isolation of area requires emergency repair facili- 
ties to assure uninterrupted Seaway traffic and adequate 
project maintenance; elimination of double lock miter gates also 
adds to need for these facilities. 


Cornwall Island section: 


Dredging in the south channel at Cornwall Island 
Training dikes 


Total Cornwall Island ‘nection... ........2..cscsccconcsd 

Dredging in south channel at Cornwall Island arises from 
ambiguity in basic authorizing instruments concerning ‘‘power” 
and ‘“‘seaway” responsibility. Training dikes were found 
necessary by hydraulic model studies to reduce adverse veloci- 
ties and cross-currents opposite Polleys Gut. 


General purpose facilities: 


NNN i a cemcoatee aie 
Administration building 
Moeinteriante dbbbias.ca 3 obs ives casei esl wa cuted s eeu 
Marine base adjacent to such shops.._.....-.-..----------- 
PEE SUN EO inp cies eniet cons ies ins did so aco ote 
penttie taciews.. .. Nise) A seemless eee 
Floating plant, including tug, barges, derrick boat, channel 

survey and sweeping craft 
Maintenance equipment 


Total general-purpose facilities_............-...---.----- 

Navigation aids included now because of Bureau of the 
Budget request and General Accounting Office decision for 
recovering of all such costs by navigation tolls; administration 
building now provided to house a separate Seaway Corporation 
staff; toll collection facilities; repair shops, marine base, floating 
plant, and related equipment necessary for self-contained 
operation and maintenance of this project which is in an 
isolated area. 


Seaway Corporation: Administration, field supervision and inspec- 


tion, and mobilization operation and maintenance during con- 
struction 


11, 970, 000 
3, 859, 000 


15, 829, 000 


3, 228, 000 
840, 000 
511, 000 

1, 977, 000 
215, 000 

54, 000 


3, 363, 000 
360, 000 


10, 548, 000 


3, 000, 000 


36, 696, 000 


| 
| 
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The relationship between the construction cost increase of $66,185,- 
000 in the foregoing tabulation and the requested increase in borro 
authority of $35 million is illustrated in the following tabulation: 


(a) Net additions to the construction cost of the 
seaway: 


Changed and added items__.............- $66, 185, 000 
DOr rth FOC cei hibit ce. sods sittin etek reecin sae — 21, 259, 000 
————_ $44, 926, 000 
(b) Less: 
Deferral of interest charges during con- 
MP RCtIOR «gris lnaiusétite des Op Odie ates 7, 927, 000 
Decrease in working capital requirements _- 1, 999, 000 
——————_ 9, 926, 000 
Net increase in borrowing authority...............-.. 35, 000, 000 


In addition to questioning witnesses who testified at committee 
hearings with respect to the additional construction cost of $66,185,000, 
the committee asked for an explanation of the other items in the fore- 
going table and this information may be summarized as follows: 

The Point Rockway canal and lock have been deferred in accordance 
with an agreement between the Canadian and United States Govern- 
ments. Consequently, the estimate for these features of the project 
at 1952 prices amounting to $21,259,000 has been deleted from the 
cost estimate. 

Interest during construction was provided for in the original borrow- 
ing authority in an amount of $7,927,000. However, Public Law 358, 
83d Congress, 2d session, the Seaway Corporation’s basic enabling act, 
is not specific in providing for the manner in which the Corporation 
and the Treasury Department should treat the interest accruing dur- 
ing the construction period. The legislative bistory leaves some doubt 
as to the desired handling of this interest during construction; that is, 
whether or not it is properly chargeable against the Corporation’s 
authorized borrowing authority. The Corporation proposes that this 
interest accruing during construction be deferred, not charged to the 
borrowing authority, and be repaid from future revenues of the Cor- 
poration. As a result, the entire amount of $7,927,000 has been 
eliminated in determining the borrowing authority requirements. 

The working capital requirements for the Corporation have been 
reestimated at $7 million. The original estimate provided for $8,999,- 
000. As a result $1,999,000 has been deleted from the fund require- 
ments for this item. 


CLARIFICATION OF CORPORATE POWERS 


Section 4 of Public Law 358 enumerates the functions and powers 
of the Corporation but it is not specific as to what ancillary or aux- 
iliary activities the Corporation may perform. 

Certain services may have to be rendered to vessels by the Corpo- 
ration, such as wharfage, tug and salvage service, for which the 
Corporation should be permitted to make a reasonable and equitable 
charge. The Corporation may have occasion to enter into agree- 
ments for the operation of concessions to serve the public, or rent 
space or property in connection with the operation of the seaway. 
Since the costs of acquiring all of the facilities and equipment for the 
Corporation are financed from the Corporation’s funds, it appears 
appropriate that any revenue from the use of such facilities should 
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accrue to the benefit of the Corporation for payment of its expenses 
and obligations. 

The existing highway-railroad bridge between Rooseveltown, 
N. Y., and Cornwall, Ontario must be removed and the bridge relo- 
cated in order to permit passage over the seaway. The abandon- 
ment of the railroad system between the United States and Canada 
has relieved the seaway entities of the obligation to relocate the 
railroad system. The seaway entities are obligated to continue the 
highway across the St. Lawrence River. Since a part of the pay- 
ment to the railroad company was for the rights and obligations to 
operate a highway toll bridge system, it appears appropriate that the 
revenues from the highway tolls should be used by the seaway entities 
for their operating expenses or as payment of their debt services in 
connection with the toll bridge. The committee has amended H. R. 
5728 to insure that the United States portion of highway bridge tolls 
shall be used only for highway bridge costs and not diverted to seaway 
costs. 

The Canadian law creating the St. Lawrence Seaway Authority of 
Canada has been amended to provide that the Seaway Authority of 
Canada may participate with the St. Lawrence Seaway Development 
Corporation in the operation or the relocated highway toll bridge. 
The proposed amendment to the Corporation’s law will place the 
Seaway Corporation on an equal basis with its counterpart, the St. 
Lawrence Seaway Authority of Canada. 

Under this arrangement the Seaway Corporation will be able to 
participate with the Seaway Authority of Canada in the management 
of the international highway toll bridge. 


DEFERMENT OF INTEREST 


There has been some difference of opinion as to the intention of 
Public Law 358, 83d Congress, with respect to the deferment of inter- 
est. The law does not specifically cover this point. The Treasury 
Department has interpreted the law and the legislative history leading 
up to the law to permit the deferment of interest during construction. 
The Office of the Comptroller General has interpreted that interest 
should be paid during construction or charged to the Corporation’s 
borrowing authority. 

The bills will make it clear that interest during construction may be 
deferred and paid from revenues, and not charged to the borrowing 
authority of the Corporation. This clarification will place the financ- 
ing of this portion of the interest charges to the seaway on the same 
basis as other Federal self-liquidating projects. Interest during con- 
struction will be accrued as a cost but payment will be deferred but 
compounded until construction is completed, 


TESTIMONY AND Reports 


The committee held comprehensive hearings on H. R. 5728. Admin- 
istrator Lewis G. Castle of the St. Lawrence Seaway Development 
Corporation, accompanied by his administrative and engineering 
staff, Maj. Gen. C. G. Holle, special assistant to the Chief of Engineers, 
and representatives of potential users of the seaway testified on the 


bill. 
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The Department of the Army, in a letter directed to the Speaker, 
proposed enactment of the bill which the committee considered. 
(H. R. 5728, introduced by Mr. Blatnik, and H. R. 5729, introduced 
by Mr. Broomfield, embodies the language proposed by the Depart- 
ment of the Army.) The letter referred to follows: 


DEPARTMENT OF THE ARMY, 
Washington, D, C., February 8, 1957; 
Hon. Sam Raysurn, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: There is forwarded herewith a draft of legis- 
lation to clarify the general powers, increase the borrowing authority, 
and authorize the deferment of interest payments on borrowings, of 
the St. Lawrence Seaway Development Corporation. 

This proposal is a part of the Department of Defense legislative 
program for 1957 and it has been approved by the Bureau of the 
Budget. The Department of the Army has been designated as the 
representative of the Department of Defense for this proposal. It 
is recommended that it be enacted by the Congress, 


PURPOSE OF THE LEGISLATION 


The purpose of this legislation is (1) to clarify the general powers 
of the St. Lawrence Seaway Development Corporation, which is @ 
United States corporation, subject to the direction and supervision 
of the Secretary of the Army, acting for the Secretary of Defense, 
under Executive Order 10534 of June 9, 1954; (2) to increase the 
borrowing authority of the Corporation by providing a ceiling limita- 
tion on borrowings of $140 million rather than $105 million as 
presently authorized; and (3) to authorize the deferment by the 
Corporation of payments of interest on its borrowings. 

The legislation would provide specific authority for the Corporation 
to engage in certain necessary functions ancillary to its principal 
responsibility for the construction and operation of the St. Lawrence 
Seaway, jointly with the St. Lawrence Seaway Authority of Canada. 
Specifically authorized by the proposed amendment are the acquisition 
and operation, jointly with the St. Lawrence Seaway Authority of 
Canada, of the presently existing highway toll bridge across the 
St. Lawrence River, spanning certain of the seaway works, the 
furnishing by the Corporation of services to vessels using the seaway, 
such as pilotage, tug and salvage services where necessary, and the 
furnishing of facilities such as overlook stations and concession areas 
to visitors to the seaway. The present statute (68 Stat. 92;33 U.S.C. 
981), while evidently designed to authorize the Corporation to carry 
out all activities necessary to a discharge of its responsibilities, does 
not specify in detail those ancillary services which the Corporation 
may provide. The proposed legislation would clarify these responsi- 
bilities and eliminate any possibility of misinterpretation of the intent 
of Congress that the Corporation should have plenary power to acquire 
and operate the existing highway toll bridge which passes across its 
facilities, as well as to provide necessary services to vessels and 
visitors at the seaway site, 

The attached proposal would increase the borrowing power of the 
Corporation and at the same time authorize temporary deferment of 
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repayment by the Corporation to the Department of the Treasury 
of interest charges on its borrowings during the construction period 
when the Corporation enjoys no revenues. The cost of the construc- 
tion of the St. Lawrence Seaway on both the Canadian and United 
States side of the boundary has substantially increased between the 
date that the cost estimates were submitted to the Congress and the 

resent time. By memorandum of November 19, 1956, as amended 

anuary 7, 1957, the Administrator of the St. Lawrence Seaway 
Development Corporation reported that the changes to the original 
borrowing authority are as follows: 











GQiiaitial besrvOw ing AAUOG ~ ai engi ec eewesdewcce snes ceucd $105, 000, 000 
Additions: 

Planning and design changes___..._...-.-.----------- 10, 234, 000 

Price eacemation to'July' 5 10875 <1.) 605 ico e kk Lk 19, 255, 000 

Necessary additional construction items__........----- 36, 696, 000 

DN aie cu. ci oles bin es aie eercdlarcaecdnoetx ch Gees one ean ions 66, 185, 000 

Deductions: Deferred and revised items............._----- 31, 185, 000 

Revised estimate for borrowing authority_............--- 140, 000, 000 


The Corporation considers these additions to be minimal. While 
the estimate of total projects cost in June 1953 was $88 million, and 
the savings realized as a result of the postponement of Point Rockway 
construction amount to $21,200,000, nevertheless the foregoing 
additions to cost estimates have increased original net capital require- 
ments of the Corporation from $105 million as specified in the act of 
May 13, 1954, supra, to the sum of $140 million. It is reported that 
the Bureau of the Budget has made a careful examination of these 
cost figures and has approved their submission to the Congress with 
a request for the above indicated increase in the borrowing authority 
of the Corporation. 

Additionally, the proposed legislation contains language specifically 
authorizing deferments of interest on funds borrowed from the 
‘Treasury Department for construction purposes until the Corporation 
commences to receive revenues from the operation of the seaway. 
There is some ambiguity in the language of the present act with respect 
to the payment of interest. The Department of the Treasury has 
authorized the deferment of such interest payments, whereas the 
General Accounting Office has advised the Corporation that the 
present language of the act requires amendment in order to authorize 
such deferment. Further, this proposal also provides that the Cor- 
poration may borrow not to exceed 50 percent rather than 40 percent 
of its authorized debt ceiling in any 1 construction year. It is not 
presently anticipated that the Corporation will borrow over 40 percent 
of its authorized debt ceiling in any 1 construction year. However, 
with the accelerated program of construction demanding an expendi- 
ture of funds in each construction year considerably in excess of 
amounts originally budgeted, it appears desirable to give the Corpora- 
tion additional flexibility in order to permit the completion of the sea- 
way by July 1, 1958, the accelerated target date. 


COST AND BUDGET DATA 


_ The St. Lawrence Seaway Development Corporation is a self- 
liquidating corporation. None of its construction and operating costs 
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are chargeable to appropriated funds. All costs will be recovered 
from users of the seaway and all borrowings will be repaid with 
interest to the Department of the Treasury from toll revenues. 
Therefore, no part of the funds for which borrowing authority is 
requested in this proposed legislation will be chargeable to the tax- 
payer. Careful studies by the St. Lawrence Seaway Development 
Corporation and the St. Lawrence Seaway Authority of Canada have 
established that the additional capital expenditures which the proposed 
legislation will authorize can be entirely recouped from seaway tolls 
and charges for ancillary services. 
Sincerely yours, 
Wiser M. Brucker, 
Secretary of the Army. 
The Bureau of the Budget report on H. R. 5728, as introduced, is 
as follows: 
Executive Orrick OF THE PRESIDENT, 
BureEAvU OF THE BupGet, 
Washington, D. C., March 19, 1957. 
Hon. Cartes A. Bucktey, 


Chairman, Committee on Public Works, 
House of Representatives, Washington, D. C. 


My Dear Mr. Cuarrman: This is in reply to your letter of March 
11, 1957, requesting the views of the Bureau of the Budget on H. R. 
5728, a ‘bill to clarify the general powers, increase the borrowing 
authority, and authorize the deferment of interest payments on 
borrowings, of the St. Lawrence Seaway Development Corporation. 

H. R. 5728 is identical to a draft bill recommended by the Depart- 
ov of Defense as a part of the Department’s legislative program 
or 1957. 

The Bureau of the Budget would have no objection to the enact- 
ment of H. R. 5728. 

Sincerely yours, 


A. R. Jonus, Deputy Director. 


The report of the Treasury Department on H. R. 5728 and H. R. 

5729, as introduced, is as follows: 
TREASURY DEPARTMENT, 
Washington, April 9, 1957. 
Hon. CHarutes A. Bucktey, 
Chairman, Committee on Public Works, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHarrman: Thank you for your letter of April 4 
inviting a representative of the Department to appear before your 
committee on April 10 to submit the views of the Department on 
H. R. 5728 and H. R. 5729, bills to clarify the general powers, increase 
the borrowing authority, and authorize the deferment of interest pay- 
ments on borrowings, of the St. Lawrence Seaway Development 
Corporation. 

The provisions of the proposed legislation of primary interest to 
this Department are those contained in section 1 (4) of the bills. 
These provisions would (1) increase the authority of the St. Lawrence 
Seaway Development Corporation to issue revenue bonds by $35 
million, from $105 million to $140 million; (2) authorize specifically 
the deferral of interest and the exclusion of such deferred interest 
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from the limitation on the amount of revenue bonds the Corporation 
may issue; and (3) increase from 40 to 50 percent of the total author- 
ization the amount of revenue bonds that may be issued in any 1 year. 

The foregoing provisions are satisfactory from the standpoint of 
this Department. While the Department is of the view that section 
5 of the act of May 13, 1954 (33 U.S. C. 985) does not require that 
interest accruing during the construction period, the payment of 
which has been deferred pursuant to the terms of the obligations 
issued by the Corporation to the Treasury, be considered a charge 
against the borrowing authority of the Corporation, the Department 
would not object to the proposed provision which would clarify that 
point. 

It is assumed that the new paragraph (10) which section 1 (3) of 
the bills would add to section 4 of the act does not relate to aids to 
navigation and is not intended to affect in any way the duties and 
responsibilities of the Coast Guard set out in sections 81 and 83 of 
Title 14 of the United States Code. 

Your invitation for a representative to appear before you is appreci- 
ated, but since the Department’s views are before the committee, it 
is not believed that there is anything that a personal appearance could 
add or that would be helpful in your deliberations. 

The Department has bee advised by the Bureau of the Budget 
that there is no objection to the submission of this report to your 
Cnr: 

ery truly yours, 
Davip KENDALL, 
Acting Secretary of the Treasury. 


CommITTrerE VIEWS 


In reporting H. R. 5728, the committee recognizes that the Congress 
has little choice but to authorize an increase in the borrowing limit for 
the St. Lawrence seaway Development Corporation since the United 
States has proceeded so far with the construction of the seaway 

roject. 

" Several members stated during committee consideration of H. R. 
5728 that they were reluctant to approve further funds for the St. 
Lawrence seaway since they had opposed the project when it was 
approved in the 83d Congress and had pointed out then that cost 
estimates submitted were too low. They expressed themselves as 
generally critical of preliminary project estimates that are unrealis- 
tically low and which later require authorization of additional funds by 
the Congress for project completion. The committee expressed the 
view that there should be closer coordination between preliminary 
estimates and ultimate construction costs. 

After comprehensive hearings, the committee adopted an amend- 
ment to require special reports to the appropriate committees of the 
House of Representatives and the Senate whenever any new feature, 
new design, or new phase of the seaway project, not included in the 
pnree estimates, is proposed or whenever there is an abandonment 

y the Corporation of any feature, design, or phase, contained in pres- 
ent estimates, when any of these individual changes exceed $1 million. 

Another important amendment adopted would limit the total face 
value of bonds issued to the United States Treasury to $140 million. 
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These amendments were approved by a majority of the committee 
and are deemed to provide adequate limitations justifying, under 
present circumstances, approval of the increased borrowing authority 
for the St. Lawrence Seaway Development Corporation. 

It should be noted that some members voted for the original bill 
ereating the St. Lawrence Seaway Development Corporation because 
it provided for liquidation of the seaway cost through the imposition 
of tolls. The committee received testimony on H. R. 5728 indicating 
that potential users of the seaway are now concerned that these in- 
creased costs, both for Canada and the United States, will necessitate 
toll rates too high to allow maximum use of the project and yet pay 
off the cost of the project in 50 years. These increased annual costs 
for both the United States and Canada have risen from the original 
estimate of $14,600,000 to the present figure of $26 million, as esti- 
mated by the Seaway Corporation, or $28 million as estimated by the 
potential users. 

The Administrator of the Seaway Corporation told the Committee 
he is confident that the increase in costs necessary to liquidate the 
project would not affect the toll rates to such an extent as to prevent 
the maximum use of the seaway. 

The committee in summary concludes that the weight of the testi- 
mony and the situation as it now exists fully justifies its recommenda- 
tion that H. R. 5728 be enacted into law. 


CHANGES IN Existinc Law 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Secrions 4 AND 5 or THE Act or May 13, 1954 
(Public Law 358, 83d Cong.) 
CORPORATE POWERS 


Sec. 4. (a) For the purpose of carrying out its functions under this 
joint resolution the Corporation— 

(1) shall have succession in its corporate name; 

(2) may adopt and use a corporate seal, which shall be judi- 
cially noticed 

(3) may sue and be sued in its corporate name; 

(4) may adopt, amend, and repeal bylaws, rules, and regula- 
tions governing the manner in which its business may be con- 
ducted and the powers vested in it may be exercised; 

(5) may make and carry out such contracts or agreements as 
are necessary or advisable in the conduct of its business; 

(6) shall be held to be an inhabitant and resident of the north- 
ern judicial district of New York within the meaning of the laws 
of the United States relating to venue of civil suits; 

(7) may appoint and fix the compensation, in accordance with 
the provisions of the Classification Act of 1949, of such officers, 
attorneys, and employees as may be necessary for the conduct of 
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its business, define their authority and duties, delegate to them 
such of the powers vested in the Corporation as the Adminis- 
trator may determine, require bonds of such of them as the 
Administrator may designate, and fix the penalties and pay the 
premiums on such bonds; 

(8) may acquire, by purchase, lease, condemnation, or dona- 
tion such real and personal property and any interest therein, and 
may sell, lease, or otherwise dispose of such real and personal 
property, as the Administrator deems necessary for the conduct 
of its business; [and] 

(9) shall determine the character of and the necessity for its 
obligations and expenditures, and the manner in which they shall 
be incurred, allowed and paid, subject to provisions of law spe- 
cifically applicable to Government corporations[.]; 

(10) may establish (by construction or acquisition), maintain, 
and operate (by contract, concession, or otherwise) facilities and 
appurtenances desirable in the operation and maintenance of the 
seaway ; 

(11) may provide services desirable in the maintenance and 
operation of the seaway, including but not limited to providing, at 
reasonable prices, services to vessels using the seaway and to visitors 
to the seaway; 

(12) may participate with the Saint Lawrence Seaway Authority 
of Canada, or its designee, in the ownership and operation of a toll 
bridge company; and 

(13) shall credit to the Corporation amounts received from any 
of the activities authorized by clauses (10), (11), and (12). 

(b) Amounts credited wnder subsection (a) (18) are available to pay 
any obligation or expense of the Corporation under this Act. 


FINANCING 


Sec. 5. [In order to finance its activities, the Corporation is author- 
ized and empowered to issue to the Secretary of the Treasury, from 
time to time and to have outstanding at any one time in an amount 
not exceeding $105,000,000, its revenue bonds which shall be payable 
from corporate revenues: Provided, That not to exceed 10 per centum 
of the revenue bonds herein authorized shall be issued during the 
first year after the effective date of this Act and not to exceed 40 per 
centum during any year thereafter. Such obligations shall have 
maturities agreed upon by the Corporation and the Secretary of the 
Treasury, not in excess of fifty years.] To finance its activities, the 
Corporation may issue revenue bonds payable from corporate revenue to 
the Secretary of the Treasury. The total face value of such bonds that 
are outstanding at any one time may not be greater than $140,000 ,000. 
Not more than ten per centum of the bonds may be issued during the 
jirst year after the effective date of this Act, and not more than fifty per 
centum may be issued during any year thereafter. If the Secretary 
of the Treasury approves, the interest on such bonds may be deferred. 
Deferred interest may not be charged against the debt limitation of 
$140,000,000. Such obligations may be redeemable at the option of 
the Corporation before maturity in such manner as may be stipulated 
in such obligations, but the obligations thus redeemed shall not be 
refinanced by the Corporation. Each such obligation shall bear 
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interest at a rate determined by the Secretary of the Treasury, taking 
into consideration the current average rate on current marketable 
obligations of the United States of comparable maturities as of the 
last day of the month preceding the issuance of the obligation of the 
Corporation. The Secretary of the Treasury is authorized and 
directed to purchase any obligations of the Corporation to be issued 
hereunder and for such purpose the Secretary of the Treasury is 
authorize cd to use as a public debt transaction the proceeds from the 
sale of any securities issued under the S3cond Liberty Bond Act, as 
amended, and the purposes for which securities may be issued under 
the Second Liberty Bond Act, as amended, are extended to include 
any purchases of the Corporation’s obligations hereunder. 


O 
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FOREWORD 





Your Committee on Interstate and Foreign Commerce submits the 
following report on the international health activities of the United 
States. 

This report summarizes the testimony given during 2 days of hear- 
ings held during the 84th Congress. The hearings were designed to 
provide the committee, the Congress, and the public generally with 
factual background information concerning the international health 
programs in which the United States Government participates (either 
directly through unilateral or bilateral programs or indirectly through 
international organizations) and the role which the United States 
Public Health Service plays in these programs. 

Your committee has legislative jurisdiction in the field of health. 
In the exercise of its responsibilities in this field it frequently has had 
occasion to inquire into international health programs in different 
parts of the world including the operation of the World Health Organ- 
ization and other international agencies, and the health and quarantine 
problems attending the facilitation of international air commerce. A 
description of these activities has been contained in numerous reports 
hitherto filed with the House.! 

As such previous inquiries have dealt only with health activities in 
particular geographic areas or in particular functional fields, it seemed 
appropriate to the committee to draw together a complete resume of 
what the United States currently is doing in the field of international 
health as a whole. Accordingly, our late great chairman, J. Percy 
Priest, arranged for hearings before the Subcommittee on Health and 
Science on February 8 and 9, 1956. Testimony was presented by a 
panel consisting of the Surgeon General and other officers of the 
Public Health Service, and representatives of the Bureau of Inter- 
national Organization Affairs and the International Cooperation 
Administration of the Department of State. 

In his opening statement, the late chairman, J. Percy Priest, stated: 

It is my hope that, as a result of our hearings on international health, the 
committee will be able to submit a factual background report on this subject 
which will aid this committee, and other committees of Congress, as well as other 
persons concerned with American activities in the field of international health. 

The report which follows is a summary of the testimony given during 
this panel presentation. It also includes supplementary background 
material prepared by the officials who testified at the hearing. It 
consists of three sections: 

Part I deals with the organization and financing of international 
health programs; 

Part Il outlines international health problems that are of 
special significance to the United States, and describes what is 


1H. Rept. 3251, 8ist Cong.; H. Rept. 1527, 82d Cong.; H. Rept. 2678, and pts, 1-8, Health Inquiry 
January 11, 1954, 83d Cong.; H. Repts. 1681, 2962, 84th Cong. 
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being done by various agencies of the Government, in cooperation 
with other nations, to solve these problems; 

Part III contains a series of appendixes designed as a reference 
source for organizational details about American and international 
health agencies. 

This report is offered for informative purposes in the belief that it 
will permit a better understanding of the tremendous breadth and 
farflung character of the work which our Government has undertaken 
in international health. Such opinions and conclusions as are ex- 
pressed in the report are those of the testifying witnesses, and do not 
necessarily reflect the opinion of the committee or its members. 

At this time, the committee wishes to observe only that its atten- 
tion has been drawn both here and in foreign countries to the possible 
overlapping of activities of the several agencies operating in the field 
of international health. While it appears that substantial efforts 
have been made to avoid unnecessary duplication through full ex- 
change of information and formal consultation among the persons 
concerned, it is not yet clear whether all has been achieved in this 
respect that may be desirable. In its continuing scrutiny of inter- 
national health programs, the committee will give its attention to 
this problem. 

This summary report was prepared by the professional staff of the 
committee with the technical assistance of the Public Health Service. 
The committee desires to express its appreciation to Miss Ruth 
Lauder for her assistance and to the Public Health Service for making 
possible the utilization of her services. 


Oren Harris, Chairman. 
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SUMMARY 


The witnesses who appeared before the subcommittee gave strong 
support to the view that it is in the best interest of the United States to 
participate in international health activities; that such participation 
is essential to the protection of the health of the American people, the 
maintenance of a sound economy, and the promotion of world peace. 

They pointed out that of an estimated $22 billion allotted for all 
types of foreign aid (both military and economic) between 1948 and 
1956, about $325 million—or 1.5 percent—were devoted to health 
programs. 

The witnesses testified that disease abroad continues to remain a 
problem to the United States because it may endanger the health of 
the American people, and that it is necessary for us to keep up effec- 
tive barriers against such old enemies as cholera, plague, yellow fever, 
typhus fever, relapsing fever, anthrax, and smallpox. The witnesses 
pointed out that quarantine measures carried out by officers stationed 
abroad (in addition to measures carried out at our own borders) are 
aimed at providing protection against these diseases and against 
danger from new diseases which crop up from time to time in different 
parts of the world. 

Through active participation in international health activities, the 
witnesses stressed, our scientists and public health officials are gaining 
access to a large body of knowledge that is continuously being supple- 
mented by laboratories abroad. The study of diseases under cultural 
and environmental conditions that are very different from our own 
contributes to our understanding of heart disease and other health 
problems that are of major significance in the United States. Officers 
of the Public Health Service are also gaining experience with diseases 
which are no longer common here but which might at any time recur 
in our own community. 

It was emphasized by the witnesses that activities in international 
health may also contribute directly to the economy of the United 
States by lowering the cost of imported goods, creating markets for 
American products and improving the climate for foreign investment. 

The witnesses also called attention to the fact that health activities 
can contribute in a number of ways to achieving the foreign policy 
objectives of the United States, all of which are aimed at the creation 
of a peaceful, prosperous, and free world; international health activ- 
ities have promoted harmonious international relationships and have 
established a record of tangible accomplishments through international 
cooperation. International health can contribute to economic progress 
in those large areas in which development is being retarded by pre- 
ventable mass diseases. International health activities can also dem- 
onstrate to the peoples of the world those methods of individual and 
community self-help which are the basis for a free and democratic way 
of life. And, finally, health work provides a way to show the peoples 
of the world our friendly interest in them and their problems—that 
the United States of America is far from being an imperialist ogre, 
as it is sometimes maliciously caricatured. 
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PART I 


THE ORGANIZATION AND FINANCING OF INTERNATIONAL 
HEALTH PROGRAMS 


Within the United States, health programs have been developed 
under varying auspices: some are supported by voluntary gifts and 
private foundations; some by local governments; some by a partner- 
ship of governments—local, State, and Federal. Sumlsiiys in our 
international health programs, various channels are used, depending 
in part on voluntary activities and in part on activities in which one, 
two, or many governments participate. 

Both at home and on the international level, experience seems to 
indicate that when a task is formidably large it can best be accom- 
plished by working along several lines simultaneously—encouraging 
every interested organization to attack that segment of the job which 
it is best equipped to handle. This approach, whether practiced 
abroad or at home, raises the problem of possible duplication of 
services. This problem is sought to be solved in the foreign aid pro- 
grams just as it is solved in home programs—by the joint planning 
and cooperation of all the units involved. Such joint planning and 
cooperation results in the programs constantly dee enriched by 
taking into account varied experiences and viewpoints. The stagna- 
tion and routinized approach which result from the establishment and 
operation of a centralized bureaucracy, known so well to the totali- 
tarian regimes, are avoided. 

There are four principal types of programs through which the United 
States serves its health interests abroad: 

1. Private foundations —The work of the Rockefeller Foundation 
in India—in medical research, medical education and in develop- 
ing health programs—illustrates this approach. 

2. Unilateral governmental programs.—The work of the Public 
Health Service in enforcing foreign quarantine regulations and exam- 
ining aliens is the only international health activity which is carried 
on solely to protect health in the United States and which is entirely 
supported by funds provided by the United States Government. 

3. Bilateral wntergovernmental programs.—These are country-to- 
country programs in which the United States provides direct assist- 
ance to help friendly nations build up their health resources. They are 
jointly supported by the United States and the countries that request 
such aid. These programs are administered by the International 
Cooperation Administration of the Department of State, using the 
technical services of other Federal agencies, chiefly the Public Health 
Service of the Department of Health, Education, and Welfare. 

4, Multilateral intergovernmental programs.—T hese are programs ad- 
ministered by the United Nations and its associated agencies, including 
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the World Health Organization; by the Pan American Sanitary 
Organization ; and by the South Pacific Commission. The United 
States, together with many other nations, jointly supports and uses 
these programs. 

PrIvATE ORGANIZATIONS 


The programs of private foundations and other voluntary agencies 
were not discussed in any detail during the hearings. Witnesses 
pointed out, however, that an attempt is made by our Government 
to maintain close liaison between the staffs of voluntary and govern- 
mental agencies and it is the policy of the United States Government 
to utilize nonprofit agencies whenever and wherever this is possible. 
Sometimes, there is a formal contract delineating the work to be done 
by each agency; more frequently, informal arrangements are worked 
out. In either event, care is taken to see that the two types of pro- 
grams augment, and do not duplicate, each other. 

For example, in India, the Philippines, Formosa, Thailand, Paki- 
stan, Iraq, and other countries there are joint committees of voluntary 
and governmental agencies who work with the Ministries of Health. 

An illustration of a different type is the activity of the American 
Medical Association. Together with similar organizations in ve 
countries, it has formed the World Medical Association which, i 
recent years, has grown in importance as the voice of the phivsiedenl 
of the world. This is one of many private organizations which 
maintain official relations with the World Health Organization and 
participates in its planning. 


FOREIGN QUARANTINE 


Congress, in 1878, passed the first Federal Quarantine Act, making 
the inspection of ships and people a national responsibility. Legisla- 
tion passed in 1893 made the Marine Hospital Service (now the Public 
Health Service) fully responsible for preventing the introduction of 
quarantinable diseases into the United States. Many years later, 
in 1926, the Air Commerce Act applied the quarantine laws to air 
travel. 

The medical inspection of aliens was first authorized by Congress 
in 1891. Later legislation authorized the assignment of Public Health 
Service officers abroad (such officers are now on duty in Europe, 
Canada, Cuba, Mexico, Hong Kong and Japan); set up the visa 
system; and provided for the refusal of visas to applic ants having 
certain ‘specified physical and mental impairments. 

The Division of Foreign Quarantine, Bureau of Medical Services, 
Public Health Service administers the foreign quarantine and medical 
inspection programs at a cost of a little more than $3 million annually. 
The funds are appropriated by Congress as a regular part of the Public 
Health Service budget. 

Public Health Service officers, assigned to ports and airports of entry 
in the United States, act as medical advisers to the Immigration and 
Naturalization Service of the Department of Justice. They scrutinize 
the medical credentials of all aliens, tourists and crew members arriving 
from overseas points. Aliens with symptoms of serious illness are 
sent to a Public Health Service hospital for a complete medical exam- 
ination. If the illness is excludable under law, the Immigration and 
Naturalization Service orders the alien deported. The current law is 
the Immigration and Naturalization Act of 1952. 
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Under the Refugee Relief Act of 1953, the Public Health Service 
provides medical examinations abroad to refugees who have applied 
for admission to this country. 

Under the farm placement program (authorized by periodically re- 
vised agreements between the Mexican and United States Govern- 
ments and by Public Law 78, 82d Cong.) Mexican labor recruits are 
examined in Mexico under the supervision of Public Health Service 
officers and are also given complementary examinations at border 
stations. 

The Public Health Service is also responsible for seeing that ships 

and planes that arrive in this country maintain high sanitary stand- 
ards. All incoming ships and aircraft must receive clearance 
(‘“‘pratique’’) be fore disembarking personnel and cargo. When pe- 
riodic inspections reveal that a ship or plane consistently maintains 
high sanitary standards, it may be cleared by radio before reaching 
ort. 

Public Health Service quarantine officers and sanitary engineers, 
assisted by staffs of State and local health agencies, also inspect the 
sanitary servicing of incoming and outgoing ships and planes. 


BILATERAL PROGRAMS 


In 1942, the United States launched a large-scale program for 
assisting friendly nations on a government-to-government, or bi- 
lateral basis. At first limited to Latin American countries where 
raw materials were needed for the war effort, this type of assistance 
began to be extended to other areas even before the end of World 
War II and has been considerably expanded during the postwar 
period. The program is aimed at economic and social development, 
and necessarily includes a significant health element. While the 
International Cooperation Administration is wholly responsible for 
the operation of the program, the Mutual Security Act and related 
Executive orders of the President provide that all agencies of the 
Government should assist in the program if requested to do so. 

Acting upon this authority, the International Cooperation Admin- 
istration has requested the Public Health Service to play a threefold 
role: namely, to assist in recruiting staff for its overseas health mis- 
sions; to provide technical “‘backstopping”’ for them; and to supervise 
the foreign professional and technical personnel sent to the United 
States for advanced education and training. The Division of Inter- 
national Health, Bureau of State Services, is the Public Health Service 
unit responsible for providing these services. 

Funds appropriated to the International Cooperation Administra- 
tion are transferred to the Public Health Service to cover the cost of 
its activities, including the salaries of Public Health Service officers 
who are detailed to the staff of the International Cooperation Ad- 
ministration. 

Currently, about $30 million a year from funds appropriated under 
the Mutual Security Act, are allocated to strengthen health programs 
in some 40 countries. 

Health, of course, is only one of several problems which an overseas 
mission of the International Cooperation Administration must con- 
sider. Consequently, in each mission there is an: officer who is re- 
sponsible for the apportionment of funds and personnel to the various 
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programs—health, education, agriculture, industrial development 
etc.—and for the integration of each special program into the tot 
economic situation of the country. 


HOW PROGRAMS START 


The International Cooperation Administration works with a foreign 
country only at the request and invitation of that country and on the 
basis of a bilateral agreement. Details of the program are first 
developed by a representative of the International Cooperation 
Administration in cooperation with officials of the host country. 
Then the proposal is sent to Washington where it is reviewed against 
certain criteria: 

Is the project technically feasible? Is it practical financially? 
Is it culturally acceptable? Will the host country be able to take it 
over and keep it going? How many people will be benefited? How 
much financial and other support can the host country provide? 

Often, specialists in a particular disease will be consulted. For 
example, when a plan was submitted for a new type of tuberculosis 
control program in Libya, it was referred to the tuberculosis control 
program of the Public Health Service, thus drawing upon the vast 
store of experience derived from the operation of control programs 
within the United States. 

Similarly, special consultants are sometimes sent out to the field to 
evaluate projects. 

Once the bilateral agreement is signed by the two countries, Ameri- 
can personnel are sent out on 2-year assignments to provide general 
direction and technical guidance. Close contact is maintained be- 
tween Washington and the field so that projects can be constantly 
evaluated and modified. This is done by correspondence, by occa- 
sional field visits, by consultations with overseas staff who are in this 
country on home leave, and by sending out special consultants or 
evaluation teams. Each month a report from each overseas mission 
is sent to Washington. Regional meetings of top staff members are 
held in various parts of the world about every 2 years so that the 
programs are not only integrated in terms of the individual country 
but also in terms of the region. 

Top level planning, however, does not mean that any standard 
pattern is followed by staffs in overseas missions. As an Official of 
the International Cooperation Administration expressed it: 

Our philosophy is that the best thing we can do is to staff these technical assist- 
ance missions with the best possible individuals obtainable and, on doing that, to 
have confidence in them and in their abilities and to recognize that they are closest 


to the problems and in the best positions to analyze and determine the details of 
what should be done. 

Beyond that, of course, we (officials in headquarters offices of the International 
Cooperation Administration and Public Health Service) have a real responsibility 
for giving overall direction, supervision, backstopping, assistance in any way, 
and evaluation of what is occurring. 


FINANCING THE PROGRAMS 


A primary requirement of all these programs is that the country 
must participate financially. Although there is no specific formula 
for financing, the host country is expected to bear its fair share, in 
terms of its present economy and ultimate potential. Taken into 
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consideration are such factors as population, the types and extent 
of problems, the developmental potential of the country, its trade 
potential, and of course, foreign policy considerations. Sometimes 
the question of land use influences the amount of aid a country will 
be given. For example, in Libya, special aid was given as rent for 
the land on which our Wheelus Airbase is located. 

In some instances, the funds contributed by the two countries are 
deposited in the host country and expenditures are approved by 
authorized representatives of both countries. In some areas, par- 
ticularly where supplies and equipment are not available in the host 
country, the United States contribution is held in this country and 
used chiefly to pay for goods produced outside of the host country. 
In such cases, the request for a purchase is reviewed by the Interna- 
tional Cooperation Administration. When the request has been 
approved, the General Services Administration asks for bids and 
awards the order to the lowest bidder meeting specifications, just as 
is done for materials ordered by agencies of the United States Govern- 
ment. 

The ultimate objective of the bilateral program is to help each 
country to become self-sustaining and to gain this goal as quickly as 
possible. The time required varies, of course, depending on the state 
of social and economic development of the country as well as upon the 
nature of the projects undertaken. Since it would be inefficient to 
start an activity and then drop it before the host country was able to 

take it over, some long-range planning must be done even though 
funds are appropriated on a year-to-year basis. The fact that Congress 
has authorized the International Cooperation Administration to make 
3-vear contracts has helped to offset the inherent risk in planning 
beyond the period for which funds are assured. 

The progress countries have made, not only in taking over the proj- 
ects which were started with American aid, but also in expanding 
other health programs, is indicated by the following examples: 

In the Philippines, the health budget rose from the equivalent of 
about $8 million in 1953, to $16 million in 1954, and to almost $24 
million in 1955. The health budget of the Peruvian Government rose 
from $3.7 million in 1948 to $22.4 million in 1955. Thailand, which 
spent $700,000 in 1947, spent $6.5 million for health in 1955. 

From these examples, it would appear that the International Coop- 
eration Administration’s investment in health—although amounting 
to only about 1 percent of its total appropriation—because of its 
lasting and beneficial influence constitutes an outstanding example of 
successful foreign aid. 

An analysis of completed health projects gives further evidence of 
the relatively small investment in both time and money that is needed 
to help start a country on the path to better health. Between 1942 
and 1951, 1,372 health projects in the Western Hemisphere had 
reached a stage of development where the host country could continue 
and expand them without further aid. Less than 200 of these projects 
had cost the United States over $100,000 each. Of the 1,176 projects 
that cost the United States less than $100,000 each, assistance to 
wulmost half, 501 projects, cost less than $10,000 each. In the Eastern 
Hemisphere, 209 health projects were completed between 1947 and 
1954. Of the 133 projects which cost less than $100,000, there were 
55 that cost less thar $10,000 each. 
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U.S. AND HOST COUNTRY CONTRIBUTIONS TO TECHNICAL 
COOPERATION HEALTH PROGRAMS IN LATIN AMERICA 


IN MILLIONS OF DOLLARS 
30¢>-—_—_____—"—_- ——_—_—_—_——_—_—— 





3;-—— 





a 








1943 44 45 ‘46 47 48 49 ‘50 ‘SI ‘52 ‘53 ‘S¢._. 55 


Fiscal Yeors 
STAFFING THE PROGRAMS 


Personnel are recruited by the Public Health Service. Some of 
them serve as commissioned officers of the Service detailed to the 
International Cooperation Administration, while others are employed 
directly by the International Cooperation Administration. As of 
December 31, 1955, there were 421 positions budgeted for overseas 
work, but 78 of them were unfilled. 

It is difficult to recruit staff, both because qualified public health 
workers are in high demand in this country and because overseas 
positions usually offer less attractive living and working conditions. 
Salaries are about the same as can be earned in this country, though 
additional allowances for housing, cost of living, and education of 
children are paid in areas where the Department of State has deter- 
mined that such allowances are necessary. 

Some workers, even though they have geared their careers to service 
in the United States, are willing to invest 2, 3, or 4 years in foreign 
duty as a service to their country and to humanity. Others, and 
their number is increasing, are interested in making international 
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service a lifetime career. Some rotation system must be planned for 
this group, however, so that they can keep up to date with professional 
developments in this country. The International Cooperation Admin- 
istration handles this by bringing such workers in for a period of 
duty in Washington after they have been in the field about 6 years. 
This has the dual advantage of enabling them to renew their cultural, 
social and professional contacts at home and of keeping the home 
office staffed by people with recent field experience. 


MULTILATERAL PROGRAMS 


During the latter part of the 19th century, the United States began 
to participate in international health programs directed primarily at 
reaching agreements on methods of preventing cholera and other 
plagues from spreading from nation to nation. A series of interna- 
tional sanitary conferences were held in an attempt to reach inter- 
national agreement on quarantine measures. These culminated in a 
meeting in Paris in 1903 where a convention was drawn up which 
consolidated several earlier agreements and set up the first effective 
and comprehensive international pattern for foreign quarantine. The 
concept of international cooperation in controlling and preventing 
diseases of worldwide significance grew out of these early sanitary 
conferences. 

Gradually, these international health programs were broadened. 
The International Office of Public Health was established in Paris in 
1907. Following World War I, the League of Nations set up a health 
organization in Geneva with a quite extensive program. Finally, 
following World War II, the World Health Organization was estab- 
lished and dedicated to the ultimate goal of helping all the people of 
the world attain ‘‘a state of complete physical, mental, and social 
well-being.”’ 

PAN AMERICAN SANITARY ORGANIZATION 


The first step taken by the United States to work with other coun- 
tries on a broader basis than foreign quarantine was to join with other 
American republics in organizing the Pan American Sanitary Bureau. 
This was done in 1902. After World War II, when the Organization 
of American States was established, the Bureau became a part of this 
broader organization and its name was changed to Pan American 
Sanitary Organization. Although the agency’s early emphasis was 
chiefly on quarantine problems, more and more emphasis has gradually 
been placed upon training programs for public health personnel and 
upon developing health resources in areas where malaria and other 
problems were especially serious. 

At present, 21 American Republics are members of the Pan Ameri- 
can Sanitary Organization. France, the Netherlands, and the United 
Kingdom also participate in its program because they have territories 
in the Western Hemisphere. All of these nations send representatives 
to the intergovernmental Conference, which is held every 4 years. 
They are also represented on the Directing Council, which meets 
annually. Canada, although not a member of the Organization, 
usually sends observers to both the Conference and Council meetings. 
The Pan American Sanitary Bureau, located in Washington, serves as 
secretariat to the organization. There is also an Executive Commit- 
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tee, composed of representatives of 7 member governments, 1 of which 
is normally the United States. 

The Organization is financed by its member governments, the share 
of each being related to its economic status. Currently, 66 percent of 
the annual budget of about $2,400,000 is paid by the United States, 


WORLD HEALTH ORGANIZATION 


This is the major agency through which the nations of the world 
conduct their international health programs. Eighty-four nations 
are members of the World Health Organization and four non-self- 
governing territories are associate members. The agency is organized 
as follows: 

The World Health Assembly.— This is the large policy and legislative 
body, with delegates from member nations. Its annual meetings 
are usually held in Geneva, the only exceptions being the 1949 meet- 
ing, held in Rome, and the 1955 meeting, held in Mexico City. 

The Executive Board.—This is made up of 18 health experts. The 
Assembly votes on what countries are to be permitted to designate 
members of the Executive Board, and the countries elected name the 
experts. Since members serve for 3 years, the Assembly votes for 
six countries each year. The Board reviews the prepared annual pro- 
gram and budget in detail, makes special studies, and handles policy 
issues arising between annual meetings. 

The secretariat—The working staff of the World Health Assembly is 
headed by a Director-General elected by the Assembly. The head- 
quarters office is in Geneva, Switzerland. 

Regional organization.—There are six regional organizations, each 
consisting of a regional office and an intergovernmental regional com- 
mittee. The Pan American Sanitary Organization, in addition to its 
duties as an inter-American agency, serves also as the regional organi- 
zation for the Americas. 

Expert advisory panels —There are 33 expert advisory panels whose 
members are appointed by the Director-General on the basis of their 
competency in the various fields of health in which the World Health 
Organization has a special interest. Members of these panels review 
and make available, through technical reports, the latest technical 
information and developments in their special fields. They make 
recommendations which guide world health programs; and they iden- 
tify gaps in knowledge and make arrangements for the research neces- 
sary to fill these gaps, often carrying it out in their own laboratories. 
United States participation 

Citizens of the United States serve the World Health Organization 
at all organizational levels. Officials from the Public Health Service 
and International Cooperation Administration are among the dele 
gates who attend the World Health Assembly. An official of the 
Public Health Service was chairman of the Executive Board in 1954- 
55. Staff from the Public Health Service are occasionally loaned as 
consultants to the World Health Organization. For example, the 
chief dental officer and the chief public health nurse on the Public 
Health Service staff were recently loaned to assist in developing world 
health programs in the dental and nursing fields. In addition over 
100 Americans serve on the World Health Organization staff. United 
States citizens are also delegates to regional committees in the Amer- 
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icas and the Western Pacific areas. Among the 1,429 health authori- 
ties who are members of expert panels, there are 219 United States 
citizens. As the need arises, the Director-General calls together sev- 
eral members of a panel in an expert committee meeting. Seven of 
these meetings, in 1955, included an expert from the United States. 
Financial participation 

Nations are assessed for the budget of the World Health Organiza- 
tion. The total assessment for 1956 was $10.7 million, and the United 
States share was $3.4 million. A Public Health Service officer was 
chairman of the Executive Board’s Standing Committee on Adminis- 


tration and Finance, which reviewed the budget for that year prior to 
its adoption by the World Health Assembly. 


Activities of the World Health Organization 


The World Health Organization carries on two basic types of pro- 
grams: One is concerned with reporting diseases, recommending 
standards, etc. This carries forward the traditional work of inter- 
national health begun by the early sanitary conventions and the 
League of Nations. 

The other broad type of health program is developmental. This 
work is similar to the programs carried on bilaterally by the Inter- 
national Cooperation Administration. It includes giving technical 
aid to member nations, providing training opportunities for health 
personnel, disseminating health information and fostering research. 


Traditional programs 


In order to appraise progress in world health, it is important that 
all countries follow a uniform pattern in reporting vital statistics. 
For the quarantine programs of any country to be truly effective, it 
is important that certain basic agreements be adopted internationally. 
Drugs and medicines also need to be standardized so that, wherever 
they are used, their safety and potency are assured. 

Activities of this type can only be handled by an international 
organization, broadly representative of all the nations of the world. 
This is one of the important functions of the World Health Organ- 
ization. Its achievements in this area include: 

The development of agreed standards for biological products.—Standard 
samples of 70 vaccines, antibiotics, and other biological preparations 
have been prepared and are available to laboratories and commercial 
firms for comparison with their own products. Measurements of 
biologics have also been standardized. 

Issuance of an advisory International Pharmacopoeia.—This is a book 
of recommended specifications of drugs, giving methods of testing 
their purity and potency. The agency also selects recommended 
international nonproprietary names for the most important drugs so 
that industries, scientists, and physicians throughout the world can 
identify them by the same common, unpatented names. 

The adoption of internationally accepted regulations governing statis- 
tical practices used in the study of disease and the causes of death.— 
This makes it possible to compare health statistics of different 
countries and to compile vital statistics on a world basis. 

Establishment of international quarantine practices —These are now 
followed by most of the world. 
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Use of daily radio broadcasts reporting outbreaks of communicable 
diseases that occur in any part of the world.—This information is 
extremely valuable to quarantine officials and to the shipping industry. 

Regulations adopted by the World Health Assembly in certain 
limited technical spheres become binding on a mer ber country unless 
it signifies within a stated period that it rejects them in part or in 
whole. There are now two sets of regulations, relating to international 
quarantine procedures and to classification of diseases, and most, 
countries have accepted them. In addition, WHO recommends 
advisory standards in various fields. 


Developmental programs 


The World Health Organization provided technical assistance on 
health projects to 108 countries and territories during 1955. The 
projects dealt with the control of malaria, yaws, schistosomiasis, and 
other diseases of world significance as well as the development of 
health centers and other health and medical facilities. (Several 
of these projects are described in pt. II.) 

Under its training program, the World Health Organization awarded 
939 international fellowships in 1955. 

The World Health Organization makes relatively few grants for 
research, but of the 25 such grants awarded last year, 15 were in 
fields in which the United States has a special interest. 

To avoid duplication in the developmental programs sponsored 
by the World Health Organization and the International Cooperation 
Administration, joint planning is done at all levels. The main 
coordination and planning is done at the country level. In many 
countries, there are country committees under the ministers of health, 
that include in their membership on-the-spot representatives of the 
World Health Organization and the International Cooperation Ad- 
ministration. They work together in developing a coordinated pro- 
gram. 

OTHER PROGRAMS THAT SUPPORT HEALTH SERVICES 


In addition to the World Health Organization, several other United 
Nations programs and agencies, as well as other international bodies, 
have at least a tangential interest in health, and United States citizens 
are active in all of them. 


United Nations Children’s Fund 


Probably the most important of these agencies, from a health 
standpoint, is the United Nations Children’s Fund (UNICEF), an 
agency which provides supplies and equipment for programs affecting 
children and mothers in underprivileged areas. About 80 percent 
of its budget supports health activities. Its projects are conducted 
jointly with the World Health Organization. 

Contributions to the Children’s Fund are entirely voluntary. In 
1956 the United States contributed $14.5 million, or 57.5 percent of 
the total contributions. 


United Nations Expanded Technical Assistance Program for Economic 
Development (UNETAP) 

Countries make voluntary contributions to this United Nations 
fund and these funds are then made available to the specialized 
agencies for work that will promote the economic and social develop- 
ment of underdeveloped areas. At present, the World Health Organ- 
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ization receives about 19 percent of the total fund. In 1956 this 
share amounted to $5.6 million. 


Food and Agriculture Organization 


Much nutritional work is done by this agency. It has a joint 
committee with the World Health Organization to develop cooperative 
programs in nutrition. 


International Labor Organization 


Through a joint committee with the World Health Organization, 
this agency works on problems of occupational health hazards and 
the development of programs that protect the health of workers. 


The South Pacific Commission 


This is a consultive and advisory body which is composed of repre- 
sentatives from six governments with interests in the South Pacific. 
The United States participates because of its responsibilities in Guam, 
American Samoa, and the Trust Territory of the Pacific Islands. 
Headquarters of the Commission are in Noumea, New Caledonia. 
The Commission allocates about $75,000 of its annual budget to health 
programs. The United States share is 12.5 percent. (In addition, 
funds from private foundations and other sources are contributed to 
the Commission so that its actual investment in health projects is 
considerably more than its official health budget.) 


GOAL OF UNITED NATIONS AGENCIES 


The role of all these organizations and of other United Nations 
agencies in the field of health was reviewed during the hearings by 
an official from the Office of International Economic and Social Affairs 
of the Department of State. In concluding his testimony, he said: 


I mention these institutional relationships at some length because concern has 
sometimes been expressed that the United Nations system, by its very size and 
many interests and responsibilities has resulted in uncoordinated planning and 
duplication of activities. This simply is not so. The United States Govern- 
ment, from the very beginning, was concerned that such a situation did ‘not 
develop and we are convinced that, for all practical purposes, there is no significant 
duplication in the United Nations system. 

What we have, in effect, is a group of organizations specializing in particular 
fields of interest and working closely together for the achievement of the common 
end—the welfare of mankind. 








PART II 


UNITED STATES PARTICIPATION IN INTERNATIONAL 
HEALTH PROGRAMS 


A million men in the Armed Forces are stationed abroad or serve 
on fleets that visit foreign ports. Employees of American industry, 
civilian employees of the United States Government, wives and chil- 
dren of both military and civilian personnel also live in foreign coun- 
tries for varying periods of time. Professional men and scientists 
attend international meetings; and hundreds of thousands of tourists 
further swell the ranks of Americans abroad. 

In other nations also, people are on the move. Last year, more 
than 2 million immigrants, visitors, migrant workers, and seamen 
from other nations entered the United States. 

This mingling of people from varied regions and cultures is a mark 
of modern progress, but it holds potential dangers—particularly for 
Americans. Raised in a sanitary environment unequaled in most 
other parts of the world, protected from the communicable diseases 
that are still rampant in many areas, Americans have lost much of the 
natural immunity to disease acquired by people who have survived 
to adulthood in less protected environments. Their lives and health 
are endangered so long as conditions in vast areas of the world create 
a reservoir for disease. 

The dimensions of this disease reservoir are shown on the shadow 
band of the world map on the opposite page—a map distorted to show 
the proportion of people who live in the danger area. From physicians 


who have first-hand knowledge of world health problems came such 
testimony as this: 


To say that half the population of the world falls ill of preventable disease each 
year is probably an understatement of the true situation. Much of this illness is 
chronic, cumulative, and progressive, producing widespread physical and mental 
debilitv. It is concentrated in those areas that are characterized by economic 
underdevelopment and political restiveness. 





Death rates in underdeveloped countries are estimated to be as high as 30 
deaths per 1,000, whereas in the United States and most of Europe they have 
been reduced to 10 per 1,000 or below. 





Life expectancies in southeast Asia and the Middle East range around 30 to 
35 years, whereas in the United States we now have a life expectancy of 70 years. 





Diarrheal diseases are perhaps the largest single cause of death, killing babies 


chiefly. In many areas, a third of the babies born each year die before the year 
is out. 


1 This figure does not include a large group of people who go back and forth across the United States- 
Mexican border. There are about 40 million such crossings annually. 
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Typhoid fever and smallpox are still prevalent in many of the capital cities of 
the world. 

Statistics on specific diseases were included in the testimony. They 
revealed that the sufferers from some of the most common, control- 
lable diseases approach and even exceed in number the total popula- 
tion of the United States. For example, it is estimated that: 

600 million people are chronically infested with round worms. 

600 million people live in areas where malaria is a constant 
threat. 

100 million people have schistosomiasis—a disease spread by 
snails which infects the intestines or urinary bladder, debilitates, 
and eventually incapacitates completely. 

80 million people have yaws—open sores that soon cover wide 
areas of the body. 

15 percent of the world’s population has trachoma—leading 
cause of blindness. 


FoREIGN QUARANTINE 


The first line of defense against the importation of disease is the 
foreign quarantine program conducted by the Public Health Service 
of the Department of Health, Education, and Welfare. 

Certain pestilential diseases—smallpox, typhus fever, yellow fever 
cholera, plague, and relapsing fever—are defined by the international 
Sanitary Regulations as ‘“quarantinable.” Reporting on these dis- 
eases at the hearings, the chief of quarantine operations said: 

Our record with respect to the introduction of quarantinable diseases, fortu- 
nately, within the past several years has been extremely good, not one case 
having been received in the traffic. 

Public Health Service quarantine officers are stationed at all sea and 
airports of entry into the United States. They not only inspect 
persons, planes, and vessels, but also possible vectors of disease 
(whether or not quarantinable), such as birds, animals, raw materials 
and manufactured products. The measures they take to prevent or 
control disease include isolation and treatment of patients and vacci- 
nation and observation of contacts; destruction of rodents by fumiga- 
tion, trapping or poisoning; and use of insecticides to destroy fleas, 
mites, mosquitoes, flies, cockroaches and other disease-carrying 
insects. 

During the past year, quarantine officers screened 42 million persons, 
and inspected 54,000 planes and 27,000 ships. Almost half a million 
persons were vaccinated against smallpox. 

Medical officers from the quarantine program of the Public Health 
Service are also assigned to certain American consulates abroad to 
examine aliens applying for visas to the United States. At other con- 
sulates, these examinations are conducted by foreign physicians who 
are guided in their findings by Public Health Service regulations and 
instructions. Thus, all aliens arriving in the United States from over- 
seas, immigrants and visitors alike, are subject to medical inspection by 
quarantine officers to assist in determining whether they are eligible to 
enter the United States. 

The Immigration and Naturalization Act provides for the exclusion 
of aliens with serious mental disturbances, tuberculosis or other dan- 
gerous diseases or physical defects which might affect the person’s 
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ability to earn a living. Under this provision, in a single year, 4,500 
aliens, who were examined abroad and were found to have tuberculosis 
or mental illness, were refused admission to the United States. While 
there are, of course, other considerations, the magnitude of the econo- 
mic impact of these diseases, if allowed to remain undetected, should 
not be overlooked. For example, the National Tuberculosis Associa- 
tion estimates that the cost of care for a tuberculosis patient (X-ray, 
laboratory, hospital, medical services, etc.) is at least $10,000 a year. 
Figured by what did not happen, this one feature of the quarantine 
program saves the Nation millions of dollars each year. 


Foreign Heautto PRoGRAMS 


As the world shrinks and travel increases, it is no longer practical 
to rely chiefly on quarantine measures to safeguard the health of 
Americans. More and more planes, traveling at faster and faster 
speeds, bring the world’s reservoir of disease ever closer to our shores. 
Diseases we have conquered and others we have never had become an 
immediate threat. Moreover, the load of unnecessary sickness places 
a backbreaking strain upon the world economy. 

In the case of many diseases, the best way of protecting American 
health standards is to attack disease at its source. Therefore, through 
the World Health Organization and other international as well as 
national agencies, the United States Government is assisting econom- 
ically underdeveloped countries to build up their health facilities and 
services. This is being done in two ways: by providing American 
personnel, supplies and equipment to help get programs started; and 
by training health personnel from other countries so that they can 
carry on permanent programs among their own people. 


ATTACK ON SPECIFIC DISEASES 
Malaria 


Malaria control is the most important disease control program in 
which the United States participates. Here we are racing against 
time, for DDT, the insecticide which kills the malaria bearing mos- 
quito, is becoming less and less effective as new, DDT-resistant strains 
of mosquito develop. Many health authorities believe that unless 
world eradication of malaria is achieved within the next few years, 
we may lose our quickest and most economical way of stamping out 
this disease. 

Until very recently, malaria was a major health problem within 
the United States. In the hot and humid sections of the Nation, a 
high percentage of the population was chronically afflicted. By 
drastic and costly measures of swamp draining, and then by DDT 
spraying, undertaken during and immediately after World War II, 
we conquered this disease. With few exceptions, Americans now 
suffering from malaria are those who contracted it in foreign lands. 

The best way to keep malaria out of the United States is to attack 
it in the countries where it is still prevalent. Our malaria control 
experts are therefore helping other nations to use the methods which 
we found effective. To date, these methods have given protection 
to about 250 million of the 600 million persons who live in malarial 
areas. Areas that have been freed from malaria include, besides the 
United States, Barbados, Corsica, Chile, Cyprus, Italy, French Guiana, 
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Mauritius, and Puerto Rico. The disease has been almost eradicated 
in Antigua, Greece, the Canal Zone, Rumania, Venezuela, Tobago, 
Argentina, El Salvador, British Guiana, and Swaziland. Advanced 
malaria control programs are under way in Ceylon, Lebanon, Thailand, 
and Taiwan and programs are either planned or already started in 30 
other countries and territories. 

The program in Greece.—One of the first malaria control projects 
was undertaken in Greece. The United States Government, the 
Rockefeller Foundation, and various international agencies sent health 
missions there soon after World War II. At that time, 3 million of 
the 7% million people in Greece were victims of malaria. Other 
diseases were almost equally widespread. Six vears later, when the 
United States mission came home, malaria had been almost eradi- 
cated. Moreover, 51 hospitals and health centers had been built or 
rehabilitated and 750 communities had been supplied with safe water 
supplies, eliminating water-borne diseases which had been causing a 
loss of 50 million man-days per year. The Greek Ministry of Health 
had been reorganized and over 1,000 additional physicians, nurses, 
and other health personnel were being trained annually to staff ex- 
panding health programs. 

In Peru.—On a smaller scale, equally dramatic results have been 
achieved in Chimbote, the city which has the best natural harbor in 
Peru. Ten years ago, this city was a malaria infested swamp and its 
harbor little used. Its population consisted of about 4,000 sickly 
people. 

Today, with help from international health programs, the city is 
free of malaria. Water supply and sewage disposal systems have been 
built. A hospital and other health facilities have been established. 
More than 25,000 people now live in this fast-growing industrial 
city and American ships no longer need to shun its port. 

In Afghanistan.—There is an old Afghan saying: “If you choose 
to die, go to Kundus.”” Until recently, it was true. In 1935, land 
in this malaria-ridden area of Afghanistan sold for 20 cents an acre 
and those who took this “bargain” often paid with severe and some- 
times fatal malarial attacks. Today, with a malaria-control program 
underway for the past 6 years, Kundus land sells for $250 to $450 an 
acre and is an important cotton-producing area. Oil has also been 
discovered there and it is now possible to recruit labor to develop it. 
The town of Pulikumri has undergone what almost amounts to an 
industrial revolution since the control program started. Its popula- 
tion has increased four times and the output of its textile mills has 
doubled. Similar results have occurred in other parts of the country. 


The problem of yaws 

Another needless disease which afflicts millions is yaws. It pro- 
duces large, open sores which soon cover much of the body and may 
affect the bones. The disease is highly contagious. In rural sections 
of Haiti and Ecuador, 80 percent ‘of the people have been infected. 
In Africa, it is estimated that 25 million people have yaws. 

But there is a simple cure for this loathsome disease 
A single injection will cure it. 





penicillin. 


In Haiti, through international health programs, almost 3 million 
persons were given penicillin injections and now yaws is found in only 
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0.03 percent of the population. In Ecuador, where penicillin pro- 
hylaxis has also been used, less than 1 percent of the population 
ave yaws. 


Tuberculosis 


Even in the United States, tuberculosis continues to be a costl 
and relatively prevalent disease. In many other parts of the world, 
it is still known as the great white plague which scarcely a family 
escapes. Through international programs, over 100 million children 
have now been tested for tuberculosis and almost 40 million have 
received BCG vaccine—a measure which affords some degree of pro- 
tection. Health authorities now have reason to hope that, as a result 
of American research now in progress, a method of preventing tuber- 
culosis may be developed. If this hope is realized, the benefits of 
international health programs will be greatly enhanced. 


BASIC PROTECTIONS 


Although special efforts are made to attack the most widespread 
and debilitating diseases, the real goal of international health pro- 
grams is to eliminate the conditions in which all diseases thrive. 
That is why, along with drives to stamp out a single disease, such as 
malaria or yaws, efforts are made to build up sanitation, health educa- 
tion, and other public-health programs. Only in this way can the 
gains achieved become permanent. 

In helping a country build up its health facilities, emphasis is 
placed upon the self-help principle. Health technicians from the 
United States and other Nations provide technical guidance, but 
the responsibility must be assumed by the people themselves. Time 
and again this approach has proved successful. 

India, for example, has adopted the American method of coopera- 
tive planning of public-health programs. Each year, officials of the 
Ministry of Health and of the State ministries of health meet together 
to evaluate past progress and plan future action. One of the many 
results of this planning by and for the people is that hundreds of com- 
munity wells, supplying safe water and reducing water-borne diseases, 
have been built in the villages of India by the volunteer labor of the 
villagers themselves. 

Maternal and child-health centers were another need early recog- 
nized in India and throughout Asia, where maternal and infant 
death rates are exceptionally high. Over 5,000 such centers have 
now been organized in Southeast Asia. 

The people of the Philippines have also been interested in health 
centers, serving not only women and children but all the people, much 
as do the local health departments in the United States. Some 1,600 
local health centers are now operating in the Philippines, and all of 
their national health services are being reorganized and modernized. 

Iraq has recognized similar needs and has recently launched a pro- 
gram for the construction of health centers and hospitals and is train- 
ing personnel to operate them. 

In almost every country where international health programs are 
operating, the people themselves, once they have recognized the need 
and been shown what can be done to meet it, are taking the initiative 
and supplying most of the manpower and money. Villagers in Lran 
pooled their labor to build bathhouses; in Mexico and El Salvador, they 
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installed their own piped water systems; in all of the malarial areas, it 
is native workers who are draining the swamps and spraying DDT, 
Foreign aid—technical guidance, supplies, equipment—is li hie a cata- 
lytic agent. A small amount starts a chain reaction which makes a 
major impact upon the disease-breeding areas of the world. 

he map insert here shows many of the countries in which the 
United States is using its catalytic agent of technical guidance. 
Particularly noteworthy, in terms of the results already achieved, is 
the relatively brief time in which the programs have been operating. 


Training programs 


The greatest obstacle to the development and expansion of health 
programs in other countries is the lack of professional personnel. A 
strong, effective, and lasting program calls for large numbers of highly 
skilled leaders—physicians, nurses, engineers, educators, and other 
medical and public-health specialists. Most of the underdeveloped 
countries neither have such personnel now nor have the facilities for 
training them. 

In parts of Indonesia, for example, there is only 1 physician per 
200,000 inhabitants. In Greece and a number of other countries, 
nursing the ill has been considered degrading work, unsuitable for 
respectable and intelligent women. Literally millions of the world’s 
population fall ill and die without ever receiving even the most rudi- 
mentary care. Consequently, major emphasis in international health 
programs has been placed upon training. The principal methods used 
are outlined below. 

Training centers in foreign countries. » long-range view- 
point, it is most practical and economical to help countries develop 
their own national or regional training centers for most of the health 
personnel they need rather than have them depend indefinitely upon 
the training facilities of the United States and Europe. In many 
areas, this is being done. 

The American University at Beirut, Lebanon, represents one of 
the earliest efforts of the United States to help the people in under- 
developed countries train their own professional leaders. Started by 
American missionaries in 1863, this institution has now become a 
training center for students from the entire Middle East region. 
Somewhat similar regional training centers are now being developed, 
with aid from the United States Government and other nations, in 
Alexandria, Egypt, and in Manila. All three have a large component 
of students from other countries in their public-health courses. Health 
authorities believe that regional centers in the Far East and Latin 
America would be equally valuable. 

In addition, however, national centers are needed. Here, too, an 
impressive start has been made. In Indonesia, efforts are now under 
way to build up and expand one of the nation’s medical schools. In 
Pakistan, both the teaching facilities and the teaching staffs in a 
number of medical schools are being improved and expanded. Ameri- 
cans are on the teaching staffs of medical schools in Bangkok and 
Bogota. Surveys of medical schools have been conducted by medical 
educators from the United States in Bolivia, Colombia, Indonesia, 
Paraguay, the Philippines, Peru, Thailand, and Uruguay. Their 
recommendations have laid the foundation for plans to strengthen 
and improve medical training in these countries. 
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In Greece, nursing has now become an honorable profession, largely 
because American nurses worked there for 6 years, helping the country 
establish schools of nursing and demonstrating the values of profes- 
sional nursing service. American personnel also helped to rehabilitate 
the medical schools of Athens. 

In Liberia, there were, in 1955, just two native Liberian physicians. 
There is still no medical school there, but a school of nursing has 
been in operation since 1944. 

In Ethiopia, with foreign aid, a center has been established for the 
training of various types of public-health workers. 

On-the-job training is another device that has been used extensively 
in international health programs. An international team of trained 
physicians, nurses, sanitary engineers, and other health specialists is 
duplicated by a team of local health workers. The two teams work 
side by side in demonstration projects—setting up a village sanitation 
program, organizing a local health center, immunizing masses of people 
against smallpox and other communicable diseases. The local team 
learns from the foreign technicians and later the local team, in turn, 
trains other local teams. 

Films, manuals, technical books, journals, and other materials are 
also used extensively to train professional workers. More simple 
material dealing with basic principles of sanitation and personal 
hygiene are used to give the general public in these countries a better 
understanding of what they themselves must do to protect their own 
health and prevent the spread of disease. 

Use of United States training facilities.—Eventually, all countries 
may have their own, indigenous facilities for training the health 
personnel they need. In the meantime, however, their progress 
toward self-sufficiency can be speeded up by providing key workers 
with the advanced training that is available only in the United States 
and other highly developed countries. For this reason, the United 
States, as well as European countries, open their training facilities 
to foreign nationals. 

About 1,000 health trainees are in the United States, in any given 
year: 800 on grants from the International Cooperation Administration 
and 200 on World Health Organization fellowships.? Most of them are 
enrolled in the Nation’s 11 schools of public health where they make 
up a high proportion of the student body (from 18 to 45 percent, or an 
average of 26.7 percent in all schools.) These trainees, representing 
50 or more foreign countries, require considerable individual facult 
attention and additional counseling because of their unfamiliarity wit 
American teaching methods and academic traditions. Their special 
interest in tropical diseases and other problems not prevalent in 
the United States also involves additional faculty study and individual 
conferences with staff members. All schools agree, however, that the 
presence of these foreign trainees enriches the experience of American 
students and increases the understanding between countries. 

The trainees who receive grants from the International Cooperation 
Administration are carefully selected by representatives from the 
health agency of their own government and by experts from the 
United States who are stationed in their countries.. Those who are 


2 Most of the foreign persons in the health and medical professions who are now in the United States have 
not come under governmental auspices. A large number (about 7,000) are foreign physicians who serve as 
interns and residents in United States hospitals. Arrangements for this service are made directly by the 
hospital with the foreign physician. 


88ST07—5T 5 














24 INTERNATIONAL HEALTH 


chosen are persons who are in important positions and who have 
reached a stage of maturity where they can truly benefit from advanced 
training in this country. 

The needs of each trainee are analyzed in relation to the health 
situation of his native country and a training program is prepared 
for his study in whatever schools, laboratories, hospitals, health 
departments, or other training centers will best meet his needs. The 
trainee is carefully oriented before he starts his training and he is 
visited twice a year by a training officer to make certain that the 
training he is getting is geared to his needs. 

The caliber of people trained and the value of their training was 
summarized by one of the witnesses as follows: 


The people who were trained, while they were mature for the training they 
received in the United States, tended to be young professional people. They 
now are the cream that is rising to the top of the bottle. And it is interesting to 
note the increasing frequency with which, in these countries with which we have 
been working, the ministers and directors of health tend to be individuals who 
have been related in some way, through training or project work, with our 
international health programs. 

Indeed, it is very interesting to note that the Director General of the World 
Health Organization and his deputy both have in their backgrounds association 
with our program. The same is true of many of the top officials in the Pan 
American Sanitary Organization * * *. We have aided in the development of 
a large group of fine, well-qualified professional leaders. 


Speaking on another advantage of the training program, the same 
witness said: 


Many of these people have been exposed to statements in their own or neigh- 
boring countries about the United States and they have many misconceived no- 
tions. Through the training grants, they have an opportunity to come over 
here and see what America is like and to see for themselves the quality of educa- 
tion and society in our country. 


A second witness commented: 


I am quite satisfied that these people do a remarkable job when they return and 
that they are a real ferment for good. 


An analysis of how foreign students use their training has been 
made in relation to students from some of the Latin American and 
Middle East countries. These countries were selected because the 
training programs were started early and thus afford an opportunity 
for followup reports on persons who studied in the United States a 


number of years ago. The results of the study are shown in the 
following table: 








Returning to work in field 












Number for which trained 
Country trained in i a 
United States 
Number Percent 
anal) ntancnie eA ating anche ai eainnna tind enemae 73 69 94 
25 20 60 
28 24 85 
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RESEARCH VALUES IN INTERNATIONAL HEALTH PROGRAMS 


Much of our knowledge of how to treat and control major health 
problems in the United States we owe to foreign research workers. 
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Penicillin was discovered in Great Britain; the medical usefulness of 
the sulfa drugs was discovered in Germany; radium was first isolated 
in France; the basic chemical investigations which gave us cortisone 
were done in Switzerland. 

Keeping abreast of research developments in other countries and 
fostering projects that are of particular value to the United States 
constitute important parts of the international health work undertaken 
by our Government. 


EXCHANGE OF INFORMATION 


International scientific meetings are a valuable means of securing, 
for the benefit of medical research in this country, information de- 
rived from face-to-face discussions with foreign colleagues. For this 
reason, the United States sends selected scientists to selected inter- 
national scientific meetings. Over the past 5 years the Government 
has sent scientists to World Health Organization and other inter- 
national meetings on a wide range of health and medical subjects such 
as cardiology, rheumatic diseases, gerontology, biochemistry, and 
tropical medicine and malaria. 

he United States also participates in certain special information 
services organized by the World Health Organization. Among them 
are: 


Influenza information centers 


It has been over 30 years since the great influenza epidemic spread 
throughout the world, but the possibility of pandemic remains and 
the use of antibiotics could only mitigate its effects; it could not check 
its course. The problem lies in the fact that the influenza virus mu- 
tates rapidly so that a vaccine which is effective for one strain may be 
quite ineffective for another. However, with more knowledge about 
the various strains, it may eventually be possible to develop effective 
vaccines fast enough to control epidemics. As a step toward this goal, 
the World Health Organization has established an Influenza Center 
with headquarters in London and with regional centers in all parts 
of the world. The International Influenza Center for the Americas 
is operated by the Public Health Service. 

Poliomyelitis 

The World Health Organization also sponsors a worldwide net- 
work of laboratories to study strains of the poliomyelitis virus and 
to exchange epidemiological information. The development of the 
Salk vaccine does not eliminate the need for this epidemiological 
work. As with influenza, the possibility of strain mutation and of 
atypical strains remains a potential hazard. In the United States 
and in other collaborating laboratories throughout the world, the 
various virus strains are being identified and exchanged; surveys are 
being planned to determine the state of immunity of populations; 


and the problem of scarcity of certain materials needed for tissue- 
culture is being solved. 
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Radiation 

Radioisotopes are a powerful new aid to the diagnosis and treat- 
ment of disease. At the same time, radiation presents grave problems 
of safety for workers in atomic energy plants, for scientists and 
medical personnel, indeed, for the human race, present and future. 
Consequently, in association with the World Health Organization, 
scientists in the United States and other countries have begun col- 
laborating in a program which includes research, the exchange of 
information, and the training of various specialists needed to deal 
with the safety and other aspects of radiation. This work also includes 
recommending standards of radiation units, standard methods of 
describing radiation doses, and codes of practice in the use of radio- 
active materials, 


RESEARCH OPPORTUNITIES 


New insight into the cause of a disease can sometimes be obtained 
by studying it in different settings. Therefore, in addition to research 
carried on by American scientists at home, it is important to conduct 
research abroad, ‘The issue was well expressed in the testimony of 
the Surgeon General. He said: 


We have become increasingly interested in recent times in studying the com- 
parative aspects of disease in a number of countries simultaneously. 

For example, in the field of cancer there are, as far as the reported records go, 
substantial differences in the incidence of certain forms of cancer in the different 
countries. Some of these are probably end results not of real differences in 
disease incidence, but just of differences in reporting. 

On the other hand, there are some countries that have very large numbers of 
physicians and good quality care and examinations and they, too, show differences. 

So it has been hoped that by persuading, and we have persuaded, a number of 
people in other countries to take on their country’s side of the project, we could 
assemble information on the epidemiology of cancer worldwide and by this device 
we might have some windows of knowledge opened because of these differences, 

Can they come from different: methods of living? Can they come from different 
methods of eating, diet? Different methods of exposures? And can we finally 
point a finger to some of these which we can then take on in the laboratory and 
study further? 

There are several studies of that sort underway, notably of cancer, and there 
is the current interest of Dr. Paul White, one of the President’s cardiologists, who 
is a spearhead right now in an effort to try to develop some similar studies on the 
incidence of heart disease, both disease of the coronaries of the heart, blood vessels 
of the heart themselves and the study of the blood vessels of the rest of the body as 
far as hypertension goes. 

Here again, we seem to have some differences. We have some populations who 
don’t seem to have coronary heart disease; we have some populations who don’t 
seem to have as much hypertension as we have even when we adjust ages. 

Here again, there may be opportunity through worldwide study, to get at 
least some suggestions out of these studies. 


Special studies 


The Director of the National Institutes of Health cited the follow- 
ing examples of fruitful research carried on by his scientists in foreign 
countries: 

A project to evaluate the effectiveness of oral saline-soda solutions as emergency 
treatment for burn shock is being conducted in Lima, Peru, because the clinical 


material and circumstances necessary for the research—among them a high 
incidence of severe burns—exist there which are not available in this country. 


At the request of the Government of Korea, a scientist from the National 
Institutes of Health directed a nutrition survey of their armed forces and prisoners 
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of war in 1953 which is adding to our knowledge of nutrition in relation to bodily 
processes and disorders. 





Kwashiorkor, a nutritional disease prevalent in Africa and Central America is 
another example’ our investigators have worked in close collaboration with foreign 
investigators on this problem as it may contribute to the significance of new dietary 
factors and new treatments for fatty liver and liver cirrhosis currently under study 
at the National Institutes of Health. 





Under the support of the Atomic Energy Commission, one of our scientists is 
assisting in organizing a department of pathology in Japan. One reason for this 
effort to train additional Japanese pathologists is to provide well-trained staff for 
continuing study of persons exposed to radiation from the atomic bomb blasts at 
Hiroshima and Nagasaki. : 


Testing vaccines 


Use of foreign opportunities for research investigations not only 
helps us to find answers to unsolved disease problems but also enables 
us to check the continuing validity of solutions to old problems. 

For example, a question arose recently as to whether the type of 
typhoid fever vaccine which had been used for many years had di- 
minished in effectiveness. However, cases of typhoid are so rare in 
this country, and so unpredictable in number and location, that we 
had no opportunity to test this theory. The World Health Organi- 
zation secured the cooperation of a country in which typhoid is prev- 
alent and, as a result of tests there, more is now known about the 
efficacy of various typhoid vaccines. 

A somewhat similar problem arose in relation to antirabies serum. 
Regular rabies vaccine is not very effective for persons who have re- 
ceived severe head or neck bites from rabid animals, because the in- 
fection reaches the brain before the vaccine can stimulate the body 
to produce protective antibodies. For several years, scientists have 
believed that such persons could be saved if they were given antirabies 
serum in addition to the vaccine. However, in this country, human 
cases of rabies are too rare to make possible a valid testing of the 
theory. The opportunity to do so came one night in August 1954, 
when 29 inhabitants of an Iranian village were bitten by a rabid wolf. 
Fortunately, the World Health Organization was able to provide 
serum promptly. Of 13 persons with severe head or neck bites who 
were given serum and vaccine, only 1 died; of 5 others, with similar 
wounds, who were given vaccine only, all but 2 died—strong evidence 
that the serum theory is correct. 


Support for foreign research 


There are some scientists in foreign countries whose knowledge in 
a specialized field exceeds that possessed by any scientist in this 
country. Sometimes, these foreign research workers are brought to 
the United States to carry on their work. (Two, who worked recently 
at the National Institutes of Health of the Public Health Service, 
were Nobel prizewinners.) More frequently, scientists from the 
National Institutes of Health are sent abroad to work in the labor- 
atories of these foreign specialists. 

Examples of this include the assignments of American investigators 
to work with Dr. B. A. Houssay, Nobel prizewinner, in Argentina on 
diabetes research; with Professor Hans Lettre at the University of 
Heidelberg, to study steroids and related compounds; with Professor 
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Teorell in Sweden to receive training in the physical chemistry of 
membranes; with staff at the Molteno Institute, Cambridge Univer- 
sity, England, to study the chemistry of nucleotides; with the chief 
of thoracic surgery at the General Infirmary in Leeds, England, to 
study advanced techniques of thoracic and cardiac surgery developed 
there; with Prof. A. Neuberger at the University of London, to col- 
laborate on studies on tryptophan and hydroxyproline. 

Another device for tapping the knowledge of foreign scientists is to 
help finance projects which these specialists could not otherwise 
afford to undertake. In fiscal 1956, Public Health Service research 
grants totaling $155,000 (less than four-tenths of 1 percent of the 
total research grant appropriation) were awarded for research work 
outside of the United States. Such grants are awarded only when, 
for scientific reasons, the research can best be conducted outside of 
the United States and when the work is of special importance to the 
health and medical problems of this country. 


American research on foreign health problems 


As another way of cooperating in the worldwide attack on disease, 
the United States makes its research facilities available for studies 
of foreign health problems. 

The Communicable Disease Center of the Public Health Service, 
for example, is making an intensive study of DDT resistant strains 
of malaria-bearing mosquitoes. The goal is to develop insecticides 
which could be used if and when the currently used insecticides— 
DDT and dieldrin—become ineffective. 

This same center is also conducting studies on the dysenteries, 
which are leading causes of infant death in many countries and which 
also cause great discomfort to Americans who travel abroad. Strains 
of shigella (one of the dysentery organisms) are being sent here from 
all parts of the world for identification and study. 

Studies at the National Institutes of Health resulted in the discovery 
that a commercial chemical is extremely effective in destroying the 
snails that transmit schistosomiasis to man. This is an important 
step forward in the fight against the debilitating, infection which 
afflicts 100 million people. 


Economic Assets oF Wortp HEALTH PROGRAMS 


A dramatic illustration of the relationship of health to economic 
rogress is the American experience in building the Panama Canal. 

efore it was known that mosquitoes transmit yellow fever, the French 
had spent years in trying to build this canal, but each effort failed 
because yellow fever killed the French technicians almost as soon as 
they arrived. The United States did the job in 6 months because 
we began our operations by clearing the infected mosquitoes out of the 
area. The dividends in national security, as well as commercial 
progress, which the United States has reaped from this early venture in 
international health are too great to be calculated. 

The dollar-and-cents value to the United States of current inter- 
national health programs was brought out in testimony presented by 
officials of the Department of State. One of them said: 

Competent authorities have established that the economie loss from malaria 


alone in India, until very recently at least, was not less than $224 million a year; 
that bilharzia (schistosomiasis) cost Egypt $57 million a year. A Philippine 
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study estimates that malaria and tuberculosis have been costing the Philippines 
$660 million a year. In Thailand, it is estimated that 15 million man-days are lost 
each year because of malaria, One authority figured that the people of the United 
States pay a hidden 5 percent tax in what they pay for imports from malarious 
countries, an added cost due to disease affecting production. 

The United States draws 60 percent of its imports from countries 
where malaria is prevalent, including such items as coffee, tea, jute, 
tin, rubber, and oil. The hidden malaria tax on such items (i. e., cost of 
malaria control among workers who produce the materials we import) 
is estimated at more than a third of a billion dollars a year. 


EFFECT ON AMERICAN BUSINESS 


Unwholesome working conditions can deter American investment 
in enterprises abroad which may be of great importance to our na- 
tional economy and our national security. It is costly, and often 
almost impossible, to construct an oasis of health for employees of 
American industry in a land where disease is rampant. The high 
cost of doing business in such areas is indicated by the following data 
from two American firms. 


United Fruit Co. 


In the early days of its operation in Latin America, the United 
Fruit Co. had to build camps for 500 laborers in order to have 125 
persons working on any givenday. Its hospital and medical care costs 
were tremendous. As it became possible to use DDT and other 
malaria control measures, these costs have steadily declined. Only 
a fourth of the camp space is now needed because of the decrease in 
absenteeism; hospital costs have been halved. 


Creole Petroleum Corp. 


Before it was possible to control malaria, the disease cost this 
company over $400,000 annually in absenteeism and in medical treat- 
ment of workers employed in one of their camps in Venezuela, The 
company still spends about $50,000 a year for DDT spraying, but it 
has virtually eliminated malaria from the camp, at a savings of 
$350,000 per year. 


SAFEGUARDING SOURCES OF ESSENTIAL MATERIALS 


World War II experience highlighted the importance of creating 

conditions which permit ready access to critical material from eco- 

pominnty underdeveloped countries that are friendly to the United 
tates. 

In the early days of the war, the Japanese imperial armies overran 
southeast Asia and cut off to a very serious degree the supplies of 
certain materials badly needed by the Allies. The only other possible 
source for some of these materials—such as rubber, rotenone, hemp 
and quinine—was Latin America. One of the first things that had 
to be done, in order to get these materials, quickly and in quantity, 
was to organize extensive public health projects. 

Continued attention to health problems in areas vital to the United 
States can be an important factor in strengthening our national 
security, and can save lives, time and money. 
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BUILDING UP AMERICAN MARKETS 


One of the crucial problems of today is how to readjust the world 
economy so that, instead of depending on aid from the highly de- 
veloped countries, the economically underdeveloped countries can 
contribute their full share to the well-being and wealth of the world. 

An essential first step is to conquer the debilitating diseases which 
sap the energy, initiative and ambition of great masses of people and 
thus destroy their ability to help themselves. 

Progress toward this goal is often marked by parallel increases 
in demands for American products. Although this is by no means the 
principal goal of our international health programs, the creation of 
new markets constitutes a valuable byproduct of these programs and 
the building up of international trade greatly aids in strengthening 
peaceful international relations. 

Malaria control provides an example of how international health 
programs stimulate American industry by direct purchase and create 
a foreign demand for American products. 

During 1955, over $6,700,000 worth of insecticides, principally 
DDT, were used in overseas malaria control programs. In 1956, 
these purchases increased to $9,500,000. 

Not only the insecticide industry, but also American shipping 
companies benefited from these purchases—more than 25 million 
pounds of insecticides were carried overseas in 1955 and 1956 by 
American ships. 

Schistosomiasis control programs may eventually become equally 
important to American industry and shipping. A pilot project, 
conducted in Egypt in 1954, used $100,000 worth of American pro- 
duced sodium pentachlorophenate (the drug that destroys snails) 
and $20,000 was paid to American carriers for transporting the 
chemical to Egypt. A real schistosomiasis eradication program in 
Egypt would call for $8 million worth of sodium pentachlorophenate 
a year for at least 3 years. Control programs in other countries 
could create equally large, or larger, demands. 

Foreign aid programs accustom countries to the use of American 
supplies and equipment and they tend to continue to use them after 
they take over complete responsibility for the program. This pro- 
vides a permanent and increasingly important outlet for American 
products. 

HeattuH Promotes PEAcE 


It is a basic tenet of United States foreign policy that, in our own 
national interest, we must take steps to strengthen the economies of 
nations where the level of economic development is low and thus 
increase the political stability of these countries. The International 
Cooperation Administration of the Department of State is the agency 
entrusted with this phase of United States foreign policy. A witness 
from this agency discussed the problem as follows: 


This [achievement of our foreign policy objectives] means assisting in economic 
development because there is no question but that there is a universal demand 
on the part of the undeveloped countries today; the people are saying, ‘‘We will 
have for ourselves and our children a better life than our predecessors had,” and 
unless we satisfy that demand, political instability will quite clearly follow. 

* * * Tt is obvious that the economic development of a country can hardly 
be advanced if its populace is ill, illiterate, and lacking in skills * * *. There- 
fore we have to raise the level of education, we have to increase vocational training, 
and we have to do something about the health of the people. 
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Another witness quoted from a letter which the Secretary of State, 
John Foster Dulles, had written to the Vice President in'relation to 
United States participation in the World Health Organization, . The 
letter stated in part: 

* * * Tn improving health conditions, these programs also contribute substan- 
tially to increasing the economic capabilities of countries and thus, at. the same 


time, decrease the possibilities of infiltration of those ideologies to which needy 
populations are often susceptible and which are inimical to the free world. 


The witness added: 


* * * in breaking the vicious circle of poor health, low productivity, low living 
standards, leading again to poor health, the World Health Organization is helping 
to eradicate the social and economic causes of war * * *, In seeking the attain- 
ment by all peoples of the highest possible level of health * * * the World Health 
Organization is mobilizing resources to promote peace, 


HEALTH IS A BRIDGE TO FRIENDSHIP 


The foreign students and visitors who come to the United States 
and the American health workers stationed in foreign countries are 
ambassadors of good will. An officer of the Public Health Service 
said: 

It is impressive that if one attends the World Health Assembly one finds that the 
leaders of the world in health have most of them now been to the United States, 
either as students or as visitors and have seen what we are doing here. They have 
gotten some of the ideas that they are carrying forward at home by their visits 
here * * *. So many of them have studied here that it is almost like a reunion 
each time the Assembly meets; a reunion of old friends. 

This friendship among professional health workers of all colors, 
creeds and cultures spreads to the people they serve. For example, 
a young American Negro physician, assigned to the staff of the Univer- 
sity of Indonesia Medical School, is reported to have accomplished 
much, single handedly, in building up a friendly feeling toward the 
United States among the Indonesian people and in counteracting 
insidious information given out by Communist interests. 

Another American Negro physician, working in South Vietnam, has 
made a tremendous impression upon the attitudes of the people in 
that country. 

A third United States physician, who was helping the people to 
control communicable disease on the mountain rim of Asia, was treated 
with suspicion and hostility when he first arrived at a remote village. 
This attitude turned into warm welcome when the physician and his 
coworkers set up a temporary dispensary giving direct help to the 
villagers. 

Tens of thousands of villages have had the same experience as inter- 
national health programs have penetrated into rural areas and into 
the poorer sections of cities. 


VOICE OF AMERICA 


Information about international health programs form an important 
part of the material beamed to other lands by the Voice of America. 
During the last half of 1955, some 50 interviews with health trainees 
from 17 countries were broadcast by the Voice. After the World 
Health Assembly, which was held in Mexico that year, over 30 dele- 
gates, all holding high positions in their own countries, broadcast to 
their home countries while they were visiting in the United States. 
88707—57——6 
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To celebrate the 1955 World Health Day theme, ‘Clean Water 
for Better Health’’, the Voice in Washington and the United Nations 
radio station in New York broadcast many programs. Interviews 
with American health workers and descriptions of the World Health 
Organization and other American aided health programs abroad were 
featured. 

DISASTER AID 


Americans’ quick response to disasters, wherever they occur, has 
long received grateful recognition by people in all parts of the world. 
It is an important reason why, in spite of propaganda efforts to destroy 
it, a feeling of good will toward the United States still pervades most 
countries and even penetrates the Iron Curtain. An example of 
this was cited in the testimony: 

Our activities in connection with an epidemic of influenza in Hungary, 2 years 
ago, resulted in the first free, open statement of appreciation that had come from 
that country to the United States since it passed behind the Iron Curtain; stating, 
as I remembered the words, that they regarded this obviously humanitarian 


gesture on the part of the people of the United States in highest esteem—and that 
from a country behind the Iron Curtain. 


Other recent examples of American aid that was deeply appreciated 
were cited. One involved the control of a serious epidemic of hepa- 
titis in New Delhi, India. The incident was described as follows: 

The cable came in at noon on Saturday saying that the Minister of Health had 
personaily asked the United States Ambassador if the United States could assist 
India in this emergency by providing gamma globulin, which is the only known 
method at this time of stopping the spread of this disease. 

By the end of that day, we had located the available stocks, made arrangement 
for their purchase at low cost, made arrangements for their transport, and all 
the rest * * *. Official high thanks have been extended to the people of the 
United States for having provided this supply of gamma globulin. 

Sanitation and other services provided in Pakistan, during a series 
of floods there, were also cited as an example of disaster aid given by 
health personnel working in international programs. 

Help in such emergencies wins instant recognition. The most 
enduring values, however—both to the United States and to the 
nations it aids—come from efforts to achieve lasting health gains 
through the elimination of disease-breeding conditions, the establish- 
ment of health facilities, and the training of health personnel. 





PART III 
APPENDIXES 


On the following pages are appendixes designed to serve as reference 
sources for salient facts about the organization and activities of Amer- 
ican and other agencies that operate international health programs. 
They are listed in the order of the topics discussed in part E 


Appendix 1. Division of foreign quarantine statistical report, 1956. 

Appendix 2. Medical officers performing medical examinations of aliens in foreign 
countries, 

Appendix 3. International sanitary regulations, 

Appendix 4. Memorandum of agreements between Department of Health, Edu- 
cation, and Welfare, including Children’s Bureau and Public Health Service, and 
the International Cooperation Administration (from the manual issued by the 
Foreign Operations Administration, predecessor of International Cooperation 
Administration), 

Appendix 5. Health personnel abroad in ICA missions, December 31, 1955. 

Appendix 6. Pan American Sanitary Bureau organization chart, 

Appendix 7. Membership of the World Health Organization, May 1956. 

Appendix 8. World Health Organization organization chart. 

Appendix 9. Countries entitled to designate a member to serve on the World 
Health Organization Executive Board, 

Appendix 10. World Health Organization expert advisory panels and committees, 

Appendix 11. Composition of Delegations to World Health Assemblies, 1948-56. 

Appendix 12, List of releases in World Health Organization technical reports 
series as of July 1, 1956, 

Appendix 13, World Health Organization grants for research and research coordi- 
nation, 

Appendix 14, Nongovernmental organizations in official relations with the World 
Health Organization, 














APPENDIXES 


APPENDIX 1 


DIVISION OF FOREIGN QUARANTINE STATISTICAL REPORT 
(1956 FISCAL YEAR) 





Transactions at United States continental and insular stations (airports, seaports, 
and land border ports) 


Vessels inspected for quarantine and/or immigration (medical) -.-.-- 30, 126 
QusRRtiN GOs ooo dkdice cv ncnucevgeuieinn sine 1, 739 
Quarantine and immigration «oa 4ni0c4<i6s<deeessemmesnees 22, 154 
IrmieretiGh GOR kiaioccendccannnecendavisncsduumanmeaeeeee 6, 233 

Aircraft inspected for quarantine and/or immigration (medical) _---- 56, 891 
uerantite Cele: nemchealsetthtedat bkdcwnecoedoonmcannaen 9, 278 
Guarantivie Bint 60urmereniOn 6. isn ekpeancetonnsmcnmne 33, 266 
SINISTUIIE GAT... noha awidenecadannddbendinad enone 14, 347 

Persons inspected for quarantine _- ~ .... 0c... . 22-25... seal 46, 993, 370 
Via: 

Border (local 42,438,920; interior 1,383,572).......----- 43, 822, 492 
Vessels (crew 1, 272,694; passengers 702,825)_._.....------ 1, 975, 519 
Aircraft (crew 210,048; passengers 985,311) _.....---.---- 1, 195, 359 

Vesaele deratinedl 6 a sicicitsnc cnn ccn nS ONS SATE: Eo te 875 
Pumisatlots coos = oc ncbiseed dnc cc ccoe nwa sean 18 
PUMQUIOE . ciccaducn cctv edinasnh debian 5 
TOPO Gas iss < 5a scr cadan aadduseaeuse-eawnmenesqneibanebane 852 

Aircraft disinsectized (treated with pyrethrum DDT) -._---------- 14, 375 
Persons treated (preventative measures) _...-......-..--.---- 495, 649 
V ROCHE (OINEIINOE) 4... 6 6s neste een 485, 967 
DitiniQtBttOR.....o oi ccc ns condeswsuccaseuquatasevcesreuee 9 
Sarvenee Sa) oo eee a ee 9, 670 
ODMSIVEENEL. .35 10+ aancaaascacnwacesecneecos oe 3 

Importations Number Number 
| admitted excluded 

ee siepiidiniaiantacath kip aianajdnini vil n abst dearest damped. 4, 829 136 

Bs dcinndcawcacncecncash dabiuanines saunsdbibaierenaneae ae 17, 836 818 

ONO. 65 503 ces canaey ceeded uk Sokeeee OOS 159, 143 395 

I TION. on. setanctus ence ninenaen aide Wa eeaaiceaa aaa iaiades oe o£ 528- i 3, 119 2, 056 

Rs ee aa aS xtc tt sien acs Ueehesodhgicaag  ae e 0 0 

esOeenees GONG GONE TOUR 5 oo sie nin ccccineccSécgbbeoccecentnedseereata 182 | 5 

BA CRN ct ndnadnninncckikancavemsontedinbaddmahaes niga tnagdiatemanimhiaaiaeele 126, 027 | 0 
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Transactions at United States continental and insular stations (airports, seaports, 
and land border ports—Continued 

















| Medical certificates issued ! 
Category |Total exam-| 
inations 
AI! AIT! | AIIT! B2 C3 | Total 
Medical examination of aliens: 

Regular immigrants._................ 191, 040 25 136 11 | 18,816 | 10,587 | 29, 575 
Refugees (Public Law 203) ........... 72, 382 2 > a 9, 638 1,727 | 11,370 
Students and exchange visitors... -.-_.- 33, 422 3 6 1 1, 327 488 1, 825 
Entry for treatment, sec. 212 (d) (3), 

iy og | Se See 485 35 We beskaewad 105 84 303 
Other nonimmigrants (visitors) re- 

entries, in transit$_._._..........-... 589, 722 46 21 1} 2,949 212 3, 229 
Crew members and workaways...-..- 1, 183, 850 26 20 7 32 157 532 
Warrant cases stowaways. .--.......- 531 49 3 1 12 17 | 82 
UE MIND isnicccctiicsddnnnsovas 112, 187 47 | 1,139 4 366 433 | 1,989 

NN ac ad a tt 2, 183, 619 233 | 1,407 315 | 33,245 13, 705 | 48, 905 

| 








1 A—conditions mandatorily exclude aliens from the United States: Al—mental conditions; AlI—tuber™ 
culosis in any form; AllIl—other dangerous contagious diseases. 


2 B—conditions are those amounting to a substantial departure from normal physical well-being; may 
cause exclusion from the United States. 


*C—conditions are those of a minor nature. 


Transactions abroad, United States consular stations 


Total | Medical notifications issued ! | Exami- 


Category persons | os | nations, 
| examined total 


} ATi AIT! | AIIT! | B?2 C3 Total | workload 





| 


Medical examination of visa | | 
applicants: | | 











Regular immigrants _-_-----.- } 181,284 181 1, 97 108 | 16, 548 | 24, 381 * * me 154 
Studentsand exchange visitors. 4, 683 1 32 2 454 = 4, 826 
Other nonimmigrants...-..- 8, 769 | 10 Be ose 55 Mie | 8, 954 
Refugees (Public Law 203).-| 92,519 229 1,110 275 | 11,942 _18, 00 006 | 26, 562 109, 463 
Sls scciacy aiacetdrechmn aeons | 287, 255 421 | 3, 121 385 | 28, 999 "38, 07 078 oo | 8 a7 313, 397 

' 








1 A—conditions mandatorily exclude aliens from the United States: AI—mental conditions; AlI—tuber- 
culosis in any form; AllI—other dangerous contagious diseases. 


?B—conditions are those amounting to a substantial departure from normal physical well-being; may 
cause exclusion from the United States. 


*C—conditions are those of a minor nature. 


Supplemental information concerning quarantine activities at United States conti- 
nental and insular stations 











Pratiques | Aircraft Vessels 

I ere tl olegisp ten liam bela ks icpaeacnalioad edd 42, 257 19, 898 
IL dn erect bciren an chap une avai fas ite wel oe tb dbase neo cant 287 3, 995 
I iin esis scariest aelch totais rita oar er cao rts TC ~istacaumnaneheerrerwyeeesae 
! — 

Sanitary inspections: 
a a ae ll tae tee 36, 712 
NR ee a a a a rn a oo alee 22, 265 
I ss i sg sh tft Sa si SATS AL AC an oO a ce 13, 596 
aE RAUNINN 355s 35 5 262 ores 5 < mre Saeed aetna Seegieieas Renn ante 2, 326 
it bbciie scare a4 p= o HE LRM A SEE CREAR AROS 1, 658 
OI (LOGUORS, B66.) nn on nw ecieee wees eens SEE 4, 685 

Remands: 

a oS ns el Sa an Se eae la cag ee ae aa 282 


Vessels 1, 96 











Se Se 
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Supplemental information concerning quarantine activities at United States conti. 
nental and insular stations—Continued 


Laboratory work: 


medents: :-Number examined _..............5.-...--~-sseasesias 799 
Lather brushes: Number examined. -_-_-.-..-....--------------u.. 2, 939 
Number infected (plague) ss cai od teas dpioablibincas ip ato apiaiaecd aceite eee 
Number infected (anthrax). . 2.4 .....~..ehetshealid-wsnedsioswes 0 
Documents issued: 
Deratisation certifientes . ... 2... ..52566.00.~ bb ghrelin nebe 31 
Deratization exemption certificates_-.........--..----.----.---- 7, 198 
Port sanitary Statements... ..... .. ons enn Qa benlle O$ 48 es eho 1, 076 
Disinsectisation Oeruineates. ...... <.. - cdscndsaanesscusscscccsees 228 
Farm placement program workload report, annual report 1956 
Migratory centers: 
PVUMIUGr OF CRRGNINNUIONS . . . 555 esac cli coS ccc ane 415, 210 
“TSIEN «. 3 cocoa ooo me baecc aimunskere oan bee eben 405, 602 
SIND. oa. eens ccc nn geceakn aden euueeese= oon 89, 531 
Medical rejections: 
Rea ..;.: 5. +2 - oo dbboo aod daewbua a ee eel 2 
AlI—tuberculosis: 
NOE on oon eo ccodlen aos aceon ae 85 
Coen. > 55555 <a ase me oenundeaeeebannnenes baeiaieeeneeee eee 2 
ND tas sa insite oa we enh es ents diane tne eon cae 87 
AIII—loathsome or dangerous: 
CRONIN sis nm ies m 4 chain oie wis cide Rie in oe 1, 819 
Oeher wonereal GWG ssc ccatiniewkow anne 1, 196 
PRION a ci ci wi ns os ds cs asics cc cae aca al cx bo 153 
CI isn cas es eee sch win cad i asad npn asda co 22 
FOO baie ccs cohiaweew ema cae ee ee 3, 190 
CNN aa so oc ai cs cadence 6, 778 
WONG oko nddccoccianscasivadcsdenuasde. sae 10, 057 
Reception centers: 
Number of examinations: 
PIGEE TRONS cc cnccdcidnncnankdbcae pacudoa ae 435, 332 
Hecontracts.....o-- <5. whoo soccceks esos 29, 720 
FOr POU 16; MGSO. occ cc ickcumeceue esa 394, 395 
TOs visas dec wkdsnnndmennesetaes eee 859, 447 
Medical rejections: 
Bi, no nn wn nednene scaudnpeeanense eee 13 
AlII—tuberculosis: 
PREG 6. oi nie cites euninlalni eae eee 4, 987 
GR itikniins sccdcnnndesennueceaeneseee eee 290 
NO Sia ks mse bie wis viaesid insincere ae 5, 277 
AlIII—loathsome or dangerous: 
CRI. iia o. ecicnciernaniinnckclmtndians asian academe 
Obinae Wemnerelil GisGRGes. ioe cence cctncawawneeeee 12 
PRR. «dn cnemedeaatecacksnaes wake scan aaa eee 4 
STI sass ae 5s he as ce we i le et 
WON a een a Sah i sl ste ces alice pie ae 16 
QNOUD TFs 6 ac no eccuncccuakedenvaoeeueeaee eee 451 


BOO, « on nstdsbes«cuntesckdsdeadnadegntinamel 5, 757 
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Farm placement program workload report, annual report 1956—Continued 
Reception centers—Continued 


Aina tain nites ad drnies Said la ahaeaait mand a el 29, 403 
EMNNONURINONS. «xo i= 2s = es ceenesse ces es ee 435, 345 
MING DU cicnns ces ccssccaasssardeccs cence en soeceaeyen 1 438, 735 
Danica sons ance ccccscnssssassccigccborpkeeeetannwce 5, 320 
Venereal disease: Bloods taken...........-...-.-.-.-2-------e 24 
Treatment: 
prmneeds= «~ <5 6 unc ose sce nts. ES et 935 
RO nn ee ese SRE UE HO eet 44 
HOP Peete bo -DkOrI0’ ss cs cence cscs cess ose Ree 11 
acces ieee ac idee ieee eae 990 
Medical care furnished: 
By nurse: 
PND ccc cece db esbhaseteosh oe cane meek 3, 444 
MEE, = 5ann oan asco nae aoa eas aoe = «ah Galilei 5, 424 
By physicians: 
I te od aig att oe ie ee a aie me ho ee 2, 733 
i ese neces coarse pbameen ad Mieadabaiiacna co eke se <o dies eae tease a 4, 069 
PI en 3 5 5 ts cdwas anee wales neawneneacen 148 
Aol t an ptaenbnab lake eanneamha ale hiad 994 
Ec ca ooo paca cloees ounne can nconubaranne 3 
Number of laborers passing through centers..............------ 859, 447 


‘Includes 3,339, 14 by 17, 
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TIONS OF ALIENS IN FOREIGN COUNTRIES 


Commis- | Aliens 
Station sioned | Aliens, (when 
| Officers | full-time actually 
employed) 
ae | 
Europe: 
RF NGO Fig si cccdecoccess | 4 |----------2- 1 
London, England ............. | 1 2 3 
Retin, Ge Gi nd tes Sdcdatin ivi bal 1 
Munich, Germany--.-.......--- 2 1 1 
Hamburg, Germany-.---.---.-- 1 1 1 
Frankfurt, Germany--.-_......- | 2 | Ri histeackauinks 
Salzburg, Austria. -.-.......-.] oF lovsiiecaasad 2 
AUG, GROUNDER. . snckesnccniic 1 | S Rt ee 
RROU GOOG iin da dcedhnkdepnidnesd Dy akalbaae all 1 
ON BIE i cicvcietiieninnn dmmar | 2 | 1 2 
Paring, Trsty..-....-...-.... 1 |------------ 1 
GO DOREY «dvs cecnened sana! a BA aen ee 1 
Rotterdam, The Netherlands-| A lL emdbs od 2 
DE SE sttirbiidinis ind <ennint avail 1 
Far East: | | 
Hong Kong, China_.........- Paci cee Lsccataieativas 
DORIO, FOUR hstnissas cent) B lksasiesactda Sith acetates 
Mexico: 
DN neti sarnberqnsonie F Essandéownine allaiacanaheetanitach 
Mexico City....- Sdiscéiccucsdanbicdbbbon ted ptaesebnande Deku cuane’ 
cg | ee b idabsedocbahe Rl teas Sacleoianl 
Canada: | | 
Pas nanenekiccsc deans 1 Tce snanieene 
Windsor, Ontario............. Sh ee a 
ee eee | 1 SF lescacc deethad 
Halttas, Nova Scootia..........}.-.----.-s<) 1 
VIG, DIRISEEEL CORON Foc daccenuxcal-thdonncndauhieteesamensen 
Quebec. ._- Lis dria tins ah ntesiowiidalncered D hetwenaudsues 
St. John, New Brunswick. ...|.....--..-.. 1 ss ltaeasahecitabalaht 
W innipeg--_---- shina Sateen beseahenienatae caine htaiaaasa I cteiiaeihiashtietetl 
Victoria, British Columbia... .|....--.---.-).----------- Gea abeGdied 
WOE Gis estetccbtcted 24 | 16 










1 Supervisory office. 


3 Part time. 


Civil, 
full-time 


Civil 
(when 
actually 
employed) 











PERFORMING MEDICAL EXAMINA- 


Con- 
tract 


oo 0! 


SCwnwoenmvr 


Personnel performing foreign quarantine duties and stationed in United States and 
Territories (continental and insular personnel) 


Commissioned officers (physicians, entomologists, and others) ........-.---- 134 
Civil service (DIGHIIIAIS) 6 on oclericen ccs nwuig ion dink cnet as eee 3 
Under Contract (pRyRitiO@Ns) oc eins ak cds se ceednnd«beeansk ee 220 

Quarantine inspectors (civil service) : 
SRI: GE DUR oon ie cca uns 6on en nhethe aba wee meno ge anaes 140 
ORG i ncancnindiswus ashantincaeies dmetlee stents icant eee cee 60 
Other personnel (“supporting : ) 0. <snnnns, <phshiwassteuees dauenn see 238 
SOM. oom» tatnt<ntsieecnan nul aide gee uh See cen melee eee 695 


1 12 of these combine Public Health Service Hospital and Foreign Quarantine Duties and are on payroll 
of Division of Hospitals, Bureau of Medical Services, Public Health Service. 
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1956 Budget, Division of Foreign Quarantine, Public Health Service 


Division of Foreign Quarantine (foreign quarantine and medical 


ee Oe MENON ak cee tina c een manent nee $3, 170, 000 
CANE ENnET SEO oe ok ttt eeteeccanceenmeweedeenwien 2, 835, 000 
I re eo oe oe ot ones ae pepe qaRsaeeeee cance 335, 000 
Farm placement (transfer from Department of Labor) __.--_.-...--- 317, 786 


Refugee relief (transfer from Department of State)....._...-.--.---. 557, 160 


Refugee program (Public Law 203) funds transferred from Department of State 
Public Health Service 


Fiscal year: Funds transferred 
Pe Ri S586 — = ARIS EHL oq Lauio€s <k Danins a SMO dwn cescckauwe $188, 000 
PEE MENS - os. 6<. dd UU Rb Rud one dean enenecenmnninane 1 374, 500 
PS Sn oe ree oe RSS ESSE keene 6 bac agar iearienss 557, 160 

ONO sss edtwe bn ncccpaweseweddaccaccudeecsneesee 1, 111, 660 


Am mpg originally transferred, but $106,500 was unexpended and therefore returned to the Department 
of State. 
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INTERNATIONAL SANITARY REGULATIONS (WHO REGU- 
LATIONS NO. 2) 


EXPLANATORY MEMORANDUM ! 


The Director-General was invited by the Fourth World Health Assembly (in 
resolution WH A4.76 2) to prepare a memorandum giving technical and legal expla- 
nations on the various chapters of the WHO Regulations No. 2, so as to facilitate 
their understanding, adoption and application by national health-administrations. 

This memorandum has accordingly been prepared by the Director-General. 

This memorandum, although drawn up with great care, is not in any way an 
authoritative statement on the interpretation of the regulations, and it should not 
be quoted in any discussion that may arise on such interpretation. It would be 
outside the province of the secretariat to give an opinion on any controversial 
issue of this kind, all the more so as the regulations themselves (article 112) provide 
for the manner in which any question or dispute concerning the interpretation or 
application of the regulations shall be dealt with. 

t would seem to be premature at this stage to comment in detail on the regula- 
tions. This memorandum has therefore been limited to some brief statements 
concerning the manner in which they were prepared, their general scope, the spirit 
in which it is hoped that they may be applied, the technical bases on which they 
rest and the constitutional framework within which they have been drawn up. 
Some information of a practical nature concerning the procedure for possible 
rejection or reservation has been added. 

Unless the World Health Assembly should decide otherwise, it is the intention of 
the secretariat to make from time to time additional statements for the purpose of 
facilitating the understanding and application of the regulations by national 
health-administrations, as questions arise in their implementation and are solved 
in practice or through the procedure outlined in article 112 mentioned above. 


1. Purpose and Scope of the International Sanitary Regulations 


WHO Regulations No. 2 have been drawn up by practicing port medical officers 
by experts on health control and quarantine practice and by epidemiologists and 
lawyers of world repute. Expert advice on every facet of the problem was available 
and was consulted. 

After nearly three years of patient and careful consideration these experts and 
specialists, using all previous international sanitary conventions and agreements 
as a basis, have prepared these regulations which, in their opinion, give to each 
territory observing their provisions the maximum security against international 
transmission of epidemic disease with the minimum interference with world 
traffic. The regulations were adopted unanimously by the Fourth World Health 
Assembly on 25 May 1951 and they will enter into force on 1 October 1952. 

The preamble to the regulations expresses their main purpose. While some of 
their provisions expressly apply to all epidemic diseases—as for example articles 
28 and 31—the regulations are intended in the first place as a revision and a 
consolidation of the provisions on plague, cholera, yellow fever, smallpox and 
typhus which eonstitute the main subject-matter of the existing conventions and 
similar agreements listed in paragraph 1 of article 105, as well as of part of the 
Pan American Sanitary Code, Habana, 1924. 

The recent occurrence of widespread epidemics of relapsing fever has indicated 
the need for internationally agreed rules for its control; therefore, to the diseases 
previously the subjects of international sanitary conventions, relapsing fever, 
being suitable for control by reasonable yet effective health measures in ports 
and airports and at international frontiers, has been added. 


1 Source: World Health Organization. 
2 Provisionally numbered and circulated at the Fourth World Health Assembly as document A4/R/62; 


4l 
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Many communicable diseases and similar infections do not, in the light of 
present medical knowledge, lend themselves to effective control by such measures; 
others for the moment should not be dealt with until the main dangers have been 
overcome. 

Supplementary regulations, however, dealing specifically with measures for 
preventing the spread of disease of an epidemic nature other than the six quaran- 
tinable diseases mentioned above may be added from time to time. Such supple- 
mentary regulations are at present envisaged as regards malaria. This epidemic 
disease is specifically dealt with in paragraph 2 of article X VII of the International 
Sanitary Convention for Aerial Navigation, Washington, 1944, and this provision, 
under paragraph 1 of article 105 of the regulations, remains in force pending 
the coming-into-force of such supplementary regulations. 

The regulations will be of greatest benefit and value if applied with goodwill 
based on mutual confidence. In order to promote this feeling of porn Fs to 
the fullest extent, they require that the appearance of quarantinable disease in 
a territory shall be reported to the Organization and the continued existence of 
such a disease shall be the subject of supplementary reports. 

The responsibility for sending all such information received to all health 
ee to which the regulations apply has been placed with the Organi- 
zation. 

There will thus be available to all health administrations at all times a complete 
and accurate worldwide picture of the epidemiological situation of the quaran- 
tinable diseases. The importance of these notifications therefore cannot be over- 
estimated, because on their accuracy and completeness depends the spirit of mutual 
confidence which inspires goodwill and speeds commerce. 

Attention is drawn to article 2 which, in conformity with article 33 of the 
Constitution, makes the health administrations, as defined in article 1 of the 
regulations, the competent organs of their state for sending and receiving notifica- 
tions and information relevant to the application of the regulations. 

Attention is also drawn to article 9 which expands the system of notifications 
and of the exchange of information. 

Article 23 provides that the sanitary measures permitted by the regulations are 
the maximum measures, applicable to international traffic, which a state may 
require for the protection of its territory against the quarantinable diseases. This 
article applies to all sanitary measures of a permissive nature, not to those which 
are mandatory, whether the state seeking to protect its territory by such permis- 
sive measures resorts to them itself or requires them to be taken by another state. 

Article 23 expresses what is already implied in the permissive character of the 
measures to which it applies. The provisions governed by that article (i. e., the 
“may” provisions, in contradistinction to the ‘“‘shall’’ provisions) may never be 
exceeded; indeed, when a country has confidence in its national public-health 
service it should not be necessary, in normal practice, to apply the permissive 
measures to the full. Exceptional epidemiological circumstances may require 
the temporary enforcement of certain sections or articles of the regulations pro- 
viding for such measures, but the cessation of danger should be followed by 
immediate withdrawal of the restrictive measures. 

A community is more effectively protected against pestilential disease by 
its own public-health service than by sheltering behind a barrier of quarantine 
measures. 

It should be remembered that every health control procedure, however slight, 
implies some interference with traffic. All such measures have repercussions 
on trade and on economic conditions generally, while many reflect adversely on 
administrative, or even political, relationships. Each health control measure, 
even though permitted under these Regulations, should, therefore, before being 
enforced as'a general routine, have its use, efficacy, practicability and medical 
need carefully weighed against the effects it may produce not only between states 
and nations but on international trade, as well as on the interests and convenience 
of the individual traveller on whose very presence international passenger traffic 
depends. 

he most rigid quarantine practice does not achieve complete security against 
the introduction of an epidemic disease. Excessive measures foster evasive 
methods, give a false sense of security and frequently result in retaliation. Inter- 
national traffic is necessary for the internal economy of any nation and only those 
measures which interfere to the minimum with that traffic will be found to be con- 
sistent with national interests. 

Article 28 deals with epidemic diseases other than quarantinable diseases. 
Supplementary regulations may, as pointed out above, deal specifically with any 
of these. In the meantime, national legislation may be applied to persons on 
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board a ship or an aircraft infected with any such disease or suspected of being so 
infected, who wish to disembark or to leave the airport where they are in transit 
otherwise than in the manner provided in article 34; but the ship or the aircraft 
itself which is infected with a nonquarantinable epidemic disease or is suspected 
of being so infected, may not be prevented from discharging or loading cargo or 
stores or taking on fuel or water (article 28). An exception is provided in the case 
of an emergency constituting a grave danger to public health. 

The measures which may be taken against the spread of bubonie plague are 
based on the fact that it is a disease affecting wild and domestic rodents which is 
transmitted to man by an insect vector. The essential measures of defense against 
this disease, therefore, in all circumstances, are the control of the enzootic disease 
among wild and domestic rodents and the prevention of infestation by the proofing 
of ships and premises against rats. 

Destruction of rat fleas by disinsecting suspects and their baggage, as well as 
those parts of the accommodation occupied by such suspects, may be carried out 
if a means of transport is infected or suspected of being infected. 

The periodic inspection and the deratting of ships required under existing inter- 
national sanitary legislation have proved of great value. Provisions for these 
measures have, therefore, been included in the regulations. 

In its pulmonary form plague is directly and highly infectious, so that special 
vigilance is required when this form of the disease occurs. 

Whatever may be its value as a protective measure, individually or collectively, 
vaccination against plague, having no place as a quarantine measure in the inter- 
national control of the disease, has not been included in the regulations. 

The measures which may be taken against the spread of cholera are based on 
the principles of control of bacterial infections in which the vehicle is food or water 
or infected stools and vomit. 

Present epidemiological evidence does not justify inclusion in the regulations 
of control measures based on the concept of the cholera carrier as an important 
mode of transmission of the disease by international traffic. 

Certain foods and beverages, if a health authority has reason to believe they 
are contaminated with Vibrio cholerae, may be dealt with under the regulations. 

Since anticholera vaccine has proved in practice to be of value in prophylaxis, 
vaccination against cholera shall be taken into consideration in the application to 
travellers of the measures permitted under the regulations. 

The measures which may be taken to prevent the spread of yellow fever refer, 
essentially, to its mode of transmission by Aédes aegypti and certain other domicil- 
iary vectors of the disease. 

To reduce the danger to a minimum, seaports, airports and all places of em- 
barkation, situated in vellow-fever endemic zones, are to be cleared and kept free 
of Aédes aegypti and other domiciliary vectors of the disease. 

The measures which may be taken to prevent the entry of infection by persons 
who may act as reservoirs of the virus, or by infected mosquitoes, should of 
course only be applied on entry to yellow-fever receptive areas as defined in 
article 1. 

Complete reliance can be placed on vaccination against yellow fever as a 
method of individual protection, and persons holding valid certificates are exempt 
from all restrictions on account of yellow fever. 

The measures which may be taken against the spread of smallpox are based on 
the results of epidemiological experience gained over the years in the successful 
control of this disease. Vaccination against smallpox is of proved value, but 
although the possession of a certificate of vaccination against smallpox may be 
required of all travelers by a health administration, this requirement should in 
normal circumstances be limited to arrivals from smallpox-infected areas, or 
suspects. There would seem to be no need for its imposition on all arrivals as a 
routine requirement. 

As the disease may be spread by clothes, bedding, and other articles which 
have been in contact with an infected person, disinfection of baggage, and of 
such articles, as well as of any part of the means of transport, which are considered 
to be contaminated after the occurrence of a case of smallpox, must be carried out. 
This is an instance where a measure On arrival is mandatory. 

The measures which may be taken to prevent the spread of typhus are based on 
its mode of transmission by the louse. Therefore, under all circumstances, the 
essential prophylactic measure is disinsecting by using one of the modern 
insecticides. the value of which, both for the destruction of lice and for the preven- 
tion of spread of typhus among humans, has been proved. However, as the disease 
may be transmitted by the dried dejecta of infected lice, disinfection may be 
employed as a secondary measure. 
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Although vaccination against typhus may be of use in individual and collective 
prophylaxis, its use is not justified as an international quarantine measure because 
modern insecticides, properly applied, and disinfection where appropriate, afford 
adequate security. 

The mode of transmission of relapsing fever so closely resembles that of typhus 
fever that the measures provided for are the same, subject to the difference 
resulting from the different lengths of their incubation periods. 

The suppression of all bills of health, of the Personal Declaration of Origin and 
Health as provided in the International Sanitary Convention for Aerial Naviga- 
tion, Washington 1944, as well as of the Aircraft Declaration of Health as a docu- 
ment separate from the Aircraft General Declaration, constitute important steps 
in the facilitation of international traffic both by sea and air. In this connection, 
the importance of article 101 concerning charges should also be stressed. 


2. Procedure for acceptance, reservations and rejections 


Although a treaty in the sense ascribed to that term by international law, the 
International Sanitary Regulations provided for in articles 21 and 22 of the 
Constitution of the Organization differ greatly from the generally recognized 
form of international agreement. Since the World Health Assembly, consisting 
of representatives of all the states members of the Organization, meets at regular 
intervals, it was considered that there was no need to convene a special conference 
to consider international health regulations. Draft regulations, prepared by an 
appropriate body of the Organization with the cooperation of the Secretariat, 
and after prior consultation with governments, are laid before the Health Assembly 
for discussion and adoption. Upon adoption by the Health Assembly they are 
notified by the Director-General to governments, and after the expiration of a 
fixed period enter into force for the States Members of the Organization. During 
this period a State which does not wish to become bound by such regulations has a 
constitutional right to notify its rejection of them. It may also during that period 
offer any reservations it deems necessary. 

Contrary to the procedure to be followed for the conventional type of treaty, 
even for the conventions or agreements which the health assembly has authority 
to adopt under article 19 of the Constitution, no positive act is required by a State 
desiring to become a party to the regulations, a positive act being required only if 
it wishes to reject, or offer reservations to, the regulations, subject in the case of 
the International Sanitary Regulations to the minor exception of nonmember 
states in article 110. 

The International Sanitary Regulations provide an instance of a flexible means of 
treatymaking particularly suited to a technical international agreement which 
has to keep pace with the changing epidemiological situation, the experience 
gained and the progress of science and technique, and it is hoped that these regula- 
tions will prove a considerable advance in treatymaking procedure. 

In the case of the International Sanitary Regulations, under article 106 the 
period for rejection or reservation provided for in article 22 of the Constitution is 
one of nine months, though such period may be extended to one of 18 months 
with respect to overseas or other outlying territories for whose international rela- 
tions a state may be responsible. 

The adoption of the International Sanitary Regulations was notified by the 
Director-General to all States by letter dispatched on June 11, 1951. In order to 
be effective, any rejection of these regulations and any reservation offered to them 
by a State Member of the Organization must therefore be received by the Director- 
General before midnight on March 11, 1952, or with respect to overseas or other 
outlying territories, before midnight on December 11, 1952. Any rejection or 
reservation received by the Director-General after these dates shall have no effect. 
Article 106 would appear to require no further elucidation beyond pointing out 
that the extension to 18 months with respect to overseas and other outlying 
territories of the period for rejection or reservation is conditioned by a notification 
to the Director-General received by him before midnight on March 11, 1952. 

Of particular interest at this stage are the detailed provisions in article 107 
relating to reservations. Due to the technical nature of the International Sani- 
tary Regulations and the fact that they replace entirely or in part no less than 13 
earlier international sanitary conventions and similar agreements, it was felt that 
it would be desirable for the World Health Assembly to exercise a degree of control 
over reservations. 

In this manner the difficulties and disadvantages inherent in obtaining the 
individual acceptance of reservations by the several member states of the Organi- 
zation will be avoided and it is considered that, should a state find itself unable 
to accept all the obligations of the International Sanitary Regulations, the 
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consultative machinery and the opportunities for open discussion available will 
assist in producing, without undue delays or formalities, a satisfactory solution. 

Under article 107, no reservation offered by a state shall be valid unless it is 
accepted by the World Health Assembly. The health assembly signified its 
intention not to withhold acceptance of a reservation except on solid grounds. 
The health assembly has, however, the power and indeed the duty to withhold 
acceptance whenever it is of opinion that a reservation would substantially 
detract from the character and purpose of the regulations. Should this occur 
the regulations will not enter into force with respect to the reserving state until 
the reservation has been withdrawn. In other words, a state which did not 
withdraw a reservation which it had offered and which was not accepted by the 
assembly would be in the same position as if it had rejected the regulations as 
a whole. Such astate would remain bound by any existing international sanitary 
conventions and similar agreements listed in article 105 to which it was a party. 

The health assembly may accept a reservation conditionally. Paragraph 3 
of article 107 gives an illustration of such an acceptance. Should a state offer 
a reservation which in the opinion of the health assembly detracts from a previous 
undertaking of that state, the assembly may make it a condition of its acceptance 
that the state will undertake to continue to fulfill any obligation or obligations 
corresponding to the subject-matter of such reservation, which that state has 
previously accepted under the existing international sanitary conventions and 
agreements listed in article 105. 

Special provisions are included in articles 109 and 110 for states which become 
members of the Organization after the date of entry-into-force of the regulations 
and for states not members of the Organization which might wish to become parties 
to the regulations. 











APPENDIX 4 


MEMORANDUM OF AGREEMENTS 


Notre.—The memorandum of agreement between the Foreign 
Operations Administration and the Department of Health, Education, 
and Welfare was replaced in August 1956 by a new overall agree- 
ment between the International Cooperation Administration and 
the Department of Health, Education, and Welfare, but the new 
detailed agreement between the Public Health Service and Children’s 
Bureau, the Department of Health, Education, and Welfare and the 
International Cooperation Administration, is still under negotiation. 


FOREIGN OPERATIONS ADMINISTRATION MANUAL 


Order No. 251.2 
Effective date, February 17, 1954 
Subject: Memorandum of agreement between the Foreign Operations Adminis- 
tration and the Department of Health, Education, and Welfare. 

The Foreign Operations Administration (FOA) is responsible for planning and 
implementing the foreign operations program of the United States Government. 
In carrying out this responsibility, FOA is guided by the President’s letter of 
June 1, 1953, to agency heads accompanying Reorganization Plans 7 and 8, which 
stated that “the Director of Foreign Operations should take full advantage of 
the advice and assistance available in other agencies.”’ 

The Department of Health, Education, and Welfare (HEW) has an interest 
in furthering the foreign policy objectives of the United States Government as 
they are embodied in the foreign operations program, especially in those fields in 
which HEW has special technical competence. In view of this mutuality of 
interest, and in view of HEW’s competence in the fields of health, education, and 
welfare, it is therefore mutually agreed that HEW will assist FOA in carrying out 
certain aspects of the foreign operations program. 

With this understanding, and within the framework of the principles mutually 
agreed to in an exchange of letters between the Director of Borden Operations 
and the Secretary of Health, Education, and Welfare, working relationships will 
be established within which assistance may be requested by FOA and provided 
by HEW. These working relationships, to be established between FOA and the 
Public Health Service, the Office of Education, and the Social Security Adminis- 
tration, will be described in statements attached as appendices to this memoran- 
dum of agreement. 

FOA may request assistance from other constituent agencies of HEW such as 
the Office of Vocational Rehabilitation and the Food and Drug Administration. 
Costs and working relationships will be agreed upon as such services are requested. 

HEW will, through the Coordinating Officer for International Relations in the 
Office of the Secretary (Departmental Council), coordinate the participation of 
the constituent agencies in the FOA program. 

An annual budget will be jointly developed by FOA and HEW to cover services 
provided by the constituents of HEW and by the Department centrally. Funds 
will be allotted to the Department for distribution to the constituent agencies. 
The Department will account to FOA for the obligation and expenditure of such 
funds. 

February 4, 1954. 

Haroup E. Strassen, 
Director of Foreign Operations. 


O. C. Hossy, 
Secretary of Health, Education, and Welfare. 


February 17, 1954. 
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Order No. 251.2.2 Effective date March 30, 1954 
FoREIGN OPERATIONS ADMINISTRATION MANUAL 


Subject: Agreement between Public Health Service and Children’s Bureau/ 
DHEW and Foreign Operations Administration. 


I, PURPOSE 


This Agreement is entered into under the authority of FOA “Principles to 
Govern Interagency Relationships”, and the exchange of letters dated October 26, 
1953, and November 20, 1953, between the Director/FOA and the Secretary/ 
DHEW.” FOA will look to the Public Health Service and the Children’s Bureau 
for technical advice and assistance in the field of health, and for the mobilization 
of national health resources in support of the FOA program. This Agreement 
describes the nature of the support to be provided by PHS and CB to the FOA 
program; services to be requested by FOA; responsibilities of FOA, PHS and CB 
in ve cooperative endeavour, and the manner in which FOA will pay for services 
rendered. 

These services, responsibilities and procedures are described in general terms in 
this Agreement. The attached appendices describe these in detail and will, along 
with estimates of expected level of services or workload, provide the basis for 
arriving at an estimate of costs for such services. 


II, CONTACT POINT 


The principal contact between FOA and PHS and CB on matters relating to 
FOA’s public health program shall be between the Public Health Division/FOA 
and the Division of International Health/PHS. The Public Health Division/ 
FOA will refer all requests for assistance in the field of health to the Division of 
International Health/PHS. The Division of International Health/PHS will be 
responsible for securing requested support from other Divisions in PHS or, when 
appropriate, from other constituent agencies in DHEW or elsewhere. 

The contact and channeling of personnel requests, nominations, and other 
personnel matters, between FOA and PHS shall be between the Personnel Division 
in FOA and the Division of International Health/PHS. It is understood that 
the Division of International Health/PHS will refer to the Children’s Bureau, 


through its Division of International Cooperation, matters relating to maternal 
and child health. 


Ill, PROGRAM CONSULTATION, PROJECT REVIEW AND TECHNICAL SUPPORT 


The Division of International Health/PHS, drawing upon the capabilities of the 
appropriate constituent agencies in DHEW and other sources, will provide 
technical consultation to the Public Health Division/FOA in the process of develop- 
ing public health programs. PHS will assist the Public Health Division/FOA in 
the formulation, development, evaluation and modification of basic health pro- 
grams to meet determined needs in each country. In this regard, the Public 
Health Division/FOA will arrange for the Division of International Health/PHS 
to receive copies of all reports and communications relating to its field of interest 
to provide the Division of International Health/PHS with information necessary 
to the provision of technical advice on FOA health programs and projects. 

The Division of International Health/PHS, upon request of FOA, will provide 
technical support to the Public Health Division/FOA and U. S. technicians 
serving abroad and will perform special services in connection with FOA activities 
in the U. S. or abroad. Such backstopping and services will include support to 
headquarters, regional, and field personnel through personal contact, field con- 
sultations and correspondence. 

Members of FOA technical health staffs overseas may communicate with their 
counterparts in PHS or CB on technical program matters provided such corre- 
spondence is routed through the Public Health Division/FOA. 

Within the terms of understanding between the Department of State and the 
Department of Health, Education, and Welfare, PHS or CB, as the official con- 
tacts of the Government of the United States with international agencies in matters 
of a technical nature in the field of health, will encourage and facilitate the direct 


working relationships in the field between FOA, WHO, UNICEF and other 
international agencies. 
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IV. RECRUITMENT AND STAFFING 


The FOA will look to the PHS, with the assistance of the CB, as the primary 
source of recruitment for health personnel for duty with FOA at headquarters 
or abroad. All appointments will be made to such positions after due consider- 
ation of all candidates in accordance with professional qualification standards 
established with PHS. 


V. TRAINING OF FOREIGN NATIONALS 


The conduct of the FOA health training programs for foreign nationals referred 
to PHS by FOA will be the direct responsibility of PHS and CB. FOA will 
prescribe the general nature of the training desired and will review proposed 
training programs developed by PHS and CB. FOA will select the trainees upon 
the basis of standards established in consultation with PHS and CB 


VI. CONTRACTS 


The Division of International Health/PHS may enter into contracts with 
other public or private institutions to provide training for foreign nationals 
financed by FOA funds. The Division of International Health PHS may con- 
tract with other Divisions of the Public Health Service for specified backstopping 
services (such as with the Communicable Disease Center) when authorized by 
FOA. In the case of most contracts, FOA or the participating country will 
contract directly with other sources for technical assistance; FOA will, however, 
in such cases, request the advice of PHS relative to the desirability and the best 
source for such contracts, and may keep PHS currently informed of all such 
contract negotiations. FOA will submit copies of such contracts to PHS. 


VII. FINANCING 


PHS and CB annually will present budgets covering the costs of their services 
requested and authorized by FOA. 

On the basis of such budgets as approved by FOA, FOA will advance quarterly 
to DHEW funds to cover the continuing expenses of PHS and CB. Reporting, 
auditing and settlement of funds allocated to DHEW will be as mutually agreed 
between DHEW and FOA. 


March 26, 1954. 
LEonARD A. SCHEELE, 


Surgeon General, Public Health Service. 
March 24, 1954. 


Marrtua M. Ex rot, 


Chief, Children’s Bureau. 
March 30, 1954. 


WiiuiamM J. SHEPPARD, 
For Deputy Director for Management, Foreign Operations Administration. 


Attachments (3): 1. Operational Guide for Program Consultation, Project 
Review and Technical Support; 2. Operational Guide for Recruitment and 
Staffing; 3. Operational Guide for Training of Foreign Nationals. 


ApprpENDIx No. 1 


AGREEMENT BETWEEN Pusiic HeauttH SERVICE AND CHILDREN’S BurREAU/ 
DHEW anv ForeIGN OPERATIONS ADMINISTRATION 


Operational Guide for Program Consultation, Project Review, and Technical Support 


I. GENERAL STATEMENT 


Consistent with this agreement and the general policies covering working rela- 
tionships between FOA and DHEW, the Public Health Service, through its 
Division of International Health, will call upon the extensive resources of PHS 
and the Children’s Bureau to provide program consultation, project review and 
technical support to the Public Health Division/FOA. 








INTERNATIONAL HEALTH 49 


II. RELATIONSHIPS WITH PROFESSIONAL GROUPS 


PHS and CB, through their relationships with national, state and local official 
and voluntary agencies, professional schools and professional associations; will 
develop and promote increasing understanding, support and participation in the 
health programs of FOA. Such contacts will be maintained by Public Health 
Division/FOA and PHS and CB and will be conducted on a professional level. 
Examples of such relationships include participation in professional programs, 
development and use of exhibits, field contacts with individuals, officials, groups 
and organizations and membership on advisory committees. 


Ill. AFFILIATIONS AND CONTRACTS 


In the course of the contacts specified in the foregoing section, the Public 
Health Service will explore and if mutually agreeable carry through to fruition 
various types of interorganizational affiliations and contracts such as those which 
already have been developed between several State Health Departments and 
FOA and between several schools and universities and FOA or host countries. 


IV. PERSONNEL QUALIFICATIONS 


The Public Health Service, as the official professional public health agency of 
the Federal Government, will be responsible for the development of professional 
qualifications for the various categories of personnel in the FOA health programs. 
PHS will call upon the Children’s Bureau for development of professional quali- 
fications for maternal and child health personnel. This it will do with due con- 
sideration to the recommendations of the Committee on Professional Education 
and its various subcommittees of the American Public Health Association. 


V. PROGRAM STANDARDS AND CRITERIA 


The Public Health Division/FOA in conjunction with PHS and the Children’s 
Bureau, will develop program standards and criteria for the establishment, oper- 
ation and evaluation of the health programs of the FOA. In so doing it will give 
due consideration to the findings and recommendations of the Committee on Re- 
search and Standards and its various subcommittees of the American Public 
Health Association, the recommendations of the National Research Council and 
the various expert committees of the World Health Organization. 


VI. TECHNICAL INFORMATION 


Upon request from the FOA, PHS so far as it is scientifically possible and within 
the limits of funds made available for the purpose, will obtain the solution or 
answer to specific technical problems in the field of public health. In so doing, 
Division of International Health/PHS will call upon any or all the many compo- 
nent parts of PHS and where necessary seek answers or solutions from sources of 
information and research elsewhere. It will assist FOA in keeping the FOA field 
missions aware of new procedures, equipment and techniques in the professional 
fields related to their work and so far as possible will supply the field with specifica- 
tions, catalogues and descriptive literature and to the fullest extent feasible and 
possible within its resources supplement the field health libraries with current 
professional literature. 

VII. REPORTS AND STATISTICS 


The Public Health Division/FOA and Division of International Health/PHS 
will provide each other, except as otherwise agreed, with copies of all reports and 
communications to and from overseas missions and such domestic correspondence 
as relates to the cooperative endeavour. The Division of International Health/ 
PHS will similarly keep the Public Health Division/FOA informed. PHS will 
assist the Public Health Division/FOA in establishment of standards and methods 
of field reporting. PHS will assimilate and prepare necessary summaries and 
comparisons, and will study and evaluate individually and collectively as indicated 
and mutually agreed, the field reports submitted by FOA. PHS will provide to 
the Public Health Division/FOA periodically, or on request as the occasion may 
arise, through written reports, charts, and personal contacts, its findings, opinions 
and recommendations based on these reports. 
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VIII. FIELD CONSULTATIONS, SURVEYS AND EVALUATIONS 


PHS and CB, upon request of FOA, will provide from their staffs and other 
sources, specialists in public health and preventive medicine to serve as consult- 
ants to FOA at headquarters and abroad. PHS and CB may at any time advise 
FOA when it is considered desirable or necessary for their staff members to visit 
FOA health missions abroad in order to make their services to FOA most effective. 
FOA, if agreeable, will then also provide the necessary authorizations for such 
field visits subject to availability of travel funds. 

In arranging for field consultatiors, surveys and evaluations other than above, 
FOA will consult in advance with PHS, and will provide PHS copies of reports 
resulting from them. 

The Public Health Division/FOA in consultation with Division of International 
Health/PHS will develop an overall annual plan of field visits by technical health 
personnel as a basis for necessary planning and budget estimating. 





AppEeNnpDIx No. 2 


AGREEMENT BETWEEN Pustic HeAauTH SERVICE AND CHILDREN’S BuREAU/ 
DHEW anv ForreIGN OPERATIONS ADMINISTRATION 


Operational Guide for Recruitment and Staffing 


I. GENERAL STATEMENT 


Consistent with this Agreement and the general policies covering working 
relationships between FOA and DHEVW, the Public Health Service, with the assist- 
ance of the Children’s Bureau, will be the primary recruitment point for health 
personnel for duty with FOA at headquarters or abroad. PHS and CB will 
exert maximum speed and effort, utilizing all available sources, to recruit and 
nominate candidates for all public health positions authorized by FOA. 

Transfers and/or assignments of Public Health Service personnel to FOA 
positions abroad, shall in each case be mutually agreed upon between FOA and 
PHS. Transfers or assignments of other health personnel in or to FOA positions 
will be effected after consultation between PHS and FOA. 


II. INFORMATION FURNISHED BY FOA 


FOA will provide by means of a Recruitment Action Request, AIRPAR, and 
Activity Authorization, necessary recruiting instructions on which PHS or the 
Children’s Bureau will recruit for specific positions. 


III, ACTION BY PUBLIC HEALTH SERVICE OR THE CHILDREN’S BUREAU 


A. Recruiting 


Upon receipt of an approved Recruitment Action Request, AIRPAR, and 
Activity Authorization from the FOA, the PHS or the CB will locate, screen, inter- 
view (where feasible) and evaluate applicants for the specific position under re- 
cruitment. Recruitment will be done in conformance with FOA classification and 
salary schedules. 


B. Nominating 


Based upon the results of such screening, interviews, reference checks, evalua- 
tion of qualifications and professional competence, the PHS or the Children’s 
Bureau will nominate the best qualified available candidate to the FOA. One 
candidate will be nominated per job except in rare instances where FOA requests a 
larger panel or where, in the interests of the program, PHS or the CB recommends 
that more than one exceptionally well-qualified candidate be considered. 
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C. Forms 

The nomination will be supported by the following documents: oe 
Standard Form 57 (for civilian employees only)_..-.......------------ 2 
TENA Ae (EDDIOERONSG WO OF). an a ove cin cunwsdaddedneateennee Soee 2 
POA FOU 2 coe oe panes eee ee cis was ae ae ee 5 
FOA-10 (Comminnioned Officers GUY) 16066655. 6 cc ckdo un cadenanewedae 2 
SY Se Vinewuthint Chart......55£..04. 25s ee bin dk nce sscedenaens 1 
SF 176A Certification has read Subversive list, ete_...._..._..---------- 1 
FOR S41 Report of tucvetview. 22225. ees h a eee ee (4) 
FOA 340 Report of Reference C eB ese en (?) 
Summary BE veluadion, SreOin pci on oc wennnentin’+osties dtuneeeoeen (2) 


1If conducted. Minimum of 3. 
IV. FOA ACCEPTANCE 


FOA will consider the candidate(s) nominated by the PHS or the CB. FOA 
will notify PHS or CB of acceptability or non-acceptability. If PHS or CB 
nominee is acceptable to FOA, FOA will be responsible for all further processing 
of the applicant, i. e., security clearance, medical examination, administrative 
clearance, travel, appointment to FOA rolls and FOA orientation, if the candidate 
is to receive a civilian appointment. If he is or will be commissioned in the 
PHS commissioned corps, FOA will advise PHS of his acceptability, including 
security and administrative clearances, whereupon PHS will handle all processing 
with the exception of FOA orientation. As of July 1, 1954 FOA will assume 
responsibility for making arrangements for travel of such commissioned officers 
and their dependents and for shipment of household and personal effects. Such 
commissioned officers serving FOA abroad will be paid by PHS according to 
FOA classification and salary schedules. 


Vv. ORIENTATION 


Orientation and training for all FOA health employees assigned overseas and 
Washington, D. C. under the FOA program is the responsibility of and will be 
under the guidance and direction of FOA. The training and technical briefing 
schedule will be worked out in concert with PHS and Children’s Bureau. Facil- 
ities and services of PHS will be made available to carry out successfully such 
orientation and technical briefing. 


VI. FOA NONACCEPTANCE 


If FOA finds a PHS or Children’s Bureau nominee not acceptable, PHS or 
CB will be requested to continue recruitment. 


VII. COMMITMENTS 


Commitments will be made by PHS or CB to candidates recruited by PHS or 
CB only after advice is received from FOA of the acceptability of such candidates. 


VIII. WITHDRAWAL FROM RECRUITMENT 


FOA reserves right to withdraw any position from recruitment upon advise- 
ment in writing to PHS or CB. 


IX. APPLICANT INQUIRIES 


FOA will generally refer personal and mail inquiries concerning overseas FOA 
public health positions to PHS for appropriate screening, reply and action. 


X. REPORTS 


The PHS and CB will, no later than the tenth of each month, provide the FOA 
with a complete report of the status of all recruitment requests as of the end of 
the month in such format and detail as specified by FOA. Where the PHS or 
Children’s Bureau is unable to nominate a candidate within 30 days of the receipt 
of a recruitment request, a special report will be submitted to the FOA outlining: 

A. Action taken to date by PHS or CB. 

B. Recommendations, 
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XI. RECRUITING MATERIALS 


Materials and forms used in recruiting by PHS and CB will be requisitioned 
from FOA or approved by FOA if it is determined that PHS materials shall be 
utilized. 





ApPENDIx No. 3 


AGREEMENT BeTWEEN Pusiic HEALTH SERVICE AND CHILDREN’S BUREAU, 
DHEW, Anpd ForeIGN OPERATIONS ADMINISTRATION 


Operational Guide for Training of Foreign Nationals 
I. GENERAL STATEMENT 


Consistent with this Agreement and the general policies covering working 
relationships between FOA and DHEW, the Public Health Service and the 
Children’s Bureau will plan and manage the training program of foreign nationals 
referred to them and sponsored by FOA in conformance with the terms and general 
procedures set forth hereinafter. 


Il. KIND OF TRAINING AND SELECTION CRITERIA 


PHS and CB will provide FOA with a description of the training services they 
are able to provide, and with a statement of professional and technical qualifica- 
tions and criteria to be used as a guide in the selection of foreign nationals for such 
training. They will also furnish information as to the length of time necessary 
for such training to be successful as well as adjunct periods required for proper 
processing, documents necessary to permit proper placement, dates by which such 
documents must be submitted to permit placement and pertinent related infor- 
mation. 

Ill. PRELIMINARY INFORMATION TO BE SUPPLIED BY FOA 


FOA will furnish PHS and CB with: 

A. Statement of the participant’s field of interest and training desired and its 
relation to past training and experience and plans for future activities for each 
participant. 

B. Necessary documents including biographical materials, academic transcripts, 
health, security and English checks. 

C. Confirmed arrival dates of participants as far in advance as possible. 


1V. PRELIMINARY INFORMATION TO BE SUPPLIED BY PHS AND CB 


PHS and CB will furnish FOA with: 

A. Prior to the participant’s departure from his country, notice of acceptance 
or rejection of the participant, with reasons for rejection if that is the case. (PHS 
and CB reserve the right to reject, based on biographical and other information 
supplied by FOA, those participants whom it finds unqualified to undertake the 
training requested in the application.) 

B. Proposed training plan, budget and call forward dates. (Upon approval 
of the plan and budget, FOA shall transfer to the DHEW the funds required by the 
budget.) 

Vv. ORIENTATION AND RECEPTION 


pemponeiaities for various stages of orientation will be as follows: 

A. The USOM will provide each participant, prior to his departure for the 
United States, with general orientation as to the sponsorship of his project, its 
relationship to the FOA program and the goals of his country and of the United 
States, and including a specific definition of the field of training for which he is 
being sent. 

B. FOA/W will meet or make arrangements for meeting participants at Port of 
Entry, make necessary hotel arrangements at the Port, secure customs and im- 
migration clearance and, when necessary, arrange for registration with Selective 
Service, and make such other arrangements as are necessary prior to turning the 
participant over to the PHS or to CB. FOA/W will also make arrangements for 
participants to travel from Port of Entry to Washington, D. C., to have the 
participant met upon arrival at Washington. FOA/W will provide or arrange for 
introductory orientation prior to the start of the training program, and for such 
other nontechnical orientation and seminars as may be provided. 
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C. PHS or CB will orient participant to his technical program and to procedures 
to be followed in carrying out that program. 

D. Both FOA and PHS or CB may examine the participant’s English profi- 
ciency, if deemed necessary, and either may require further English language 
training. 

VI. PROCEDURES DURING THE PERIOD OF TRAINING 


A. Responsibility 


Except as otherwise provided in this agreement PHS or CB will have full 
responsibility for the participant during the training period, including all contacts 
with the participant and with training institutions concerned with his program. 
(FOA will retain general administrative responsibility for the operation of the 
overall program as distinguished from the individual trainees’ activities and 


may prescribe such general regulations and conduct such administrative reviews 
as may be required.) 


B. Program changes 


PHS or CB will secure any necessary comment and approval through FOA/W 
and from the USOM and/or foreign Government concerned in regard to any 
proposed major changes in program. 

C. Allowances 


PHS or CB will pay to each participant a daily living allowance during his 
period of training, in advance, in amounts designated by FOA, under terms of 
applicable law and regulations. Until assigned to the PHS or CB, FOA will pay 
such allowance directly to participants, unless other arrangements are agreed 
upon with the PHS or CB 
D. Travel 


PHS or CB will plan itineraries, make reservations, and secure tickets for all 
domestic travel required by the participant’s training program. 


E. Books and equipment 


PHS or CB will furnish or authorize the purchase of such technical books, 
publications, and training equipment and materials which, in the opinion of the 
PHS or CB, are required by the participant in his training, subject to the monetary 
limitations imposed by the budget prepared by PHS and approved by FOA. 

F. Terminal conferences 

PHS or CB may, at its discretion, require the attendance of the participant at 
conferences to be held after completion of his training for purposes of discussing 
his training program and evaluating its effectiveness and other pertinent matters. 
Upon completion of such conferences the participant will be turned over to FOA/W 
for such further terminal conferences as may be required by FOA. 


G. Reports 


. 


PHS or CB shall obtain monthly reports of activities and progress (items to be 
included to be decided jointly by FOA and PHS) from each participant as well as 
such other reports as PHS, CB, or FOA may from time to time deem necessary. 
Copies of all such reports will be submitted promptly to FOA for headquarters 
and field distribution. In the event a trainee writes a personal letter to FOA, any 
reply or action taken relating to his training program will be cleared with PHS in 
accord with the principle that actual conduct of approved training programs will 
be the direct responsibility of the participating agency. 

Not later than the tenth day of each month PHS or CB will furnish FOA a list 
of participants who entered upon or terminated a program during the preceding 
month. 

PHS or CB will require each participant to submit a final report of his pro- 
fessional and social experiences and will provide FOA with a copy of this report 
accompanied by an evaluation of the participant’s experiences. For participants 
remaining longer than six months, PHS or CB will furnish an interim report of 
this nature to FOA at the end of the first six months of training. 

PHS or CB will provide information to FOA for use in news releases, and will 
indicate FOA sponsorship and the objectives of the program in any information 
releases originating within the PHS or CB. In any public announcements regard- 
ing health training projects, appropriate credit will be given to the participation 
of the PHS and the CB. 
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VII. OVERSEAS TRAVEL 


FOA will make all arrangements for travel to and from the United States, 
including provision for excess baggage and return shipment of technical materials. 
PHS and CB will advise FOA of any stops in other countries which it may be 
desirable for participants to make en route home in furtherance of the objectives 
of their training. 

VIII. FOLLOW-UP REPORTS 


The appropriate USOM will submit to FOA/W and PHS or CB reports of activ- 
ities of participants after their return and any comments which the Mission be- 
lieves pertinent in order to assist in evaluation of the training program. 








APPENDIX 5 


HEALTH PERSONNEL ABROAD IN ICA MISSIONS, 
DECEMBER 31, 1955 





PHS—Commissioned officers of the Public Health Service. 
PHSR—Commissioned officers of the Public Health Service Reserve. 














| | 
Name Arrival at post Position 
j 
AFGHANISTAN 
De Groot, Leslie J., M. D. (PHS)..---- May 26, 1955.......... Health physician. 
Fadhake, Claremat &.. (PTR < 66a sciiqcit lovocedagussssddcdctdaces Deputy Public Health adviser, 
BOLIVIA 
Adams, George. M. D. (PHS)........-..| Jaume 4, 1955_......-..--. Chief of Division. 
Chattey. John K, (PHSR)-.--.--.-.-.--.-..-- June 14, 1955_.....-..- Sanitary engineer. 
i a ee eee May 4, 1954.........-- Do, 
Luvisi, Mary T. (PHSR)-........--.--.-.- June 29, 1954. .......-- Public Health nurse. 
MeClung, Hel@em Bo ou iois na. sibs. ccc. sl csscceccenseasencssastys Industrial hygiene engineer. 
McNamara, John H..............--....- November 16, 1955....| Business manager. 
po RS Le ee ee eee August 25, 1955........| Sanitary inspector training specialist. 
Russo, Gloria (PHSR)..-.-.....-.-....-... May 22, 1955.........- Health education adviser. 
Scholes. Robert T., M. D. (PHSR)----- July 4, WOR ssnkc snes Medical officer. 
BRAZIL 
Jenney, E. Ross, M. D. (PHS)..----.---- June 8, 1955. ........-.- Chief of Division. 
Albold, Margaret (PHSR)--......--.--- September 17, 1954....| Public Health Nurse. 
Babbitt, Harold E_--- Sie pudsatiees June 2, 1955. ........-- Educator (sanitary engineer). 
Byers, Lamar, M. D, (PHSR)-.-------- March 12, 1954. .-....- Medical officer. 
CowhetG, Gens csvsic ci icvisccsssislcsacnectahabiestlhces Sanitary engineer. 
Get, GROIN, «i peonsndsicccdcectssccii ii beeneisske Do. 
Frankel, John M. (PHSR)--.-.-.-..------- February 21, 1954... .- Dental officer. 
Fraser. Verna B. (PHSR)_---...-----.- December 17, 1954_..-- Psychiatric nursing adviser. 
Goedert, Lucy Mae (PHSR).-.-....----- August 24, 1955........| Public Health nurse. 
Grossman, Jerome..-_-- Wa Ss CORESCGS 5 licuSklenohss cus eeiinbs Health education adviser. 
Jabine, Thomas B..........--- dbbcs6 [éebdbssaubardsssssdnatos Analytical statistician. 
Rastrtin, Magni vets. 2 chi i osde gs a lesaveciesascesaasinageh Administrative assistant, 
Lennington, Beatrice L..............-..-}...-..-- Jasesensd ...----| Public Health nurse. 
Loder, Edward 8.. i JEL GAUS). 50 laddanseduceusssacecawbes Business manager. 
Lowenstein, Frank W., M. D_.--.-. ..-..| October 23, 1954.....-- Nutrition specialist. 
ae EE ee 
Rahm, Evelyn (PHS)............s<-s<% March 8, 1945...-....- | Health education adviser. 
es | aaa a dials anal | Industrial hygiene adviser. 
Thompson, Thomas O.-_.......--- Jub oboleonaddcchawacl UAbih say | Mechanical and electrical engineer. 
Vam Zant, Melee His niicsei Riel. hesedasccdssaeses Fah nce | Bacteriologist. 
Weantr, Bammmnd @..)....0--cc--2-....-}ececsceecjaesiddadensene | Associate Chief of Division. 
Wharton, James (PHS) -................ En route to post__-..-- | Epidemiologist. 
Wieters, Alfred H. (PHS)............... May 5, 1955...........| Sanitary engineer. 
Winters, Rommethigisc ccs cece seen Oct. 19, 1965........... | Hospital administrator. 
CAMBODIA | 
Burgess, John H. (PHSR)............... PO | Sanitary engineer. 
CHILE 
Reine, PUN. oc ki cncedsdwedeessssincsitd eee ae | Acting Chief of Division. 
DONG, TNO. occ cccd<cstcctdsacriacene June 15, 1955. ........- | Sanitarian. 
RGU TRIG .ccin ck cccddtapicdcctiatelerndckcine Well drilling adviser. 
Di oree,, Jon Wak hi ccc ei steissstedasos ci ectuisar reese Nh be Analytical statistician. 
TOriey, B. OO. 2 ccassesiwts eee Yoke edb hamanbebibticdeidh Business manager. 
| | 
Regional 
mein, Catherine. ... cists i. di pee lansemeeeseeaeenes Public Health nursing adviser. 
COLOMBIA 
Rogier, Jean F., M. D..........-..--..-- I ceaitbiace ee el Wet | Chief of Division. 
Rdgett. JaMNGin wie ace ieb A nce Fs se wrathtacnate be Nen Pelee idan | Public Health veterinarian. 
Kranaskas, Anthony J-_................. i, sditiasbiekelcdiik tens Associate Chief of Division—sanitary 
\ engineer, 
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COLOMBIA—continued 


cic nncnmnepemnen 
McLoughlin, Joseph H 
Molineaux, Cyril L 
Murphy, Helen L 
Obert, Bae BM oo i td. as. 
Trice, Marion F 


COSTA RICA 


Pineo, Charles S 
I ne aaah oak 
MeDonald, Frank J 
RD tai nc scatehaonnae 
Sprague, Eleanor M. (PHSR) 


DOMINICAN REPUBLIC 


Cattelain, Martha P 


ECUADOR 


Caldwell, James D 
Blevins, James G__-- cade 
Grimmer, Herman Van 

Lee, Nina (PHSR) 
NE SN dt ..~etekaisarehn isin « 
Nickerson, a ae ota owe 
Salley, Ryan Bruce (PHSR).- bahetit es 
Schrieber, Florence B 


| September 23, 1954-. -- 


EGYPT 


Donovan, Anthony, M. D. ree. 
Agnana, Paul 2 D 
Berry, Elmer C. NY. cae 

Dahli, "Arve H. a De 8 
Fillion, Carrie D. (PHSR) 
Hewell, Barbara, M. D. ....-....--.---- 
ON SI iin od dod wiceusesenss 
Shannon, Robert 
Smith, C.8 


EL SALVADOR 


de Mello, Lopo, M. D-- 

Brandon, Scott W. (PHSR).- 

Fisher, A a eh ci. 
Gilstrap, Marie A. 
Locke, John_.-- 
Sieh, GAGE ©). 5 cwadcscenscansnands ‘ 
Teixeira, Carrie H 


ETHIOPIA 


Curtis, Arthur C., M. D. (PHSR).-.--- 
Anderson, Mabel W. (PHSR).-....-..-- 
Burt, Marguerite L. (PHSR)-_-_.--.._-- 


Darey, Ruth F. (PHER)..............- 
Hackett, Joseph J. (PHS)-..........---- 
Lane, John E. (PHSR)---..--.-- 
Logan, Kathleen-_........._--- 
Najjar, Abdallah E....._____- 
NE Et 5) ree 
Thoman, John R. (PHS)----- 
Webb, Arthur H. (PHSR).- 


FRANCE 


Van der Slice, M. D. (PHSR)...----.-- 
Romans, Mildred 


GUATEMALA 


Conger, Harold G 
a Lc, nial tn tntnencvtn on 
Boyle, Rena (PHSR) 
Cramer, Bernice 
Gibson, Harland 
Gordon, 
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Arrival at post Position 





si eaeeeeaaiiaim silane Sanitary engineer. 
Business manager. 
Architect. 
Nursing adviser. 
Health educator. 


Industrial hygiene engineer. 


E 
I 
} 
I 
s 


Chief of Division. 

Sanitary inspection specialist. 
Business manager. 

Architect. 

Dietitian. 


eel Geel feed 


Nursing education adviser. | 


Chief of Division. 

Well drilling specialist. 
Hospital administrator. 
Nursing education adviser. 
Business manager. 
Nursing officer. 

Sanitary engineer. 
Nursing officer. 


December 1955 


July 2, 1955............| Chief of Division. 


| November 29, 1955....| Sanitary engineer. 
June 20, 1954......-..- Malacologist. 
April 0, 1954........... Chief sanitary engineer. 
January 7, 1955.....--- Public Health nurse adviser. 
May 29, 1954._.....--- M & CH physician. 
November 4, 1955_.--- Nursing adviser in M & CH 
February 18, 1954_ _-_-.- Public Health representative, 
August 19, 1954_.._..-- Assistant malacologist. 
ctnetteniiicki spicata Chief of Division. 
August 24, 1955... Sanitary engineer. 

EEN EEE SOL > Public Health nurse edueator. 
a al eae Laboratory technician. 





Hospital administrator. 
Business manager. 
Public Health nurse. 


January 13, 1954..__- Chief of Division, 

May 9, 1954_..........| Public Health educator. 

January 6, 1955......_- —— of Nursing, health training 
school. 


December 30, 1955... .- 


Nursing education adviser. 
July 19, 2006....<...-.. 


Pharmacist-medical supply adviser. 






JO Gy Bee an cn scncss Medical entomologist adviser. 
| May 13, 1954._..._....| Nurse educator. 
September 6, 1955_- Parasitologist. 
September 6, 1955_._-- Senior entomologist. 
| February 2, 1954__-._.- Sanitary engineer. 
April 9, 1954........_...| Laboratory director. 
March 18, 1955. .....-- Medical education specialist. 
caidas dnncdineddinamaman Project assistant. 
a a ai Chief of Division. 
a cae Chief nurse. 
Mar. 12, 1 Nurse educator. 
DOG; Ei Os wncduciabe Maternity nurse. 
te ee, Hospital administrator. 
ae ae Hospital personnel adviser. 
oe | eee Procurement officer. 


Nurse adviser. 
Business manager. 








INTERNATIONAL HEALTH 57 















Name Arrival at post Position 
HAITI 
Blanks, Charles P., Jr..................- . 25, Chief of Division. 
I, THROES V o nccecasedibetidlnskulsccnatscadannehecweacabe Maintenance engineer. 
GRE, Ringo CU st Maids ielencscusahiidcnguantthlupe Analytical statistician. 
Prindle, Richard A., M. D. (PHS) Medical officer. 
Sms PNG Bsn eck ssh edb dodclocanecnoetcbicdactialonion Business manager. 
HONDURAS 
Wares FR isa ctintethnccicn webicsiencingtloncyscesaetiasaaaeennl Chief of Division. 
Dire, VNC inns ita cc cnniccswensslipaiicnvipd caiman Public Health nurse. 
Ineichen, George M. (PHSR)---.-------- Nov. 8, Health educator. 
INDIA 
Hume, John C., M. D. (PHSR)..-.-..... Sept. 12, Chief of Division. 
Anderson, Elmer J. (PHSR)-------..--- Health education adviser. 
Bischoff, Lillian M. (PHS)-.......-..--- ot. Chief Public Health nurse. 
Carpenter, Chiestatt Fak cals s beticninns~ 4 Public Health representative. 
Erickson, Frederick (PHSR).......--..-.- Aug. 12, 1954.......... Professional sanitary engineer. 
Hopkins, Omar C. (PHS)-.............. May 12, 1955.......... Chief sanitary engineer. 
Johnson, Dorothy E-........-.....--.---- July 14, ree Pediatric nurse. 
Kendall, Katherine W: G@Paeh)......... July 30, 1954........... Nursing consultant. 
Largent, Edward J. (PHSR)..-.........- Jems 10; EB icslenn. Industrial hygiene engineer. 
Smetana, Hans, M. D................... Oct. 13, 1956........... cee pathologist (Patel Chest 
nstitu 
Dennis, Joseph M. (PHSR)-.-..-...-.---- EAE. cncencccnsadabe Assistant chief sanitary engineer. 
Aldridge, Frederick F. (PHS) --.........- Jan. 8, Fe eceincngiinhie Chief sanitary engineer. 
INDONESIA 
Freckleton, F. R., M. D. (PHSR)------ Feb. 25, 1954.......... Acting Chief of Division. 
Awihixen, Joyes (2) §..ciwdsin coislciese July 14, 1955........... Assistant professor of pathology. 
Carr, Jesse L., M. D. (CG) 1....---------- July 14, 1955........... Professor of pathology. 
Church- Affeldt, Gilbert (C) #............ Oh ST Professor of zoology. 
Cazort, Ralph ¥ BM. D. (PMER).<sccee)| AWE 1S) Mie iicccececss Pharmacologist. 
Crandell, I nee actin tatait hie Fam. WB, 19GBi...0-ncens Entomologist, malaria control. 
Dexheimer, Harriet G. (PHS)--.---.....-. Feb. 28, 1954 Nurse consultant. 
Finn, J. Do.othy (C) ?__..... .-| October 1954 Medical secretary. 
Kaye, Sadie 8. (C) !_._....-- Pee RR Secretary. 
Knudson, Arthur, M. D. (C) ! Aug. 21, 1955. Professor of biochemistry. 
Kraus, Alfred, M. D. (C) 1_. Aug. 23, 1955. Assistant professor hematology. 
Kraus, Lorraine (C) !__...... ---| Oct. 17, 1955- Instructor in biochemistry 
Laird, Raymond (PHSR).-.-......-.-.--- Feb, 18, 1954 Chief, Malaria Control Division. 
Fs yh | SO ee ee Jan. 20, aca dcédohin Sanitary engineer. 
Reinhardt, W. O., M. D. (C) 4........-- ps. 2). oe Professor of anatomy. 
Rodrigues, John S., a gs oe ee Oct. 25, 1055........... Business management. 
Schultz, Edwin W., my Gn Sox ce beks Feb. 96, 1086s. cin cces Professor of medicine-pathology. 
Sherwood, Noble P., MMi. Bw (Op tic... NOV. 2, S0GB. co cskdon Professor of microbiology. 
Stone, Gordon E. (PHS) dikieséabbecwe AS®. 6, THR. .chhnnke Sanitary engineer. 
IRAN 
Cherry, Robert L., M. D. (PHS)--.-...-.- = route United | Chief of Division. 
tates. 
Knight, Alfred P., M. D._............... May 13, 1954.......... Assistant Chief of Division. 
Bakhtiar, Helen J. (PHSR)-.-........---. July 28, 1961........... Public Health nurse. 
TO ND To eel June 19, 1954. ......... Chief environmental sanitation. 
Uy SENG Chik cneibdvtedcedoden Mar. 31, 1955._........ Administrative assistant. 
TIGR, TRMNING: 2 <5 kn ecitnsnieatinesannenkaun démanimanmanne Statistician. 
Browning, George G., a D. (PHSR)_..| Nov. 20, 1954___--.__-- Public Health physician. 
Cady, Lee D., M. D. ‘PE ees -| July is Se ntesduantee Do. 
Campbell, Patrick B., M. D. pHSR).~- SOG Th, TOE, chicctecainn Do. 
COI il nc ener ocnno bie eeeilebaie July 6, 1054. .....62.0- Chief, medical and sanitation supply. 
DeMarais, Agnes H. (PHSR)........... Dec. 8, 1054. .......... Public Health nurse. 
eh A a er eee Dee 5. SO nanesieha Executive officer. 
Frederiksen, Harold S., M. D. (PHSR)-_| Mar. 27, 1954.......--- Assistant chief. 
Grayson, David (PHSR)-............... Oct. 11, 1068 ....<cccsre Sanitary engineer. 
eer, DEG Ci nic cntebae Wausebions Nov. 29, a ee Do 
Haglund, Elizabeth J. (PHS)-.-........- Feb. 13, 1954. ........-. Public Health nurse. 
Ee: BOGE Tie Ey UP SE cnccdccoctsctens Mar. 26, Ps wcities Do 
Julien, Juliette M. (PHSR)--.-.....-----.. Nov. 15, Mei pancccaha Chief, ‘Public Health nurse. 
Kellogg, Robah O. (PHSR) (extended) -__| Nov. 14, 1953_______-_-- Public Health nurse. 
Loewas, Meral J. (PHSR)__...........-- Aug. 22, 1955. ......... Director, nursing school. 
McDowell, John W. (PHSR)--.--..---- Feb. 13, 1954.......... Beoh. malaria control-vector control 
adviser. 
Maier, Seaiaon A.) CPG bi occciccinccl.nncnsck hii iatstbaen Hospital and medical care adminis- 
\ | trator. 
Moulding, Thomas S., Jr., M. D. | July 17, 20645: cui. ..| Public Health physician. 
(PHSR). 
Rosa, Franz W., M. D. (PHSR).--.-..-- Nov. 4 1006. 2. Succ... | Do. 
Sheehy, James Patrick (PHS)-_..-_..-- ona) Mar. 2B; ROGER cc io nn Sanitary engineer. 





1 University of California contract. 











INTERNATIONAL HEALTH 








IRAN—continued 


Sikorski, Robert J. (PHSR) 


Stafford, Robert E. (PHSR)--- 


Sutherland, Dorothy J. (PHSR)--.-.-..-- 


Versluis, Hendrik (PHSR) 
Waldhaus, Arlene H. (PHSR)-- 
Webb, Mary Virginia (PHSR 
Rogers, Mary J 


IRAQ 


Bailey, Vernon M. (PHSR 
Calhoun, Jason N. (PHSR) 
Che — oe Re eesins 
Clark, James A., Jr. (PHSR) 
Comings, Sherman 
Darden, Elizabeth Leeds (PHS).-- 
Hintgen, George W. (PHSR)-.--- 
Johnson, Evelyn (PHSR) 
Lehner, Maria, M. D 
Liles, P. W 
Pike, Frances 
Woolfall, Graham H. 


Westlake, Jeanette E. 


ISRAEL 


Spielholtz, Jess B., M. D. (PHSR)..- 
SUI ID tc ta a ch ie 
Johnson, Oliver H. on | Pee. 
Landes, Jacob H., D. (PHSR). 


Pershing, Medatine (PHS) 
Morgan. Tirzah M. (PHSR 


JAMAICA 


Fuchs, Abraham W. (PHS 


JORDAN 


Chapman, Orren D., 
Dopmeyer, Arthur L. (PHS 
Frazer, Alice B. (PHSR 
Heath, E. Arline (PHSR 
Hilborn, Elizabeth C. (PHSR 
Johnson, Alfhild J. (PHSR)--- 
Lee, Roger L. (PHSR) 
McGee, Mary J. (PHSR) 


Tyson, Robert C. (PHSR) 


LAOS 


Kaufman, Carl K., M. D- 


LEBANON 

Williamson, Alfred E., Jr. (PHSR 
ey ee ee 
Rareer, Miss; BM, Bis. coco cckee cs Jal, 
3. ee ee 
Mills, Mary L. (PHSR)-.------.-.-.--. 
pS, RE Pe ee 
iS Se Pe 
Whittington, Dorothe Ww. (PHS).... 


LIBERIA 


Moorhead, John S., M. D. (PHSR)_..--| 


Beverley, Clara E 


Jackson, Jeanette 8. (PHSR) 
Kohler, Charles E. (PHSR) 
Mastoff, Emile L., M. D. (PHSR) 
Pinder, Jean Martin (PHSR) 
Richardson, Ruth (PHSR) 
Bernstein, Israel (PHSR) 
Yutzy, Jonas B 


* 


2 State University of New York contract, 


Coella, Rafaelan Be oe 


M. D. (PHSR) 


Arrival at post 


Jan. 13, 1955 


Dec. 17, 1953 
Dec, 27, 1955 


| Apr. ©, WRB... 0.2535 
Dec. 2, 1953 


a: 45 Se 
ei Ss | | eee 
June 14, 1953_......-.. 
| May 6, 1954. ___- 
Mar. 18, 1954_- 
Feb. 26, 1954 


ow) BOG. 1S TIRE. wick... 


May 25, 1955 
| Feb. yy ae 
Mar. 13, 1954. 
July 19, 1954__- ; 
| June 25, 1953, 2d tour, 
| Oct. 16, 1955. 
| Jan. 6, 1954 


July 7, 1954 ere” 

Feb. 20, 1955_......_.- 

Sept. 22, 1954_........-. 
| June 9, 1954__ 

Apr. 16, 1955 


Nov. 15, 1954_- 
May 24, 1954... 
Oct. 19, 1955..... 
Dec. 1, 1954 
| Mar. 12, 1955- 
Aug. 30, 1954- 
Oct. 20, 1954.......-- 
Mar. 21, 1955... - 


Mar. 3, 1955._..... 
| May 18, 1954 





Jam. 10; BONG Sn di henna 
| Aug. 8, 1954 
| Nov. 26, 1952 
Jan, 29, 1954 _ 
Nov, 86; 10604.........s. 
July 12, 1955.......---- 
| Sept. 5, 1955 
| Nov. 6, 1954 
| Nov. 
Nov. 


zi, 1983. pitiadale ie 








Position 





Chief sanitary engineer, assistant chief 

operator. 
Sanitary engineer. 
Assistant director, nursing school. 
Publie Health laboratory adviser. 
— Health nurse. 

0. 

Director, school nursing. 


Medical technologist. 
Public Health educator. 
Hospital administrative director. 
Sanitarian. 
Do. 
Publie Health nurse. 
Sanitary engineer. 
Chief nurse. 
M & CH physician. 
Sanitary engineer. 
Public Health nursing adviser. 
Hospital architect. 


Public Health nurse supervisor. 


Chief of Division. 

Public Health educator. 
Sanitarian training adviser. 

Public Health physician. 

Chief Public Health nurse adviser. 
Psychiatrie nurse. 


Public Health officer. 


Chief of Division. 

Chief sanitary engineer. 

Health educator. 

Nurse educator. 

Nursing education adviser, chief nurse. 

Laboratory technician, 

Sanitary engineer. 

Health center nurse, 
nurse. 

Sanitarian. 


Public Health 


Acting Chief, Public Heslthfadviser. 


Chief Public Health adviser, 
Statistician. 

Nursing service specialist. 
Statistician. 

Chief nursing adviser. 
Statistician. 


| General engineering adviser. 


Nurse adviser. 


Director of Division. 
Director, school of nursing 
Clinical inspector. 

Chief, Public Health nursing, 
Malariologist. 

Public Health physician. 
Health educator. 

Public Health nurse. 
Sanitary engineer. 
Administrative officer. 
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Name 





LIBYA 


Spence, Harry Y., M. D. (PHS) 
Amandson, George A. (PHSR) 
Te ROU nn etindee 
Dyksterhouse, Gerald (PHS)--.-.....--.-- 
Dudley, Nolan L., Jr. (PHSR) 
Gardella, Louis J. (PHSR)..........-.-- 
Heistad, B. Octavia (PHSR 
Lehman, Rodney W. (PHS 
Sacher, Maybelle (PHSR)--_--....------| 
Shipp, John W. (PHSR) | 





MEXICO 


Johnson, Trois E., M. D (PHSR).------} 
Fae Fe A i tiattceeeaiaemaneed | 
Garst, Maratha J-.._.-.-.-- 
Gilbertson, Esther C. (PHSR)-_-.--...--- | 
Graber, Ralph C. (PHS) commaae 
Kelley, Isabel T. aoe tae 
Norman, Noah N. (PHS8)-. 
Richey, Curtis E. (PHS)-- 
Roberts, Donald M_.-.- 
Russell, Caroline G-... 


NEPAL 


Bi irton, George J. 

ittro, Louis 
She ppard, 
Whelan, 


(PHSR). 
R: :ymond R.. 
Margaret M. (PHSR). 


NICARAGUA 


Holloway, Arthur H 

Guenther, Lewis A-. 

Hensley, J. Haward- ; 
Sheffield, Douglas A...........-.-- 


PAKISTAN 


Kingsland, Lawrence C., M. D.? 
Bellizia, John 3__- a 
Blackwell, Lloyd O27. 

Brown, Mary Jo 3. a : 
He ardem: an, Margaret K.3_.__..__- 
Lindgren, A.’ ‘ 
Monnier, Dw ight Ww. 
Nicoll, Paul 4.....- 


Palmer, Wilbur E. (PHSR) 
Perine, Keble B.?__. 

I I RN TG eo oe cat co eden 
Shepardson, Theodore ?__.........-...-- 
I Te aioe 
Te A: SUMED ccnierssni ascot Senemanaigngeon babeael 
Winstead, Ovelia (PHSR) 


PANAMA 


Townsend, James G., } 
Onirisieieett. BGT... . Sanacccesunsesenes 
Montanari, Francis W | 
Rost, William H 
Tracy, Alma L 
FR SE Wii swcienscuinaedinsenen palasaocel 
Zimmerman, Evelyn | 


PARAGUAY 


TH, MEN: Divcutinrancsuntiokninanta 
Brugnetti, Ida L. (PHSR) 


NL: BRNO nn cit eek el de 


Hennigan, Barbara 
SEE es NE occ ctmimcnenavubebees } 
Scott, Vernon 


Jan. 30, 1954 


| July 1, 1955_... 


a Sept. 7 


Arrival at post 





Oct. 20, 1063... 22-..-- 
Of a eee oes 
Feb. 16, 1954.....--.-..- 
Nov. 17, 1955 
Se SG Wee ca. 4-- 
Sept; 30, 1955..-......- 
Oct. 6, 1954_- 
Aug. 30, 1955 
Sept. 30, 1955 


Dior. 14, 1608... cnckadee 
Aug. 28, 1955.......... 
Aug. 28, 1951 a este 
Feb. 19, 1954 


June 12, 1954 ee 


Oct. 6, 1955... ‘ 
Dec. 28, 1955. ...-.-..-- 


Web; £5, eee coces~= 
May 3, 1955..-..-.- 
Aug. 12, 1954. -- 

July 1, —_ ittied 
es eee 
May 23, 1964 
May 14, 1955 


| Oct. 14, 1955.......-..- 


Dec. 30, 1953 


| Mar. 25, 1954._..--- a=] 


Feb. 2, 1954....----- 


May 3$,.1955.........-. 


Sept. 15, 1955 
Feb. 2, 1954 
Oct. 14, 


1954 


May 19, 1954........... 
May 31, 1955........... 


Dec. 2, 1955... --- 
Apr. 10, 1954 


May 8, 1955 


June 30, 1954 


? Commonwealth of Massachusetts contract. 
‘Indiana University contract. 
‘ University of North Carolina/Peru in sanitary engineering contract. 


Position 





Chief medical officer. 

Health educator. 

Regional sanitarian. 

Sanitary engineer. 

Sanitary engineer adviser. 
Environmental sanitation. 

Public Health nursing adviser. 
Public Health administrative adviser. 
Public Health nurse. 

Sanitary engineer adviser. 


| 
| 
| 
| 
| 


| Chief of Division. 

| Malariologist. 

a Health nurse. 
0. 

| Sanitary engineer. 

| Anthropologist. 

Sanitarian. 

Sanitary engineer. 

Business manager. 

Public Health nurse. 


Malariologist. 
Sanitary engineer. 

| Sanitarian, malarial control. 
Nurse educator. 


| Chief of Division. 
Business manager. 

| Well drilling adviser. 
Civil engineer. 


| Chief of Division. 
Sanitary engineer. 
Sanitarian. 
Secretary. 
| Director of College of Nursing. 
| Public Health nurse. 
Health educator. 
Professor of physiology at Khyber 
| Medical College. 
| Sanitarian. 
Do. 
Do. 
Medical health assistant. 
Sanitarian. 
Nursing adviser. 
Public Health nurse. 


Chief of Division. 
Business manager. 
Sanitary engineer. 

Health education adviser. 
Nursing officer. 

| Hospital administrator. 
Psychiatric nursing officer. 


Chief of Division. 

Health education adviser. 
Public Health nurse. 
Nurse adviser. 

Business manager. 
Sanitarian. 
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Name Arrival at post 


PERU 


Ay NN II peck hich intitin cand swancinamegeedinamebasoa 
EE enn nccatancnanettnmtiuacsl scbecvcatneentndaiatbad 
I a Sold eaneahineienmomeitetce 


Jones, M. Dolores (PHS) ~.-..........-..-- 
sn cinch nankpepheiaclocansanuembadonnihoheo 
BE ie Ae nncak nat tadidedtndadlewsegenpemmeeomeutiokos 
NR 5s oktcnatt adi nectnocel es aasancpebtadnertncki 
Lazarus, Alfred S., M. D. (PHSR)-..-..-. 

Sieh chicdunirenqureatncualaascemaddmbedsmeaeabn hae 
I TRS T cs na rasnconungadianumnrarnengenersonmeyttl 
en, SOU ae Bs Bo ck cssabaalneqdasmmendenesdasebebon 


Regional 


SON, DORE LE Faas. ontducdctesl anhesaccaenu=oececestea 
Board, Leonard M. (PHS)-............-. Apr. 22, 1954........... 
Kraft, Mary Jo (PHS)......<cccccccs-s-- June 25, 1955........... 
Matter, Anna M, (PHS)-.-..............-.. Py See Te 


PHILIPPINES 


DeLien, Horace M., M. D. (PHS)-.--.-- 








Ford, Malcolm J., M. D. (PHS) ---.-..-.. BU. SB) Pe eccnnccecun 
BO, AO BAD onc cccccscccccctes SOG, Ei ainantinnsnhoe 
MeNeel, Travis E. (PHSR)--........... | Sy eee 
DEGRTOD, PYG B~ < oc cenccgasennctscce Jan. 1, IOSD. .nccensecue 
Pan Tit inc nteetientetieadhdeme Dec. 12, 1955 -........ 
Rogers, Samuel M. (PHS) --..-......--.-. BOW: Bie BOE ac cnnkovse 
WY RE, FINE AD. cttemagntinnecentinsus OG, G, Bit iccancitccen 
SURINAM 
Becknell, Wilma (PHSR).--..-......-.-- | Jan. 26, 1955........._- 
BE NE Cicitantsnamiotanstpnatnbedscoachdasendeadtecsmnken 
CN WF ccd ted ed entthintedervdiivesdcucuccssenucsonpoossabn’ 
TAIWAN 
Ward, James P., M. D. (PHSR)..----.-. ORY 1, TOUR ccesccccwen 
Se ) ear -| Aug. 19, 1955.......... 
Fay, Marcella A. (PHS) POD. 4,-2e .wcecinscwee 
PI, Is GAUNk ccnntncncteneuenaence se @) Se 
THAILAND 
Zobel, Robert L., M. D. (PHS)..-.....-.- Mar. 8, 1955........... 
Del, JON LW APT cntencccnccsemaccs el, Get icincpance 
Butler, Joseph M., Jr. (PHSR).......... oe ek. eee 
Griffith, Melvin E. (PHSR) ---..-..-.-..-. Feb. 19, 1954. ......... 
oe og | are ee Nov. 1, 1054........... 
Mackie, Janet M. D. (PHSR).-..-....... July 27, rE 
Mattis, Grace E. (PHS).-.......-.....-.- Jan. 12, 1955........... 
McCullough, James C. (PHSR)......... pe | ea 
a >). ee eee Nov. 22, 1954.......... 
Plats, Albert L.. (PHS).................- Mar, 25, 1954.......... 
Prichard, R. W., M. D. (PHSR)........| Sept. 6, 1955........... 
Reich, Lydia F. (PHSR)..-............. JOR, 7, Wee ncccwcasccs 
Shields, Sanford E. (PHSR).-............ RUE ts BOOe . ~cssacmen 
Wood, Donald R. (PHSR)-.-..........-. Dee. 29, 1955 -........ 
Zander, Karl L. (PHSR)........-...-.... Sept. 28, See ccncaduwe 
URUGUAY 
Wardlaw, James L., M. D.*............- Sa 
Carroll, Margaret (PHSR)-...........-- Sy ae 
Lamoureux, Vincent (PHS)-_...........- Es Ge incidadsucapen 
ENE 7 PRUE iE prinddcbackcsscenselancctackinnddcdtiandsdend 
VENEZUELA 


NT nin 4 crinentetnhdesdiipwse oils aiasaouucceaacemnoenie 
Fitzsimmons, D. Kathleen. .........---- [ons sadeeeees aie cee 
DE, VER Os. nn cccendhademeancees lnwconnedunte aatugpreuicdaad 
Kollar, Konstantine 


6 Florida State Board of Health contract. 


Position 





Chief of Division. 

Sanitary engineer. 
Nutrition adviser. 

Business manager. 

Public Health nurse. 
Maintenance engineer. 
Architect. 

Industrial hygiene chemist. 
Microbiologist. 

Health educator. 

Admin. assistant/interpreter. 
Medical officer. 


Industrial hygiene engineering adviser. 
Sanitary engineering adviser. 

Health education adviser. 

Public Health nursing adviser. 


Director, H. & 8. Division. 
Rural health adviser. 

Health education adviser. 
Malaria control adviser. 
Biostatistician. 

Public Health representative. 
Sanitary training adviser. 
Hospital administrator. 


| 
| Health education adviser. 


Sanitary engineering adviser. 
Administrative assistant. 


Chief Public Health officer. 
Sanitary engineer. 

Chief Public Health nurse adviser. 
Sanitary engineer adviser. 


Chief of Division. 

Chief sanitary engineering adviser. 

Malaria control adviser. 

Chief malariologist. 

Sanitary training adviser. 

Public Health administrative adviser. 

Public Health nursing adviser. 

Public Health education adviser. 

Exec tive assistant to Public Health 
officer. 

Sanitary engineer adviser. 

Medical officer pathologist. 

Nursing education adviser. 

Entomologist. 

Sanitary engineer. 

Chief, sanitary engineer adviser. 


Chief of Division. 

Public Health nurse, 
Sanitary engineering adviser. 
Business manager. 


Chief of Division. 

Administrative assistant. 

Vital statistician. 

Sanitary engineering adviser. 
Industrial hygiene engineering adviser. 
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Name Arrival at post Position 
VIETNAM 

Poindexter, Hildrus, M. D. (PHS)--.---- Sept. 22, 1953.......... Chief of Division. 
Berkheimer, Catherine (PHSR).-..-..--.- BG, 1 ee ticiecackun Chief, nurse adviser. 
Wotert, Bimetley Bis sc. nksnicdcsvinca<<ae December 1954.......- Hospital administration adviser. 
URN: SINE Y idin ctmnttidiemmne ste October 1954. ..-.....- Reg. Public Health educator. 
Bia, Jeyed (PHER)... cccccccccacccscncs Sept. 12, 1965.......... Chief nurse adviser. 
Se December 1954. _-...-- Reg. Public Health educator. 
Moore, PRUNE BE. n5.c0s.kcsicn sno Jaly:t; 19s ctsecences Sanitary engineer. 
Parsons, Loretta R. (PHS).........--.-.- October 1953. ....--..-. Nursing adviser. 
OI i le cal November 1953_......- Public Health administration adviser. 
Smith, Anita G. (PHSR)--__-....-.------ Apr. 20, 1955. ......... Nursing school adviser. 
ef EI een June 6, 1955. .........- Sanitary engineer. 
Ny SEE Ons cucnveatedtbecaswsdaumat Nov. 28, 1063.......... Malaria control adviser. 
DR PONE Fisae. . se Finaldiwsannncea SURF 4; TORE cccnttcent Public Health laboratory adviser. 


Yergan, Laura H, (PHSR)-..-.-...-.----. October 1953..........| Nursing school adviser. 
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PAN AMERICAN SANITARY BUREAU 
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APPENDIX 7 


MEMBERSHIP OF THE WORLD HEALTH ORGANIZATION 


(INcLuDING NEw MEMBERS AND AssocrATE MEMBERS ADMITTED BY NINTH 
Worutp Heauttn AssemBiy, May 1956) 


The following list shows the member states of WHO, together with the date 
on which each became a party to the constitution, the ‘chronological order being 


indicated by the numbers in parentheses. Territories admitted to associate 
membership are also shown. 


Member States Date Member States Date 
Afghanistan (37) __.---- Apr. 19, 1948/| Libya, United Kingdom 
AIDeOEE (16) ws 6 ace May 26, 1947 Oe Clea ci tes May 16, 1952 
Argentina (56)_..._.__- Oct. 22, 1948} Luxembourg (63)_._.___- June 3, 1949 
Australia (28)........-- Feb. 2, 1948] Mexico (35)_.......... Apr. 7, 1948 
Amste (85). oo. ci. ou June 30, 1947} Monaco (53)__..______- July 8, 1948 
"aaa June 25, 1948} Nepal (80)____........ Sept. 2, 1953 
Bohvia (68).......6<....« Dee. 23, 1949 | Netherlands (12)_______ Apr. 25, 1947 
Drea (GOs ho ccs June 2, 1948| New Zealand (5)_____-_- Dee. 10, 1946 
puts (47)... June 9, 1948] Nicaragua (69)_________ Apr. 24, 1950 
Burma (50)... ........ July 1, 1948] Norway (18)........... Aug. 18, 1947 
Byelorussian SSR (34)_. Apr. 7, 1948| Pakistan (48)__________ June 23, 1948 
Cambodia (72)_.....__- May 17, 1950} Panama (75)___._.______ Feb. 20, 1951 
CS Aug. 29, 1946] Paraguay (57).___.__-- Jan. 4, 1949 
Ceylon (52)_...-..-...<. July —7, 1948| Peru (Geen ek Nov. 11, 1949 
OMe ten). oc .... gee Oct. 15, 1948} Philippines, Republic of 
NI CID sn estates ir lin July 22,1946] the (54)............. July 9, 1948 
Costa Rica (60)_______- Mar. 17, 1949] Poland (38) __..._.____- May 6, 1948 
ne Cie ee May 9, 1950) Portugal (29) __________ Feb. 13, 1948 
Czechoslovakia (30).... Mar. 1, 1948| Rumania (40)_________- June 8, 1948 
Denmark (36)____.___- Apr. 19, 1948} Saudi Arabia (14)._.___.. May 26, 1947 
Dominican Republic ee... May 28, 1951 
CAD a aket eer teia 6, chin June 21, 1948| Sweden (19)___________ Aug. 28, 1947 
Ecuador (59) -...---.-- Mar. 1, 1949| Switzerland (8) ___-_-_- Mar. 26, 1947 
Eee tae 5... sce Dec. 16, 1947 | Syria (6)..........___- Dec. 18, 1946 
El Salvador (47)_--.---- June 22, 1948/| Thailand (21)_________- Sept. 26, 1947 
Fabione-(14)...5- ~~~ cae Apr. 11, 1947| Turkey (26)...._____-- Jan. 2,1948 
Finland (22)_........-. Oct. 7, 1947) Ukrainian SSR (33).___. Apr. 3, 1948 
France (42)__..__.._..._.. June 16, 1948] Union of South Africa 
Germany, Federal Re- CFI 3 tenn a Be Aug. 7, 1947 
public of (78)__._..-. May 29, 1951] Union of Soviet Social- 
Greece (31)... ..._ S28 Mar. 12, 1948 ist Republics (32)_._.. Mar. 24, 1948 
Guatemala (66)... 222 Aug. 26, 1949 United Kingdom of 
Beet CEO) Soon ee os Sac: Aug. 12, 1947 Great Britain and 
Honduras (61)_______-_- Apr. 8, 1949 Northern Ireland (2).. July 22, 1946 
Hungary (43)_._._.._-- June 17, 1948| United States of Amer- 
Iceland (44)______- po Do. SRE gc eo June 21, 1948 
SAID 5 Sis ew te Jan. 12, 1948] Uruguay (62)__.__-___- Apr. 22, 1949 
Indonesia, Republic of Venezuela (51)________- July 7, 1948 
Ue eck coo ae May 23, 1950] Vietnam (73)____..___- May 17, 1950 
i a ee Nov. 23, 1956| Yemen (81)___________- Nov. 20, 1953 
Se Cc c cecocdo wes Sept. 23, 1947 Yugoslavia (24)_______. Nov. 19, 1947 
prema (28) =... Oct. 20, 1947] Morocco !__._.......... May 14, 1956 
ie (On Sse June 21; 1948) Wynteiat “ies: 
Italy 1 ee ee Apr. 11, 1947 | RPE eee ee tie Do. 
hace :, i _. May 16, 1951 
Jordan, Hashemite King- Associate Members Date of admission 
Ct OE Wisc cudéosus Apr. 7, 1947| Rhodesia and Nyasa- 
Se Aug. 17,1949] land, Federation of... May 14, 1954 
i a Se May 17, 1950| Nigeria ?_______..-__-- May 1956. 
Lebanon (58) ......---- Jan. 19, 1949} Gold Coast ?__.._._---- Do. 
SAR CE ei ccn incon Mar. 14, 1947 | Sierre Leone ?___.._.--- Do. 


1 New members, formerly associate members. 
2 New associate members, 








AppENDIXx 8 


ORGANIZATIONAL STRUCTURE 
OF THE 


WORLD. HEALTH ORGANIZATION 


HEALTH ASSEMBLY 


RECIONAL OFFICES 
_ AFRICA 
oueereeiiees ts) 
éoonmedin ; 


EASTERN MEDITERRAREAR 





: EUROPE 





SOUTH EAST ASIA 





WESTERM PACIFIC 


64 





4 
( 
( 
( 
{ 
( 
( 
‘ 
: 
: 





APPENDIX 9 


COUNTRIES ENTITLED TO DESIGNATE A MEMBER TO 


SERVE ON THE WORLD HEALTH ORGANIZATION EXECU- 
TIVE BOARD 















































| July | June | June | June | June | June | June | June | June 
Country | 1948- 1949- 1950- 1951- 1952- 1953- 1954- 1955- 1956- 
| June | June | June | June | June | June | June | June | June 
| 1949 | 1950 | 1951 1952 | 1953 | 1954 | 1955 | 1956 | 1957 
| 
catia ices fame orient psoas 
| 
Pe a.  kotauhsenpsoueiamsincda ee te |onan----|-ne-2--=|----ce0e 
DUQUE: 6c cnncccuei< nas cid eddekal ieee em ke tee oe Likcsnabbelincaliiibe x x 
IT, .<intdaghaninnee sgeliclde Ries bteiveRtitiin thie besides ae eae | x bs b PR Serer 
Sc cnanamnanan< aebeeleéseanedsionsiamiahiaamenhie > +. .2& |... ae A lesenseosiaensaeee 
MM ccracndiitianiee. tact x x re x | x | <a 
STD. cnchidtininhitdinn wowace | ameatis lennnasdhelilioten leecensnelwnaceweo|scocnece x x x 
Byelorussian 8.8.R......... x Sn hE od, | cienaieete ice Ghatendl baat leases | dctintinn ela adinalindidieeahen 
TE monhvnddsnanae masied | tencmniinmenegn imakeiie S  aebaiieaiec x x a... latent x 
OOPMih.. .wwesdoshaphe setae me bee ea bese bens x x Be eae ee Satna bee Mabe bene 
CRN0.....rsnccaceissbscdes aie ee oe x = ae - Raseidawy x x x 
I ctniaceauemin xX  edislenbhes Sa saicieieiiliamcaaiiital MRE Wades sereerers Orme ~ 
I Osa eh netic edinniis Maieeetieien adh iil eae eet AN acelin ae ee a x ie tenia 
CN he bpiniinncitten ctveu ade RRB EN A pest) a |; xX x x (1... ea 
DOMINGO, cthitciencian ethan bamceseall MeCuPtIA Gb Od ddectocaccce x a am leaddaue SS acecie 
TNS ic iainn ene tigate ‘hee E onpniialtetai inhale | scenes. ipa bivinenticlandedcnkdeahieiiieaahdal x x 
SIN = ecieasipshatastash shits jn tage x ae. metendiaii | sano encased cpninnintninteediaienteeneliliadimabndis Rihanna imanmedenes 
TE OMIVOROE. sinc acacia ttn cfeticeceadee see! TS = K See es mil... 
Wen noice Aida ee LL. D  cwccioiameenas lc wckddbd Perri ick x 
FIODIR ss ceideionsence «cours x x ae: ae x |---s---- a x x 
Sas cieguiegupacinntroaw ail diishsinaotd teamed eiaametelal x x ; 7 Se Sa. aint 
Da dukciesStenctedcanel ak x ae , burebbenabeedicmditimmeaibai ale aaa x 
BOGOOEER.. .c.ccccceessin nse as fisnnn tan pbiddebidtbeddeaslabateaie x XK Phe dealin 
-— stein daiseideigemawcliiiaiids tte x. desnddous Lebiaehin |oeaceose mes = = singgthtnrer 
TO@ .. .snccenecquesawe « stew e lseasenesbencqnaaslcimadiiicalssdumece jocancece 2 a | d& . hecoasees 
ONS il dose ateonssats foscudeslacneeees x’ |: x ee he et Ree pire 
DR ncocsshlihdioscakhicea title | i ecisbatshabceMdinst ll bs comelhaddieiilada tabs | x | x | x 
BRNO. cicncncsinanancctegicotoussh ae x - @ (de fneswases = leccccees 
SD <csennceoccantesn + hinigeli deacon ee Ss ae ae eK ak aaa 
SA SE ES x De) Vortcakest Reenter Sai gee eee i 
Netherlands..............-- x = Ee TRL. BS Seek ct: id bd linbec RI ShE SET che 
ST DE. «ci. naecrigimncn @ bike neaa idl ink aba aaa i a > Se ee Ss Se ee 
Ss tcheerant wratinaia scene ae Diu, Antenne aelicns anes bahccsan tidied. ia ear tea 
DOMMAU, ccacenensscccacseopsintiadbniees xX xX ete... pees ae ae 
PIDOOIED. cc dcttccin wesn closes x x a ‘hisddeoasbeeebened Rae a oe) ae 
ES eS x dcx icintnaiatal | cumanesfesecooussenescnnne eee aee 
Portugal RL PS a BN niatipe | 6 daheiddeied bieboctdehl hbase bpels lot énpacstib-bonhpiansidenti x x 
Gendi Arabie..:.......--+04 SE Geres Sco ecell a Aces Naa ei cael Cae Si ati x x x 
IE. censeonnmond.u salde cua x p SO See Ries Pee se 
Switzerland...........-. sa hice adh tists Pao sduchts fcdewel Sh atitled Prd (poe BG). wncnce 
VUE. -nandinenembondyas «cinco iniusnnns battbinbkinn honweciese Lenaemecaitehiesacta aaah Lsplebteddelabdsieen a 
TRING chenacoeknecienks Relat asa J-n-ac---| x x Ki beeennerhameeser~ Leecotae |------- 
TUNE tédcntdaddcunnte wefsscduscy] ae x ae” Weak naealoeadee i eecaaanane Sudibactamlnananaine 
Union of South Africa.......| X x  Gotabeees aes TOR aE: | x el. =x 
Union of Soviet Socialist | } 
RODE. a tannrtion nbsah-~aasensl or)... beaneden teaibaiiialseie waka DT nialiante ieiaiaaal asic 
United Kingdom...........| X | X xT 2 i es te | pe] x 
United States of America... X | X x SE PG | x x i a Missed 
WOUNUOIOIS.. «gic Sane desk ad Rettaenaed tr CX - hc aesintchetess doethesabienes lepansmer Di aiebine 
SO cdeiebdoasvpinn | x x x |--------|--2-0--= | peeopubd bp oimiGthlndinahem ]enoeene- 
| I ' 














APPENDIX 10 


WORLD HEALTH ORGANIZATION, EXPERT ADVISORY 
PANELS AND COMMITTEES 


1. Expert ApvisoryY PANELS 


To supply the Organization with technical advice by correspondence and 
provide the membership of its expert committees (and of the Committee on 


to 


International Quarantine), panels of experts have been established for each of the 


following subjects: 


Antibiotics 

Biological standardization 

Brucellosis 

Cholera 

Chronic degenerative diseases 

Drugs liable to produce addiction 

Environmental sanitation 

Health education of the public 

Health statistics 

Insecticides 

International pharmacopoeia and phar- 
maceutical preparations 

International quarantine 

Leprosy 

Malaria 

Maternal and child health 

Mental health 

Nursing 

Nutrition 


Occupational health 

Organization of medical care 

Parasitic diseases 

Plague 

Professional and technical education of 
medical and auxiliary personnel 

Public-health administration 

Rabies 

Rehabilitation 

Rickettsioses 

Trachoma 

Tuberculosis 

Venereal infections and treponematoses 
(including serology and laboratory 
aspects) 

Virus diseases 

Yellow fever 

Zoonoses 


2. Expert CoMMITTEES 


The membership of the expert committees which met in 1955 was as follows: 


EXPERT COMMITTEE 


Ninth session: 


ON BIOLOGICAL 


STANDARDIZATION 


Dr. A. do Amaral, Director, Instituto Butantan, Sao Paulo, Brazil 
Dr. J. H. 8. Gear, Director of Research, Poliomyelitis Research Foundation, 


South African Institute for Medical Research, Johannesburg, 


South Africa 


Union of 


Prof. E. Grasset, Director, Institute of Hygiene, University of Geneva, 


Switzerland 


Dr. 8. Kojima, Director, National Institute of Health, Tokyo, Japan 


Dr. P. Lépine, Chief, Virus Section, 


Institut Pasteur, Paris, France 


Dr. O. Maalge, Chief, Department of Biological Standardization, Statens 
Seruminstitut, Copenhagen, Denmark 

Prof. G. Olin, Director, State Bacteriological Laboratory, Stockholm, Sweden 

Dr. W. L. M. Perry, Director, Department of Biological Standards, National 
Institute for Medical Research, Mill Hill, London, England 


Prof. R. Prigge, Director, 


Paul-Ehrlich-Institut, 


Staatliche Anstalt fir 


Experimentelle Therapie, Frankfurt-am-Main, Germany 
Dr. C. Puranananda, Director, Queen Saovabha Memorial Institute, Bang- 


kok, Thailand 


Dr. W. G. Workman, Assistant to Director, Division of Biologics Standards, 
National Institutes of Health (Public Health Service), Bethesda, Md., 


United States of America 
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EXPERT COMMITTEE ON DRUGS LIABLE TO PRODUCE ADDICTION 
Sixth session: 

Dr. N. B. Eddy, Chief, Section on Analgesics, Division of Chemistry, National 
Institute of Arthritis and Metabolic Diseases, National Institutes of Health 
(Public Health Service), Bethesda, Md., United States of America 

Dr. G. Joachimoglu, Professor of Pharmacology; Chairman, Superior Health 
Council, Ministry of Hygiene, Athens, Greece 

Dr. B. Lorenzo Velazquez, Professor of Pharmacology, Faculty of Medicine, 

University of Madrid, Spain 

Dr. T. Masaki, Professor of Pharmacology, Hokkaido University School of 
Medicine, Sapporo, Japan 

J. R. Nicholls, C. B. F., D. Se., Department of the Government Chemist, 
London, England 

Dr. V. Zapata Ortiz, Professor of Pharmacology, Faculty of Medicine, Na- 
tional University of San Marcos, Lima, Peru 


EXPERT COMMITTEE ON ENVIRONMENTAL SANITATION 


Fourth session: 

Dr. H. Ceballo, Chief Veterinary Officer, Section of Food Registration, 
Ministry of Health and Welfare, Caracas, Venezuela 

me Johnson, Secretary, The Sanitary Inspectors Association, London, 
Sngland 

Dr. Shintaro Kotani, Chief, Food Sanitation Section, Public Sanitation 
Bureau, Ministry of Health and Welfare, Tokyo, Japan 

Dr. A. Névot, Professeur agrégé, Faculty of Medicine, University of Paris, 
France 

Dr. A. A. Sidky, Director-General, Cairo Minicipal Health Department, 
Cairo, Egypt 

Walter D. Tiedeman, Resident Lecturer, School of Public Health, University 
of Michigan, Ann Arbor, Mich., United States of America 


EXPERT COMMITTEE ON INSECTICIDES 
Sixth session: 

S. H. Fryer, Chief Engineer, Ministry of Supply, Chemical Defence Experi- 
mental Establishment, Porton, Wiltshire, Soclend 

L. B. Hall, Chief, Equipment Development Section, Technical Development 
Laboratories, Communicable Disease Center (Public Health Service), 
Savannah, Ga., United States of America 

J. A. Jové, Chief Engineer, Sanitary Engineering Division, Directorate of 
Health, Ministry of Health and Welfare, Caracas, Venezuela 

A. T. Lemierre, Sceaux (Seine), France 

Dr. E. Mosna, Istituto Superiore di Sanita, Rome, Italy 

H. Rafatjah, Public-Health Engineer; Chief, Malaria Control Division, 
Ministry of Health, Teheran, Iran 


EXPERT COMMITTEE ON MATERNAL AND CHILD HEALTH 


econd session: 

Dr. E. Davens, Chief, Bureau of Preventive Medicine, State Department of 
Health, Baltimore, Md., United States of America 

Dr. J. H. de Haas, Head, Maternal and Child Health Department, National 
Public Health Service, The Hague; Head, Health Department, Nether- 
lands Institute for Preventive Medicine, Leyden, Netherlands 

Dr. D. L. J. Kahawita, Director of Health Services, Department of Health, 
Colombo, Ceylon 

Dr. Pastor Oropeza, Director, Maternal and Child Welfare Division, Ministry 
of Health and Welfare, Caracas, Venezuela 

Dr. J. Sulianti Saroso, Adviser, Maternity and Child Health Department, 
Ministry of Health, Jakarta, Indonesia 

Dr. Dorothy Taylor, Senior Medical Officer for Maternal and Child Welfare, 
Ministry of Health, London, England 
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WORLD HEALTH ORGANIZATION, EXPERT ADVISORY 
PANELS AND COMMITTEES 


1. Expert Apvisory PANELS 


To supply the Organization with technical advice by correspondence and to 
provide the membership of its expert committees (and of the Committee on 
International Quarantine), panels of experts have been established for each of the 


following subjects: 


Antibiotics 

Biological standardization 
Brucellosis 

Cholera 


Chronic degenerative diseases 

Drugs liable to produce addiction 

Environmental sanitation 

Health education of the public 

Health statistics 

Insecticides 

International pharmacopoeia and phar- 
maceutical preparations 

International quarantine 

Leprosy 

Malaria 

Maternal and child health 

Mental health 

Nursing 

Nutrition 


Occupational health 

Organization of medical care 

Parasitic diseases 

Plague 

Professional and technical education of 
medical and auxiliary personnel 

Public-health administration 

Rabies 

tehabilitation 

Lickettsioses 

Trachoma 

Tuberculosis 

Venereal infections and treponematoses 
(including serology and laboratory 
aspects) 

Virus diseases 

Yellow fever 

Zoonoses 


> 


2. Expert CoMMITTEES 


The membership of the expert committees which met in 1955 was as follows: 


EXPERT COMMITTEE ON BIOLOGICAL STANDARDIZATION 


Ninth session: 


Dr. A. do Amaral, Director, Instituto Butantan, Sao Paulo, Brazil 
Dr. J. H. 8. Gear, Director of Research, Poliomyelitis Research Foundation, 
South African Institute for Medical Research, Johannesburg, Union of 


South Africa 


Prof. E. Grasset, Director, Institute of Hygiene, University of Geneva, 


Switzerland 


Dr. 8. Kojima, Director, National Institute of Health, Tokyo, Japan 


Dr. P. Lépine, Chief, Virus Section, 


Institut Pasteur, Paris, France 


Dr. O. Maalge, Chief, Department of Biological Standardization, Statens 
Seruminstitut, Copenhagen, Denmark 

Prof. G. Olin, Director, State Bacteriological Laboratory, Stockholm, Sweden 

Dr. W. L. M. Perry, Director, Department of Biological Standards, National 
Institute for Medical Research, Mill Hill, London, England 

Prof. R. Prigge, Director, Paul-Ehrlich-Institut, Staatliche Anstalt fir 
Experimentelle Therapie, Frankfurt-am-Main, Germany 

Dr. C. Puranananda, Director, Queen Saovabha Memorial Institute, Bang- 


kok, Thailand 


Dr. W. G. Workman, Assistant to Director, Division of Biologics Standards, 
National Institutes of Health (Public Health Service), Bethesda, Md., 


United States of America 
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EXPERT COMMITTEE ON DRUGS LIABLE TO PRODUCE ADDICTION 


Sixth session: 

Dr. N. B. Eddy, Chief, Section on Analgesics, Division of Chemistry, National 
Institute of Arthritis and Metabolic Diseases, National Institutes of Health 
(Public Health Service), Bethesda, Md., United States of America 

Dr. G. Joachimoglu, Professor of Pharmacology; Chairman, Superior Health 
Council, Ministry of Hygiene, Athens, Greece 

Dr. B. Lorenzo Velazquez, Professor of Pharmacology, Faculty of Medicine, 

University of Madrid, Spain 

Dr. T. Masaki, Professor of Pharmacology, Hokkaido University School of 
Medicine, PROROES Japan 

J. R. Nicholls, C. B. F., D. Se., Department of the Government Chemist, 
London, England 

Dr. V. Zapata Ortiz, Professor of Pharmacology, Faculty of Medicine, Na- 
tional University of San Marcos, Lima, Peru 


EXPERT COMMITTEE ON ENVIRONMENTAL SANITATION 


Fourth session: 

Dr. H. Ceballo, Chief Veterinary Officer, Section of Food Registration, 
Ministry of Health and Welfare, Caracas, Venezuela 

=e Johnson, Secretary, The Sanitary Inspectors Association, London, 
“ngland 

Dr. Shintaro Kotani, Chief, Food Sanitation Section, Public Sanitation 
Bureau, Ministry of Health and Welfare, Tokyo, Japan 

Dr. A. Névot, Professeur agrégé, Faculty of Medicine, University of Paris, 
France 

Dr. A. A. Sidky, Director-General, Cairo Minicipal Health Department, 
Cairo, Egypt 

Walter D. Tiedeman, Resident Lecturer, School of Public Health, University 
of Michigan, Ann Arbor, Mich., United States of America 


EXPERT COMMITTEE ON INSECTICIDES 
Sixth session: 
S. H. Fryer, Chief Engineer, Ministry of Supply, Chemical Defence Experi- 
mental Establishment, Porton, Wiltshire, England 
L. B. Hall, Chief, Equipment Development Section, Technical Development 
Laboratories, Communicable Disease Center (Public Health Service), 
Savannah, Ga., United States of America 
J. A. Jové, Chief Engineer, Sanitary Engineering Division, Directorate of 
Health, Ministry of Health and Welfare, Caracas, Venezuela 
A. T. Lemierre, Sceaux (Seine), France 
Dr. E. Mosna, Istituto Superiore di Sanita, Rome, Italy 
H. Rafatjah, Public-Health Engineer; Chief, Malaria Control Division, 
Ministry of Health, Teheran, Iran 


EXPERT COMMITTEE ON MATERNAL AND CHILD HEALTH 


.econd session: 

Dr. E. Davens, Chief, Bureau of Preventive Medicine, State Department of 
Health, Baltimore, Md., United States of America 

Dr. J. H. de Haas, Head, Maternal and Child Health Department, National 
Public Health Service, The Hague; Head, Health Department, Nether- 
lands Institute for Preventive Medicine, Leyden, Netherlands 

Dr. D. L. J. Kahawita, Director of Health Services, Department of Health, 
Colombo, Ceylon 

Dr. Pastor Oropeza, Director, Maternal and Child Welfare Division, Ministry 
of Health and Welfare, Caracas, Venezuela 

Dr. J. Sulianti Saroso, Adviser, Maternity and Child Health Department, 
Ministry of Health, Jakarta, Indonesia 

Dr. Dorothy Taylor, Senior Medical Officer for Maternal and Child Welfare, 
Ministry of Health, London, England 
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EXPERT COMMITTEE ON PROFESSIONAL AND TECHNICAL EDUCATION OF MEDICAL 
AND AUXILIARY PERSONNEL 
Third session: 


i Loo Chih-teh, Director, National Defense Medical Center, Taipei, 

aiwan 

Dr. R. M.,Morris, Secretary for Health, Ministry of Health, Salisbury, 
Federation of Rhodesia and Nyasaland 

Dr. V. Puntoni, Professor of Hygiene; Director, Institute of Hygiene, Uni- 
versity of Rome, Italy 

my, i “a Routley, President, Canadian Medical Association, Toronto, 

anada 

Dr. Min Sein, Professor of Medicine, University of Rangoon, Burma 

Dr. J. M. Sénécal, Professor of Paediatrics, Institut des Hautesa Etudes, 
Dakar, French West Africa 


EXPERT COMMITTEE ON PSYCHIATRIC NURSING 
First session: 


Miss E. A. Garrison, Training Specialist, Psychiatric Nursing Training and 
Standards Branch, National Institute of Mental Health, National Institutes 
of Health (Public Health Service), Bethesda, Md., United States of America 

— ae F. Griffith, Mental Nursing Officer, Ministry of Health London 

inglan 

Dr. G. Kraus, Professor of Psychiatry, Neuro-Psychiatric Clinic, University 
of Gréningen, Netherlands 

Dr. Lin Tsung-yi, Chairman, Department of Neurology and Psychiatry, 

National Taiwan University Hospital, Taipeh, Taiwan 

Miss I. I. Marwick, Matron, Tara Hospital, Saxonwold, Johannesburg, 
Union of South Africa 

Miss Sylvia Rawlings, Matron, Broughton Hall Psychiatric Clinic, Leich- 
hardt, Sydney, Australia. 

Dr. T. P. Rees, Medical Superintendent, Warlingham, Park Hospital, 
Warlingham, Surrey, England 

Dr. A. Wagdi, Director, Mental Hospital, Abbassia, Cairo, Egypt 

Miss G. Zetterstrém, Mental Nursing Officer, Mental Health Division, 
Royal Medical Board, Stockholm, Sweden 


EXPERT COMMITTEE ON TRACHOMA 
Second session: 


oa G. B. Bietti, Director, Ophthalmological Clinic, University of Parma, 

taly 

Sir Stewart Duke-Elder, Director of Research, Institute of Ophthalmology, 
University of London, England 

Prof. Ida Mann, Ophthalmic Consultant to the Government of Western 
Australia, Public Health Department, Perth, Australia 

Dr. Y. Nakamura, Professor of Ophthalmology, Nippon Medical College; 
Executive Director of Japan Ophthalmological Society, Tokyo, Japan 

Dr. R. Nataf, Adviser to the Ministry of Health for Endemoepidemic Eye 


Diseases and Scientific Research; Head of Department, Ophthalmological 
and Trachoma Centre, Tunis, Tunisia 


Dr. G. Sicault, Director of Health, Rabat, Morocco 

Dr. V. Tabone, Ophthalmic Surgeon, Central Hospital, Valetta; Consultant 
Ophthalmologist, Victoria Hospital, Gozo, Malta 

Dr. R. M. Taylor, Head, Department of Virology, United States Naval 
Medical Research Unit No. 3, Cairo, Egypt 

Dr. V. Thygeson, Clinical Professor of Ophthalmology, School of Medicine, 


University of California Medical Center, San Francisco, United States of 
America 
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APPENDIX 12 





LIST OF RELEASES IN WHO TECHNICAL REPORT SERIES 
(PUBLISHED REPORTS OF WHO EXPERT COMMITTEES) 


AS OF JULY 1, 1956 


Adoption, Joint UN/WHO Meeting of pupae: on the Mental-Health Aspects of, final 
WE ss acbebadab-cnnats 


Alcohol, Expert Committee on first report. 
Alcohol and Alcoholism, report of an Expert rt Committee 
Alcoholism Subcommittee. See under Mental Health. 
Amputees and Prostheses, report of a conference of prosthetics_._- it are i pligacl ce decnicagen Sohne a 
Antibiotics, Expert Committee on, report on the first session __-------.--.--.--- 


Bilharzia Snail Vector Identification and Classification (equatorial and South Africa), | 
report of a study-group- 


Bilharziasis, Expert Committee on, ‘first report _- 
Bilharziasis in Africa, Joint O[THP/ w HO, study- -group on, “report. on the first session. - 
Biological Standardization, Expert Committee on: 
Report on the third session- - . 
Report on the fourth session------- 





Qo. eee ee ise oi ea eee 7 aad 
NE Oe eicendleccsanasuaewene Je Ragen Paatidinned aaa ensues 
Sevetite seport...........--.cs.- po ah deed dot asec aceasta Diode tac Call 
Eighth report_- og 


Report of the Subcommittee on Fat-Soluble V itamins- 
Brucellosis, Joint FAO/WHO Expert Committee on: 
Report on the first session - 
Second report 
Cholera, Expert Committee ‘on, first report Saas a plein ssa haem edn am ack. wien nd 
Cholera, Joint OIHP/W HO study- oo on, report on the third session_...........--- 
Communicable Diseases of Childhood, Active Immunization against Common, report 
of a group of consultants_-_____- aie 
Diptheria and Pertussis V accination, report of a conference of heads of laboratories pro- 
ducing diptheria and pertussis vaccines. OE aD dle RE SY.) 
Drugs Liable to Produce Addiction, Expert C ommittee on: 


Report on the second session 
Third report__... 
Fourth report. - - 
Fifth report 
Sixth report. __- eeserassss de 
Environmental Sanitation, Expert Committee on: | 
| eee caike amend e 
Second report 
Third report-_--- Rnchbseccudce 
Helath Education of the Public, E xpert Committee on, ‘first ‘Teport. ca chaigaisieiain oie 
Health Statistics, Expert Committee on: 
Se nn ee eS canara nmareescdnee ats 
Second report (including reports on the first sessions of the subcommittees on the 
definition of stillbirth and abortion, on the registration of cases of cancer as well as 
their statistical presentation, and on hospital statistics) - ..__- — 
Third Report (including 2d report of the subcommittee on the registration of cases 
of cancer as well as their statistical presentation)... 
Health and Vital Statistics, First International Conference of National Committees on, | 
report . ss 
Hepatitis, Expert C ommittee on, first report_ mo 
Hygiene of Seafarers, Joint ILO/W HO Committee on the: 
Report on the first session 
Second report a 
Influenza, Expert Committee on, first report_ 
Insecticides, Expert Committee on: 
Report on the first session ._.____--- 
Report on the second session - 
Third report SF dreds octet dete lent pres ok tite dns paige sey Ss i lee con copie: al era 
Fourth report 


International Pharmacopeceia, Expert Committee on the (formerly Expert Committee 
on the Unification of Pharmacopeceias) 

Report on the fourth session 

Oe Ge Sie Fer Ns oo Sir nce oe eh cece eee ween 

ey od eee ee ee ee Se ee 

Report on the seventh session (including report on the first sessi 
mittee on Non-Proprietary Names) --..-..-.------------------------------------- | 

Report on the eighth session 


Ninth report (including third report of the Subcommittee on Non-Proprietary 
ER Ee Ree ee ee oe eae De eee ee See 


International Sanitary Regulations, World Health Organization Regulations No. 2.--) 
Leprosy, Expert Committee on, first report 












1 Out of print. 
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Number 


70 


84 | 


100 


21 
57 
76 


102 | 


62 


20 
92 


< 


64 


54 


29 


Price 


() 


(*) 


(') 


.10 
. 25 
. 30 
.30 


(") 


. 25 


OF 


“0 


. 25 


. 20 
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(1) 
(1) 
(4) 
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Number | Price 





Malaria, Expert Committee on: 
Report on the third session- 








caditaieseattnlniotssNatdteaaaiaaeaata tdci ceaadiemiaan aes s 1) 
TESeTE Olt Che ROUGE Nie iniciiccedcencntcensasuccsuesetcnennaksasie Siaiiedh: seseka 39 | ti 
FER SOONG. 6 ccoincdiadvedies snatched aah audabiad dna aeieid did 80 $0. 25 

Malaria Conference in Equatorial Africa, report................-.--.....-------. 38 | 45 

Malnutrition, Prevention and Treatment of Severe, in Times of Disaster, report of a 

SIOU OF CRI cnt stekcdicdnssaneddncnsnchaupetntasonsescctindnsicnihgtintiaemanie’ 45 | . 35 

Maternity Care, Expert Committee on, first report: A preliminary survey_..........- 51 | .15 

Meat Hygiene, Joint FAO/WHO Expert Committee on, first report. ..........-. ae 99 | . 60 

Mental Health, Expert Committee on: | 
DONS G0k Ge SS MIE sn tncstankhumnmignacuabiahnnatetoosorniounsbaitnatinndmeibea 9 | . 30 
ee EE Se ean en 31 (i 
Third report (“The Community Mental Hospital’’)................---- 73 .25 
Fourth report (‘‘ Legislation affecting Psychiatric Treatment’’) _.................-- 98 . 30 

Alcoholism Subcommittee: 

Report on the first BREE, wip cw nnsas stile dadeuiietinmpadaabiiiiiessseandaanecai 42 15 

Boceth TORO sn otha d4- be deeb cedey sabe dh.) dente be de eth AAU ince 48 25 
Mentally Subnormal Child (the), report of a joint committee convened by WHO with 

the participation of United Nations, ILO and UNESCO.._..._-...-.--..----------. 75 025 

Midwifery Training, Expert Committee on, first report... ._- siishs iid eateadacte 93 | .30 

Nursing, Expert Committee on: 

IO Uh Si et SI pire mers. cemgiercfesecesnsmntnenensien tech eiceebalaomiieadiinepeaaiensliiaingatin 24 | 20 
Second report... -.-...-.-- a 6 dae tig cae Naas ete estore ap are te : 49 15 
Third report___- bine sl a bietduahes J dt 91 . 25 

Nursing Education, Working Conference on, report dona bu set, Ci oa ‘ : 60 . 20 

Nutrition, Joint F £0/WHO Expert Committee on: | 
EE ee wakes th, ace Gales 16 (1) 
PRU re BUS SII aikkk oi re etre tereetencn Dae as 44| (1) 
TRG SOPOT. ince eens eye se reuneewceewre ecb alsbassgiteenteibeensec Js llcie 72 | . 20 
BF OU PN in nero nre ccm eigenen rata wwcosennootid baplbddadtinabicinds Suse : 97 . 60 

Occupational Health, Joint IL O/WHO Committee on, second report_- SUL Ge SE 66 | . 20 

Onchocerciasis, E xpert Committee on, first report 87 25 

Physically Handicapped Child, Joint E — Committee on the (WHO, United 

Nations, ILO, and UNESCO), first report. a 58 20 

Plague, Expert Committee on: 

Report on the first session.............- hda mr i bk eee 11 (i 
Second report... _-. . Jt , 4 stitawak 74 | .10 

Poliomyelitis, E xpert Committee on, first report ‘ aindceneiicnasdaindicell Laue 81 | .50 

Poliomyelitis Vaccination, 1 prelimin: ary review__-_. patiiveninsipteiacninaeanatna ses 101 | .30 

Prematurity, Expert Geen on, final report jisi 27) (!) 

Professional and Technical Education of Medical and Auxili ary Personnel, Expert | 

Committee on: 
TROIS GIN GENO TITS NS a snes INSU tonielea. 22 ( 
CR NS aia ct ispecies gtd hci iptiger tlc cab eth nanan ete moierniscontaicll 69 | 20 

Public-Health Administration, E xpert Committee on: | 
Be ir ailiceienatincces aihtsieenssctcetinin tates ocielacneenciinsceseteameiadimatiaaigisancnapanien eta a teeiee nd 55 | . 30 
Second report (Methodology ‘of Planning and Integrated Health Program for 

Rural Areas) silelats kcaldhabick bic iecaanall ; ape bam ane de 83 | .25 

Rabies, Expert Committee on: 

PROTON EY Te TUNG SINE «detec aneecannannnanien elas). stall dss oad 28 | . 20 
PI UE in ea Ce oh taketh aeaeka ah Dtea edn as neti nndctnsaide beaddienduedbucebtio 82 25 

Rheumatic Diseases, E xpert Committee on, first report Sikeectheteahsl bial dala te A 78 | .25 

Rickettsioses (African), Joint OLHP/WHO Study- -Group on, report on the fist session _- 23 | 15 

School Health Services, Expert Committee on, first report............-..-.___- Snr 30 25 

Trachoma, Expert Committee on, first report--.....-....-..2.22.--2 22k 59 (1) 

Tuberculosis, Expert Committee on: } 

Report on the fourth session.................- mecvalesil sacalll aside Bae tooth 4 7) Q 
Report on-the Sfth session ............................ Skew bee kewewasueenbiinnat 32 (?) 
Sixth report (vaccination against tuberculosis).........___-»_-»_____ et 88 | 25 

Venereal- Disease Control in the USA, report of the WHO Syphilis Study Commission - 15 | . 45 

Veneréal Infections and Treponematoses, Expert Committee on: | 
Report on the third session... ........-- niachen na aiehibina-daeciniaitnh eiiaaimtebd aan qian 13 | . 20 
Fourth report- nan sae daieat ndbcbs ed See Geta 63 | 55 

Subcommittee on Serology and Laboratory Aspects: | 
Report on the first session. _._..-.. Sea ween en nnenesawtenenewnnsnncecennssceees 14 | 25 
Report on the second session. peenh-aatges biniee sens dhedeenawesehamebedietininbenas 33 | . 20 
Third report Ralnitin dd idee dat a aad hihaln anweerwindacpinieans = leita iat 79 50 

Yellow-Fever Panel: report nis Chee Gila Net Ss er 5S 19458 =... c-nccns 19 .10 

Zoonoses, Joint WHO/IAO Expert Group on, report on the first session..............- 40 . 30 

1 Out of print. 
ADDENDUM 
sails 
Malaria Conference for the Western Pacific and South-East Asia Regions (Second Asian 
Malaria Conference), report. ......---.--.--------------~-----------------------------| 103 $0. 30 

Food Hygiene, fourth report of the Expert Committee on Environmental Sanitation. 104 . 30 

Expert Committee on Psychiatric Nursing, first report........................-.-.-..._.. | 105 | (2) 

Expert Committee on Trachoma, second report.............--..-.-.- mate tidhdstreninaniiaaieatiangsite 106 .30 

Joint FAO/WHO Conference on Food Additives, report ....................------..--. 107 (2) 

Expert Committee on Biological Standardization, ninth report ......._------------..-.... 108 (2) 

Expert Committee on Professional and Technical Education of Medical and Auziliary 
SPORIIE, TIP Oo vat on sic atid edianenddnkdaltacddbihetalind boeken 109 - 30 

Expert Committee on Insecticides, sixth report... .......----.-.-----------------------0- 110 - 30 





3 In preparation. 











APPENDIX 13 


WORLD HEALTH ORGANIZATION GRANTS FOR 


AND RESEARCH COORDINATION 





RESEARCH 














1955 1956 
World Health Organization: 

Delineation of yellow-fever areas and yellow-fever research.._.............-..-.-. $4, 000 $4, 000 
Smallpox; trial of dried vaccine...........................-... s : 4, 000 4, 000 
ae TD RINT nn emrineninnaandabemnmenmannniti Genital es 3, 000 3, 000 
Statens Seruminstitut, Copenhagen.-....................__- seawbbidnaes 11, 685 11, 685 
Salmonella and Escherichia Center, Copenhagen...................-- 20, 000 20, 000 
ingerpational Gaigeie Center, Atlanta, Ga. ou... neon cece enn menenncen- 10, 000 10, 000 
Shigella Reference Laboratory, London.__.__.__- pubieeaeah ddl ced duh& Sbldtie « 3, 500 3, 500 
Medical Research Council, London (biological standards). ............_.....__. 8, 480 8, 480 
Establishment of collection of authentic chemical substances -~................-_- 2, 000 2, 000 
Serological standardization. ..............-- puiienedss eee dwt Estas 5, 000 4, 000 
Brucell ‘sis research _ .-- a Px Jd | 1,000 |... ‘a 
Rickettsioses and virus diseases, including influenza: laboratory studies. -._- 4, 000 4, 000 
Bilharziasis studies: determination of snail vectors and diagnostic procedures__.- 1, 000 1, 000 
CIDER COIN oo occt cine cic akationsoencnandldigtdasleathesleLciee Mite ; 20, 000 
DORGCGGE: DIRE TINE isi nn avntnntkttcnincece Mciswinidtiatindnaimudics | 1, 500 1, 500 
Plague, coordinatiyn of international research __.................-.-----..... 2 1, 000 2, 000 
World Influenza Center: influenza strain-typing and study on antigens__..__.__- 5, 500 5, 500 
International Influenza Center for the Americas. ...........-...-...----.222---2_ 22 - e : 1, 000 
I, COE CI oo in ose bittwntccccc oneness 3, 000 3, 000 
Onchocerciasis................- sal iceesigptcashllaeiunsidieala steered lea dhageln eoeianiubiniaceacabh aichaptietiiaal toad $008: tocskis.... 
Tenens Fire, MeratoTy Maes... aha eieics cee cl col 1, 000 1, 000 
Pa aad letegeb mht cinaieaneaseleiociee meal ROS teu. d.... 
RI, Ss hia nami kebbic in dlibe peel dn ebasdasbdbeke Sel tee i achat O a eesiiase 

Rd re Re a rein iat Cee nawsnwasbediennuhnnnintastcltidlblad 92, 665 110, 665 
Tuberculosis Research Office, Copenhagen ---.............------------------...-- 159, 150 167, 438 

i aca pitntininsncnsciciiiaeniaincienimaitincesiangiamtpicnininciid ahd deat iniitia eae ok Peele 251, 815 278, 103 

Pan American Sanitary Organization: 

Gorgas Memorial Laboratory (yellow fever studies) -.................--..-.....- 30, 570 29, 420 
Institute of Nutrition of Central America and Pamama.-..................-..-... 13, 800 13, 800 
Pan American Foot and Mouth Disease Center...................--.-..-..----- 266, 614 330, 039 

DOR kc dinitnitittzntinmmmntinntinincipwmmnnnsetiitd cocescoose cobwicnedsaus ----| 310,984 373, 259 
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APPENDIX 14 


NONGOVERNMENTAL ORGANIZATIONS IN OFFICIAL RELA- 


TIONS WITH THE WORLD HEALTH ORGANIZATION (AS 
OF DECEMBER 1956) 


International Academy of Legal Medicine and of Social Medicine 
International Association for the Prevention of Blindness 
The Biometric Society 
International Committee of the Red Cross 
International Conference of Social Work 
Council for International Organizations of Medical Sciences 
Federation Dentaire Internationale 
International Pharmaceutical Federation 
Inter-American Association of Sanitary Engineering 
International Council of Nurses 
International Hospital Federation 
International Federation for Housing and Town Planning 
International Leprosy Association 
League of Red Cross Societies 
International League against Rheumatism 
International Union against Cancer 
International Union against Tuberculosis 
International Union against Venereal Diseases and the Treponematoses 
International Union for Child Welfare 
World Federation for Mental Health 
World Federation of United Nations Associations 
World Medical Association 
International Association of Microbiological Societies 
International Society for the Welfare of Cripples 
International Pediatric Association 
Central Council for Health Education 
International Committee of Catholic Nurses 
Medical Women’s International Association 
Union Ose—(Chief Relief and Health Protection of Jewish Populations) 
International Union for Health Education of the Public 
International Hydatigological Association 
International Society of Criminology 
International Society for Blood Transfusion 
International Organization against Trachoma 
International Commission on Radiological Protection 
International Commission on Radiological Units of Measurements 
Permanent Committee for the International Veterinary Congresses 
World Veterans Federation 
International Federation of Gynecology and Obstetrics 
World Confederation for Physical Therapy 
(Excerpted from Chronicle of WHO, December 1956 issue). 
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CONSIDERATION OF H. R. 3753 





May 23, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Trimste, from the Committee on Rules submitted the following 
REPORT 
[To accompany H. Res. 263] 


The Committee on Rules, having had under consideration House 


Resolution 263, reports the same to the House with the recommenda- 
tion that the resolution do pass. 


O 
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1st Session No. 476 





CONSIDERATION OF H. R. 6974 


Mar 23, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. O’Nen, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 264] 


The Committee on Rules, having had under consideration House 
Resolution 264, reports the same to the House with the recommenda- 
tion that the resolution do pass. 


oO 
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1st Session No. 477 





CONSIDERATION OF S. 469 


May 23, 1957.—Referred to the House Calendar and ordered to be printed 





Mr. Bott1ne, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 265] 


The Committee on Rules, having had under consideration House 
Resolution 265, reports the same to the House with the recommenda- 
tion that the resolution do pass. 


O 
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THIRD SUPPLEMENTAL APPROPRIATION BILL, 1957 
May 24, 1957.—Ordered to be printed 


Mr. Cannon, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 


[To accompany H. R. 7221] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H. R. 7221) 
making supplemental appropriations for the fiscal year ending June 
30, 1957, and for other purposes, having met, after full and free con- 
ference, have agreed to recommend and do recommend to their respec- 
tive Houses as follows: 

That the Senate recede from its amendments numbered 3, 7, 11, 
12, 13, and 26. 

That the House recede from its disagreement to the amendments of 
the Senate numbered 1, 4, 6, 18, 19, 20, 27, 29, 30, 32, 34, and 36 and 
agree to the same. 


Amendment numbered 24: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 24, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $750,000; 
and the Senate agree to the same. 

Amendment numbered 37: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 37, and agree to the same with an amendment 
as follows: 


In lieu of the sum proposed by said amendment insert $4,215,776; 
and the Senate agree to the same. 
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The committee of conference report in disagreement amendments 
numbered 2, 5, 8, 9, 10, 14, 15, 16, 17, 21, 22, 23, 25, 28, 31, 33, and 35. 
CLARENCE CANNON, 
ALBERT THOMAS, 
MicHagu J. Krrwan, 
JAMIE L. Wuirren, 
JoHun J. Rooney, 
JOHN TABER, 
Bren F. JENSEN, 
H. Cart ANDERSEN, 
Curr CLEVENGER, 
Managers on the Part of the House: 
Cart Haypen, 
Ricwarp B. Russet, 
Dennis CHAVEZ, 
ALLEN J. ELLENDER, 
Lister Hu, 
SryLes BrinGes, 
LEVERET? SALTONSTALL, 
Mitton R. Youne, 
WitiiaM F. KNow.anp, 
Managers on the Pari of the Senate, 








STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendments of the Senate 
to the bill (H. R. 7221) making supplemental appropriations for the 
fiscal year ending June 30, 1957, and for other purposes, submit the 
following statement in explanation of the effect of the action agreed 
upon and recommended in the accompanying conference report as to 
each of such amendments, namely: 


CuHaptTer [ 


DEPARTMENT OF AGRICULTURE 


Amendment No. 1: Inserts heading. 

Amendment No. 2: Reported in disagreement. It is the intention 
of the managers to offer an amendment which will make $4,000,000 
available through June 30, 1958. This amount includes funds to 
reimburse the President’s disaster relief fund which is available to 
meet emergency needs of this type where specific appropriations have 
been exhausted. 

Amendment No. 3: Deletes language proposed by the Senate appro- 
priating $25,000,000 for emergency range conservation. The funds 
for this purpose were not agreed to since policies and procedures have 
not yet been worked out to insure that the money expended will 
result in the improvement or protection of cover on the land as 
contemplated by the law. 

Amendment No. 4: Inserts heading. 

Amendment No. 5: Reported in disagreement. It is the intention 
of the managers to offer an amendment which will provide $11,500,000 
for emergency feed and seed assistance. This amount includes funds 
to reimburse the President’s disaster relief fund which is available to 
meet emergency needs of this type where specific appropriations have 
been exhausted. 

Amendment No. 6: Authorizes $26,000,000 for farm ownership loans 
as proposed by the Senate. 


Cuapter II 
PaNnAMA CaNnaL CoMPANY 


Amendment No. 7: Deletes language proposed by the Senate ap- 
propriating $1,000,000 for the Panama Canal bridge. 


Cuapter III 
DEPARTMENT OF DerensE—MILITARY FUNCTIONS 


Amendment No. 8: Reported in disagreement. 
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Cuapter IV 
AMERICAN BatrtE Monuments ComMISssION 


Amendment No. 9: Reported in disagreement, 


CuapTer V 
INDEPENDENT OFFICES 


Amendment No. 10: Reported in disagreement. 

Amendments Nos. 11, 12, and 13: Delete language proposed by the 
Senate relating to the Federal employees’ group life insurance fund, 

Amendments Nos. 14, 15, and 16: Reported in disagreement. 


CuapTer VI 


DEPARTMENT OF INTERIOR 


Amendment No. 17: Reported in disagreement. 

Amendment No. 18: Authorizes $283,000 for resources manage- 
ment, to be derived by transfer, instead of $133,000 as proposed by 
the House. 


Amendment No. 19: Appropriates $15,000 for the Alexander 
Hamilton Bicentennial Commission as proposed by the Senate. 


Cuapter VII 


DeEpaARTMENT OF Heattu, EpucaTion, AND WELFARE 


Amendment No. 20: Amends language of the House relative to 
hospitalization and medical care as proposed by the Senate. 
Amendment No. 21: Reported in disagreement. 


Cuapter VIII 


Pusuic Works 


Amendments Nos. 22 and 23: Reported in disagreement. 
Cuapter IX 


DEPARTMENT OF STATE 


Amendment No. 24: Appropriates $750,000 for salaries and ex- 
penses instead of $500,400 as proposed by the House and $1,000,000 as 
proposed by the Senate. The conferees do not approve of the use 
of any appropriated funds for official residence allowances for deputy 
chiefs of missions or for medical benefits for dependents. 


DEPARTMENT OF JUSTICE 


Amendment No. 25: Reported in disagreement. 
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Funps APPROPRIATED TO THE PRESIDENT 


Amendment No. 26: Appropriates $1,300,000 as proposed by the 
House instead of $1,500,000 as proposed by the Senate. 


Cuapter XI 
LEGISLATIVE BRANCH 


Amendments Nos. 27 through 34: Insert items for the Senate as 
proposed by the Senate. Of the foregoing, amendments 28, 31, and 33 
are reported in disagreement. 

Amendment No. 35: Reported in disagreement. 


Cuapter XII 
Cuiams ror DamaGss, AupITED CLAIMS, AND JUDGMENTS 


Amendments Nos. 36 and 37: Insert reference to Senate document 
and approprate $4,215,776 instead of $4,437,896 as proposed by the 
Senate. The amount agreed to is $222,120 less than proposed, due to 
the elimination of the judgment set forth in schedule C of Senate 
Document No. 38. 


CLARENCE CANNON, 

ALBERT THOMAS, 

MicuHaet J. Kirwan, 

Jamie L. WHITTEN, 

Joun J. Rooney, 

JoHN TABER, 

Ben F. JENSEN, 

H. Cart ANDERSEN, 

Curr CLEVENGER, 
Managers on the Part of the House. 
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DISPOSITION OF SUNDRY PAPERS 





May 24, 1957.—Ordered to be printed 


Mrs. GREEN of Oregon, from the Joint Committee on Disposition of 
Executive Papers, submitted the following 


REPORT 


{Pursuant to 57 Stat. 380 and 57 Stat. 434] 


The joint select committee of the Senate and House of Representa- 
tives, appointed on the part of the Senate and House of Represent- 
atives and acting in compliance with the provisions of the act 
approved July 7, 1943 (57 Stat. 380), as amended by the act approved 
July 6, 1945 (59 Stat. 434), respectfully reports to the Senate and 
House of Representatives that it has received and examined the report 
of the Archivist of the United States No. 57-11, dated May 20, 1957, 
to the 85th Congress, 1st session, submitting the following lists or 
schedules covering records proposed for disposal by the Government 
agencies indicated: 





Job No. Agency by which submitted Job No. Agency by which submitted 
II-NN A-2278...| Veterans’ Administration. II-NN A-2460...| Department of the Air Force, 
II-NNA-2345...| Department of Health, Educa- || LII-NN A-2461...) Department of the Army. 

tion, and Welfare. II-NN A-2462_...| Department of the Navy. 
II-NN A-2354...| Department of the Army. II-NN A-2468...| Department of the Air Force, 
II-NN A-2365... Do. II-N N A-2470_..| Central Intelligence Agency. 
II-N N A-2437...| General Services Administration. || II-NNA-2474...| U. S. Civil Service Commission, 
II-N N A-2438_..| Department of Commerce. II-NN A-2481_..| Department of the Air Force. 
II-N N A-2441_..| Department of the Treasury, II-N N A-2487_.. Do. 
II-NNA-2443_..| Department of the Navy. IlI-N A V-230...| General Services Administration; 
II-NNA-2451...| Department of the Treasury. III-NIR-212.... Do. 


Your committee reports that the records proposed for disposal in 
the said lists or schedules reported by the Archivist of the United 
States do not, or will not after the lapse of the period specified, have 
sufficient administrative, legal, research, or other value to warrant 
their continued preservation by the Government and recommends 
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that their disposal be accomplished ape ect to the proviso of section 6 
and the provisions of section 9 of the aformentioned act, as amended. 
Respectfully submitted to the Senate and House of Representatives, 


Epira GREEN, 


Rosert J. CorBeEtt, 
Members on the Part of the House. 


Ourn D., Jounston, 


Frank Carson, 
Members on the Part of the Senate; 


Oo 
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AUTHORIZING THE PRINTING OF ADDITIONAL COPIES 


OF HOUSE REPORT NO. 481 ON THE EXCISE TAX BILL, 
H. R. 7125, CURRENT SESSION 


May 24, 1957.—Ordered to be printed 


Mr. Burueson, from the Committee on House Administration, 
submitted the following 


REPORT 


[To accompany H. Con. Res. 179] 


The Committee on House Administration, to whom was referred 
House Concurrent Resolution 179, having considered the same, report 
favorably thereon without amendment and recommend that the 
concurrent resolution do pass. 

The estimated cost of printing is $3,178.74. 


0 

















Union Calendar No. 158 
85th Congress, Ist Session - - - - House Report No. 481 


EXCISE TAX TECHNICAL CHANGES 
ACT OF 1957 


REPORT 
OF THE 
COMMITTEE ON WAYS AND MEANS 
HOUSE OF REPRESENTATIVES 
TO ACCOMPANY 


H. R. 7125 


A BILL TO MAKE TECHNICAL CHANGES IN THE FEDERAL 
EXCISE TAX LAWS, AND FOR OTHER PURPOSES 





May 24, 1957.—Committed to the Committee of the Whole House 
on the State of the Union and ordered to be printed 





UNITED STATES 
GOVERNMENT PRINTING OFFICE 
92140 WASHINGTON 3: 1957 














CONTENTS 





T. General statement 
i. Revenue effect... er ee ie 
III. Explanation of in of title I relating to miscellaneous excise 
WANs... 8 da ag er angen vo Spee ereparcan Glas in ewe ee ny aso nw men ea nd 
Part I—Ret ailers excise taxes.____.-..-.-...-..-.-------... 
Sec. 101. Semipreciots Stone. Sos 
Sec. 102. Certain clocks, cases, and movements 
(a) Cloeks subject to manufacturers excise taxes 
(b) Clocks in control or regulatory devices 
( 6)’ FRSVORTEG CHIU eee ee ee ce aeresmmen 
Sec. 103. ‘Engunge tarssc cote ee es 2 
(a) Substitution of specific listing for “‘basket clause’’_. 
(b) Briefcases and ring binders 
(c) Fittings or accessories _ —— 
(a) "Revenu’ dese ook ee ee en nccemmenes 
Sec. 104. Sales of installment accounts by retailers_____- 
Sec. 105. Exemption from retailers excise taxes for nonprofi t 
educational organizations 
Part II—Manufacturers excise taxes_____________________-_-- 
Sec. 111. Parts and accessories for farm equipment___...-_- 
Sec. 112. Refrigerator components__-___--......-....-..-. 
Sec. 113. Electric, gas, and oil appliances__...__._.._..._-_- 
(a) Electric direct-motor-driven fans and air circula- 


(b) Electric floor polishers and waxers RE 
(c) Gas and oil incinerator units and garbage- disposal 
UNI, dacs mate becen essere sees ds 

(d) Revenud etter etek Oe biol 
Sec. 114. Radio and television components, record players, 
tape and wire recorders, etc 
Cas) EOE pe ee ols rer. rswsnncenerlatibiatiaans te 
(b) Tape and wire recorders, players, and recorder- 
WOR VON. kd Bed one es ee ne Sola 
(c) Articles of the entertainment type 
(d) Taxable radio and television components 

(e) Revenue effect 


Sec. 115. Constructive sale price for manufacturers excise 


(a) Sales at retail and sales to retailers._____.....--_. 
(b) Constructive price for sales at retail only 
(c) Revenue effect 

Sec. 116. Sales of installment accounts by manufacturers___ 

Sec. 117. Leases of certain articles subject to manufacturers 

excise taxes 

(a) Lease considered as sale 
(b) Limitation on tax... ... 
(€)  Definitige oF teal Sas ke ees et sa ‘2 
(d) Lessor must also be engaged in selling 
(e) Sale before or after total tax becomes payable_-_--. 
(f) Transitional rules... 
(g) Utility trailers 
(h) Revenue effect 

Sec. 118. Use by manufacturer or importer considered sale_. 


Ill 


9-0 


Dwnrwrn Wh 
Pr hee 


bo NON NS 
NOOO oro 


4d 


} 
~J 


4 


non 
~~ 








IV CONTENTS 


III. Explanation of provisions of title I—Continued 
Sec. 119. Uniform 2 peor of exemptions, regiatration, etc. 


S.. em eee meen wee eee ee ew eee eeees 


3) Proof of mat na of resale for further 
ee 

(4) Extinguishment of liability. ........_____ 

(5) Tires, ete., sold in connection with other 

articles sold for specified tax-free pur- 

pose 

(6) Resisteation 26. ae fut caddies 
(1) Ceneral rule_____- 

(2) Extension of systems 


SOs ON a a tant ehsinnnnntinwlaninnature a 
(c) Special rules relating to further manufacture_-—-— ._- 
(d) Exemption for articles taxable as jewelry_....____. 


(6): MOUODIND OR estin ma ctinnlics et mined >< £m amd cunce 

Part IlI-—Facilities and, services .in cocci naomémvisd cmcenc<--- 0 
BGG; Bile PGRN hii inl ad tae thine Sealey il Rha iin «a iis i 

(a) Application of admissions tax outside the United 

_ btates 


etc. 


OOO, - eae NS I i Eee Bac Bes sak cn snakes aes a 
(a) Tax on life membersnins...... .. 3.0 -34-<3%---c- 
(b) Assessments paid for capital improvements; non- 

eT swimming facilities. _.-.-_-~-- oil ma 

(1) Assessments for ec: apital improveme A 

(2) Nonprofit swimming facilities._..._.__.._. 

6) OCICS GN Uicccheetet cwccaeocateusce ce 
(@) Reéwmeué Wet g cic ccd eanKkh<hieacoocee se 

Sec.. 123... Communications tax... :.--~.4}-.«---.-....-. 

(a) Changes in definitions and classifications__--__---- = 
(1) General telephone service_.........-----. 
(2) Toll telephone service_........-...-----. 
Reh, RNR re oa wnwen he 
(4) Teletypewriter exchange service 
(5) Wire mileage service. -.......-..------- 4 
(6) Wire and equipment services__._.....---- 
YB ATR 2 a at ee a 
(1) Certain coin-operated service....------- “ 
(2) For items otherwise taxed__........------ 
(3) Special wire service in company business - - 
(c) Installation charges - I ae ne 
(d) Terminal facilities in the case of wire mile is 
(e) Interior communication systems__...--.---------. 
C)) ORI UCAIIOR OF Se wath cecendh <ta~- +o -o nae 
(q) Effective date for communication taxes_......----. 
(h) Revenue effect 


oe. At GAS) DRT sco cwde cen dan c= 

Sec. 135. Exemption from the tax on the transportation of 
property—ferryboats_-..---.-------- 

See. 136. Exemption from the tax on the transportation of 

oil by pipeline 


Sec. 137, Exemption from communications and transporta- 
tion taxes for nonprofit educational organiza- 

ONG oti ans 22 CREED eid cn wneene a 

Part IV—Documentary stamp taxes_.............----------. 
Sec. 141. Documentary stamp taxes...........---.-----. 

(a) Imposition of tax on the original issuance of stock... 





Page 
28 
29 
29 
29 


30 
3l 


31 
32 
32 
33 
33 
33 
34 
34 
35 
35 
35 
36 
37 
38 
38 


38 
38 


40 
40 


bab bh b 
wnnre 


ahh hh b 


> > - 
> OT Ol Ot oe oe em Ge OW 


»_h 
~ a 
oo So 


46 


1 


~ 


ny 


0 








CONTENTS 


III. Explanation of provisions of title I—Continued 

(b) Certain transfers from surplus to capital 

(c) Exemptions, tax on original issuance of stock.___-- 

(1) Pooled pension, profit-sharing and stock 

DONUT SEN atone ee. a Stouts 

(2) Contracts to purchase stock on installment 
SER Re ap pela a AR ae ies 

(d) Imposition of tax on transfer of capital stock 

(e) Exemptions, tax on transfer of capital stock_______ 

f 


(f) Exemptions, return of securities transferred as col- 
LONGO cca croix etna ee RNS cetera ak eae ieee 
(g) Exemptions, certain other transfers_______.______- 
(1) Extension of certain stock exemptions to 
certificates of indebtedness 
(2) Revocnie Weed erniteeer ans > <chisannacas 
(kh) Exemption certleaees,.. ...c< cm macini=i25ocscsecs 
(7) Payment of tax through national securities exchanges 
without the use of stamps_............._____-_- 
(j) Exemptions from tax on the conveyance of real 
SRGRIGE ST « tccch bs ics cotneeotienntin dated bth basa be denna 
(k) Certain changes in partnerships...............--. 
(3) Hevenue C800 occas carb an whte. oc caneoe 
Part V—Taxes on wagering; certain occupational taxes 
See. 151. Persons liable for tax on wagers. asim 
Sec. 152. Occupational tax on coin-operated Cey ices__...... 
Sec. 153 Exemption from occupational tax on bowling alleys, 
billiard tables, and pool tables_...........---. 
Part VI—Procedure and administration-__.______..._-_.___- 
Sec. 161 Returns of retailers excise taxes by suppliers; return 
of taxes on the transportation of property by 
CO celica ic wan enka akeribsinadanls 
Ca), Renee GIRO 8 et a ns So ee 
(b) Tax on transportation of property_......--------- 
i). Jee Gann ee oe 
Sec. 162. Period for filing claim for floor stock re fund with 
respect to the import tax on sugar 
Sec. 163. Credits or refunds of certain taxes__....-..----- 
(a) Conditions to allowances__......_......--.--.--- 
(1) Application fo conditions to cabaret tax and 
tax on transportation of oil by pipeline__- 
(2) Credits or refunds with respect to stocks of 
el a rechten a tecen mina me eunksiea ac 
CS), RI ies ota apes @ os aces ee 
6) Prise sen. Sno cc uannacunwens 
(c) Specified uses and resales where tax payments are 
considered overpayments_..............------- 
C07 VaR EE 5 sates tite Bic ia tgs arose mae eee 
(2) Nonprofit educational organizations_____-. 
(3) Leaf springs, coils, timers, and tire chains_. 
(4) Credits or refunds where a second manufac- 
turer has purchased from a dealer- - ----- 
(d) Tires, tubes, or auto radios or television sets used 
on or in connection with other articles.._......-- 
(1) Sales for tax-free purpose__--------- 
(2) Sales for use in connection with articles 
other than automobiles or trucks --- -- : 
(e) Articles broken or rendered useless in manufacture 
OF RRS MERI, «dissin ccat centaur cade annee 
(f) Return of certain installment accounts__..___.__-. 
(g) Effective date for the new code section 6416 (b)_.. 
(Rk) Accounting procedures..........-...~.....-...sce 
(t) Meaning of terms and technical amendments - ----- 
(j) Certain radio receiving sets and radio and television 
CURRIN, nthe bt cca bemnedtinwunbian 
(k) Revenue effect of section 163 of bill 
Sec. 164, Gasoline lost in a disaster................------ 
Sec. 165, Statute of limitations for stamp taxes; rcodemption 
OF SUNS. 83s a ndandncasdntsinn dcnwadeneeae 


57 
58 
58 


59 
59 


59 
60 
69 
61 
61 
64 
64 
64 
65 
66 
C7 
67 

67 


68 


a] 767+ 


ay 
w W bo bo bo 


~J «7 *T 
OQ qr ~~ 


J «77 ~I ~I 


NI 


e732 
oon 








VI 


IV. Explanation of provisions of title II relating to alcohol, tobaceo, and 
certain other excise taxes 


CONTENTS 


Part I—General explanation of title IT 


Ce) CCR Pn Ne  namunecscne 


(1) General 


CZ) ‘Zomsurom Sparim peeee, ee keen 


(3) Bonding period 


(7) Permits 


(4) Allowances, refunds, and credits 
(5) Bond and lien provisions 
(6) Liability for tax and time of payment 


(8) Miscellaneous 


(b) Wine 
(c) Beer__ 


(d) Oecupational taxes 


(e) Tobacco 


(fy Pirearms. 5. ts 
(q) Procedure and administration 


(h) Disaster losses 


Part 11—Detailed discussion of the technical provisions of title IT_ 


See. 201. Amendment of Chapter 51 of the Internal Revenue 


Code of 1954_-__- 
Chapter 51—Distilled ‘spirits, 


wines, and beer 


Subchapter A—Gallonage and occupational taxes 


Part I—Gallonage taxes 
Subpart A—Distilled spirits a 
See. 5001. Imposition, rate and at- 
tachment of tax____.__-_-- 


Sec. 5002. Definitions__ 


See. 5003. Cross-references to exem np- 

tions, ete 
See. 5004. Lien for tax_ 
See. 5005. Persons liable for tax 


See. 5006. Determination of tax___ 


See. 5007. Collection of tax on dis- 


Hea SpniGe 


See. 5008. 


Abatement, remission, re- 
fund, and allowance for loss or de- 


struction of distilled spirits_....__- 


Sec. 5009. Drawback 
Subpart B—Rectification__-. 

See. 5021. Imposition and rate of tax 

Sec. 5022. Tax on cordials and liqueurs 


containing wine_ 


See. 5023. 


tion tax _ 


"Tax on “blending of bev- 

erage brandies__ 
See. 5024. Definitions____.____- 
Sec. 5025. Exemption from recti ifica 


Sec. 5026. Determination and collec 


tion of rectification tax 
Subpart C—Wines_-.-2..22.--- 


See. 5041. Imposition and rate « 


We. os ee 


Sec. 5042. Exe mption from tax. 
Sec. 5043. Collection of taxes on 


wines_-_- 


Sec. 5044. Refund of tax on unmer- 
chantable wine 

Sec. 5045. Cross-references___..__--- 
Subpart D—Beer 


Sec. 5051. Imposition and rate of tax_ 


See. 5052. Definitions____._____ 
See. 5053. Exemptions 


See. 5054. Determination and collee- 
On Or tae Orr Deer, . oo oc. oe 





Page 


82 


83 


84 
85 
85 
86 


86 


88 
89 
92 
92 
95 


98 
109 
100 
106 
107 
107 
107 


107 








CONTENTS VII 


IV. Explanation of provisions of title II—Continued Page 
Sec. 5055. Drawback of tax___.___.- 113 
Sec. 5056. Refund and credit of tax, 
or relief from liability_.........-. 113 
Subpart E—General provisions_________- 114 
Sec. 5061. Method of collecting tax_-_ 114 
Sec. 5062. Refund and drawback in 
case of exportation__...........-- 114 


Sec. 5063. Floor stocks refunds on 
distilled spirits, wines, cordials, and 
ete Swern oes 115 
Sec. 5064. Losses caused by disaster.. 115 
Sec. 5065. Territorial extent of law... 116 


Sec. 5066. Cross reference__.....__. 116 
Part II—Occupational tax_................. 116 
Subpart A—Rectifier__.............---. 116 
Sec. 5081. Imposition and rate of tax_ 116 
See. 5082. Definition of rectifier_____ 116 
Sec. 5083. Exemptions...........-. 116 
Sec. 5084. Cross references____..._-. 116 
Subpart B--Brewer-.. 2-22... 116 
Sec. 5091. Imposition and rate of tax. 116 
Sec. 5092. Definition of brewer__---- 116 
Sec. 5093. Cross references___....--. 116 
Subpart C— Manufacturers of stills_____- 117 
Sec. 5101. Imposition and rate of tax_ 117 

Sec. 5102. Definition of manufacturer 
Os, pbb hl oS Freie Boned eae 117 
Sec. 5103. Exemptions__-......_--- 117 


See. 5104. Method of payment of tax 


Ni a . 117 
See. 5105. Notice of manufacture of 
and permit to set up still__.....-. 117 
Padgee ets a ee eecee ee 117 
Subpart D—Wholesale dealers _- -__- Pee 
Sec. 5111. Imposition and rate of tax. 118 
Sec: 5112. Definitions._...........-. 118 
Sec. 5113. Exemptions___.......--. 119 
fea:.6114;, Mecords. >... 122 
Sec. 5115. Sign required on premises. 123 
Sec. 5116. Packaging distilled spirits 
for industrial uses_.__________- 7 123 
Sec. 5117. Prohibited purchases by 
ke eh ee eee 123 
Subpart E—Retail dealers_____._._.__---. 123 
Sec. 5121. Imposition and rate of tax. 124 
Se. biZ2. Definitions............... 124 
Sec. 5123. Exemptions_.........--. 125 
Gees $175. Nesotds. 2. 126 
Sec. 5125. Cross references________- 126 
Subpart F—Nonbeverage domestic draw- 
back claimants___....__-- 126 


Sec. 5131. Eligibility and rate of tax. 126 


WE re iets RG Care 127 

Sec. 5133. Investigation of claims... 127 

See. 5134. Drawback..........-... 127 

Subpart G—General provisions___.....-- 127 

Sec. 5141. Registration__........__. 127 

Sec. 5142. Payment of tax__...._--- 127 
Sec. 5143. Provisions relating to lia- 

bility for occupational taxes._..... 128 

Sec. 5144. Supply of stamps_-___---. 128 


Sec. 5145. Application of State laws. 128 
Sec. 5146. Preservation and inspec- 

tion of records, and entry of premi- 

su iep GapectlOe = | Sc... s eceenne 128 








VIII CONTENTS 


IV. Explanation of provisions of title 1I—Continued 
Sec. 5147. Application of subpart____ 
Sec. 5148. Cross references_-_-._-.---. 
Subchapter B—Qualification requirements for dis- 
tilled spirits plants. ........... 

Sec. 5171. Establishment_......._-. 

pee. Sis2. Application............. 

Sec. 5173. Qualification bonds_____-- 

Sec. 5174. Withdrawal bonds_-_____- 

Sec. 5175. Export bonds____..._-.-. 

Sec. 5176. New or renewed bonds - _- 

Sec. 5177. Other provisions relating 
DNONG * cue ee oe 

Sec. 5178. Premises of distilled spir its 

cant OU Biss cheese wise 

Seb. 5179. Registration of stills_____- 

PR OI occas oc kee mews ake 

Sec. 5181. Cross references__._..-_. 

Subchapter C—Operation of distilled spirits plants_ 
Part I—General provisions. __...------_- a 

Sec. 5201. Regulation of operations __ 

See. 5202. Supervision of operations__ 

Sec. 5203. Entry and examination of 
ee ei uaiyumwanwecua an 

Sec. 5204. Gauging 

Bee, Uauo. OAMNS.. 5... .. 

Sec. 5206. Containers. -........._-. 

See. 5207. Records and reports... -- 

Part 1I—Operations on bonded premises 
Subpart A—General-__.-........------- 

See. 5211. Production and entry of 
Be Oe. 

See. 5212. Transfer of distilled spirits 
between bonded premises__--_ 

Sec. 5213. Withdrawal of distilled 
spirits from bonded premises on 
determination of tax_.._.._-_-_-- 

Sec. 5214. Withdrawal of distilled 
spirits from bonded premises free of 
tax or without payment of tax___-_ 

See. 5215. Return of tax determined 
distilled spirits to bonded prem- 
IN a ik fat ons ite il ci cbs since OP Mal i ee tate ao 

Sec. 5216. Regulation of operations_ 

Subpart B—Production----.-....--.--. 

Sec. 5221. Commencement, suspen- 
sion, and resumption__-_--_-_-_ ae 

Sec. 5222. Production, receipt, re- 
moval, and use of distilling mate- 


Sec. 5223. Redistillation of spirits. 
Subpart C—Storage..............-.... 
Sec. 5231. Entry for deposit in stor- 
age 
Sec. 5232. Imported distilled. spir its. 
Sec. 5233. Bottling of distilled spirits 
I re Ne 
Sec. 5234. Mingling and blending of 
OEIC 
Sec. 5235. Bottling of alcohol for in- 
Guetesal purposes... ..........-... 
Sec. 5236. Discontinuance of storage 
facilities and transfer of distilled 
og, ERE ee a ee 
Subpart D—Denaturation 


Sec. 5241. Authority to denature 


Sec. 5242. Denaturing materials... _. 








ss ) 
Srorc 
CO > > 


on 





CONTENTS Ix 


IV. Explanation of provisions of title 1I—Continued 
Sec. 5243. Sale of abandoned spirits 
for denaturation without collection Page 


iS iss ttn cei 155 

Sec. 5244. Cross references_._._._..... 155 

Part I1I—Operations on bottling premises._... 155 
Sec. 5251. Notice of intention to 

IRS ett ie a: Pi oa ee ld 155 


Sec. 5252. Regulation of operations.. 155 
Subchapter D—Industrial use of distilled spirits... 156 
Seek tarmac NNN lie rin reste nm einem 156 





Sed. O0780 Bottlees. citi dccsncebscame 159 
See. 5273. Sale, use, and recovery of 
denatured distilled spirits_........_._. 159 
See. 5274. Applicability of other laws_... 159 
Sec. 5275. Records and reports_________- 159 
Subchapter E—General provisions relating to dis- 
RS bn ws eee 160 
Part I—Return of materials used in the manu- 
facture or recovery of distilled 
OUD Ln i i a eid dant 169 
Bows aah eNO es ctca ns cknne 160 
Part Il—Regulation of traffic in containers of 
Geutied spirits... . <.cccccaucnr co 160 
Soe: SiC ONE i ook ccna batawe 160 
Part I1[—Miscellaneous provisions_-_....-.. 162 
Sec. 5311. Detention of containers___-___- 162 
See. 5312. Production and use of distilled 
spirits for experimental research_.__._._. 162 
Sec. 5313. Withdrawal of distilled spirits 
from customs custody free of tax for use 
of the United States________- 162 
Sec. 5314. Application to Puerto Rico and 
the Virgin Islands_--_-__-_ 163 
Sec. 5315. Status of certain distilled spirits 
Oi EE A. iia ats wcicasecud 163 
Eubchapter F—Bonded and tax-paid wine premises. 164 
Part I—Establishment____.._....-.--.-_--. 164 
See. 5351. Bonded wine cellar_________- Ee 164 
Sec. 5352. Tax-paid wine bottling house_ . 164 
fee. 5353. Bonded wine warehouse___... 164 
See; Gaet:, DOM css itl ka decent abeglses 164 
Sec. 5355. General provisions relating to 
OOO dt ccc ess Aiecislad weet 164 
Sec. 5356. Application... ........<...... 164 
Oa 164 
Ve, ee er a 164 
See. 5361. Bonded wine cellar operations. 164 
Sec. 5362. Remova!s of wine from bonded 
wine cellars____-_ Zuni tnt cata 165 
Sec. 5363. Tax-paid wine bottling house 
I oc iia awake 165 
Sec. 5364. Standard wine premiss Win. be 165 
Sec. 5365. Segregation of operations. __-. 165 
Sec. 5366. Supervision ---...-....------- 165 
a ee ee ee eee 165 
Sec. 5368. Gauging, marking, and stamp- 
SOO BROS {debi eclevedwman secetacmaeit 16 
Sec. 5369. Inventories_..............-.. 5 i65 
Me Gites NOs cick 25.ceokad 165 
Sec. 5371. Insurance coverage, ete....-.. 165 
See. 58a, SeMNING... . ic ociciaws cebeme 165 
Seo, 5373; Wine spirite__...........s... 165 
Part I1I—Cellar treatment and classification 
We Wits. dun decidua beneeeca 166 
Sec. 5381. Natural wine bead tas cdot: tee Be 166 


Sec. 5382. Cellar treatment of natural 
Ws ee is tee ee cate ee 166 




















x CONTENTS 


IV. Explanation of provisions of title 11—Continued 
Sec. 5383. Amelioration and sweetening 
limitations for natural grape wines__._ 
Sec. 5384. Amelioration and sweetening 
limitations for natural fruit and berry 
WR Sect R Eee oc one wa uweewmc = 
Sec. 5385. Specially sweetened natural 
WN sitet wires coat a chen wer cee e es 
See. 5386. Special natural wines 
Sec. 5387. Agricultural wines_____.._____ 
Sec. 5388. Designation of wines 
Part iV—Ge ON fl as ia ces 
Sec. 5391. Exemption from rectifying and 
spirits taxes 
Sec. 5392. Definitions 
Subchapter G—-sawere_ eee 
Part: I—Establishment.....<.....-...-..-. 
Sec. 5401. Qualifying documents 
See, $402. Definitions. __.............-. 
Sec. 5403. Cross references 
POE, Se non aden ne mores 
See. 5411, Use of brewery_____..___-_-- 
Sec. 5412. Removal of beer in containers 
WENN oe ita cceeee as 
Sec. 5413. Brewers procuring beer from 
Owner Mrewere.Uci ok. : 
Sec. 5414. Removal from one brewery to 
another belonging to the same brewer__ 
Sec. 5415. Records and returns______- aol 
Sec. 5416. Definitions of bottle and 
bottling oe 
Subchapter H—Miscellaneous plants and ws are- 
RI ina tern a tcdnceumagien ianaoosnens 
Part I—Vinegar plants_.................-.. 
Sec. 5501. Establishment 
Sec. 5502, Qualification... .............. 
Sec. 5503. Construetion and equipment_ 
Seesboed. Dperatam.... ss  -- - 
Sec. 5505. cee eorene of provisions of 
this chapter ear 
Part Il—Volatile fruit-flavor concentrate 
Rin Rica stas s Bcacrnteseannminies 
Sec. 5511. Establishment and operation_-— 
Sec. 5512. Control of products after man- 
Wiacture. gi. ...-- 
Part I11I1—Manufacturing bonded warehouses. 
See. 5521. Establishment and operation _ 
See. 5522. Withdrawal of distilled spirits 
to manufacturing bonded warehouses___ 
See. 5523. Special provisions relating to 
distilled spirits and wines rectified in 
manufacturing bonded warehouses__-_-_-. 
Subchapter I—Miscellaneous general provisions - 
Sec. 5551. General Petes relating to 


Sec. 5552. Installation of me ae tanks, 
and other apparatus___---- ag ai 
Sec. 5553. Supervision of premises and 
Wa ccc ode i cama ns 
Sec. 5554. Pilot operations___- ; 
Sec. 5555. Records, statements, and re- 
as sngind Reet mesadaccay « 
Sec. 5556. Regulations 


Sec. 5557. Officers and agents authorized 
to investigate, issue search warrants, 
and prosecute for violations_......---- 


Page 


166 


166 


166 
166 
166 
166 
167 


167 
167 
167 
167 
167 
167 
167 
167 
167 


167 
167 


168 
168 


168 


168 
168 
168 
168 
168 
168 


169 


169 
169 
169 
170 
170 


170 








CONTENTS xI 


IV. Explanation of provisions of title II—Continued Page 
Sec. 5558. Powers and duties of persons 
enforcing this subtitle............... 171 
Sec. 5559. Determinations_........----.. 171 
Sec. 5560. Other provisions applicable... 171 
Sec. 5561. Exemptions to meet the re- 
quirements of the national defense__.. 171 
Sec. 5562. Exemptions from certain re- 
quirements in cases of disaster_-_-_-____- 172 
Subchapter J—Penalties, seizures, and forfeitures 
relating to liquors...........-. 172 


Part I—Penalty, seizure, and forfeiture pro- 
visions applicable to distilling, ree- 
tifying, and distilled and rectified 


I hala ad > ss nisi cet cael 173 

Sec. 5601. Criminal penalties_......___. 173 
Sec. 5602. Penalty for tax fraud by dis- 

NS teh 12, a howuinnndemeeetnnainies 175 
See. 5603. Penalty relating to records, 

roturme; Gli renorte.. 5. en 175 
Sec. 5604. Penalties relating to stamps, 

marks, brands, and containers______--_- 176 


Sec. 5605. Penaity relating to return of 
materials used in the manufacture of 
distilled spirits, or from which distilled 


spirits may be recovered_._._.._..---- 176 
Sec. 5606. Penalty relating to containers 
| ee ee a 176 


Sec. 5607. Penalty and forfeiture for un- 
lawful use, recovery, or concealment of 
denatured distilled spirits, or articles... 176 

Sec. 5608. Penalty and forfeiture for fraud- 
ulent claims for export drawback or 
unlawful relanding._............----- 177 


Sec. 5609. Destruction of unregistered 

stills, distilling apparatus, equipment, 

SE cd sentence cig ss senior 177 
Sec. 5610. Disposal of forfeited equipment 

and material for distilling........._-- 177 
Sec. 5611. Release of distillery before 

SU «= > icine cai heniaaece te taal 177 


Sec. 5612. Forfeiture of tax-paid distilled 


spirits remaining on bonded premises_._ 177 
Sec. 5613. Forfeiture of distilled spirits not 

stamped, marked, or branded as required 

lcs k stead chtlE an nies te leet 178 
Sec. 5614. Burden of proof in cases of 

DOING CE IR a vein cee mn Sade 178 
Sec. 5615. Property subject to forfeiture. 178 


Part II—Penalty and forfeiture provisions ap- 
plicable to wine and wine produc- 
tion 179 


me wee mew ee eee ee eee eee eee eee 


Sec. 5661. Penalty and forfeiture for viola- 

tion of laws and regulations relating to 

SUE A eaten, kenge chips eae 179 
Sec. 5662. Penalty for alteration of wine 

SRE oh fetta. ath o.4: inca oaaenaedi cakeaieoe 179 
Sec. 5663. Cross reference__......._._-- 179 


Part I1I—Penalty, seizure, and forfeiture pro- 
visions applicable to beer and 
DUNE. tansne tend nore dcupaiemntl 179 
Sec. 5671. Penalty and forfeiture for eva- 
sion of beer tax and fraudulent noncom- 
pliance with requirements--_--...._--- 179 
Sec. 5672. Penalty for failure of brewer to 
comply with requirements and to keep 
records and file returns 











XII CONTENTS 


IV. Explanation of provisions of title 1I—Continued 

Sec. 5673. Forfeiture of flagrant and willful 
removal of beer without tax payment_ 

Sec. 5674. Penalty for unlawful removal 
Ce Peete suk sadenhsndecnedeaaiin 

See. 5675. Penalty for intentional removal 
or defacement of brewer’s marks and 
EG ieee oe aaa nem ene 

Sec. 5676. Penalties relating to beer 
BURMMIO. 08. See een gam oon 

Part I1V—Penalty, seizure, and forfeiture pro- 
visions common to liquors. Be 

Sec. 5681. Penalty relating to signs. __-__ 

Sec. 5682. Penalty for breaking locks or 
NR een nee oS 

See. 5683. Penalty and forfeiture for re- 
moval of liquors under improper brands_ 

Sec. 5684. Penalties relating to the pay- 
ment and collection of liquor taxes____. 

See. 5685. Penalty and forfeiture relating 
to possession of devices for emitting gas, 
smoke, ete., explosives and firearms, 
when violating liquor laws_--.---- 

Sec. 5686. Penalty for having, possessing 
or using liquor, or property intended to 
be used in violating provisions of this 
NE ne od Soe ae 

Sec. 5687. Penalty for offenses not spe- 
cmeany covered... __...........- 

See. 5688. Disposition and re lease of 
seized property _-_-__---- 

Sec. 5689. Penalty and forfe ‘iture for tam- 
pering with a ste amp machine___----- 

Sec. 5690. Definition of the term “‘person”’ 

Part V—Penalties applicable to occupational 
NN cae cate 2 eS, Se 

See. 5691. Penalties for nonpayment of 
special taxes relating to liquors : 

See. 5692. Penalties relating to posting of 
PROUME WAX WORMS... coe oc cs 

Omitted se ctions ete are i eee esate ral 

See. 202. Amendment of chapter 52 of the Internal Revenue 

Oe ee Oe ee ee oe ec ee we 

Chapter 52—Tobacco, cigars, cigarettes, and cigarette 
oe ae ee 

Subchapter A—Definitions; rate and payment of 

tax, and refund and drawback of 

tte dhiccnatieekdanenn ehann << 

Wee ere eee Or SON do ees 

et i i a 

See. 5703. Liability for tax and method of 
ES cial nin aim rina = wie iets ws ee 

Sec. 5704. Exemption from tax_______-- Z 

See. 5705. Refund or allowance of tax- 

See. 5706. Drawback of tax__....___-_- 

Sec. 5707, Floor stocks refund on ciga- 

Sov ik tain ate hgh oh er Pa 

Sec. 5708. Losses caused by diaster_____- 

Subchapter B—Qualification requirements for man- 
ufacturers of tobacco products 
and cigarette papers and tubes, 
export warehouse proprietors, 
and dealers in tobacco materials. 

SG ee nave cca nominee ah 

Sec. 5712, Application for permit 

See. 5713. Permit.. 


Page 


179 
179 


179 
180 


180 
180 


180 
180 
180 


181 


181 
181 
181 


182 
182 


182 
182 


182 
182 


184 
184 


184 
184 
185 


187 
188 
188 
188 


188 
188 


189 
189 
189 
190 








CONTENTS 


IV. Explanation of provisions of title II—Continued 
Subchapter C—Operations by manufacturers and 
importers of tobacco products 
and cigarette papers and tubes 
and export warehouse proprie- 


Gee, S7aa; Meet... ccc cc ceuencnnies 
Sec. 5723. Packages, marks, labels, notices, 


Cdl GENE es ons cand etapa 
Subchapter D—Operations by dealers in tobacco 
MEINE. oo conn nce deuien 

Sec. 5731. Shipments and deliveries re- 
I a iis taitin itp es ta emi al aa 

Sec. 5732. Inventory, and statement of 
shipments and deliveries_.__......---- 


Subchapter E—Records of manufacturers of to- 
bacco products and cigarette 

a and tubes, export ware- 

ouse proprietors, and dealers in 

tobacco materials 


Se 


Subchapter F—General provisions_........-----. 
Sec. 5751. Purchase, receipt, possession, 

or sale of tobacco products and cigarette 

papers and tubes, after removal_-_-__-- 

Sec. 5752. Restrictions relating to marks, 

labels, notices, stamps, and packages-_- 

Sec. 5753. Disposal of forfeited, con- 
demned, and abandoned tobacco prod- 

ucts, cigarette papers and tubes, and 

tobnesd: Maseriai....n. on nsnnsocaccadcs 
Subchapter G—Penalties and forfeitures__........ 
Sec. 5761. Civil penalties___............ 

Sec. 5762. Criminal penalties 

Sec. 5763. Forfeitures 


CORIEGOE BOONES oo sien ccscscaand 

Sec. 203. Technical amendments relating to machineguns 

and certain other firearms... ..............-2....... 

Chapter 53—Machineguns and certain other firearms... 

Subchapter A-—Tase@: is555650 i422. ua ak 

Part I—Special (occupational) taxes_....._-- 

a SE ee ee Serie 

Part Ei-~Tremeret G66 no. 4 ccd ceiensioncudeten 

DOG Ee Bi ee. a Sameer pees 

Sec. 5814. Order forms..............-.. 

Part I1I—Tax on making firearms___...__.-- 

Sec. 5821. Rate, exceptions, etc 

Subchapter B—General provisions .__.._.....---. 

Sec. 5843. Identification of firearms-_---_-- 

Sec. 5848. Definitions_................. 

Subchapter C—Unlawful acts. _...........-.-... 

Sec. 5851. Possessing firearms illegally___- 

Sec. 5854. Failure to register and pay spe- 

WU Wilnea corccicneahaaws ee cee eoe see 

Sec. 5855. Unlawful transportation in in- 

terstate commerce. .............----. 

Sec. 204. Amendments to subtitle F of the Internal Revenue 

CGE C5 BWI. > x 5 isis acca tha Matsa enn a iat eal mianeee 
Sec. 205. Repeal of act of March 3, 1877, etc 

Sec. 206. Extension of bonding period__._..__.....-------- 

—— Beer lost by reason of floods of 1951 or hurricanes 

of 1954 


Sec. 208. Losses of alcoholic liquors caused by disaster... 
Sec. 209. Puerto Rican liquors lost in hurricanes of 1954__-. 
Sec. 210. Losses of tobacco products caused by disaster____. 
Sec. 211. Effective date and related provisions_____--.---. 


, Appendix, cross reference tables for alcoholic beverage, tobacco, etc., 
taxes 


eee eee eee ewe 


XIIr 


Page 


190 
190 
190 
190 
191 
191 


191 








Gy 











Union Calendar No. 158 


85rH CONGRESS HOUSE OF REPRESENTATIVES Report 
1st Session No. 481 





EXCISE TAX TECHNICAL CHANGES ACT OF 1957 


May 24, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Foranp, from the Committee on Ways and Means, submitted 
the following 


REPORT 


[To accompany H. R. 7125] 


The Committee on Ways and Means, to whom was referred the bill 
(H. R. 7125) to make technical changes in the Federal excise tax laws, 
and for other purposes, having considered the same, report favorably 
thereon without amendment and recommend unanimously that the 
bill do pass. 


I. GENERAL STATEMENT 


Your committee’s bill, H. R. 7125, represents a major step in the 
comprehensive revision of the technical and administrative provisions 
of the Internal Revenue Code relating to Federal excise taxes. 

Title I of the bill contains the first overall technical revision of the 
general excise-tax provisions since 1932, the year when a great many 
of these provisions were adopted. In addition to numerous changes 
in virtually all classes of the miscellaneous excise taxes, the provisions 
relating to the communications and documentary stamp taxes, and 
the important credit and refund provisions have been entirely 
rewritten. 

Title II of the bill is concerned with the provisions of the code relat- 
ing to the taxes on distilled spirits, wines, beer, tobacco products, and 
firearms. The bill provides a general technical revision of the dis- 
stilled spirit provisions and also the occupational tax provisions 
relating to wholesale and retail dealers in alcoholic beverages. ‘The 
provisions relating to wines, beer, and tobacco products were generally 
revised at the time of the enactment of the 1954 Code. The bill, 
however, also makes certain limited changes in the case of the taxes 
on these products. 

As indicated by its title, the bill is primarily concerned with technical 
and administrative changes designed to correct excise-tax inequities 
and competitive disparities. Explanations of the reasons for, and the 
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purposes and technical effect of, the various provisions of title I are 
presented in section III of this report; those for title II are presented 
in section IV. 

This bill is not concerned with general questions of excise-tax rates 
or the desirability of adding or deleting entire tax categories. Thus 
it does not involve any significant revenue loss, the annual loss as a 
result of the bill being estimated at less than $15 million. This is 
explained in more detail in section II of this report. 

At the time of the adoption of the Internal Revenue Code of 1954, 
the then existing general excise-tax provisions were rearranged, the 
provisions relating to wines and beer were thoroughly revised, and a 
few minor substantive changes were made in other excise tax areas. 
No attempt was made at that time, however, to make a detailed and 
thorough study of excise taxes. As a result, your committee and its 
Subcommittee on Excise Taxes (including the former Subcommittee 
on Excise Tax Technical and Administrative Problems) have worked 
intensively in this broad field for almost 2 years. During this time 
extended public hearings on the subject have been held. The sugges- 
tions and proposals received at these hearings, as well as other sug- 
gestions which have been submitted to your committee, have been 
carefully studied. 

These studies showed that some of the existing excise-tax provisions 
were outmoded, Others had created considerable confusion and un- 
certainty on the part of taxpayers and the administrative agencies. 
Still others have resulted in inequities. 

To the extent possible in the time available these undesirable sit- 
uations are corrected by this bill. As a result, your committee believes 
that this bill will strengthen the Federal excise tax structure, will 
substantially increase the fairness and equity of the excise-tax laws, 
and will improve their administration. 








Il. REVENUE EFFECT 


Table 1 shows that the provisions incorporated in H. R. 7125, the 
Excise Tax Technical Changes Act of 1957, are expected to result in 
a revenue loss of slightly less than $15 million. This estimate is for 
the first full year the bill is in effect. It does not take into account 
certain of the provisions in this bill which will affect budget receipts 
in 1 year only, nor does it include a continuing revenue loss of 3 to 5 
million dollars which will not begin until the fiscal year 1959. 

The features of the bill which are expected to affect budget receipts 
in 1 year and 1 year only are the provisions relating to the installation 
of a system for the payment of tobacco taxes by returns, rather than 
by stamps, and the provision advancing the due date for the payment 
of the special occupational taxes in the case of alcoholic beverages. 
The installation of the returns for tobacco products is expected to 
result in & one-time receipt decrease in the fiscal year 1959 of $57 mil- 
lion; the advance in the due date for the special occupational taxes 
is expected to result in a one-time revenue increase of 10 to 12 million 
dollars in the fiscal year 1958. The continuing revenue loss of 3 to 5 
million dollars beginning in the fiscal year 1959 is attributable to the 
allowance of refunds or credits for processing and bottling losses in 
the case of alcoholic beverages. 

Title I of the bill, which is concerned with retailers, manufacturers 
and similar types of excises, is expected to decrease revenues in the 
first full year of operation by about $15,350,000. On the other hand, 
title II of the bill is expected to increase revenues by approximately 
$400,000 in the first full year of operation. 

Some of the provisions contained in this bill, because of their rela- 
tively narrow scope, represent areas in which little or no statistical 
information is available. As a result, in making these estimates it 
was necessary to rely on value judgment. For example, with respect 
to several of the sections it is indicated that there will be a revenue 
loss or gain of less than $100,000. In some of these cases it has been 
possible to determine only that there will be a small revenue loss or 
gain, since no statistical base for the estimates is available. 

Your committee believes the modest revenue loss of $15 million in- 
volved in this bill will be more than compensated for by the substantial 
increase in fairness, equity, and better administration resulting from 
this bill. 
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TasLe 1.—Estimated revenue effect of H. R. 7125, excise tax technical changes 


Sec. 

No. 

101. 
102. 
103. 
104. 
105. 


111. 
112, 
113. 
114. 


115, 
116. 
117, 
118. 
119. 


131. 
132. 
133. 
134, 
135. 
136. 
137. 


161. 
162. 
163. 


164, 
165. 


Bee 


bill of 1957 
{First full year effect where there is a continuing revenue loss (—) or gain (+-)] 
Titte I, MiscetLaNngous Excises 


RETAILERS EXCISE TAXES 


SeeBINTOCNONS BLONCS 8) ns kk Bien. wea dad cennenhond bm 

p rs 
Certain clocks, cases, and movements__..........-.--..-.---- 
SAN CUE ls i eae E AS rele Combe itn eau eb 
Sales of installment accounts. _.....2..0.-.-- 2 Leelee lk 


Exemption for nonprofit educational institutions_..........- 


MANUFACTURERS EXCISE TAXES 


Parts and accessories for farm equipment_.....-.----..-----. 
I ee a ca ar en re CR ae 
Electric, gas, and oil appliances_._.2. 0.2... 2.22 eee ee 
Radio and television components; record players; tape and wire 

SebOrGere, Ste. foo bis 6 a LU LUE ULE LOS OLS ike 
Consiructive gale price..6 5. 66st ewes desetlinspoedh dence 
Pies. OF IRRCENINIENS ACCOUNIS.S ..3— ced coe ever indb-hyonentesic 
Use by manufacturer or importer considered sale______-_-.--_-- 
Uniform system of exemptions; registrations; etc. (includes ex- 

emption for nonprofit educational institutions) ............-. 


TAXES ON FACILITIES AND SERVICES 

PMN oir «cae kdeliebeeaencsabhne on aagmeak ae 
Clb Bete i dub elussan 02 Ske soci ut. 
Communications... ....6. 6660. nccne assis Up eSe Gb Ouen ek 
HEART ARSORtAMOD 1) oo. Sh oeminneeaieebe ted aadeons 
Application of transportation of property tax to ferryboats__---. 
Exemption from tax on transportation of oil by pipeline_-._---- 
Exemption from retailers, manufacturers, communications and 

transportation taxes for nonprofit educational institutions----- 


DOCUMENTARY STAMP TAXES 


. Documentary stamp taxe8 i: uu. cuca Us eeeei ss suisse sue 


TAXES ON WAGERING; CERTAIN OCCUPATIONAL TAXES 


1... Pessens Bebsie for. tem On, WAG Scasisns se docenncknesacdéchea 
. Occupational tax on coin-operated devices_.......------------ 
. Exemption from occupational tax on bowling alleys, billiard 


tabiés and pédl'tableo.. sod sof SN ls eas 5 


PROCEDURE AND ADMINISTRATION 


Return by agents of retailers excise taxes and taxes on transpor- 
tation of propiertysuiuiuiss wlio bos. gdivse -waensicin 
Period for filing claim for floor stocks refund with respect to 
IES SRE OU OUNIE is i eRe caanacbh olewbdedéwenn 
Credits and refunds of certain taxes_...................---.-. 
Gasoline lost in a disaster 


Thousands 


*—1, 000 


*), © 


+ (*) 
to 


ae €*) 


No effect 


No effect 
—(*) (°) 
— (*) 


Statute of limitations for stamp taxes; redemption of stamps... No effect 


Total revenue effect for title I 


footnotes at end of table, p. 5, 


— $15, 350 
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TaBLE 1.—Estimated revenue effect of H. R. 7125, excise tax technical changes 
bill of 1957—Continued 


TITLE II, ALCOHOL, TOBACCO, AND FIREARMS EXCISES 








Thousands 
General revision in aleohol, tobacco, and firearm taxes......~- - .*+$500 
Bonding period for distilled spirits_......... a a tie ce ants - No effect 
Return system for tobacco products...._..-.-.------..-_---- (°) 
Refunds for aleoholic beverages and tobacco products lost in a 
disaster... <Soctactaeanbbccncees lesen ene Cent eas — (*) 
Refunds for losses of certain aleoholic beverages in 1951 and 1954 
floods and :;hurricands<!_ a cj- bs -) a)5it so3-cisk-ousiasbc Las (°) 
Tax-free withdrawals of distilled spirits for pathological labora- 
tories and certain nonprofit educational institutions_._........ — (*) 
Total revenue effect for title IT.....-.2. 22 Lee + $400 
Total. revenue effect for. bill... wcmencabs<cecnnnndd en -- —$14, 950 


*Less than $100,000. Im computing the net total, an average amount of $50,000 was used for each asterisk. 

1 The estimate for nonprofit educational institutions is included in estimate shown for sec. 137. 

2 The amount shown is a rough approximation only, because of inadequate data. 

3 Included in estimate shown above for see. 104. 

4 It is estimated that the cost of this provision as it applies to leases of trucks and truck trailers is $300,000. 
The estimated cost of applying the provision to other leased taxable items is tentative because of the lack 
of data. 

‘ The estimate relating to the uniform exemption system generally is included under sec. 163. 

¢ The committee adopted an amendment providing that radio receiving sets incorporated in nontaxable 
articles are not to be considered as taxable under either existing or prior law in those cases where the articles 
are sold for export or to a State or local governmental unit. It is understood that amounts which this will 
make clearly nontaxable could represent $1 million of tax. However, since the tax status in this area is not 
clear under prior law, and also because in any case there would be only a one-time revenue loss, this is not 
included in the continuing revenue losses shown in this table. 

7 There are 4 significant revenue effects attributable to the revision of the alcohol, tobacco, ete., taxes, 
The $500,000 shown in the table is attributable to increased rates for the special occupational taxes and is a 
continuing gain first expected in the fiscal year 1958; an advance in the due date for these same taxes is 
expected to result in a one-time revenue gain of $10 million to $12 million in the fiscal year 1958; a 1-time 
revenue loss of $220,000 is expected as a result of allowing for transit time to the bottling premises before 
requiring payment of tax (now required immediately upon removal from warehouse bond), but this change 
will not become effective unless the Secretary institutes a return system for distilled spirits products, a 
change permitted but not required by both existing law and the bill; and a continuing revenue loss of #3 
million to $5 million, beginning in the fiscal year 1959, is expected as a result of allowing credits or refunds 
for processing and bottling losses. 


* Does not affect budget receipts until the fiscal year 1959. In 1959 a one-time revenue loss of $57 million 
is expected for tobacco taxes. 


* This provision will result in a one-time loss of revenue but data are not available as to the extent of the 
OSS. 











Ill. EXPLANATION OF PROVISIONS OF TITLE I RELATING 
TO MISCELLANEOUS EXCISE TAXES 


The general effective date for title I of the bill is set as the first day 
of the first calendar quarter which begins more than 60 days after the 
date on which it is enacted. It is believed necessary to provide an 
effective date this far beyond the date on which this bill is enacted 
to coincide with the quarterly reporting of most excise taxes and also 
to provide the Treasury Department and Internal Revenue Service 
with additional time for the issuance of interpretive and explanatory 
material, 

Part I—Reramers Exciss Taxes 


SECTION 101. SEMIPRECIOUS STONES 


Section 4001 of the code imposes a 10-percent tax on jewelry and on 
certain other categories of related items when they are sold at retail. 
One class of items taxed under this section consists of “pearls, precious 
and semiprecious stones, and imitations thereof.” 

There has been considerable uncertainty over the tax status of 
these stones, particularly those sold in a rough or natural state to 
amateur lapidarists. The Internal Revenue Service has ruled that the 
tax does not apply to mineral substances not commonly and com- 
mercially known as precious or semiprecious stones, or to stones 
which are of an inferior quality and unsuitable for cutting and polish- 
ing into gems, when such stones are in their natural state or when 
they have been prepared as specimens for display purposes. A 
definitive listing of the stones that would be exempted under this 
ruling has not been prepared, however, nor has it been possible to 
clearly outline the cireumstances under which stones would be regarded 
as being of ‘‘an inferior quality.” 

One test that has been utilized by the Service has been to determine 
whether a particular stone in question is of sufficient hardness on the 
Mohs’ scale. This test has proved unsatisfactory because some stones 
in the rough state register varying degrees of hardness when different 
portions of them are tested. Another undesirable aspect of this test 
is the necessity for individually examining each stone. 

All of these factors have created a considerable problem for the 
amateur lapidarists, those who supply them, and the Service. It was 
concluded that certainty could best be achieved by specifying the 
precious and semiprecious stones to be taxed and by excluding all 
others. The selection of the stones to be taxed is confined to those 
having a definite commercial value and to those most commonly sold 
at retail in a finished state, either as stones alone or in conjunction 
with mountings and settings. 
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Section 101 of the bill will tax the following stones, by whatever 
name called, whether real or synthetic: 
Amber 
Beryl of the following types: 
Aquamarine 
Emerald 
Golden Beryl 
Heliodor 
Morganite 
Chrysoberyl of the following types: 
Alexandrite 
Cat’s eye 
Chrysolite 
Coral 
Corundum of the following types: 
Ruby 
Sapphire 
Diamond 
Feldspar of the following type: 
Moonstone 
Garnet 
Jadeite (Jade) 
Jet 
Lapis Lazuli 
Nephrite (Jade) 
Opal 
Pearls (natural and cultured) 
Peridot 
Quartz of the following types: 
Amethyst 
Bloodstone 
Citrine 
Moss agate 
Onyx 
Sardonyx 
‘Tiger-eye 
Spinel 
‘Topaz 
‘Tourmaline 
‘Turquoise 
Zircon 
Any stone included in the taxable list will be subject to tax when 
sold at retail, even if sold in its rough or natural state. While in 
some instances a tax may be imposed on a particular stone of negli- 
gible gem quality because it is included in the list, it is expected that 
such instances will be rare. Stones not included in the list generally 
have little commercial value or appeal unless combined with mount- 
ings or settings. In such a case they would be taxable when sold at 
retail as articles “commonly or commercially known as jewelry.” 
The inclusion of the phrase “by whatever name called” is intended 
to eliminate any uncertainty that might otherwise exist as to whether 
a particular stone actually is one of those included in the list, but which, 
because of its geographical source or for marketing purposes, is called 
by a different name when sold at retail. 
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Section 101 also will substitute the words ‘‘whether real or syn- 
thetic” for the words “imitations thereof’ in present law. This 
language is intended to confine the tax on nonnatural stones to those 
formed by synthesis and which have a molecular composition similar 
to a listed natural stone. Both a taxable synthetic stone and a non- 
taxable imitation stone would, of course, be subject to tax when sold 
at retail in the form of jewelry. 

The revenue loss from this provision is expected to be negligible. 


SECTION 102. CERTAIN CLOCKS, CASES, AND 
MOVEMENTS 


Another category of items subject to tax under section 4001 of the 
code at a 10 percent rate on their sale at retail consists of watches, 
clocks and cases and movements for watches and clocks. A question 
has arisen as to the applicability of the retail tax when such items are 
incorporated in other items subject to a manufacturers excise tax, 
such as radios or ranges. Another problem, that of computing the 
taxable price, has arisen in cases where clocks are incorporated in 
items which are not subject to manufacturers excise taxes, such as 
thermostats. A question related to this problem is that of the ap- 
plicability of tax where clock movements (that is, clock mechanisms 
without faces) have been incorporated in items not subject to manu- 
facturer’s excise tax. 


(a) Clocks subject to manufacturers excise taxes 


The Internal Revenue Service has ruled that automobile clocks 
are subject to a manufacturer’s excise tax as automotive parts or 
accessories when sold by the manufacturer, rather than being subject 
to the retail jewelry tax. With respect to clocks that have been 
combined with other items subject to a manufacturer’s excise tax, 
such as clock radios, the Service has taken the position that the 
manufacturer of such an article is subject to a manufacturer’s excise 
tax on his selling price for the entire combination, and that no retailers 
tax attaches to the clock portion when the article is sold at retail. 
The rules established by the Service in these instances appear to be 
both practical and rational. 

To provide specific statutory authority for the present inter- 
pretation of the Service, section 102 amends section 4003 of the 
code by adding a new subsection (c) entitled “Clocks Subject to 
Manufacturers Tax.” This subsection provides that the retail 
excise tax imposed by section 4001 shall not apply to a clock or watch 
(or to a case or movement for a clock or watch) if a tax in respect of 
such clock, etc., was imposed under chapter 32 (relating to the manu- 
facturers excise tax) by reason of its sale as a part or accessory (for 
example, an automobile clock) or by reason of its sale on or in con- 
nection with or with the sale of any article (for example a stove). 

The exemption has application only with respect to clocks, watches, 
etc., actually taxed at the manufacturer level. If a clock, watch, 
etc., which has not been taxed at the manufacturer level is sold at 
retail in conjunction with the sale of an article subject to manu- 
facturers tax (or is sold separately to replace a clock, etc., on an article 
subject to manufacturer’s tax), the retail tax will still be applicable 
to the selling price attributable to the clock, etc. 
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(b) Clocks in control or regulatory devices 


At the present time, the Service holds no tax is applicable to move- 
ments for clocks and watches which are components or accessories of 
articles not subject to manufacturers excise taxes. However, exemp- 
tion has not been granted where a complete clock is involved, that is, 
a combination of a movement with a face or dial capable of use for 
telling time. In such cases, it is necessary for the seller at retail to 
determine the portion of the retail price of the combined article 
attributable to the clock portion and for tax to be paid on such taxable 
portion. The need for this allocation has created considerable diffi- 
culty for sellers. Because of the difficulty in determining the taxable 
price in these cases and the relatively small amount of revenue 
involved, your committee’s bill provides that clocks which are part of 
control or regulatory devices, such as thermostats, are not to be sub- 
ject to tax. This will provide treatment consistent with that already 
accorded clock movements in items not subject to manufacturers 
excise taxes. 

As a result, section 102 further amends section 4003 by adding a 
new subsection (d) entitled “Certain Parts of Control or Regulatory 
Devices.” The subsection provides that the tax imposed by section 
4001 shall not apply to a clock or watch (or to a case or movement for a 
clock or watch) if such clock, ete., is a part of a control or regulatory 
device (such as a thermostat) which is an article not taxable under 
chapter 32 (manufacturers’ excises), or the control or regulatory 
device is part of an article not taxable under chapter 32. The sub- 
section further provides that the tax imposed by section 4001 will not 
apply to a clock, etc., sold as a repair or replacement part for such a 
device. 

The term “control or regulatory device” is not intended to include 
clocks which in themselves have control or regulatory features, such as 
electric clocks that can be used to turn on radios, coffeemakers, etc., 
or defrost refrigerators. The control or regulatory device must be 
the major item of the combination with the clock as a subsidiary item 
rather than vice versa, 

(c) Revenue effect 
The revenue loss under this provision is expected to be negligible. 


SECTION 103. LUGGAGE TAX 


(a) Substitution of specific listing for “basket clause” 

Under existing section 4031, a 10-percent tax is imposed on certain 
articles sold at retail, grouped generally under the heading ‘‘Luggage, 
Handbags, ete.’”’ This section lisis 18 specific items and also “other 
cases, bags and kits (without regard to size, shape, construction, or 
material from which made) for use in carrying toilet articles or articles 
of wearing apparel.”’ This general phrasing, commonly referred to as 
a “basket clause,” results in the tax being imposed on articles not 
among the 18 specifically named, but which are considered as coming 
within the general language. 

Because of the indefinite nature of this language, both retailers and 
the Internal Revenue Service have difficulty in determining whether 
a particular item is subject to tax. This is particularly true with 
articles having a possible or theoretical use for carrying toilet articles 
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or wearing apparel but which also are suitable for use to an equal or 
greater degree for nontaxable purposes. 

As a result, one retailer may regard an item as subject to tax 
because he stocks and sells it as luggage while another may regard 
the same article as nontaxable because he advertises it for nonluggage 
uses. If it is presumed that an article is not taxable without obtaining 
a ruling, and it is later determined by the Service that the article is 
subject to tax, the retailer is liable for tax on past sales even though 
his selling price made no provision for the tax. 

To eliminate such uncertainties and to ease the administrative 
interpretive burden, this bill eliminates the “basket clause.” Instead, 
the present list of 18 specific items has been expanded. All of the 
additional items, however, have been classified as taxable by the 
Service under present law (except as explained below). 

The bill will tax the following-named articles, by whatever name 
called: 

Bathing suit bags 

Beach bags or kits 

Billfolds 

Briefcases 

Brief bags 

Camping bags 

Card and pass cases 

Collar cases 

Cosmetic bags and kits 

Dressing cases 

Dufflebags 

Furlough bags 

Garment bags designed for use by travelers 

Hatboxes designed for use by travelers 

Haversacks 

Key cases or containers 

Knapsacks 

Knitting or shopping bags (suitable for use as purses or hand- 
bags) 

Makeup boxes 

Manicure set cases 

Memorandum pad cases (suitable for use as card or pass cases, 
billfolds, purses, or wallets) 

Musette bags 

Overnight bags 

Pocketbooks 

Purses and handbags 

Ring binders, capable of closure on all sides 

Salesmen’s sample or display cases, bags, or trunks 

Satchels 

Shoe and slipper bags 

Suitcases 

Tie cases 

Toilet kits and cases 

Traveling bags 

Trunks 

Vanity bags or cases 
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Valises 
Wallets 
Wardrobe cases 
The inclusion in the bill of the phrase “by whatever name called” 
is intended to prevent any problems arising over items clearly qualify- 
ing as listed taxable articles but called by another name for mer- 
chandising or other reasons. For example, a ‘‘billfold” marketed as 
a “money holder” would be subject to tax. 
It is estimated that any revenue loss resulting from the exclusion 
from the listing of any items presently taxed will be negligible. 
(b) Briefcases and ring binders 


One of the 18 specifically named taxable items in present law is 
“briefcases made of leather or imitation leather.” Ring binders 
capable of closure on all sides have been held by the Service to consti- 
tute briefcases and therefore are taxable, providing they are made of 
leather or imitation leather. As a result, these articles, when made of 
nonleather materials such as plastic, may or may not be held subject 
to tax, depending on whether they have been processed to resemble 
leather. ‘This artificial distinction can result in price discrimination 
between competitive items. Moreover, the same distinction is not 
made for any of the other articles subject to the luggage tax. For 
example, purses or suitcases are subject to tax whether they are made 
of leather, plastic, fiber, or any other material. The bill, therefore, 
includes briefcases and ring binders capable of closure on all sides in 
the list of taxable articles without the restrictive phrase. 

The revenue gain resulting from this change is estimated to be 
negligible. 

(c) Fittings or accessories 

Although the bill revises the listing of taxable articles subject to 
the luggage tax, it retains the phrase in present law that includes in 
the tax base of a taxable article “fittings or accessories therefor sold 
on or in connection with the sale thereof.” The changes in the 
listing of taxable articles under section 4031 are not intended to disturb 
the existing rulings of the Service relating to the tax status of fittings 
or accessories for the articles which are subject to tax under the new 
provisions. 

(d) Revenue effect 

It is estimated that the changes made by your committee in the 

luggage, ete., tax will result in a negligible revenue loss. 


SECTION 104. SALES OF INSTALLMENT ACCOUNTS 
BY RETAILERS 


Section 4053 of the code permits a retailer making a sale of a taxable 
article to report tax on payments as received rather than in full at the 
time of sale if the sale is made under 1 of the following 3 conditions: 
a contract providing for payments in installments with reservation of 
title in the seller until a future date; a conditional sale; or a chattel 
mortgage arrangement providing for the payment of the price in 
installments. The law provides that the retailer is to pay the same 
proportion of the totel tax with cach payment as the payment is to 
the total charge for the article. 
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Although no specific provision is contained in present law as to the 
method for computing the tax due where installment accounts are 
sold or otherwise disposed of by the retailer prior to the payment of 
the total tax, the Internal Revenue Service has ruled that in such 
cases tax is due on the unpaid amount of the installment obligations 
at the time of the disposition. An exception to this rule exists in the 
case of a sale of installment accounts pursuant to bankruptcy or 
receivership proceedings. In such cases, it has been held that tax 
attaches only with respect to the amount actually realized on the dis- 
position of the accounts. 

It is believed that the present uncertainty in the statute with respect 
to the tax consequences of sales of installment accounts should be 
rectified. The amelioration provided by the present Service inter- 
pretation in connection with sales pursuant to bankruptcy or receiver- 
ship proceedings is adopted, since this type of sale is not at the direc- 
tion nor under the control of the retailer. With some modification, 
it is also believed that the Service’s position with respect to sales in 
other than bankruptcy cases should be followed. Maintenance of 
liability for tax on the full amount of the original sales price is pro- 
vided in such cases, since the customer receives no price or tax reduc- 
tion as the result of the sale of his installment account. The retailer 
may sell the account at a discount, but this may reflect his need for 
funds rather than being an indication that the account will not be 
paid in full. Moreover, a retailer who sells on open account and is 
subsequently unable to collect is not relieved of liability for tax due. 

Where a retailer sells an installment account and such account is 
subsequently returned to him, your committee believes he should be 
able to receive credit or refund for the portion returned to him, sub- 
ject to later adjustments in the event of subsequent recoveries by 
him. In this fashion, he would be placed in a position comparable to 
that in which he would have been if he had never sold the account. 

In order to effectuate these changes, section 104 of the bill redesig- 
nates the existing provisions of section 4053 (which permits payment 
of tax on an installment basis in the case of designated installment 
type sales) as subsection (a) and adds new subsections (b) and (c) to 
section 4053 of the code. 

Subsection (b) specifically provides that where installment accounts 
on which the tax is being computed and paid in installments by virtue 
of section 4053 (a) are sold or otherwise disposed of, tax shall not 
apply to subsequent installment payments on such accounts. Instead, 
there shall be paid at the time of sale or other disposition of the 
account an amount equal to the difference between the tax previously 
paid on such installment account and the total tax. An exception to 
the rule for computing the amount of tax on the disposition of install- 
ment accounts is made in cases where the sale is pursuant to the order 
of, or subject to the approval of, a court of competent jurisdiction in 
a bankruptcy or insolvency proceeding. In such cases, the tax due 
on the sale shall be computed as mentioned in the prescribed manner 
but shall not exceed an amount computed by multiplying the amount 
for which the accounts were sold by the rate of tax in effect on the 
day on which the transactions giving rise to the installment accounts 
took place. 

Where installment accounts which have been sold or otherwise dis- 
posed of are returned to the person who sold them under the agree- 
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ment under which the accounts were sold, and the consideration is 
readjusted as provided in such agreement, section 163 of the bill adds 
a new paragraph (5) to subsection 6416 (b) to provide that the seller 
shall obtain a credit or refund of the part of the tax paid under section 
4053 (b) (1) proportionate to the part of the consideration repaid or 
credited to the purchaser of the installment account. Under these 
circumstances the retailer (that is, the seller of the installment account) 
will have to continue to pay tax under the general rule in section 
4053 (a) on any subsequent payments received by him on such 
returned accounts. 

Provision is made in the new subsection (c) of section 4053 to limit 
the sum of the amounts of tax payable on installment payments to 
the total amount of tax due as computed at the applicable rate of 
tax in effect on the date on which the transaction giving rise to the 
installment account took place. This provision serves as a limita- 
tion on the tax where a retailer who sells his installment accounts 
and then has them returned to him receives a greater sum from the 
net sales price and the installments actually collected by him than 
he would have received if he had merely collected the original pre- 
scribed installments. in full, 

The provisions of the new subsections (b) and (e), and the new 
refund provision, can be illustrated by the following example: The 
X retail store offers for sale a watch, subject to a retailers excise tax 
at the rate of 10 percent, for $100 plus tax of $10, or $110. B 
decides to purchase the wateh and pay for it in 10 installments, B 
pays $11 ($10 plus $1 tax) on January 2, 1958, and receives the watch. 
X receives additional payments of $11 each on February 2 and on 
March 2. X reports $1 of tax received on each of the 3 dates. On 
March 15 X sells the account to the Q finance company for $50. 
The tax which is due on the sale and must be paid by X is $7 (the 
difference between the total tax due of $10 and the tax already paid 
with respect to the article, that is, $3). Q collects 2 payments of $11 
each on April 2 and May 2, and, of course, no tax is due with respect 
to those payments, On May 15, pursuant to the agreement entered 
into upon the sale of the installment account, Q exercises its option 
and returns the account to X who refunds to Q $15 of the purchase 
price. Under section 6416 (b) (5) X may claim a refund of $2.10 tax 
computed as follows: 


15 (A t ref od toQ) ,.. ; 
—_ Seen ands aww of $7 (tax paid on sale of account) = $2.10. 
50 (Amount paid by Q) 


X later collects from B three more payments of $11 each on the account. 
X must pay tax in the amount of $1 with respect to each of the first 
and second of these payments but (by reason of the limitation under 
4053 (c)) need pay tax of only $0.10 with respect to the third payment 
since such amount will result in the total tax of $10 having been paid. 
No further tax payments need be made with respect to the sale of the 
watch to B. If X later sells the account to R for $5, no tax would be 
due on the sale inasmuch as the total tax has been paid. 

It should be made clear that two ways of collecting delinquent 
accounts bring about somewhat different tax resulis. Some retailers 
sell groups of accounts on which collection prospects are relatively 
meager to companies that specialize in collecting accounts. Others 
retain title to the accounts and merely hire specialists on a commis- 
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sion basis to collect these accounts. Where the accounts are sold 
tax becomes due on the full unpaid balance of tax. Where title to 
the accounts is retained, however, the retailer becomes liable for tax 
only on the amounts collected by the collection agency from the 
consumer. 

The revenue loss under this provision is expected to be negligible. 


SECTION 105. EXEMPTION FROM RETAILERS EXCISE 
TAXES FOR NONPROFIT EDUCATIONAL ORGANIZA- 
TIONS 


Section 4055 of the code provides that no retailers excise tax shall 
be imposed with respect to the sale of any article for the exclusive 
use of any State, Territory of the United States, or any political sub- 
division of any of the foregoing, or the District of Columbia. Similar 
exemptions are provided for the manufacturers excises and those on 
transportation and communications. One effect of these exemptions 
is to relieve public schools of the burden of these taxes. 

At the present time there is an exemption under the manufacturers 
excise taxes for sales for use of religious or nonprofit educational 
institutions. This exemption is provided only in the case of musical 
instruments. The base of the tax on sporting goods, however, was 
revised in 1951 to delete those items which were used extensively in 
schools. The House Ways and Means Committee report on the 
Revenue Act of 1951 (H. Rept. No. 586) when these changes were 
made stated: 


Therefore, the nonexempt sales of many taxed articles are 
made largely to private schools, which has been objected to on 
the ground that it is discriminatory treatment. 


Exemptions for educational, charitable, religious and other organiza- 
tions, subject to certain limitations, are also available in the case of 
the admissions taxes. 

It is believed that exemption from excise taxes for purchases by 
public schools without similar exemption for nonprofit private schools 
represents discriminatory treatment. The bill, therefore, provides 
exemption from the retailers. excise taxes, the manufacturers excise 
taxes, and the taxes on transportation and communications, for non- 
profit educational organizations provided the purchases by them are 
for their exclusive use. 

In accordance with this intent, section 105 (a) of the bill adds a 
new section 4057 to the code which provides for an exemption from 
the retailers taxes for sales to any nonprofit educational organization 
for its exclusive use. Exemption is also provided in the case of a 
tax imposed by section 4041 with respect to the use by a nonprofit 
educational organization of any liquid taxable as a special fuel. 

The term “nonprofit educational organization” is defined for pur- 
poses of this section as an educational organization deseribed in 
section 503 (b) (2) which is exempt from income tax under section 
501 (a). Section 503 (b) (2) refers to educational organizations which 
normally maintain a regular faculty and curriculum and normally 
have a regularly enrolled body of pupi!s or students in attendance at 
the place where their educational activities are regularly carried on. 
Thus, although an organization may be exempt under section 501 (a) 








EXCISE TAX TECHNICAL CHANGES ACT OF 1957 15 


as an educational organization, it is not entitled to the benefit of the 
exemption unless it is the type of educational organization described 
in section 503 (b) (2). 

Section 105 (b) of the bill makes a technical amendment conforming 
the table of sections of subchapter F of chapter 31 to the amendment 
made by section 105 (a). 

This provision, together with similar exemptions provided in the 
case of the manufacturers excises, and those on transportation and 
communication, is expected to result in an annual revenue loss of 
about $3 million. 


Part I!—Manvracrurers Excise Taxes 


SECTION 111. PARTS AND ACCESSORIES FOR FARM 
EQUIPMENT 


Present law permits a manufacturer of a taxable automotive part 
or accessory to obtain a credit or refund of the tax paid on his sale 
(with certain exceptions) if the part or accessory is ultimately used or 
resold for use for repair or replacement purposes in farm equipment 
(other than taxable motor vehicles). ‘To obtain a credit or refund on 
this basis, the regulations require the manufacturer to have in his 
possession a certificate from the retailer of the part or accessory 
certifying that the part or accessory was used by him or resold by 
him for use for the exempt purpose. The regulations also require the 
listing on the certificate of the name and address of each purchaser. 
Because of the difficulty of obtaining this information and transmitting 
it through the usual chain of distribution between the part or accessory 
maker and the ultimate user, few credits or refunds of tax under this 
provision have been claimed. 

To make effective the relief from tax intended by present law in 
the case of automotive parts or accessories used or resold for use as 
repair or replacement parts for farm equipment, the bill provides for 
the sale of such parts on a tax-free basis, under certain conditions, 
where they are to be used or resold for use for such purpose. ‘To 
accomplish this result, the bill amends section 4063 of the code by 
adding a new subsection (ce), which will permit the manufacturer, 
producer or importer of taxable automotive parts and accessories 
(other than spark plugs and storage batteries) to use them or sell 
them (under certification) for ultimate use tax free as repair or 
replacement parts or accessories for nontaxable farm equipment. In 
the event tax is paid on parts or accessories when sold by the manu- 
facturer, and such parts or accessories are used or resold for use for 
this exempt purpose, section 163 of the bill (sec. 6416 (b) (2) (K) of 
the code) retains the present credit or refund provisions, 

The certification that the purchaser furnishes the manufacturer, 
producer, or importer under this section must include a statement 
that if the articles covered by the certificate are resold by him he will 
obtain a similar certificate from his purchaser. However, no certificate 
will be required in the case of a sale to the ultimate purchaser 
(who purchases the article from someone other than the manufae- 
turer) who is not engaged in the business of selling such articles or 
repairing farm equipment. Thus, a farmer may purchese paris or 
accessories tax free from a person other than the manufacturer for 
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use in the repair of his own equipment without executing a written 
certificate. However, if the sale of the part or accessory is made 
directly by the manufacturer, producer, or importer to the ultimate 
purchaser, a written certification is required in all cases. 

The new subsection also provides that the manufacturer, producer, 
or importer shall cease to be liable for the tax on those parts or acces- 
sories which he sells tax free if he in good faith has obtained the required 
certificate. However, improper use by any person of the certification 
procedure will make such person subject to the penalty provisions of 
existing law. 

A farm equipment menufacturer, producer, or importer who pur- 
chases a part or accessory tax free for use as a repair or replacement 
part or accessory for farm equipment, or for resale for such use, be- 
comes the statutory manufacturer or producer of such part or acces- 
sory and will incur liability upon his use or sale of such part or acces- 
sory as if he were the original manufacturer. Where he resells the 
part or accessory for use as a repair or replacement part or accessory 
for farm equipment on a tax-free basis, he must obtain the required 
certificate from his purchaser to be absolved from liability for the 
excise tax on such article. 

Present law does not extend a credit or refund to spark plugs, 
storage batteries, leaf springs, coils, timers, and tire chains. The 
types of the last four named items which generally are suitable for 
use on taxable vehicles today are not readily adaptable or suitable for 
use with farm equipment. Thus there appears to be no reason to 
exclude them from exemption. Many spark plugs and storage bat- 
teries, however, have a high degree of interchangeability. Therefore, 
the bill, both in the exemption and in the credit and refund provisions, 
excludes only spark plugs and storage batteries from the tax-free 
privileges. 

It is estimated that this provision will result in only a negligible 
revenue loss. 


SECTION 112. REFRIGERATOR COMPONENTS 


Section 4111 of present law imposes a tax on various types of 
refrigeration equipment, including refrigerator components. These 
are defined by section 4112 as— 


cabinets, compressors, condensers, condensing units, evap- 
orators, expansion units, absorbers, and controls for, or 
suitable for use as parts of or with, household-type refriger- 
ators or quick-freeze units of the kind described in section 
4111 except when sold as component parts of complete 
refrigerators, refrigerating or cooling apparatus, or quick- 
freeze units * * *, 


The exemption and credit and refund provisions of present law 
provide tax-free status for these refrigerator components when they 
are sold for use or used in the manufacture of any article. Thus, the 
named components are taxed only when they are used or sold for use 
for replacement purposes. Your committee believes the relatively 
small amount of revenue realized from the sale of these components 
is not sufficient to warrant the administrative expense and interpretive 
problems created by imposing this tax. 


errr. 
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Accordingly, the bill eliminates refrigerator components from the 
articles taxed under section 4111. 

It is estimated that this will result in an annual revenue loss of 
about $1 million. 


SECTION 113. ELECTRIC, GAS AND OIL APPLIANCES 


(a) Electric direet-motor-driven fans and air circulators 


Section 4121 of present law imposes a 5 percent tax on the manufac- 
turer’s sale of a variety of electric, gas, and oil appliances. All of 
the appliances listed are taxed only if they are of the household type, 
except electric direct-motor-driven fans and air circulators. ‘This 
category is taxable unless the fan or air circulator is of the industrial 
type. Thus, the tax applies not only to these fans and air circulators 
of the household type, but also to those of the type used in stores, 
offices, restaurants, and similar places. In practice, however, it has 
been found that fans and air circulators commonly used in com- 
mercial establishments are also used extensively in industrial con- 
cerns. This has resulted in many interpretive problems and com- 
petitive discriminations. In contrast, present law taxes electric belt 
driven fans only if they are of the household type. 

To eliminate these problems, the bill places electric direct-motor- 
driven fans and air circulators in the same category as the other tax- 
able appliances, taxing them only if they are of the household type. 
(b) Electric floor polishers and wazers 

Electric floor polishers and waxers presently are included in the list 
of taxable appliances. Compctitive vacuum-cleaner attachments 
used for the same purposes are not taxed, however, and, therefore, 
enjoy a price advantage. 

To eliminate this disparity the bill removes electric floor polishers 
and waxers from the list of taxable articles, 


(c) Gas and oil incinerator units and garbage-disposal units 

Electric garbage-disposal units are included in the list of taxable 
appliances under present law. This places them at a competitive 
disadvantage with gas and oil incinerators and garbage-disposal units, 
which currently are not subject to tax. 

To remove this disparity in treatment, the bill adds electric, gas, 
and oil-incinerator units and gas and oil garbage-disposal units of the 
household types to the list of taxable articles. 


(d) Revenue effect 

It is anticipated that the changes made by your committee in the 
tax on electric, gas and oil appliances will have the overall effect of 
decreasing revenues by about $250,000 a year. 


SECTION 114. RADIO AND TELEVISION COMPONENTS, 
RECORD PLAYERS, TAPE AND WIRE RECORDERS, ETC, 


Present law imposes a 10-percent excise tax on the manufacturer’s 
sale of radio receiving sets, television receiving sets, automobile radio 
and automobile television receiving sets, phonographs, combinations 
of the foregoing, radio and television components, and phonograph 
records, Except in the case of radio and television components and 
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phonograph records, this tax applies, however, only to articles of the 
“entertainment type.”’ Your committee’s bill adds certain articles to 
the taxable listing and modifies the types of articles subject to this tax. 


(a) Record players 


Section 4142 of present law defines the term “radio and television 
components” to mean among other things phonograph mechanisms 
which are suitable for use on, or in connection with, or as a compo- 
nent part of, any of the articles enumerated in section 4141, whether 
or not primarily adapted for such use. In 1953 the Internal Revenue 
Service published a ruling to the effect that record players, as such, 
were not subject to the tax on phonographs unless they were con- 
nected to an amplifying system with a speaker attachment. Never- 
theless, the portion of the record player consisting of the turntable, 
pickup arm, and motor was subject to tax on the grounds that it 
constituted a phonograph mechanism, which is one of the items listed 
in the definition of radio or television component. But this was 
changed by Public Law 367, 84th Congress, which removed the tax 
on radio and television components when used in the manufacture of 
nontaxable items. This meant that the combination of a turntable, 
pickup arm, and motor, when used in a nontaxable record player, was 
eligible for tax exemption or credit. 

Your committee does not believe that Congress in passing Public 
Law 367 intended to remove the tax previously imposed with respect 
to the major elements in a record player. In view of this, and also in 
view of the fact that record ee are in direct competition with 
phonographs, section 114 (a) of the bill amends section 4142 by includ- 
ing “‘phonograph record players” in the definition of the term ‘radio 
and television components.” 

The bill includes phonograph record players in the category of radio 
and television components, rather than as a taxable end article listed 
specifically in section 4141, so they may be sold free of tax for use in a 
further manufacture of nontaxable sound systems, such as public 
address systems. This would not be possible if phonograph record 
players were included in the listing of taxable end products in section 
4141. 


(b) Tape and wire recorders, players, and recorder-players 

Under present law no tax is imposed on tape or wire recorders, or 
tape or wire players, or combinations of any of these articles, except 
those taxed as business machines. Since these articles are in direct 
competition with phonographs, your committee believes they should 
be subject to the same 10-percent manufacturers’ tax. 

This is accomplished in section 114 (a) of the bill by amending 
section 4141 of the code to include in the base of the tax on radios, 
television sets, phonographs, records, etc., “Tape and wire recorders, 
players, and recorder-players.” Since they appear in the listing of 
taxable articles before the words ‘Combinations of the foregoing”, 
these articles will be subject to tax whether sold alone or in combina- 
tion with one or more of the other taxable articles that precede them, 
namely, radio sets, television sets (including auto radio and television 
sets) or phonographs. 

Under present law the tax on radio and television sets and phono- 
graphs applies only to those of the “entertainment type.’”’ While 
under the bill the limitation of the tax to those of the entertainment 
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type is removed (as is explained below), there is substituted for. this 
an exemption for communication, detection, or navigation equipment 
of the type used in commercial, military, or marine installations. 
Your committee believes that substantially similar exemptions should 
be made available in the case of tape and wire recorders, players, and 
recorder-players. However, an exemption expressed in these terms 
would not be suitable in the case of tape and wire recorders, ete. 

To accomplish this result, section 114 (a) of the bill adds a new 
code section 4143 (b) which provides an exemption for certain types 
of tape and wire recorders, players, and recorder-players. An exemp- 
tion with respect to these articles is provided for those primarily 
designed (1) for indicating, recording, or reproducing data of a com- 
mercial, industrial, scientific, or ater nature; (2) for controlling 
or regulating processes or operations in commercial, industrial, scien- 
tific, or military activity; (3) for radio or television broadcasting 
processes or operations; or (4) for commercial master tape or wire 
recording or for commercial tape or wire duplication. 

It is intended that the exemption provided for these tape and wire 
recorders, etc., be applicable only to articles which fall within the 
class of articles otherwise taxable under section 4141. If a particu- 
lar type of tape or wire recorder, etc., is determined to fall within the 
classification of a business machine subject to the tax imposed by 
section 4191, the exemption provided under section 4143 (b) will not 
be applicable. Thus, the tax under section 4191 will continue to 
apply. The exemption with respect to tape and wire recorders, etc., 
‘primarily designed”’ for the specified purposes is based on the actual 
functional use for which the article is designed rather than the place 
where it is to be used. 

(c) Articles of the entertainment type 


Present law in section 4141 of the code provides that radios, tele- 
vision sets (including auto radios and television sets), and phono- 
graphs are taxable only if they are of the “entertainment type.” 

Both the Internal Revenue Service and taxpayers have had difficulty 
in determining what constitutes entertainment-type equipment, and, 
in fact, no satisfactory definition of the term “‘entertainment type” 
has been evolved. ‘The principal, initial reason for limiting the tax on 
radios, television sets, phonographs, etc., to those of the entertainment 
type was the desire to exclude from tax that equipment which was of 
the communication, navigation, or detection type. Moreover, it is 
believed that the Service would have less difficulty in defining com- 
munication, detection, or navigation equipment, since at one time 
receivers of this type were free of tax when sold to the United States 
Government. Therefore, your committee’s bill removes the limita- 
tion in present law imposing the tax with respect to articles only of the 
entertainment type. As a substitute it adds an exemption for radios, 
television sets, phonographs, etc., which are communication, detection, 
or navigation equipment of the type used in commercial, marine, or 
military installations. 

Section 114 (a) of the bill makes two amendments to accomplish 
the modification in tax treatment described above. First, it amends 
section 4141, the tax imposing section, to remove the sentence limiting 
the tax in the case of all the listed articles (except radio and television 
components and phonograph records) to those of the entertainment 
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type. Second, in a new section 4143 (a), the bill provides in the 
case of radio receiving sets, automobile radio receiving sets, television 
receiving sets, automobile television receiving sets, phonographs, 
and combinations of any of the foregoing, that tax is not to apply to 
such articles which are communication, detection, or navigation 
equipment of the type used in commercial, marine, or military 
installations. 

As previously indicated, the tax on receivers at one time (prior to 
September 1955) was not applicable to those sold to the United States 
Government if they were of the communication, navigation, or detec- 
tion type used in commercial, marine, or military installations. This 
bill in effect restores this old exemption but extends it to such equip- 
ment when sold to any purchaser. Thus, equipment which rraanbi a. 
was free of tax when sold to the United States Government will, under 
the new provision, be free of tax whether or not sold to the United 
States Government. The new exemption is not necessarily limited, 
however, to equipment previously exempt, since the type of equip- 
ment purchased by the United States Government will not necessarily 
be the same as that purchased by private industry. 


(dq) Tazrable radio and television components 


Public Law 367 of the 84th Congress amended section 4141, which 
imposes the tax on radio and television sets, phonographs, radio 
and television components, records, etc., to provide that except in 
the case of radio and television components and phonograph records 
the tax imposed by section 4141 is to apply only to articles of the 
“entertainment type.” Section 4142, which defines radio and tele- 
vision components, was not changed by Public Law 367. This 
latter section provides that the term “radio and television compo- 
nents” means certain listed parts— 


which are suitable for use on or in connection with, or as 
component parts of any of the articles enumerated in section 
4141, whether or not primarily adapted for such use. 


The sentence added to section 4141 by Public Law 367 appears to 
provide that radio and television components are taxable whether or 
not they are of the entertainment type, while the sentence in section 
4142 defining these components appears to indicate that only those 
which are suitable for use on or in connection with entertainment 
type articles are taxable. The Service has interpreted the law on 
this point as providing that radio and television eomponents are 
taxable if they are suitable for use with any radio or television set or 
phonograph. Your committee (without attempting to pass on the 
interpretation of the Service of existing law on this point) believes 
that in practice the present interpretation of the law reaches the 
wrong result. It sees no reason for taxing components which are 
suitable for use only with nontaxable end articles. 

To limit the tax on these components to those which are suitable 
for use with taxable radios, television sets, and phonographs, etc., 
section 114 (a) of your committee’s bill adds a new code section 4143 
(c). This exempts radio and television components from tax if they 
are suitable for use only on or in connection with, or as a component 
part of, equipment exempt under section 4143 (a) (because it is 
communication, navigation, or detection equipment of a type used 
in commercial, marine, or military installations) or exempt under 
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section 4143 (b) (because it comes within the specified exempt cate- 
gories of tape or wire recorders, players, or recorder-players). The 
exemption makes it clear that the component must be suitable for 
use only in conjunction with an article of the specified exempt type. 
If the component is also usable with a taxable article, whether or 
not primarily adapted for such use, it will not qualify for the exemp- 
tion. 


(ce) Revenue effect 


It is estimated that the changes made with respect to the tax on 
radios, television sets and phonographs, etc., will result in an annual 
increase in revenue of approximately $5 million. The bulk of this 
tax increase is attributable to the addition of tape and wire recorders, 
players and recorder-players to the list of taxable articles. 


SECTION 115. CONSTRUCTIVE SALE PRICE FOR MANU- 
FACTURERS EXCISE TAXES 


Section 4216 (b) of present law provides for a constructive sale price’ 
as distinct from the actual sale price, as a base for the various ad 
valorum manufacturers excise taxes where an article is sold (1) at 
retail, (2) on consignment, or (3) at less than the fair market price if 
the transaction is not at arm’s length. The constructive sale price 
provided for under present law is the price for which such articles are 
sold in the ordinary course of trade, by manufacturers or producers 
of such articles, as determined by the Secretary or his delegate. 

The above described provision generally results in a downward 
adjustment of price where articles are sold at retail (that is, to the 
consumer), and an upward adjustment of price where they are sold 
in transactions which are not at arm’s length for a price less than the 
fair market price. This provision, to some extent, recognizes the 
desirability of imposing manufacturers excise taxes on a uniform base, 
even though various manufacturers may sell the same articles at 
different levels of distribution. In the case of two taxable articles 
ultimately sold to the consumer for the same price, exclusive of tax, 
your committee can see no reason for imposing substantially different 
amounts of manufacturers tax merely because one manufacturer 
chooses to sell his article to a distributor, while the other sells his to a 
dealer. It is recognized, however, that there are significant adminis- 
trative problems which make it difficult to achieve complete uni- 
formity of base for purposes of the manufacturers excise taxes. For 
that reason no attempt is made in this bill to fully achieve this goal. 
However, a series of rules are provided under which a constructive 
price may be used, not only in the case of sales at retail but also in the 
case of sales by manufacturers to retailers. Where the conditions 
specified are met, the bill in general provides for a downward adjust- 
ment to the level charged by manufacturers to wholesalers. In 
adopting this new constructive price rule, your committee does not 
remove the present rule; this, with modifications, is retained in this 


bill. 


(a) Sales at retail and sales to retailers 

It has been indicated to your committee that the major difficulty 
in extending the present constructive price provision, applicable in the 
case of sales at retail, to sales to retailers is that this would require the 
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Internal Revenue Service either to construct, or to pass upon someone 
else’s construction of, a price on which to base the tax for the article 
sold to retailers. Because of the large number of sales of this type, it 
has been stated that this would represent a substantial administrative 
burden. To avoid this problem, your committee’s bill limits the new 
constructive price provision in the case of sales at retail, and to 
retailers, to those cases where the same manufacturer, producer, or 
importer also regularly makes sales to wholesalers. Thus, a basis for 
constructing a price for the manufacturers sales at retail and to 
retailers will be readily available. 

The bill also limits the application of the new constructive price 
provision to those cases where sales at retail and to retailers do not 
constitute the normal method of sales within the particular industry. 
This limitation on the application of the new constructive price pro- 
vision appears desirable because there would seem to be no significant 
discrimination with respect to an industry where sales at retail and to 
retailers represent the major proportion of the volume sales in the 
industry. 

The bill also limits the new constructive price provision for sales at 
retail and to retailers to arm’s-length transactions and also to cases 
where the manufacturer, producer, or importer is regularly selling the 
articles at retail or to retailers. The first of these limitations is 
intended to prevent the new provision added by your committee from 
nullifying the provision in present law requiring upward adjustments 
in price where an article is sold at other than through an arm’s length 
transaction and at less than fair market price. The latter limitation 
is designed to make the new constructive price provision inapplicable 
in the case of casual sales. 

Where the above limitations are met, the bill provides that the 
constructive price is to be the lower of (1) the price at which an article 
is actually sold, or (2) the highest price at which such articles are sold 
by the particular manufacturer, producer, or importer to wholesale 
distributors. 

The new constructive price provision is added by section 115 of the 
bill. The existing section 4216 (b) (with certain modifications de- 
scribed below) is designated as paragraph (1) and a new paragraph (2) 
is inserted for determining the constructive sales price both in the case 
of sales at retail and in the case of those to a retailer. 

The constructive sales price provision in the new paragraph (2) 
for sales at retail or to retailers is to apply only where all of the 
four following conditions are met: 

(1) the manufacturer, producer, or importer regularly sells the 
article at retail or to retailers; 

(2) the manufacturer, producer, or importer regularly sells the 
article to one or more wholesale distributors in arm’s-length 
transactions and establishes that his wholesale prices in these 
cases are determined without regard to any tax benefit to be 
derived from the application of this constructive price provision; 

(3) the normal method of sales for such article by manufac- 
turers within the industry is to sell them otherwise than at retail 
or to retailers or a combination of both of these two methods of 
sale; and 

(4) the transaction with respect to which a constructive sales 
price is to be computed is one entered into at arm’s length. 
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Where these four conditions are met, the price on which the manu- 
facturers tax is to be based shall be computed at the actual sellin 
rice of the article or the highest price for which such articles are sol 
y the manufacturer, producer, or importer to wholesale distributors, 
whichever is lower. 

The manner in which your committee intends the second of the 
limitations described above to work can be illustrated by the following 
example. Manufacturer A sells both to wholesale distributors and to 
retailers and also at retail (that is, directly to consumers). If condi- 
tions (1), (3), and (4), as described above are met, this manufacturer 
in the case of his sales at retail and to retailers could use the new con- 
structive price rule for his sales at retail and to retailers. This would 
be true even if his sales to wholesalers were limited to those made to 
one person provided these sales are made regularly and he establishes 
that the price he charged the wholesaler in this case was not determined 
with the view of obtaining a tax benefit because this base could be 
used in the case of his other sales. 

The third limitation described above, that denying the benefit from 
the constructive price provision in those cases where the normal 
method of sales of an article by the manufacturers within an industry 
is to sell it at retail, to retailers, or to both is intended to deny the 
benefits of this provision where half or more of the volume of sales 
of the specific category of taxable items described in any of the vari- 
ous manufacturers ad valorem excise taxes is made at retail and to 
retailers. For this purpose, it is anticipated that the volume of sales 
at the different distribution levels would usually be determined by 
the dollar volume of sales within the industry at the various distribu- 
tion levels. This would be adjusted, however, for the variation in 

rice attributable to the fact that the sales are made at different 
evels. In determining total sales within the industry not only would 
sales at retail, to retailers, to jobbers, and to wholesalers, be taken 
into account, but also sales to other manufacturers as well. It is 
anticipated that for purposes of this provision the term “industry” as 
applied to any article generally aoa include the specifically named 
articles subject to manufacturers excise tax. For example, the manu- 
facturing of (1) automobile trucks, (2) automobile busses, (3) truck 
and bus trailers and semitrailers, (4) highway tractors, and (5) other 
taxable automobiles would each be considered as representing a sepa- 
rate industry. 

In the case of a sale at retail where the conditions of paragraph (2) 
of section 4216 (b) are applicable, the constructive price provisions of 
this paragraph, rather than the present law constructive price provi- 
sions retained in paragraph (1) (as modified by this bill) shall apply 
to such sale. ‘Thus, in such case, the constructive price for the sale 
at retail is to be computed on the actual sales price of the article, or 
the highest price at which such articles are sold by the manufacturer, 
producer, or importer to wholesale distributors, whichever is lower, 
rather than on the basis of a constructive price not in excess of the 
highest price for which such articles are sold to wholesale distributors 
in a ordinary course of trade by manufacturers or producers of such 
articles, 
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(b) Constructive price for sales at retail only 


As indicated above, paragraph (1) of section 4216 (b) as it appears 
in the bill is the constructive price provision in existing law except 
for one modification. 

In the case of a sale at retail, existing law has generally been 
interpreted as requiring the constructive price to be etarninid by 
reference to the price for which such or similar articles are sold by 
manufacturers to retailers. Where a manufacturer sells not only at 
retail but also to retailers at different prices, his constructive price is 
his highest sales price to retailers. If the manufacturer makes no 
sales to retailers but does sell to wholesale distributors, his construc- 
tive price for his sales at retail is his highest wholesale price. 

To accord these sales at retail a constructive price at the same 
distribution level as under the new special constructive price provision 
described above, your committee’s bill provides that in the case of 
sales at retail, the price at which such articles are sold in the ordinary 
course of trade or business is to be in excess of the highest price for 
which such articles are sold to wholesale distributors. This provision 
will not result in the establishment of a constructive price in any new 
cases, but rather will provide that where a constructive price is already 
required by existing law, the price generally will be established at the 
price to wholesalers, rather than at the price to retailers. 

This amendment is provided for in section 115 of the bill by adding 
a new sentence at the end of the first sentence in section 4216 (b) (1). 


(c) Revenue effect 


Information presently available is inadequate to form the basis for 
any specific estimate of the revenue loss which can be expected from 
the constructive sales price provisions described above. It appears 
unlikely, however, that the revenue loss will be large and a subjective 
evaluation suggests a revenue loss in the neighborhood of $3 million. 


SECTION 116. SALES OF INSTALLMENT ACCOUNTS BY 
MANUFACTURERS 


Section 104 of your committee’s bill adds a specific provision to the 
code providing a method for the computation of the tax due where 
installment accounts are sold or otherwise disposed of by a retailer 
prior to the payment of the total tax. In general, the rule is that tax 
is due on the unpaid amount of the installment obligations at the time 
of the sale or other disposition of the accounts. An exception to this 
rule is made in the case of installment accounts disposed of pursuant 
to bankruptcy and receivership proceedings. In such cases it is pro- 
vided that the remaining tax shall not exceed that computed at the 
applicable rate with respect to the amount actually realized on the 
disposition of the accounts. 

Section 116 of your committee’s bill amends section 4216 by adding 
a new subsection (e) which provides similar treatment in the case of 
the sale of installment accounts by manufacturers subject to manu- 
facturers excise tax. For a fuller description of this provision see the 
discussion with respect to section 104. 
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SECTION 117. LEASES OF CERTAIN ARTICLES SUBJECT 
TO MANUFACTURERS EXCISE TAXES 


Section 4217 of existing law stipulates that any lease, renewal or 
extension of a lease, or subsequent lease of an article subject to manu- 
facturers excise tax by the manufacturer, producer, or importer of the 
article shall be considered a taxable sale of the article. Under this 
rule, if a manufacturer of a taxable article leased it on successive 
1-year leases for a total of 10 years, he would be regarded as having 
made 10 taxable sales of the same article. 

Except in the case of certain utility trailers, this concept is carried 
out in the statutory provisions (sec. 4216 (c)) that prescribe the 
measure and time for reporting the tax due with respect to leases. 
Since each lease is regarded as a separate sale, tax is imposed on the 
total amount to be pxid under each lease agreement. Where pay- 
ments under a lease are made in installments, present section 4216 (c) 
permits a proportionate amount of the total tax due on the lease to be 
reported on each payment as received. 

Your committee believes that the tax imposed on leases and sales 
by a manufacturer should be as nearly equal as possible. Present 
law does not achieve this equitable balance (except for utility trailers). 
The total cumulative excise tax liabilities incurred during the market- 
able life of a durable article that is steadily leased by the manufacturer 
frequently will far exceed the one-time tax due when that manufac- 
turer sells the same model article. 

The present statutory rule for leases has created serious inequities 
and competitive discrimination. A manufacturer who both leases 
and sells certain taxable articles often incurs a higher total liability 
on the leases than he does on sales. In addition, if some of his cus- 
tomers buy the articles and enter into the business of leasing them, 
they will not have to pay tax on their entire lease receipts. Instead 
tax on the article will have been paid only on the sales price of the 
manufacturer. 

If a manufacturer sells to a related company which then leases the 
article, tax is imposed not on the lease payments but on the manu- 
facturer’s sale price. A comparable tax base should be provided for 
manufacturers who carry on the leasing portion of their business 
operation themselves rather than through related entities. 

Public Law 317 (84th Cong.) provided equality of tax treatment in 
the case of leases and sales of automotive utility trailers, by setting a 
limitation on the total tax to be reported for leases. This limit was 
the amount of tax computed, at the rate in effect on the date of the 
initial lease, on the fair market value of the trailer on the date of such 
lease. Your committee believes a similar limitation should be 
accorded all articles subject to ad valorem manufacturers excise taxes 
with some modifications of the tax base, the method of reporting the 
tax, and the eligibility requirements. This has been accomplished by 


section 117 of the bill, which revises section 4217 of the code and makes 
related changes. 


(a) Lease considered as sale 


The statutory definition of a lease in present section 4217, that a 
lease is to be considered a sale, is continued in section 4217 (a) under 


the bill, except for the references to section 4216 (d) of present law (re- 
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lating to utility trailers): The latter section is repealed by section 


117 with respect to initial leases of utility trailers made on or after 
the general effective date for title I; 
(b) Limitation on tax 

New subsection (b) of section 4217 provides a limitation on the 
amount of tax to be paid on the lease of any article subject to an ad 
valorem manufacturers excise tax. This subsection requires a pay- 
ment of tax on each lease payment computed at the rate of tax in 
effect at the time the payment is received, but limits the aggregate 
of such tax payments to the “‘total tax.” 

The existing limitations for utility trailers permit the above install- 
ment method of paying the total tax but provide the alternative of 
paying the “total tax” in full at the time of the initial lease. No 
statutory provision for the latter alternative is included in the bill 
for two principal reasons. One is the probability that few taxpayers 
would wish to pay the tax, in effect, in advance. The other reason is 
to prevent the possibility that taxpayers who paid tax in full before 
being required to do so would be precluded from obtaining a credit 
or OY, in the event that the taxes imposed on some articles were 
eliminated by subsequent changes in the law. 

(c) Definition of total tax 

Virtually all leases are made to the users of the articles leased. If 
sales were made to such persons they would constitute sales ‘‘at re- 
tail.” Your committee therefore concluded that the proper maxi- 
mum or ‘total’ tax in the case of leases should be the amount of tax 
that would be due if the article had been sold at retail. Since a manu- 
facturer’s sale at retail requires a constructive sales price, such leases 
will be subject to the rule of this type provided by section 115 of the 
bill. The effect of this rule usually will be to set a maximum tax 
based on the price not in excess of the highest price for which the 
particular articles are sold to wholesale distributors in the ordinary 
course of trade by manufacturers or producers thereof. If the first 
lease of an article on or after the effective date of the bill is not the 
initial lease of the article, the maximum tax will be based on the 
“fair market value” of the article at the time of the first lease subject 
to the provisions of the bill. This rule is adopted because the market 
value of a used article can vary greatly depending on a number of 
conditions, such as age and serviceable condition, as contrasted to the 
standard retail price of a new article. 

While the maximvm or “total” tax is to be computed by applying 
the tax rate in effect at the time of the first lease, your committee 
desires to make it clear (under sec. 4217 (b)) that the tax to be paid 
on each lease payment should be computed by applying the tax rate 
in effect at the time of the payment. For example, if it were deter- 
mined at the time of the initial lease of & new taxable article that 
the proper tax base was $1,000 and the tax rate in effect at that time 
was 10 percent, the “total” tax due would be $100. On lease payments 
of $50 a month the tax due on each payment would be 10 percent of 
the $50 or $5, so long as the 10 percent rate remained in effect. If, 
after $600 in these payments had been received and $60 tax paid 
thereon, the tax rate was reduced to 5 percent, the tax due on each 
subsequent monthly lease payment would be 5 percent of $50 or $2.50, 
until such time as a total of $100 tax had been reported. If, in this 
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example, the tax were eliminated, instead of being reduced, after $600 
in lease payments have been received, no tax would be due on subse- 
quent lease payments, as there would be no tax rate to apply. 


(d) Lessor must also be engaged in selling 


The treatment provided by new section 4217 is to be extended 
only to manufacturers who, at the time of making current -or prior 
leases of particular articles, are also engaged in the business of selling 
in arm’s-length transactions the same type and model of article. 
Your committee believes that where manufacturers only lease particu- 
lar types of taxable articles and do not also sell them, competitive 
inequalities do not exist to a degree sufficient to warrant the involved 
administrative burden of determining a proper tax base on new articles 
where no sales were made. The tax limitation treatment accorded 
utility trailers under section 4216 (d) of present law will continue to 
apply to trailers which are under lease at the time the bill becomes 
effective or which were leased prior to such time, 


(e) Sale before or after total tax becomes payable 

In order to prevent the imposition of excessive tax in the event an 
article is first leased and then sold before the total tax has become 

ayable, the bill provides a special rule for computing tax on the sale. 

his rule imposes the tax on the sale at the lower of (1) a tax computed 
on the selling price at the rate in effect at the time of sale; or (2) the 
amount by which the “total” tax exceeds the aggregate tax imposed 
on the lease payments already received on the article. If an article is 
sold after enough lease payments have been received so that the total 
tax has become payable, it is stipulated that no further tax is to be 
imposed on the sale. 


(f) Transitional rules 


It is realized that the special provisions relating to leases will affect 
many taxable articles being leased by their manufacturers at the time 
this act becomes effective. ‘To cover this situation the bill provides 
that such leases will be considered as having been entered into on the 
effective date of the bill and that the total tax shall be computed on the 
fair market value of the article involved on the effective date of the 
bill. It is further provided that the only lease payments involved 
will be those attributable to periods on and after such date. 


(g) Utility trailers 


Subsection (c) of section 117 provides that the new provisions of 
section 4217 shall not apply to any lease of an article if section 4216 (d) 
of present law, relating to aa of utility trailers, applied to any lease 
of the article before the effective date provided in section 1 (c) of the 
bill. Thus, once a lease of a utility trailer qualifies under 4216 (d), 
any subsequent lease thereof must also be treated under that section. 


(h) Revenue effect 


It is estimated that this provision will result in a revenue loss of 
approximately $1 million in the first full year of operation. About 
$300,000 of this is attributable to the leases of trucks and truck trailers. 
It is anticipated, however, that the revenue loss from this provision 
will gradually increase to levels above the $1 million as the limitations 
on the tax under this provision become effective with respect to more 
and more leases, 
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SECTION 118. USE BY MANUFACTURER OR IMPORTER 
CONSIDERED SALE 


Section 4218 of present law is in general designed to impose tax 
where the manufacturer of an article uses it himself, or uses it in the 
manufacture of another article, in the same manner as if he sold the 
article to another person for such use. Thus, the general rule is that 
the use of a taxable article by a manufacturer in the manufacture of 
another article results in the imposition of a tax with respect to the 
first article unless the second article is a taxable article (or would be 
if not sold for one of the specified tax-free purposes). As in the case 
of sales, an exception to this general rule is provided in the case of 
automobile parts or accessories, refrigerator components, radio or 
television components, and camera lenses. In the case of these par- 
ticular articles, no tax is imposed when they are used in (as also is 
true where they are sold for use in) the manufacture of, or as a com- 
ponent part of, any article whether taxable or nontaxable. 

Your committee’s bill rearranges this provision somewhat and also 
makes changes to conform this provision with changes made else- 
where. For example, the reference to refrigerator components is 
deleted since in section 112 of the bill the tax on these parts is removed, 

Subsection (c) of section 4218 as revised by the bill continues a 
rule found in the present section 4218 (b) to the effect that where a 
manufacturer produces an automobile part or accessory, radio or 
television component, or camera lens and uses it, tax is to apply 
unless he uses 1t— 


as material in the manufacture or production of, or as a com- 


ponent part of, any other article to be manufactured or 
produced by him. 


When reference is made to use “as material in the manufacture or 
production of, or as a component part of, any other article” this 

hrase includes articles intended for incorporation in another article 
but which are broken or rendered useless in the process of further 
manufacture. Thus, for example, the breaking of a radio tube in the 
process of manufacturing a radio receiving set does not result in the 
imposition of a tax with respect to the tube (see discussion of sec. 165 
for refunds or credits in this area). However, if, for example, a manu- 
facturer uses an automobile part to repair a truck which he is using in 
his plant, this use of the part is considered a taxable use. 


SECTION 119. UNIFORM SYSTEM OF EXEMPTIONS, 
REGISTRATION, ETC, 


Present exemptions from manufacturers excise taxes are dealt with 
under several different sections of law and the applicable rules vary 
somewhat. For instance, the exemption for sales (or resales) for 
further manufacture is conditioned, under the regulations, upon the 
vendor and vendee, both having registered with their local district 
director of internal revenue. Each person qualifying is given a regis- 
tration certificate containing a registration number. The Commis- 
sioner can cancel the certificate where he is satisfied that the registrant 
is not a bona fide manufacturer of taxable articles or a vendee making 
resales directly to such manufacturer, or that tax-free sales are being 
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made for purposes not warranted by the law and regulations. No 
similar registration requirement exists for sales to State and local 
governments, sales for ships’ supplies, or sales for export. 

Your committee’s bill consolidates and revises the rules for exempt 
sales to provide a more nearly uniform system of exemptions (com- 
parable adjustments are provided in the credit and refund provisions; 
see sec. 163 of the bill) to improve the operation of the manufacturer’s 
excise tax system. Complete uniformity of rules for all categories of 
exempt sales, however, is not practicable because of differences in the 
purpose of extending the various exemptions, and because of the 
difficulties that welll arise from treating them exactly the same, 


(a) Tax-exempt sales 


The principal exemptions under the manufacturers excise taxes in 
present law relate to sales for further manufacture; for export; for use 
by State and local governments; and for use as supplies by vessels 
and aircraft engaged in foreign trade. Exemptions for these purposes 
are retained in the bill. : 

(1) Nonprofit educational organizations.—As was indicated in the 
discussion of section 105, relating to the exemption from retailers 
excise taxes for nonprofit educational organizations, your committee 
believes that present law is discriminatory in that it provides an 
exemption from retailers and manufacturers taxes with respect to 
public schools and colleges, but not to private nonprofit ones. (The 
same problem also exists in the case of the excise taxes on communica- 
tions and those on the transportation of persons and of property.) 
To remove this discrimination your committee’s bill in section 105, 
this section, and section 137, provides exemptions in the case of these 
taxes for certain private nonprofit eeucational organizations, 

The new section 4221 (a) accomplishes this result in the case of 
manufacturers excises by providing an exemption from taxes imposed 
under chapter 32 where the articles are sold by the manufacturers 
directly to nonprofit educational organizations for their exclusive use. 
This is added to the list of other general exemptions. Section 4221 (d) 
defines the term ‘nonprofit educational organization” as an educa- 
tional organization described in section 503 (b) (2) which is exempt 
from income tax under section 501 (a). 

Because of the addition of the general exemption from manu- 
facturers excise taxes for nonprofit educational organizations, the 
special exemption for sales of musical instruments to nonprofit 
educational institutions in section 4152 of the code is deleted. The 
exemption presently contained in section 4152, insofar as it relates 
to sales of musical instruments to religious institutions, is retained 
but transferred to subsection (e) (3) of the new section 4221. the 
general manufacturers exemption section. The exemption provided 
under this bill in the case of sales of musical instruments to nonprofit 
educational organizations is slightly more restrictive than the exemp- 
tion contained in present law in that the educational organizations 
involved must have a faculty, curriculum, student body, etc. 

(2) Intermediate ee eteeat law and regulations permit, but 
do not require, a manufacturer to make tax-free sales to intermediate 
purchasers, only if these purchasers buy for the purpose of selling for 
export or selling for use by their customers in further manufacture, 
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Only one intermediate purchaser is permitted in the latter case, while 
in practice no limit has been imposed in the case of sales for export. 

It is believed that the present rules with respect to intermediate 
purchasers generally are reasonable, except that it appears desirable 
to limit to one the number of intermediate purchasers allowed in the 
case of sales for export. Where more than one intermediate purchaser 
is involved in any exportation, credit or refund will be available, 
however, when the article has been exported. 

Your committee decided against making provision for tax-free sales 
to intermediate dealers except as indicated above because many manu- 
facturers have indicated that there would be difficulty in obtaining 
proof of the final exempt sale (of the type required in the case of sales 
for export or further manufacture) if an intermediate tax-free sale is 
permitted. 

As under present law, no manufacturer will be required to make a 
tax-free sale to an intermediate dealer even when permitted to do so. 
If a manufacturer elects to sell an article on a taxpaid basis as, for 
example, to a customer who indicates he is purchasing for resale for 
export, the credit or refund provisions will apply upon receipt from 
the customer of proof that the article has been exported. Thus 
vendor-manufacturers will be able to adjust their sales policies to 
meet their evaluation as to the most effective way to handle sales for 
export and further manufacture. 

The new section 4221 (a) makes provision for tax-free sales to a 
purchaser for resale by him to a second purchaser for use by such 
second purchaser in further manufacture or for export by such second 
purchaser. In any event, a tax-free sale will be permitted only if 
such exportation or use is to occur before any other use. 

(3) Proof of export and of resale for further manufacture —Under the 
present regulations a manufacturer who sells to a dealer for resale to 
another manufacturer for use in further manufacture must, within 2 
months from the time of his sale from the dealer, receive either an 
exemption certificate indicating that the dealer has resold to another 
manufacturer or a statement that the dealer has such an exemption 
certificate. Where the original manufacturer does not receive the 
proof within the required 2 months, he must report and pay the tax 
with respect to the sale, but if proof later becomes available credit or 
refund may be claimed. Similarly, in the case of sales for export to 
one or more intermediate dealers, proof of the export must be obtained 
within 6 months from the time of the sale or the manufacturer be- 
comes liable for payment of the tax. However, a credit or refund 
may be claimed if the article is subsequently exported. 

The new section 4221 (b) provides a uniform 6-month limitation 
on the suspension of tax payment provided in section 4221 (a) in 
cases where an article is sold free of tax for resale by the purchaser 
to a second purchaser for use by such second purchaser in further 
manufacture, or is sold free of tax for export or for resale by the pur- 


chaser to a second purchaser for export. In these cases, section 
4221 (a) will cease to apply to the sale of the article unless within a 
6-month period the manufacturer receives proof that the article has 
been exported or resold for use in further manufacture. If at the end 
of the 6-month period the manufacturer does not receive the required 
proof, he becomes liable for payment of the tax. The 6-month 
period is to begin on the date of the sale by the manufacturer (or, if 
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earlier, on the date of shipment of the article by the manufacturer). 
The term “proof” referred to above is intended to mean such proof 
as may be required by regulations prescribed by the Secretary or his 
delegate. 

A) Extinguishment of liability—Under present law the tax result 
js not specified where a manufacturer accepts an exemption certificate 
in good faith, but which certificate turns out to be incorrect, whether 
by design or otherwise. Generally (except in the case of sales for 
further manufacture), the Service has held the manufacturer liable 
for tax in such cases. 

Extinguishment of liability in the case of sales for export and sales 
for resale for further manufacture will occur only where the manu- 
facturer complies with the 6-month proof requirement with respect 
to exportation or resale for further manufacture. The suspension of 
liability for payment of the tax for only a limited period of time is 
considered desirable, since such sales represent goods going into regular 
commercial channels, as contrasted, for example, to sales to a State or 
local government. 

The bill provides that where a manufacturer makes tax-free sales to 
a State or local government, to a nonprofit educational institution, 
for use as supplies for vessels or aircraft or to another manufacturer 
for further manufacture, his liability for tax will be extinguished on 
the sales if at the time of the sale he in good faith accepts a certification 
by the purchaser that the article will be used in accordance with the 
purpose for which exemption is granted. However, improper use by 
any person of the certification procedure will make such person subject 
to penalty provisions of existing law. 

Phe new section 4221 (c) specifically provides for this “release from 
liability”’ not only where articles are sold free from tax under this 
section, but also in the case of any article sold free from tax under the 

rovisions of sections 4063 (b) (tax-free sales of automobile or truck 
hedies to a manufacturer of automobiles or trucks), 4083 (tax-free 
sales of gasoline to a producer of gasoline), or 4093 (tax-free sales of 
lubricating oil to a manufacturer of lubricating oil), if, at the time of 
the sale, the manufacturer in good faith accepts a certification from 
the purchaser that the article will be used in accordance with the 
applicable provisions of law. Any sale to which section 4221 (b) 
— is specifically excluded from the operation of subsection (c). 

hus, for example, a manufacturer who sells an article (free of tax) 
toa ape for export by the purchaser cannot be relieved of the 
possibility of liability for tax by the provisions of subsection (c). 

(5) Tires, ete., sold in connection with other articles sold for specified 
tax-free purpose—Under the present law tires, inner tubes, auto- 
mobile radios and automobile television sets may not be sold tax free 
for use in further manufacture. A special type of credit or refund is 
provided by law (sec. 6416 (c) of the code) where the tires, tubes, etc., 
are sold on or in connection with the taxable sale of an automobile, 
truck, etc., taxable under section 4061 (a) of the code. Where the 
automobile, truck, etc., is sold in a tax-free sale, for example to a State 
or local government, no credit or refund for the tax paid on the tires, 
tubes, etc., is provided by present law because the sale of the auto- 
mobile, truck, etc., is not taxable. This rule prevents purchasers 
entitled to purchase tax free from obtaining the full benefit of tax 
exemption on their purchases of an article containing tires, tubes, 
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etc., as contrasted to cases where they purchase articles for which all 
parts can be purchased tax free for further manufacture. 

Another anomaly with respect to tires, tubes, etc., has arisen as a 
result of the administrative treatment. of sales for export. In these 
cases, the Service has held that the manufacturer of the automobile, 
truck, etc., is entitled to a credit or refund on tires and tubes sold on 
a vehicle sold for export, even though exportation constitutes a tax- 
free sale. In some cases, manufacturers of vehicles even have been 
permitted to buy tires and tubes tax free for incorporation on vehicles 
to be sold for export. 

To correct these anomalies the bill permits manufacturers of tires, 
inner tubes, or automobile radios or television receiving sets to sell 
them tax free to another manufacturer where the purchaser is to use 
the tires, etc., for sale on or in connection with the sale of another ar- 
ticle manufactured by him, where such other article is (A) to be sold 
for export, (B) to a State or local government, (C) for use as ships 
supplies, or (D) to a nonprofit educational organization. This will 
provide exemption from tax for tires, tubes, etc., as if they had been 
sold directly in an exempt type of sale. 

Section 4221 (e) of the bill prescribes the rules for the tax-free sales 
of tires, tubes, and automobile receiving sets. The suspension of tax- 
payment mentioned above will cease to apply unless within a 6-month 

eriod the manufacturer of such tire, etc., receives such proof as may 
be required by the regulations (prescribed under this paragraph) that 
the other article has Bia sold in a manner which will satisfy the re- 
quirements for tax-free sales of section 4221 (a) (2), (3), (4), or (5) 
(and including in the case of sales for export, proof of export of such 
other article). The 6-month period (mentioned above) begins on the 
date of the sale by the manufacturer or, if earlier, on the date of the 
shipment by the manufacturer. 
(b) Registration 

(1) General rule-—As previously indicated, a registry system has 
been established under present regulations for sales for further manu- 
facture. It is not generally required for other exempt sales. Use of 
this type of system has advantages for taxpayers and the Service 
where sales for tax-exempt purposes are a regular feature of a given 
business. It provides the Service with notification of intent to engage 
in specified activities, while for manufacturers and their customers it 
may be integrated as part of the exemption certification procedure. 
Absence of a report of a valid certification number from a purchaser 
places a seller on notice that the purchaser has not complied with all 
necessary requirements for making a tax-free purchase. 

Your committee’s bill, therefore, provides for a registration system 
to be used by sellers and buyers making tax-free sales and purchases 
of the type mentioned in (a) above. Both the seller and buyer will 
have to ie registered. Registration can be revoked or suspended 


when necessary to protect the revenues or when a registered person 
has used the registration to avoid or postpone payment of the tax. 
Revocation or suspension will make it impossible to sell or purchase 
on a tax-free basis. It will not, however, operate to deny credit or 
refund where an article has been sold taxpaid and the original or 
subsequent sale meets the requirements for credit or refund as specified 
in section 6416 of the code. (See discussion of sec. 163 of the bill.) 
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Section 4222 (a) provides that section 4221 (the tax-free sales pro- 
visions) shall not apply (with certain exceptions provided in sec. 
4222 (b)) to the sale of any article unless the manufacturer and the 
first purchaser (and the second purchaser, if permitted) are registered 
under this section. Registration under this section shall be made at 
such time and in such manner and form and subject to such terms 
as the Secretary or his delegate may prescribe in the regulations. 

Subsection (c) of the new section 4222 provides for a revocation or 
suspension of the registration privileges of any person by the Secre- 
tary or his delegate for either of two reasons. The first cause is that 
the person has used the registration to avoid the payment of tax 
imposed by chapter 32, or to postpone or in any manner interfere 
with the collection of such tax. The second cause is that such action 
is necessary to protect the revenue. The revocation or suspension 
under subsection (c) is in addition to any penalty provided by law 
for any act or failure to act. 

Since the circumstances of individual cases will vary, it is not the 
intention of the committee to prescribe any particular method that 
the Secretary or his delegate must use to determine whether a revoca- 
tion or suspension of a registration is warranted. 

(2) Extension of systems.—It is further provided in the new section 
4222 (d) that the registration system may, under regulations, be ex- 
tended to certain special exempt sales provided for by law, namely: 
sales of gasoline and lubricating oil from one producer to another; 
sales of auto or truck bodies, or automobile parts and accessories to 
auto or truck manufacturers; and sales of firearms, pistols and re- 
volvers, and ammunition to the Department of Defense. 

(3) Exceptions —Subsection (b) of new section 4222 provides 
several exceptions to the general rules relating to registration found in 
subsection (a) of this section. 

The first exception (par. (1)) applies to purchases by any State or 
local government. In such a case the State or local government need 
not comply with the registration provisions of section 4222 (a) if such 
State or local government amas with the Secretary’s regulations 
relating to the use of exemption certificates in lieu of registrations. 

The second exception (par. (2)) applies to the sale for export or for 
resale for export. Subject to regulations promulgated under this 
paragraph, the Secretary or his delegate may, in these situations, 
relieve the purchaser or second purchaser (or both) from the registra- 
tion requirements. 

The third exception (par. (3)) relieves from the registration require- 
ments purchases and sales by the United States, but only to the extent 
provided by regulation. 


(c) Special rules relating to further manufacture 


Under present law, if a manufacturer purchases articles tax free for 
further manufacture, either directly or through an intermediate dealer, 
he is deemed to be the manufacturer of the articles so purchased. 
If he subsequently diverts the article to a taxable use or sells it in a 
taxable sale, then he, and not the original manufacturer, is liable for 
the tax. It is proposed that this rule be retained, as it has proved to 
be satisfactory to taxpayers and the Service. 

A change is provided, however, in the basis upon which the statutory 
manufacturer is required to pay tax in such cases. Present law 
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requires the tax to be paid on his selling price, or if he uses the article, 
tax is to be paid on the price for which the same or similar articles are 
sold in the ordinary course of trade by manufacturers, producers, or 
importers thereof. These rules are retained. But it is believed the 
statutory manufacturer should also be afforded an opportunity to use 
the original manufacturer’s price as a base, since tax would have been 
levied on this (usually) lower base if the article had been sold tax paid 
in the first instance. For reasons of convenience, where there is an 
intermediate dealer, it is also provided that the selling price of the 
dealer to the statutory manufacturer will be available for use as the 
taxable base of the statutory manufacturer. 

Subsection (a) of the new section 4223 provides that where an 
article is sold or resold to a manufacturer or producer free of tax 
(under sec. 4221 (a)) for use by him in further manufacture, the 
purchasing manufacturer is to be treated as the manufacturer or 
producer of the article. If, however, a manufacturer buys an article 
free of tax (under sec. 4221 (a) (1)) for resale to another manufacturer, 
he is not to be considered the statutory manufacturer, since he 
is acting in the capacity of an intermediate purchaser rather than a 
manufacturer. 

In the case where the purchasing manufacturer sells or uses an 
article he bought tax free by virtue of section 4221 (a) and thereby 
incurs liability for tax under this chapter, if the tax is based on the 
price for which sold, subsection (d) of the new section 4223 provides 
him with several alternatives in computing the tax base for the 
article he sells. His first alternative base is the price for which the 
article was sold by him, or where tax results from his use of the article, 
the price referred to in section 4218 (d). If the above-mentioned 
manufacturer or producer so elects, he may use any of the following 

rices which he can establish to the satisfaction of the Secretary or 

is delegate: The price for which the article was sold to him; or the 
price for which the article was sold by the original manufacturer, 
producer, or importer of the article (i. e., the person who is the manu- 
facturer without regard to this section). 

The determination of the price for which an article was sold is to 
be made under section 4216, which defines “price” for purposes of 
the manufacturer’s excises. However, where a manufacturer uses as 
his base the price for which an article was sold to him or sold by the 
original manufacturer, no adjustment or readjustment is to be made 
in the price determined under section 4216 by reason of any discount, 
rebate, allowance, return or repossession of a container or covering or 
otherwise (but see discussion under sec. 163), 


7 


(d) Exemption for articles taxable as jewelry 

Section 4224 (corresponding to sec. 4221 of the code prior to the 
amendments) provides that no manufacturers’ excise tax shall be 
imposed under chapter 32 on any article taxable under section 4001 
(jewelry tax). This exemption shall not apply, however, to any 
ahocdé or watch, or to any case or movement for the above, sold as 


a part or accessory or sold on or in connection with or with the sale 
of any article. (See explanation of sec. 102 of this bill.) 


(ec) Revenue effect 


Apart from the new exemption provided for certain nonprofit edu- 
cational organizations, it is anticipated that the changes made in the 
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system of uniform exemptions, registration, etc., will result in only 
a negligible revenun loss. The exemption from excise taxes for the 
specified nonprofit educational organizations, together with similar 
exemptions from the retailers’ taxes and those on transportation and 
communications, is expected to result in an annual revenue loss of 
about $3 million. e 


Part II—Facinities AND SERVICES 
SECTION 131. ADMISSIONS 


(a) Application of admissions tax outside the United States 


The tax on admissions (sec. 4231 of the Internal Revenue Code) is 
divided into 6 paragraphs: (1) general admissions, (2) admissions to 
horse and dog races, (3) permanent use or lease of boxes or seats, (4) 
sales outside of the box office in excess of the established price, (5) 
sales by proprietors or employees in excess of the regular price, 
and (6) cabarets. Liability for the tax under paragraphs (1) and (2) 
is on the person making payments for admission, and under paragraph 
(3) is on the lessee or holder of the box. The tax in these cases is 
collected from the person liable for the tax by the person receiving 
the payment. Under aragraphs (4) and (5), the person selling the 
tickets is the one liable for the tax. Similarly in the ease of the 
cabaret tax (paragraph (6)) liability is on the person receiving the 
taxable payments; that is, payments for refreshment, service, mer- 
chandise, etc. ‘The law does not indicate in the above cases, however, 
whether the admission or the payment, or both, must take place 
within the United States. This has created uncertainty as to liability 
for tax, especially in areas near the borders of the United States. 
There tickets may be purchased in the United States for events which 
are to take place outside the United States, and vice versa. 

To resolve this uncertainty, your committee’s bill specifically 
provides that the tax covers only admissions or performances within 
the United States, but in such cases tax will be applicable whether 
payment was made in or outside the United States. Thus tax will be 
uniformly required on all taxable events in the United States. Persons 
nae tickets inside the United States for events outside the 

Jnited States will not have to pay a United States tax. 

To insure an effective return of tax where liability is on the payor 
(general admissions, admissions to horse and dog races, and permanent 
use or lease of boxes or seats) and payment is made outside the United 
States, provision is made in the bill for liability to be shifted to the 
person who is to furnish the facility or service if the payment is made 
outside the United States and the tax is not collected from the payor. 

Changing the liability for the tax in these cases should provide 
no additional burden on operators of taxable events in the United 
States. The regulations now require printing of the established price 
and tax on tickets to taxable events. Where tickets are sold in a 
foreign country for a domestic event, the proprietor would merely 
make certain that his agent or branch office sold them at a price 
reflecting tax, as in the case of sales at the box office. 

In the case of (1) sales outside the box office in excess of the estab- 
lished price, (2) sales by proprietors or employees in excess of the 
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regular price, and (3) the cabaret tax, it does not appear desirable to 
shift the liability to the person furnishing the facility or service in 
cases where payment is made outside the United States. In the case 
of these sales or events, present law imposes liability on the person 
selling the tickets or receiving taxable payments. The person 
furnishing the facility or service is not necessarily the same as, and 
may have no control over, the person selling the tickets or receiving 
taxable payments. Persons liable for tax under present law in these 
instances will continue to be liable for tax, 

The changes suggested are carried out by section 131 (a) of the bill 
which amends section 4231 by adding at the end thereof a provision 
which expressly provides that the admissions taxes shall apply to 
amounts paid within or outside the United States, but only if the place 
of admission or performance is within the United States. Such section 
is further amended to provide that in the case of any payment outside 
the United States in respect of which tax is imposed by paragraphs 
(1), (2), or (3) of section 4231, the tax shall be collected by the person 
who is to furnish the facility or service and if he does not do so, he is to 
be liable for the payment of the tax. 


(b) Collection of cabaret tax on payments to concessionaires 
The cabaret tax base (sec. 4231 (6)) is— 


* * * oll amounts paid for admission, refreshment, service, 
or merchandise, at any roof garden, cabaret, or other similar 
mace ~ *'*: 


Since liability for tax is on the person receiving the designated pay- 
ments, more than one person may be liable for tax and the filing of 
returns for a single establishment. This arises because it is common 
oractice for a cabaret proprietor to sell or lease certain portions of his 
Saaenes as a concession. 

Difficulty has been experienced in such cases in obtaining full and 
correct payment of tax from concessionaires. They are sometimes 
difficult to locate because they change operations relatively often and 
their records may be inadequate or they may keep none at all. 

To provide a more uniform and adequate system of reporting for 
individual cabarets, your committee’s bill provides that all of the tax 
for 1 establishment is to be returned by 1 person. This is to be done 
by having the concessionaire pay his tax liability to the proprietor, 
with the latter being responsible for collection from the concessionaire 
and subsequent remittal to the Government. 

To effectuate this change, section 131 (b) of the bill amends section 
4231 (6), relating to cabaret tax, to provide that if the person receiving 
taxable payments is a concessionaire, the tax imposed under paragraph 
(6) shall be paid by him and collected from him by the proprietor of 
the cabaret. Although the proprietor will not be personally liable 
for the tax, he will be responsible for the collection and return of the 
tax in the same manner as a person receiving taxable payments is 
responsible for collection and return of other collectible taxes. The 
concessionaire will remain responsible for the tax until paid to the 
Government. 
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(c) Application of cabaret tax to milk bars 


For purposes of the cabaret tax imposed by section 4231 (6), a 
cabaret is defined by section 4232 (b) as including— 


* * * any room in any hotel, restaurant, hall, or other 
public place where music and dancing privileges or any 
other entertainment, except instrumental or mechanical 
music alone, are afforded the patrons in connection with the 
serving or selling of food, refreshment, or merchandise, 


However, the term does not include a ballroom, dance hall, or similar 
lace where the selling of food, refreshment, or merchandise is merely 
incidental. 

While the furnishing of instrumental or mechanical music alone does 
not result in the imposition of the cabaret tax, provision for dancing, 
whether to live or mechanical music, together with the serving of food, 
etc., does result in the imposition of tax. As a result of this, the caba- 
ret tax is applicable to the charges for food, refreshment, etc., at cer- 
tain establishments, sometimes called “milk bars,” catering to teen- 
agers by selling light refreshments and providing space for dancing, 
usually to a jukebox. Since admission is not charged, and the selling 
of food or refreshment is not incidental, these establishments are not 
exempt from the cabaret tax as a dance hall, or similar place. 

Your committee believes that it would be desirable to limit the 
scope of the cabaret tax so that it does not apply to these “milk 
bars.” Such establishments do not fall within the scope of the adult 
commercial entertainment normally associated with this tax. Rigid 
limitations must be set up, however, to make the exemption available 
only to the specific type of establishment just described. 

This purpose is carried out by section 131 (c) of the bill which 
amends section 4232 (b), relating to the definition of “cabaret.” The 
amendment provides that the term “roof garden, cabaret, or other 
similar place” does not include any place if (1) no beverage subject 
to tax under chapter 51 (distilled spirits, wines, and beer) is served 
or permitted to be consumed; (2) only light refreshment is served; 
(3) where space is provided for dancing, no charge is made for dancing; 
and (4) where music is provided or permitted, such music is either 
instrumental or other music which is supplied without charge to the 
owner, lessee, or operator of such place (or to any concessionaire), or is 
mechanical music. The amendment requires that all of the four con- 
ditions enumerated be satisfied to ahaa a place from the term “roof 
garden, cabaret, or other similar place.” 

One limitation prohibits exemption not only if alcoholic bev- 
erages are served but also if so-called “setups” are served. Even if 
alcoholic beverages or “setups” are not served, exemption is not 
available if customers are permitted to consume alcoholic beverages 
on the premises. Another limitation, that against making a charge 
for dancing, refers not only to a specific charge for dancing, but also 
to any special charge, however designated, that may be levied during 
a period when dancing is permitted. There is a further limitation, in 
that where live music is supplied it must be supplied without charge 
to both the patrons and the operator (or to any concessionaire). 
A charge for dancing does not, however, refer to reasonable payments 
made by patrons to operate a “juke box.” 
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(d) Admissions to privately operated swimming pools, ete. 

Under present law (sec. 4233 (a) (4) of the code), exemption from 
general admissions tax is provided for admissions to swimming pools, 
bathing beaches, skating rinks, or other places providing facilities 
for physical exercise, if the facility is operated by the United States 
or a State or subdivision thereof, and the proceeds inure exclusively 
to the benefit of the political entity. For purposes of this exemption, 
the Internal Revenue Service has considered dancing a form of phys- 
ical exercise. 

While the increase in 1956 of the general admissions tax exemption 
to cover admissions of 90 cents or less has exempted a large proportion 
of admissions to privately operated swimming pools, skating rinks, etc., 

our committee believes that admissions to all these facilities should 
e treated alike. Operators of private facilities frequently are in 
competition with publicly operated facilities. Patrons of swimming 
ools, skating rinks, etc., may or may not have to pay a tax merely 
vecause of the type of ownership of the facility they patronize. It is, 
therefore, provided that admissions to these facilities, whether publicly 
or privately operated, be exempt from admissions tax. However, 
admissions for dancing are specifically mentioned as being subject 
to tax to reverse the present interpretation of the coverage of the 
term ‘‘physical exercise.” 

Section 4233 (a) (4) is thus amended by section 131 (d) of the 
bill to exempt admissions to all swimming pools, bathing beaches, 
skating rinks, or other places providing facilities for physical exercise 
(other than dancing). 


(e) Revenue effect 


It is estimated that the changes made by your committee’s bill in 
the admissions taxes will result in a negligible revenue loss. 


SECTION 132. CLUB DUES 


(a) Tax on life memberships 


Section 4241 of the code imposes a tax of 20 percent on any amount 
paid as dues or membership fees to any social, athletic, or sporting 
club or organization if the dues or fees of an active resident annual 
member are in excess of $10 per year. In the case of life member- 
ships an annual tax is levied equivalent to the tax upon the amount 
paid by active resident annual members for dues or membership fees 
other than assessments. The tax on life memberships is due irre- 
spective of the amount paid for the life membership. Thus, tax is 
due even though life membership was given as an honorary member- 
ship. Because the tax on life memberships is equal to the amount 
of tax paid by active resident annual members, life members gener- 
ally have to pay an annual tax based upon the most expensive type 
of club membership. 

As the tax on life memberships at the present time has no relation- 
ship to the amount paid for the life membership or the class of facili- 
ties available to the life member, it is felt that the basis of tax is 
unreasonable. It is believed that provision should be made so that 
taxation of life memberships is related more closely to the cost and 
privileges in individual cases. In accordance with this, it is provided 
that life members are to have the alternative of paying a tax based 
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on the tax pad by members having privileges most nearly comparable 
to those held by the particular life member, or of paying a one-time 
tax based upon the amount actually paid for the life membership. 
If no payment is made for the life membership, as in the case of an 
honorary membership, no tax will be due. 

Section 132 (a) im the bill revises section 4241 (a) (3) of the code to 
make effective these suggested changes, Under subparagraph (A) 
of the revised section 4241 (a) (3), provision is made for a tax on 
life memberships in an amount equivalent to the tax imposed upon 
members (other than life members) having privileges most nearl 
comparable to those of the person holding the life membership. If 
such life member has only limited privileges for which other members 

ay dues on a lesser amount than members having full privileges, the 
life member will be liable for tax on the smaller amount. The tax 
shall be paid at the time for the payment of dues or membership fees 
by members (other than life members) having privileges most nearly 
comparable to those of the person holding the life membership. 

Under subparagraph (B) of section 4241 (a) (3) as scales by the 
bill, a life member may elect to pay only one tax of 20 percent of the 
amount paid for the life membership. Once having paid such tax, no 
additional tax liability will be incurred with respect to the amount 

aid for the life membership. The election to pay only one tax shall 
be made not later than the day on which the first amount is paid for 
the life membership. Any election made to be taxed under sub- 
paragraph (B) shall be irrevocable. 

It is expressly provided that no tax under subparagraphs (A) and 
(B) shall be payable on any life membership for which no charge 
is made to any person. ‘Therefore, honorary memberships will not be 
subject to tax. 

If a life member pays for privileges in addition to those provided by 
his life membership he will be liable for tax on any amount paid for 
such additional privileges in the same manner and to the same extent 
as other members. Such tax will be in addition to the tax payable 
on life memberships as such. 

The first sentence in section 132 (d) (1) specifies the effective date 
provisions of the changes made by section 132 where the life member 
elects to pay tax under subparagraph (A). The revised basis of tax 
shall apply only with respect to amounts paid on or after the effective 
date specified in section 1 (c) of the bill. 

If the life member elects to pay tax only on the amount. paid for 
the life membership as provided by subparagraph (B), the alternative 
method of payment is available for amounts paid on and after the 
effective date specified in section 1 (c) of this bill. In order to pro- 
vide a transitional grace period for making the election to pay tax 
under subparagraph (B) with respect to life memberships purchased 
before the effective date of the bill and shortly thereafter, it is pro- 
vided that for purposes of subparagraph (B) all amounts paid at any 
time before the date which is 6 months after such effective date shall 
be treated as paid on such date. Thus, a person who already has a 
life membership or who purchases one within 6 months after the effec- 
tive date of the bill has up to 6 months after the effective date thereof 
to make this election. Where the election is made to pay tax under 
the provisions of subparagraph (B), no credit is allowed for any tax 
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ieee a life membership for any period before the effective date 
of the bull. 

The provisions of this amendment may be illustrated by the follow- 
ing examples: 

(1) Assume that A on January 1, 1956, purchased a life member- 
ship in an athletic organization for which he paid $1,000. For the 
years 1956 and 1957 A paid a tax of $15—the same amount of tax 
paid by an active resident annual member. Assume further, that the 
effective date of the act is January 1, 1958. A will pay in 1958 an 
annual tax in the same amount as that paid by members (other than 
life members) having privileges most nearly comparable to that of A 
unless A within the first 6 months of 1958 elects under section 4241 
(a) (3) (B) to pay a single tax on the amount paid for the life member- 
ship. In such case the tax would be $200 (20 percent of $1,000) with 
no credit for tax imposed for any period prior to 1958. If A fails to 
elect to pay tax under subparagraph (B) within the time limitation 
provided therefor, he is precluded from paying tax otherwise than 
under subparagraph (A). 

(2) Assume that B purchased a life membership on May 1, 1958, 
and that the effective date of the bill is January 1, 1958. B will pay 
an annual tax under subparagraph (A) unless he elects to pay tax 
under subparagraph (B). B’s payment on May 1 shall be treated as 
having been made on June 30—the last day of the 6-month period— 
and B has until June 30 to elect to pay the tax under subparagraph (B). 
Assume further that B purchased a life membership in another organ- 
ization in 1959. In such case B, in order to pay the single tax under 
subparagraph (B), must elect to do so on the day of his first payment 
for the life membership, since that day is after the day which is 6 
months after the effective date of the bill. 

(3) Assume that an athletic organization awarded a life membership 
to C. If no charge was made to any person for the life membership 
awarded to C, no tax is payable under section 4241 (a) (3), as amended, 
on such life membership. However, where the life membership is 
purchased by one person and given to another, tax is payable under 
section 4231 (a) (3) inasmuch as a charge was made for the life member- 
ship. The person holding the life membership shall be the person 
entitled to make the election provided in section 4231 (a) (3) (B). 

(4) Assume that D is granted a life membership by an athletic 
organization upon concluding 40 consecutive years as an active resident 
member. In such case D will not be considered as holding a life mem- 
bership for which a charge was made. However, if the life membership 
granted D is such that he does not receive privileges for all the facilities 
of the club, and in any particular year he decides to pay for the right 
to use facilities beyond those granted under his life membership, D 
will be liable for tax on the payments for the additional facilities in 
the same manner as any other members paying for such facilities. 


(b) Assessments paid for capital improvements; nonprofit swimming 
facilities 

(1) Assessments for capital improvements.—The tax on club dues is 

imposed on amounts utilized by a club to purchase capital facilities 

or equipment as well as amounts used for operating expenses. This 

result is assured by section 4242 which defines ‘‘dues” as including 

“* * * any assessment, irrespective of the purpose for which 
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made * * *.” In addition, “initiation fees” are defined as includ- 
ing ‘‘* * * any payment, contribution, or loan required as a condition 
precedent to membership, * * *.” 

The construction of facilities for a social, athletic, or sporting club 
often represents a very heavy initial expense relative to the annual 
upkeep. Such expense is often particularly burdensome in situations 
where an existing organization finds it necessary to reconstruct 
facilities which have become obsolete or worn out. Another such 
situation occurs when there is need for replacement of facilities lost 
by casualty, fire, flood, etc., and the insurance proceeds are inadequate 
to cover the new costs. The bill provides that assessments for con- 
structing such facilities are to be exempt from the tax on club dues, 
However, charges which go to the upkeep and operation of social, 
athletic, or sporting clubs continue to be taxable. 

The new subsection (b) of section 4243 exempts from the club dues 
tax any assessment paid for the construction or reconstruction of any 
social, athletic, or sporting facility (or for the construction or recon- 
struction of any capital addition to, or capital improvement of, any 
such facility). Pursuant to the first sentence of section 132 (d) (2) 
of the bill, the exemption granted by the new subsection (b) shall 
have application only with respect to assessments paid on or after 
the effective date specified in section 1 (c) of this bill for construction 
or reconstruction begun on or after such effective date. 

Since the exemption is applicable only to assessments for construc- 
tion, or reconstruction, of a facility, amounts used for the purchase of 
land will not be exempt from tax. Similarly, the use of funds for the 
purchase of existing facilities wiJl not be tax exempt. Exemption 
will be available for the construction or reconstruction of buildings 
as well as various outdoor facilities, such as tennis courts, swimming 
pools, and golf courses. Mere upkeep and repairs do not constitute 
construction or reconstruction. 

(2) Nonprofit swimming facilities—A recent development that has 
become of considerable importance in the field of social and athletic 
clubs has been the growth of nonprofit swimming clubs. Such clubs 

enerally are created by a group of individuals in a particular neighbor- 
hood coming together and subscribing enough initial capital to buy 
land and build a swimming pool and then paying annual dues for the 
upkeep of the pool and lifeguard service. Such swimming clubs 
provide a healthy form of recreation for the children of the members 
and often avoid the need for additional use of tax moneys to provide 
such recreational facilities. In view of the recreational value for the 
children of the members arising from the operation of such facilities, 
your committee believed that dues and initiation fees to such organi- 
zations should be exempt from tax. Provision should be made, how- 
ever, to limit the exemption to organizations which meet the recre- 
ational needs of children. Furthermore, the exemption should not 
go to facilities which are part of, or connected with, other organiza- 
tions. If the latter condition were not imposed, it would be possible 
to separate the swimming facilities of, say, a country club, which it 
is intended should continue to be taxable, and obtain tax exemption 
on such part of the overall total of the country club facilities. 

Section 132 (b) of the bill adds a new subsection (c) to section 4243, 
relating to exemption from the club dues tax imposed by section 4241, 
to achieve the results provided by your committee. The new subsec- 
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tion (c) intended that under regulations prescribed by the Secretary 
or his delegate, there shall be exempted from the provisions of section 
4241 all amounts paid as dues or fees to any club or other organization 
organized and operated primarily for the purpose of providin 

swimming facilities for its members, if no part of the net earnings o 

such organization inures to the benefit of any private stockholder or 
individual. This exemption will have application in the case of the 
above-described organizations if it is established to the satisfaction of 
the Secretary or his delegate that all four of the requirements listed as 
prerequisites to the exemption have been met. The four requirements 
are: (1) children will be permitted to use the swimming facilities, on 
the basis of their own membership or the membership of adults; (2) 
no beverage subject to tax under chapter 51 (distilled spirits, wines, 
and beer) will be served or permitted to be consumed on any premises 
under the control of such organization; (3) no dining facilities (other 
than facilities for light refreshment), and no dancing facilities, will 
be provided on any premises under the control of such organization; 
and (4) such organization is not controlled by, or under common 
control with, any other organization. 

The second and third requirements described above (those with 
respect to alcoholic beverages, dining facilities, and dancing facilities) 
refer not only to the premises of the swimming facilities as such but 
also cover premises controlled by organizations running the swimming 
facilities. Thus exemption will not be available for amounts paid 
as dues to a swimming club if such organization also indirectly operates 
a dining room adjacent to the swimming pool under different corporate 
charter. The fourth restriction in, the previous paragraph prevents 
exemption where there may be the opposite of the situation just men- 
tioned, that is, if an organization maintaining dining and dancing 
facilities controls another organization which operates a swimming 
pool or if both such organizations are under common control. 

Pursuant to the second sentence of section 132 (d) (2) of the bill, 
the exemption granted by new subsection (c) shall apply only with 
respect to amounts (including assessments for construction or recon- 
struction) paid on or after the effective date specified in section 1 (c) of 
the bill. For purposes of this exemption, it is immaterial whether 
the construction and reconstruction is begun before, on, or after such 
effective date. 


(c) Effective dates 
Section 132 (d) of the bill prescribes the effective dates of the 
amendments made by subsections (a) and (b) of section 132 of the 


bill. The effect of these provisions are set forth in the portion of this 
report dealing with those subsections, 


(d) Revenue effect 

It is estimated that the changes made by your committee’s bill in 
the taxes on club dues will result in a revenue loss of approximately 
$7 million a year. This is primarily attributable to the exemptions 
provided for assessments paid for capital improvements. 
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SECTION 133. COMMUNICATIONS TAX 


(a) Changes in definitions and classifications 

The taxes on communications services have become somewhat obso- 
lete in their operations because of technological changes in the in- 
dustry in recent years. A revamping of the terminology and defini- 
tion of the taxable types of service is provided in your committee’s 
bill to bring the law into conformity with the different types of serv- 
ices actually provided. Such a change would help resolve problems 
of the industry and the Internal Revenue Service in trying to coordi- 
nate today’s types of services with the wording of the existing statute: 
In general this revision is accomplished in the bill by making the 
following changes: (a) redesignating “local telephone service” as “gen- 
eral telephone service”; (6) redesignating “long-distance telephone 
service” as “toll telephone service”; (c) retaining “telegraph service” 
without change; (d) redesignating “leased wire, teletypewriter or talk- 
ing circuit special service” as “teletypewriter exchange service” and 
“wire mileage service”; and (e) retaming “wire and equipment serv- 
ice’. As under present law, the rate would remain at 10 percent, 
with wire and equipment service taxed at 8 percent. The process of 
reclassification would involve certain changes in base which are 
explained subsequently. 

(1) General telephone service-—General telephone service is defined 
in section 4252 (a) as meaning any telephone or radio telephone service 
furnished in connection with any fixed or mobile telephone or radio 
telephone station which may be connected (directly or indirectly) to 
an exchange operated by a person engaged in the business of furnishing 
communication service, if by means of such connection communication 
may be established with any other fixed or mobile telephone or radio 
telephone station. Such service includes, without limiting it, the use 
of any private branch exchange (and any fixed or mobile telephone 
or radio telephone station connected, directly or indirectly, with such 
an exchange), and any tie line or extension line. The definition ex- 
cludes any service which is toll telephone service or wire and equipment 
service. 

The definition of “general telephone service” looks to the capabili- 
ties of the existing physical facilities of any telephone or radiotele- 
phone service. The amendment clearly includes as general telephone 
service that service which may be connected (directly or indirectly) 
to an exchange operated by a person engaged in the business of furnish- 
ing communication service. If the existing facilities may be so con- 
nected, it is immaterial that the practice of the subscriber is not to 
make such connections, or that the person engaged in the business of 
furnishing communication service denies permission to the subscriber 
to make such connections. In addition, general telephone service 
includes local telephone service and foreign-exchange service. 

The amendment resolves the difficulty under present law that con- 
fronts common carriers, telephone or telegraph companies, or radio 
broadcasting stations or networks. These types of businesses are 
exempt from the wire mileage service tax but not from the general 
telephone service tax. See explanation of section 4253 (f) below. 
The difficulty arises over the determination of what classification of 
communication services these businesses subscribe to. The amend- 
ment defines general telephone service so as to preclude further diffi- 
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culty. There are two major problems in this area. First, common 
carriers, etc., do not receive exemption under present law when their 

rivate leased wires for oral communication are entirely within a 
fatal telephone area, such service being classified as general tele- 
phone service. The area that general telephone service covers is 
constantly expanding to void this exemption to common carriers, 
etc. The definition of general telephone service, as drafted, excludes 
leased wires from general telephone service because such wires cannot 
be connected, directly or indirectly, with general telephone service. 
Second, the definition of “general telephone service” will resolve an 
ambiguous point under present law as concerns taxability of services 
that may be, but generally are not, connected to a general telephone 
service. General telephone service will include that part of the 
communication services subscribed to by the common carrier, etc. 
(such as any private branch exchange and any fixed or mobile telephone 
or radio telephone station connected, directly or indirectly, with such 
an exchange and any tieline or extension line (including an off-premise 
extension line)) which may be connected with general telephone 
service. For example, if a common carrier has callboxes placed 
throughout an area to be used in the conduct of its business and the 
callboxes of the common carrier may be connected, directly or in- 
directly, with general telephone service, the common carrier has gen- 
eral telephone service taxable as such on all service that may be so 
connected. Such service is not wire mileage service that would exempt 
the common carrier from tax. It is immaterial that the practice of the 
common carrier is not to make such connections with the general 
telephone service or that the person engaged in the business of fur- 
nishing communication service denies permission to make such con- 
nections. If the existing facilities may be connected directly or in- 
directly with general telephone service, such fact is sufficient to result 
in the imposition of tax on such service. 

The amendment further provides for en exclusion from general 
telephone service any service which is toll telephone service. There- 
fore, any telephone or radio telephone service for which there is a toll 
charge is not within the definition of general telephone service. Like- 
wise, wire and equipment service is expressly excluded from such 
definition. 

(2) Toll telephone service —Section 4252 (b) defines “toll telephone 
service’ as a telephone or radio telephone message or conversation 
for which there is a toll charge and the charge is paid within the 
United States. Present law (long-distance telephone service) includes 
service for which a toll charge of more than 24 cents is made. The 
amendment eliminates the charge limitation and provides that if any 
toll charge is made and is paid within the United States, the service 
is toll telephone service. Since news services (sec. 4253 (b)) are 
exempted from all tax except general telephone service, such news 
services will benefit from the amendment by gaining an exemption 
from tax on toll charges of less than 25 cents. 

(3) Telegraph service—Telegraph service” is defined as a telegraph, 
cable, or radio dispatch or message for which the charge is Said with 
the United States. This is present law. 

(4) Teletypewriter exchange service.—Section 4252 (d) defines ‘‘tele- 
typewriter exchange service’ as any service where a teletypewriter 
(or similar device) may be connected (directly or indirectly) to an 
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exchange operated by a person engaged in the business of furnishing 
communications service, if by means of such connection communica- 
tion may be established with any other teletypewriter (or similar 
device). This definition is similar in operation to general telephone 
service but is restricted to the service provided by a teletypewriter 
or similar device. Where any teletypewriter is connected with another 
teletypewriter without the use of an exchange, the service constitutes 
wire mileage service (private-line teletypewriter) described in section 
4252 (e). 

Exemption under present law for common carriers, etc., has been 
eliminated in the case of teletypewriter exchange service. (See dis- 
cussion of sec. 4253 (f).) 

(5) Wire mileage service—Section 4252 (e) defines “wire mileage 
service” as any telephone or radio telephone service, and any other 
wire or radio circuit service, not included in any other subsection of 
this section; except that such term does not include service used 
exclusively in furnishing wire and equipment service. Present law 
groups such service in the category of “leased wire, teletypewriter or 
talking circuit special service.” Since teletypewriter exchange service 
has been removed to a separate category, the remaining services have 
been termed “wire mileage service” due to several changes made by 
the amendment. 

A service that falls both into wire mileage service and another 
service will be taxed under such other service. Generally, wire mile- 
age service is that communication service which cannot be connected, 
directly or indirectly, to an exchange operated by a person engage 
in the business of furnishing communication service. Wire mileage 
service as defined excludes service used exclusively in furnishing wire 
and equipment service. Therefore, tax that would otherwise be im- 
posed by section 4252 (e) upon such wire mileage service will be 
obtained indirectly as the charge therefor is reflected in the taxable 
charge for wire and equipment service. 

Wire mileage service will include all leased wires whether or not 
within the general telephone area. The effect of this change upon 
common carriers, etc., has been indicated in the explanation of general 
telephone service. (See also explanation of sec. 4252 (f).) 

For exemption from the tax on wire mileage service in the case of 
installation charges, terminal facilities, or certain interior communica- 
tion systems, see the explanation in section 4253 (g), (h), and (i), 
respectively. 

(6) Wire and equipment services.—Section 4252 (f) defines “wire 
and equipment service” as including stock quotation and information 
services, burglar alarm or fire alarm services, and all other similar 
services (whether or not oral transmission is involved). Such term 
does not include teletypewriter exchange service. The phrase “all 
other similar services” includes new innovations in the wire and 
equipment field. This is in accordance with the interpretation of 
such phrase under present law. Sections 4253 (g) and 4253 (i) have 
been added to exempt from the tax on wire and equipment service 
amounts paid with respect to installation charges and certain interior 
communication systems, 


(b) Existing exemptions 


Section 4253 (a) through (f) relates to the exemptions under present 
law. ‘The bill conforms these subsections to the amendments made 
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with respect to the various taxable services defined in section 4252. 
They are referred to below only in the three cases where substantive 
amendments are made in these exemptions. 

(1) Certain coin-operated service.—Section 4253 (a) under present 
law provides that no tax shall be imposed with respect to general 
telephone service paid for by inserting coins in coin-operated tele- 
phones. This subsection has been expanded so as to provide that 
no tax shall be imposed with respect to toll telephone service and 
telegraph service paid for by inserting coins in coin-operated tele- 
phones if the charge for such service is less than 25 cents. A similar 
result is obtained under present law, since tax in these cases is com- 
puted to the nearest multiple of 5 cents. 

There is retained the exception that where such coin-operated tele- 
phone service is furnished for a guaranteed amount, the amounts paid 
under such guarantee plus any fixed monthly or periodic charge shall 
be subject to the tax. For example, if a subscriber guarantees a 
minimum deposit of 20 cents per day, and if at the end of a 60-day 

eriod it is determined that only $9.75 has been deposited in the coin- 
oe the tax is based upon any periodic service charge plus the guar- 
anteed amount of $12, rather than the $9.75 deposited in the coin- 
box. If at the end of a subsequent 60-day period it is determined 
that $14.50 has been deposited in the coinbox; the tax is based upon 
any periodic service charge plus the guaranteed amount of $12. 
Therefore, the tax is $1.20 for each of the two 60-day periods in the 
above illustrations (assuming that there is a 10-percent rate of tax 
and no periodic service charge). 

(2) For items otherwise tared.—Section 4253 (e) provides that only 
one payment of tax shall be required with respect to toll telephone 
service, telegraph service, or teletypewriter exchange service, notwith- 
standing the fact that the lines or stations of one or more persons are 
used in furnishing such service. This is present law with respect to 
toll telephone service and telegraph service. Teletypewriter exchange 
service has been added to this section to assure imposition of only one 
tax where teletypewriter service is provided by the use of the lines or 
stations of two or more companies. 

(3) Special wire service in company business.—Section 4253 (f) of 
present law provides that no tax shall be imposed under section 4251 
on the amount paid for so much of the service described in section 
4252 (d), relating to leased wire, teletypewriter or talking circuit 
special service, and section 4252 (e), relating to wire and equipment 
service as is utilized in the conduct, by a common carrier or a telephone 
or telegraph company or radio broadcasting station or network, of its 
business as such. The amendment to section 4253 (f) exempts from 
tax wire mileage service and wire and equipment service when used 
by these companies for the purposes prescribed. Teletypewriter 
exchange service is no longer within this exemption since it was 
removed to a separate category. Your committee believed that this 
exemption for teletypewriter exchange service should be removed 
because this service is competitive with telephone and telegraph 
service which do not have this exemption. 


(c) Installation charges 


_ Present law provides an exemption for the installation of any 
instrument, pole, switchboard, etc., in the case of general telephone 
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service. Moreover, installation charges are not a factor in the case 
of toll telephone service and telegraph service since the tax is on the 
charges for messages. Installation charges are taxed, however, in 
the case of the wire mileage tax and wire and equipment serviee tax. 


The tax in the latter two cases is discriminatory against these two 
types of services. 


Section 4253 (g) in the bill removes this discrimination by exempt- 
ing from all taxes imposed under section 4251 on so much of any 
amount paid for the installation of any instrument, wire, pole, 


switchboard, apparatus, or equipment as is properly attributab 
such installation. 


(d) Terminal facilities in the case of wire mileage 

Your committee’s bill provides that no tax is to be imposed on 
the amount paid for wire mileage service attributable to any sending 
or receiving devices which are station terminal equipment. ‘This 
exemption is provided because it is possible to obtain terminal facili- 
ties from one party and lease the wires from another. This situation 
results in a different amount of tax for similar situations dependent 
upon the arrangement for the terminal equipment and wires. 

Section 4253 (h) in the bill removes this problem by adding a new 
exemption from tax imposed by section 4251 on so much of any 
amount paid for wire mileage service as is paid for, and properly 


attributable to, the use of any sending or receiving set or device 
which is station terminal equipment, 


(e) Interior communication systems 


Your committee’s bill provides that no tax is to be imposed on 
service which otherwise would be taxed as wire mileage or wire and 
equipment service if such service is rendered through the use of 
equipment which is solely on the premises of the subscriber. This 
exemption will remove from tax fire alarm and burglar alarm services 
which are wired only to give an alarm on the subscriber’s premises. 
Under present law such systems are taxable when the service is pro- 
vided for a fee. However, business concerns may buy these facilities 
and provide their own service, in which case no tax is collected. 

Section 4253 (i) in the bill meets this problem by adding a new 
exemption relating to interior communication systems. The exemp- 
tion provides for excluding from tax any amount paid for wire mileage 
service or wire and equipment service, if such service is rendered 
through the use of an interior communication system. 

“Interior communication system” means, (1) any system no part 
of which is situated off the premises of the subscriber, and which may 
not be connected (directly or indirectly) with any communication 
system any part of which is situated off the premises of the subscriber, 
or (2) which is situated exclusively in a vehicle of the subscriber. 
The system may not be connected (directly or indirectly—such as 
through switching or otherwise) with any communication system 
any part of which is upon property other than that of the subscriber. 
The term also includes any interior communication system which is 
situated exclusively in a vehicle of the subscriber. 


(f) Computation of tax 


Your committee’s bill in general will penis the communication 
agency collecting the tax on general telephone service, toll telephone 
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service, or telegraph service to make the tax computations on what- 
ever basis the bill is rendered, whether by totals by groups of items, 
or on specific items associated for billing purposes. 

In the communications excise tax provisions of the 1939 Code a 
sentence appearing both in the provision imposing the local telephone 
service tax and in the provision imposing the long-distance telephone 
service tax provided that these taxes should be computed on the basis 
of the total charges included in a bill, and not based on the charge for 
each item in the bill. These two sentences were replaced by a single 
sentence in a separate provision in the 1954 Code in such manner that 
the requirement for a single tax computation now appears to extend 
to all items included in a bill, including, for example, both local and 
toll telephone service charges. 

Section 4254 (a) is concerned with the method of computation of 
tax in such cases if a bill is rendered to the taxpayer for general tele- 
phone service, toll telephone service, or telegraph service. The tax 
with respect to such services shall be based on the sum of all charges for 
such services included in the bill; except that if the person who renders 
the bill groups individual items for purposes of rendering the bill 
and computing the tax, then the amount on which the tax with 
respect to each such group shall be based shall be the sum of all items 
within that group, and the tax on remaining items not included in 
any such group shall be based on the charge of each item separately. 
Present law requires the grouping of all items in a bill. 

(g) Effective date for communication taxes 

Section 133 (b) of the bill provides that the effective date prescribed 
in section 1 (c) of the bill will apply in general with respect to amounts 
paid with respect to the communication taxes on or after such effec- 
tive date. However, amounts paid pursuant to bills rendered before 
the effective date prescribed in section 1 (c) of this bill shall not be 
subject to the amendments made by section 133 (a). In the case of 
amounts paid pursuant to bills rendered on or after such date for 
services for which no previous bill was rendered, such amendments 
shall apply except with respect to such services as were rendered more 
than 2 months before such date. In the case of services rendered 
more than 2 months before such date the provisions of subchapter B 
of chapter 33 of the code in effect at the time such services were 
rendered shall apply to the amounts paid for such services, 

(h) Revenue effect 


It is estimated that the changes made by your committee in the 
excise taxes on amounts paid for communications will result in an 
annual revenue loss of approximately $2.5 million. 


SECTION 134. AIR TAXI TRANSPORTATION 


Under section 4263 (b) of present law, an exemption from the tax 
on the transportation of persons is provided for “transportation by 
motor vehicles having a passenger seating capacity of less than 10 
adult passengers, including the driver, except when such vehicle is 
operated on an established line.” Air transportation is not included 
in the exemption language. 

The Civil Aeronautics Board has recognized a specific category of 
air transportation, known as the “air taxi.” Included in this class 
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are aircraft under 12,500 pounds gross takeoff weight. The capacity 
of this class generally is 2 to 5 passengers, comparable to the average 
automobile taxi. 
} To provide equality of treatment for the two types of taxi trans- 

rtation and to remove an unwarranted burden on this new, small 
industry, section 134 of the bill adds a new subsection (f) to section 
4263 of the code that will exempt air transportation of the ‘‘taxi’”’ 
type from the tax on the transportation of persons. This exemption 
ie limited to aircraft having a gross takeoff weight of less than 12,500 
pounds and having a passenger seating capacity of less than 10 adult 

assengers, including the pilot. The exemption will not be extended, 
Soeaene. to such aircraft operated on an established line. The ex- 
emption is available both for conventional type aircraft and for heli- 
copters, providing they qualify under the statutory rules. 

It is estimated that this added exemption will result in a revenue 
loss of approximately $2 million. 


SECTION 135. EXEMPTION FROM THE TAX ON THE 
TRANSPORTATION OF PROPERTY—FERRYBOATS 


Under present law there is no provision for the exemption of 
transportation by ferryboats from the tax on the transportation of 
property. The lack of such an exemption has given rise to inequities 
and administrative problems. 

First, the ferryboat operator must distinguish between truckers 
hauling for hire and those hauling their own produce. Truckers for 
hire are not subject to tax on ferryboat transportation, because their 
overall charge is already subject to the tax on the transportation of 
property. ‘Those who haul lor themselves are liable for tax on the 
charge for ferryboat transportation. 

Second, toll charges for tunnels and bridges are not subject to the 
tax. This discriminates against ferryboats, which provide a compa- 
rable service. 

Third, disagreements have arisen between the Internal Revenue 
Service and several of the States as to the application of the tax to 
governmentally operated ferryboat service. 

Section 135 of the bill amends section 4272, relating to exemptions 
from tax on transportation of property, by adding a new subsection 
(f). The new subsection (f) exempts from the tax imposed by section 
4271 amounts paid for the transportation of property by a ferry which 
(1) has provisions only for vehicles, or only for vehicles and deck 
passengers; (2) operates on a schedule between 2 or more points over 
the most direct water route; and (3) offers a public service of a type 
similar to the type normally furnished by a bridge or tunnel. For 
purposes of the exemption, the term “vehicles” has the same meaning 
as is commonly and ordinarily given the word. . Thus, the term 
includes private automobiles, trucks, railroad cars, etc. However, 
the exemption would have no application in the case of a vessel used 
for sightseeing and excursion tours. 

The exemption, for example, would have no application in the case 
of a vessel when used for sightseeing or excursion tours, a vessel not 
operating on a regular ceicrate or a vessel furnishing what in effect 
constitutes transportation up or down a river as contrasted with 


transportation across the river, It is not required, for purposes of 
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the exemption, that there be a bridge or tunnel. over or under the 
particular body of water. 

It is estimated that the exemption provided by your committee on 
the tax on the transportation of property in the case of transportation 
by ferryboats will result in an annual revenue loss of approximately 
$200,000. 


SECTION 136. EXEMPTION FROM THE TAX ON THE 
TRANSPORTATION OF OIL BY PIPELINE 


Section 4281 of present law imposes a tax equal to 4% percent 
of the amount paid for (or fair charge for) the transportation of oil 
by pipeline. Under section 4283 of present law an exemption is 
provided for any movement through pipelines— 


within the premises of a refinery, a bulk plant, a terminal, 
or a gasoline plant, if such movement is not a continuation 
of a taxable transportation. 


It is also provided that the crossing of rights-of-way, streets, highways, 
railroads, levees, or narrow bodies of water does not of itself mean 
that the movement constitutes transportation. 

There has been considerable disagreement as to the meaning of the 
word “‘premises’”’ used in present law. The Internal Revenue Service 
has taken the position that where the properties are not contiguous, 
the transportation between the properties of oil by pipeline is taxable, 
There are Federal court decisions reaching the opposite conclusion, 

Section 136 of the bill continues the present exemption for move- 
ment within the premises of a refinery, bulk plant, terminal, or gasoline 

lant, and defines the term “premises” as meaning only the tract of 
and on which the refinery, plant or terminal is located, and as not 
including any easement or right-of-way to or from the tract of land. 
Additional exemptions are provided, however, for pipeline movements 
between certain “premises,” to take into account the decisions by 
the Federal courts. 

The intended result is an adoption of features of both the “geo- 

aphical” and “integral operation” concepts of the term “premises.” 
it is contemplated, for example, that a movement will be exempt (up 
to a limit of 25 miles) even though it passes through pipelines between 
separate premises on which units of the same refinery are located; or 
between separate premises on which a bulk plant and loading facility, 
respectively, are located. 

Specifically, the amendment sets out three movements through pipe- 
lines that are not subject to tax. First, any movement through lines 
of pipe within the premises of a refinery, a bulk plant, a terminal, or 
a gasoline plant is exempt if such movement is not a continuation of, 
or a beginning of, a taxable transportation by pipeline. Second, any 
movement through lines of pipe is exempt where it is between the 
premises on which is located a unit of a refinery from which the move- 
ment begins, and the premises on which is located another unit of the 
same refinery at which the movement ends. Third, any movement 
through lines of pipe is exempt when the movement is between the 
premises on which is located a refinery, a bulk plant, a terminal, or a 
gasoline plant at which the movement begins or ends, and the premises 
on which is located storage, loading or unloading, or other usual 
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facilities (1) at which the movement ends or begins, and (2) which con- 
stitute an integral part of such refinery, bulk plant, terminal, or gaso- 
line plant, as the case may be. The latter 2 movements are limited to 
a movement between the premises that is no greater than 25 miles. 

The term ‘“‘premises”, when used with respect to any refinery, plant, 
or terminal, is to be construed to mean the actual physical tract of 
land on which the refinery, plant, or terminal is located. If a refinery, 
a plant, or a terminal occupies two or more tracts of land which are 
not contiguous, it is intended that each such tract of land shall be 
considered separate premises. 

The revenue loss resulting from the revision of the exemptions in 
the case of the tax on transportation of oil by pipeline is estimated as 
negligible, 


SECTION 137. EXEMPTION FROM COMMUNICATIONS 
AND TRANSPORTATION TAXES FOR NONPROFIT EDU- 
CATIONAL ORGANIZATIONS 


Present law provides no exemption from the taxes on transportation 
of persons and property and the tax on communications for nonprofit 
private educational organizations. In line with the exemption from 
retailers and manufacturers taxes provided such organizations by 
section 105 and section 119 of the bill, section 137 provides a similar 
provision in the case of the transportation and communication taxes. 

The new section 4294 provides that under regulations prescribed 
by the Secretary or his dedegise) no communications tax on trans- 
portation of persons, or tax on the transportation of property is to be 
imposed on any amount paid by a nonprofit educational organization 
for services or facilities furnished to such organization, or on amounts 
= for the transportation of property to or from such an organization. 

he term “nonprofit educational organization” means an educational 
organization described in section 503 (b) (2) which is exempt from 
income tax under section 501 (a), 


Part I1V—DocumentTaArY Stamp TAXES 
SECTION 141. DOCUMENTARY STAMP TAXES 


Extensive modifications have been made in the documentary stamp 
taxes contained in chapter 34 of present law. In the case of several of 
the sections the changes are clerical or represent mere rearrangements, 
The discussion below is limited to the substantive changes and therefor 
does not include all of the sections, 


(a) Imposition of tax on the original issuance of stock 
Under present law the stamp-tax imposed on the original issue of 
stock is at the rate of 11 cents per $100 (or fraction thereof) of the par 
or face value of each certificate (or shares where no certificate is issued), 
Where the stock has no par value, the tax is 11 cents on each $100 
(or fraction thereof) of the actual value of each certificate (or shares 
where no certificate is issued), except that if the actual value is less 
than $100 per share, the tax is 3 cents on each $20 (or fraction thereof) 
of the actual value of each certificate (or shares where no certificate 
is issued), 
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Basing the stock issuance tax on a par value basis has resulted in 
artificial and unrealistic distinctions in the tax imposed with respect 
to different stock. Par value has no real economic meaning and fre- 
quently can be adjusted so that only a very small amount of stock 
issuance tax will be incurred. The present arrangement tends to dis- 
criminate against stocks of relatively low market value since these 
stocks are likely to have as high a par value as higher-price stocks, 
Moreover, the present method of taxing no par stock on its actual 
value has meant, in general, that no par stock is subject to a much 
heavier issuance tax than stock, of equal or eee actual value, 
which has been arbitrarily assigned a low par value. 

To correct these inequities and to adopt a realistic method of taxing 
the issuance of stock, the new section 4301 imposes a tax of 10 cents 
on each $100 (or major fraction thereof) of the actual value of the 
certificates (or shares where no certificates are issued), without regard 
to whether the shares or certificates of stock represent par value, or 
no par value, stock. 

Another change from the present method of taxing the issuance of 
stock also i 1s provided. ee present law, the tax is imposed on a 
“per person” basis, i. e., the tax on each issuance of stock is computed 
separately. This method usually gives rise to a higher amount of 
tax than that which would have been obtained had all the issuances 
of a particular period been computed together. This extra amount 
of tax obtained by separate computations is known as “break- 
age.’’ Your committee is of the opinion that the imposition of tax 
on this “breakage” method is unfair, because the cases where the tax 
is relatively higher under this method of collection do not depend on 
any extra value received by the corporation or the shareholder. 

To correct this situation, the new section 4301 provides that the 
computation of the stock-issuance tax shall be based on the total of 
all certificates or shares issued by a corporation on a particular day. 

The liability of a subscriber under th 1e dual liability provision of 
new section 4384 shall extend only to that portion of the total tax for 
any one day that the total actual value of the shares or certificates 
issued to him (or for his benefit) in that day bears to the total actual 
value of the shares or certificates issued by the corporation in such 
day. For example, if a total of 100 shares of stock having a total 
actual value of $1,800 are issued in one day by a corporation, the tax 
would be $1.80. If A was issued in that day 10 shares having a total 
value of $180, his liability for tax would be 18 cents. 


(b) Certain transfers from surplus to capital 


Present section 4302 provides that in the case of a recapitalization, 
the issuance tax imposed by section 4301 shall be that portion of the 
tax computed with respect to all the shares or certificates issued in the 
recapitalization that the amount dedicated as capital for the first time 
bears to the total par value (or actual value if no par stock) of the 
shares or certificates so issued. Under present law an amount ‘‘dedi- 
aoe as capital for the first time” includes a transfer from earned 
surplus. 

his provision and its method of computation have resulted in a 
number of problems and inequities. The proportionate system of 
taxing shares or certificates issued on a recapita alization does not pro- 


vide a uniform basis for determining tax in such cases. In addition, 
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the mere transfer of earned surplus to capital account does not repre- 
sent any previous contribution of capital by stockholders which has 
remained untaxed. 

To correct these undesirable features in present law, subsection (a) 
of new section 4302: (1) substitutes for the phrase “‘in the case of a 
recapitalization” the phrase “in the case of a transfer from any sur- 
plus account to capital’; (2) changes the present proportionate 
method of taxing shares or certificates issued in connection with 
transfers to capital to a tax based generally on the total increase in 
capital; and (3) in general excludes “earned surplus’? from the tax 
base. 

More precisely, new section 4302 (a) provides that the tax shall 
not exceed a tax computed on the lesser of (1) the amount of the in- 
crease in the capital-stock account resulting from the transfer to 
capital, or (2) the aggregate of the amounts in all surplus accounts, 
other than earned surplus, to the extent that such aggregate has not 
previously borne the tax imposed by section 4301 or the corresponding 
provisions of prior revenue laws. 

Subsection (b) of section 4302, as amended, contains certain special 
rules having application in the determination of the aggregate amount 
in surplus accounts. ‘These special rules provide that any reduction 
which has occurred at any time in the surplus accounts (other than 
by transfer to capital) shall be treated, for purposes of such determina- 
tion, as having been made first from the portion of such accounts 
which had previously borne tax; and that an amount shall be treated 
as having borne tax only to the extent of the portion of such amount 
which served as the tax base. 

In any case where the tax on the issuance of shares or certificates 
of stock was based upon par value, the amount received by the cor- 
poration for such shares or certificates shall be treated as having 
borne tax only to the extent of the par value of the shares or certifi- 
cates. Where the tax on the issuance of shares or certificates of stock 
was based on actual value, the amount received for such shares shall 
be considered as having borne tax only to the extent of the actual 
value. ‘Thus, if no par value stock is issued for an amount in excess 
of its actual value at the time of issuance, such excess will be con- 
sidered as not having previously borne tax, irrespective of whether 
such excess amount was credited to the capital-stock account or to 
a surplus account, 

Under the special rule, any reduction in surplus accounts (other 
than earned surplus) for any purpose other than a transfer to capital 
is deemed to be made from amounts in the surplus accounts which 
had previously borne the tax imposed by section 4301 or corresponding 
provisions of prior revenue laws. 

If the surplus accounts, exclusive of the earned-surplus account, 
consist of amounts which have borne the tax and of amounts which 
have not borne the tax, amounts transferred from any surplus account, 
including the earned-surplus account, to the capital-stock account 
shall be deemed to have been first transferred from the amounts 
which had not previously borne the tax. If at the time of the trans- 
fer in the books of account of an amount from the earned-surplus 
account to the capital-stock account, the entire amount in the surplus 
accounts (other than the earned-surplus account) has borne the tax, 
or if there is no amount in such accounts, no tax will be imposed under 
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section 4301, as amended, with respect to such transfer. To the extent 
there is an amount in such accounts which has not borne tax, there will 
be a basis for tax in such case. 

Consistent with the rules stated in the preceding paragraphs, if the 
capital-stock account consists of amounts which have borne tax and 
also of amounts which have not borne tax, and there is a transfer from 
the capital-stock account, such transfer shall be considered as havin 
been made first from the amount in the capital-stock account which 
has not borne the tax. 

The application of section 4302, as amended, may be illustrated 
ae following examples which are also shown in summary form in 
table 2: 

Example (1): Prior to the effective date prescribed in section 1 
(c) of the bill— 


(a) $2,000 was received by a new corporation on the issuance 
of stock having an aggregate par value of $1,000. Half of such 
$2,000 was entered in the capital-stock account, and the remaining 
half was entered in the paid-in-surplus account. The tax base 
was $1,000. 

(6) The $1,000 in the paid-in-surplus account was written off 
against worthless intangibles. 

(c) $2,000 was received by the corporation on the issuance of 
no-par stock having an aggregate actual value of $2,000. Half 
of such amount was entered in the capital-stock account, and 
the remaining half was entered in the paid-in-surplus account. 
The tax base was $2,000. 


After the effective date of the bill, the $1,000 in the paid-in-surplus 
account is dedicated to the capital-stock account pursuant to a trans- 
action whereby 100 shares a stock having a total actual value of 
$1,000 are issued. The tax on such issuance is zero. 

aa (2): Prior to the effective date prescribed in section 1 (c) 
of the bull— 


(a) A new corporation receives $1,600 on the issuance of no-par 
stock having an actual value of $1,600. Half of such amount 
was entered in the capital-stock account, and the remaining half 
was entered in the paid-in-surplus account, The tax base was 
$1,600. 

(b) $400 of the amount in the paid-in-surplus account was 
written off against worthless intangibles. 

(c) No-par stock having an actual value of $1,200 was issued 
for $1,600, half of which amount was entered in the capital-stock 
account and half of which amount was entered in the paid-in- 
surplus account. The tax base was $1,200. 

(d) $400 of the amount in the paid-in-surplus account was 
written off against worthless intangibles. This reduction is 
treated as made from amounts that have borne tax. 

(e) Stock having a par value of $800 was issued for $1,600, 
half of which amount was entered in the paid-in-surplus account 
and half of which amount was entered in the capital-stock 
account. The tax base was $800. 

(f) $400 of the amount in the paid-in-surplus account was 
written off against worthless intangibles. This reduction is 
treated as made from amounts that have borne tax. 
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After the effective date of the bill, $1,200 is dedicated to the capital- 
stock account from the paid-in-surplus account pursuant to a transac- 
tion whereby 100 shares of stock having a total actual value of $1,200 
are issued. ‘The tax base in such case 1s $1,200. 

Example (8): After the effective date prescribed in section 1 (c) of 
the bill— 


(a) $3,000 is received by a new corporation on the issuance of 
no-par stock having an actual value of $3,000. Two-thirds of 
such amount is entered in the capital-stock account, and one-third 
of such amount is entered in the paid-in-surplus aeeount. The 
tax base is $3,000. 

(6) The earned-surplus account at the end of the corporation’s 
first year of business is $2,000. 

(c) Stock having a par value of $1,000 and an actual value 
of $2,000 is issued for $3,000. One-third of such amount is 
entered in the capital-stock account, and two-thirds of such 
amount is entered in the paid-in-surplus account. The tax base 
is $2,000. 

(d) No-par stock having an actual value of $1,000 is issued for 
$4,000. Half of such amount is entered in the capital-stock 
account, and half of such amount is entered in the paid-in-surplus 
account. The tax base is $1,000. 

(e) The capital-stock account is reduced in the amount of 
$2,000 by a transfer of such amount to an account designated 
as ‘“capital-reduction” surplus. 

(f) Worthless intangibles are written off against $500 in the 
paid-in-surplus account and $500 in the “capital-reduction” sur- 
plus account. 

(g) $3,000, consisting of $1,000 from the $2,000 originally 
entered in the earned-surplus account (the corporation not having 
made any profits subsequent to such time), $1,000 from the paid- 
in-surplus account, and $1,000 from the “capital-reduction”’ sur- 
plus account, is dedicated to the capital-stock account pursuant 
to a transaction whereby 1,000 shares of stock having a total 
actual value of $3,000 are issued. The tax base is $3,000. 

(h) $4,000, consisting of $3,500 from the paid-in-surplus 
account and $500 from the ‘“‘capital-reduction” surplus account, 
is dedicated to the capital-stock account pursuant to a transac- 
tion whereby 1,000 shares of stock having a total actual value of 
$4,000 are issued. The tax base is $1,000. 

(t) $1,000 is dedicated to the capital stock account from the 
earned surplus account pursuant to a transaction whereby 100 


shares of stock having a total actual value of $1,000 are issued. 
The tax base is zero. 
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TaB_ze I].—Summary of examples illustrating operation of the new sec. 4802 
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1 Attributable to the $1,000 transferred from “‘earned surplus to capital.” 
2 Since there are no amounts in the surplus accounts (other than earned surplus) which have not borne tax, 
this transfer from ‘‘ Earned surplus” must be treated as an amount having borne tax. 
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(ce) Exemptions, tax on original issuance of stock 


(1) Pooled pension, profit-sharing, and stock bonus funds.—Section 
4303 (a) of present law exempts from the tax imposed by section 
4301 the issue of shares or certificates of a common trust fund. 
(This provision is continued in new section 4303 (a) without material 
change.) Under present law this exemption for common trust funds 
has not been available to pooled pension, profit-sharing, and stock 
bonus trust funds. The Board of Governors of the Federal Reserve 
System, which regulates the pooled investment funds, has indicated 
in its regulations that these funds do not qualify as common trust 
funds because the investment of each participating trust is not 
limited to $100,000, the limit which the Board has generally set for 
qualification under the present common trust fund provision. Thus, 
such pooled pension, etc., trust funds do not qualify for the stamp 
tax exemption under present law. 

Pooled pension, etc., trust funds are being used at this time princi- 
pally because they permit relatively small pension, profit-sharing, and 
stock-bonus plans to secure the advantages of diversified investment 
through the pooling of their assets with those of other similar trusts. 

Section 4303 (b), as added by the bill, provides an exemption from 
the stock issuance tax for the issuance of shares or certificates of a 
fund maintained by a bank exclusively for the collective investment 
and reinvestment of assets of pension, etc., trusts qualifying under 
section 401 of the code. Under this subsection, the issue of any 
share or certificate by a bank holding a fund consisting of assets of 
such qualifying trusts will be exempt from the stock issuance tax 
regardless of the capacity in which the bank holds such pooled assets. 
Therefore, for example, an exemption would be allowed for all issu- 
ances of shares or certificates in such a fund maintained by a bank 
which is the trustee or cotrustee of one or more of the qualifying 
trusts, trustee or cotrustee of a part of the fund which constitutes a 
master trust consisting of the assets of other qualified trusts, and also 
an agent for a trustee or cotrustee of additional qualified trusts for 
purposes of holding and investing the assets of such trusts. 

(2) Contracts to purchase stock on installment basis.—Present law, 
section 4315, provides an exemption, from the issuance tax on cer- 
tificates of indebtedness for instruments under the terms of which 
the obligee is required to make payment in installments subject to 
limitations as to the payment in any year. No similar exemption 
exists in the case of contracts to purchase stock on an installment 
basis. As a result, contracts to purchase stock on an installment 
basis have been held subject to the stock issuance tex, even though 
the purchase of the stock itself under such a contract is also subject 
to the stock transfer tax. 

Section 4303 (c), as added by the bill, exempts from taxation under 
section 4301 the issuance of shares or certificates of stock by a cor- 
poration pursuant to an installment purchase agreement. The 
exemption will apply only if the agreement provides (a) that the 
periodic payments received from the purchaser will be used, as 
received by the corporation, solely for the purpose of acquiring shares 
or certificates of stock of one or more other specified corporations and 
in specified percentages, and (6) that the corporation is obligated to 
transfer to the purchaser all such shares or certificates (and cannot 
distribute cash in lieu of stock) so acquired on or before the termina- 
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tion of the agreement. Exemption will not be denied solely because 
the agreement provides that the corporation may retain any amount 
insufficient to buy a full share of stock, 

The new subsection (c) also extends the exemption to shares or 
certificates issued by the corporation to a transferee or other successor 
in interest of the party to the installment purchase agreement if the 
foregoing conditions are met. 


(d) Imposition of tax on transfer of capital stock 


Section 4321 of present law, relating to the imposition of tax on 
sales or transfers of capital stock and similar interests, imposes a tax 
on each sale or transfer of shares or certificates of stock issued by a 
corporation, and on the rights to subscribe for or receive such shares 
or certificates. The tax is imposed at the rate of 5 cents on each 
$100 (or fraction thereof) of the aggregate par or face value of the 
certificates transferred (or shares where no certificate is issued), and 
at the rate of 5 cents per share in the case of a transfer of no-par-value 
stock. In the case of a sale of par-value or no-par-value stock for 
$20 or more per share, the rate of tax is 6 cents rather than 5 cents. 

As pointed out above under section 4301, the use of par value as a 
tax base has proved artificial and inequitable in the case of the issu- 
ance tax. It was also pointed out that there were an ever increasing 
number of instances where the tax was minimized by issuing stock 
with low par values. These problems also exist in the case of the 
transfer tax. Therefore, new section 4321 adopts as the tax base the 
actual value of the stock transferred. The tax is imposed at the rate 
of 4 cents on each $100 or major fraction thereof of the actual value of 
the certificates transferred (or of the shares where no certificate is sold 
or transferred), without regard to whether the shares or certificates 
represent par-value or no-par-value stock. (For purposes of comput- 
ing the tax, a major fraction is an amount in excess of $50 but less 
than $100.) 

Under section 4321, as amended, the tax with respect to the sale 
or transfer of a share of stock is not to exceed 6 cents even though 
the actual value of the share is in excess of $150. Thus, if a certificate 
of stock representing 10 shares of stock having an actual value of 
$175 per share is transferred, the total tax would be 60 cents. If, 
however, the certificate had an actual value of $1,060, the tax would 
be 44 cents. The section further provides that in no case shall the 
tax with respect to the sale or transfer of one or more shares of stock 
be less than 4 cents. Thus, in the case of the sale, in a single transac- 
tion, of 1 or more shares of stock having a total actual value of $50 
or less, the tax would be 4 cents. 


(e) Exemptions, tar on transfer of capital stock 

Section 4322 (a) of existing law contains four exemptions from the 
tax on the transfer of stock imposed by section 4321. Two of these 
exemptions are retained in this section and two are transferred to 
new section 4344 without material change. 

Section 4322 (b), as added by the bill, adds a new exemption for 
certain odd-lot sales. At the present time a tax is imposed when an 
odd-lot dealer purchases either a “round” lot (100 shares or the unit 
of trading on an exchange) or an “odd” lot of stock in the open market. 
This tax is imposed on the sale of the round or the odd lot to the 
dealer. A second tax is imposed at the time this dealer sells an odd 
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lot of stock. This second tax is customarily passed on to the person 
buying the odd lot. Where a purchaser buys a round lot on the 
market rather than making a purchase through an odd-lot dealer, 
there is no second tax. Your committee believes that this second tax 
represents discrimination against purchasers of small numbers of shares. 

To correct this inequity, the new section 4322 (b) exempis from 
the tax imposed by section 4321 any odd-lot sale of shares or certifi- 
cates of stock or stock rights by an odd-lot dealer, if the shares, cer- 
tificates, or rights are delivered or transferred to a broker pursuant to 
an order of a customer of such broker for such shares, certificates, or 
rights. Actual physical delivery or transfer of shares, etc., need not 
occur as a prerequisite to application of the exemption of subsection 
(b), so long as the total effect of the transaction is a sale to a customer 
of a broker. ‘Thus if an odd-lot dealer executes odd-lot purchase and 
sale orders in a particular security for a broker during a given day 
and only the “day’s net balance’ in such security is physically de- 
livered or transferred, all of the sales which contributed to such net 
balance qualify as exempt transactions under subsection (b) (1). 

The determination of an odd-lot sale is to be governed by the rules 
of the securities exchange of which the odd-lot dealer making the 
sale is a member. An odd-lot dealer is defined as any person who is 
a member of a securities exchange which is registered with the 
Securities and Exchange Commission as a national securities exchange, 
and who is registered under the rules of such exchange as an odd-lot 
dealer or as a specialist. 
(f) Exemptions, return of securities transferred as collateral 

Present law in section 4341 (1) provides an exemption for transfers 
of stock or certificates of indebtedness which had been deposited as 
collateral security for money loaned (if the security is not sold). 
However, this section is silent as to the tax consequences when the 
collateral is returned to the borrower of the money upon repayment 
of the loan. In this respect this provision differs from the exemption 
provided in section 4341 (2), relating to delivery to a trustee or public 
officer as a performance security, where a specific exemption is pro- 
vided for the return of the stock or certificate of indebtedness. The 
regulations on the collateral security provision exempt the return of 
the stock or certificate of indebtedness from the transfer taxes. 
Section 4341 (1) as amended by the bill, specifically provides that the 
return of stock or certificate of indebtedness deposited as collateral 
security is to be exempt from the transfer taxes, 


(g) Exemptions, certain other transfers 


(1) Extension of certain stock exemptions to certificates of indebted- 
ness.—Under present law, section 4322 (a) (1), transfers or deliveries 
of shares or certificates of stock or stock rights as a loan or as a return 
of a loan are exempted from the tax on the transfer of stock. How- 
ever, there is no equivalent provision in present law for transfers or 
deliveries of certificates of indebtedness as a loan or as a return of a 
loan. Similarly, section 4322 (a) (4) exempts transfers of worthless 
shares or certificates of stock by executors and administrators to 
heirs, legatees, or distributees, but there is no equivalent exemption 
in such cases for certificates of indebtedness. 
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To correct these inconsistencies subsections (a) and (b) of section 
4344, as provided by the bill, extend the two present stock transfer 
tax exemptions to cover certificates of indebtedness. 

(2) Revocable trusits—At the present time, if the creator of a re- 
vocable trust abolishes the trust and creates another virtually identical 
revocable trust, a transfer tax is incurred on the transfer of stocks and 
certificates of indebtedness from the old trust to the new trust, despite 
the fact that there has been no real economic change in his position, 
However, if the creator of the trust amends the trust rather than 
abolishing it and creating another, no transfer tax is presently imposed, 

To correct this inconsistency new subsection (c) of section 4344 
provides that the taxes imposed by sections 4321 and 4331 shall not 
apply to any delivery or transfer of shares or certificates of stock, 
stock rights, or certificates of indebtedness from one revocable trust 
to another revocable trust if the grantor of both trusts is the same 
person and the grantor, at the time of the delivery or transfer, is 
deemed under the provisions of section 676 of the code to be the owner 
of both of the trusts. In the event there is more than one grantor, 
such grantors shall be deemed to be the same person only if they are 
all treated under section 676 as owners in the same relative proportions 
of both trusts. 

(h) Exemption certificates 

Section 4344 of present law requires that an exemption certificate 
accompany the delivery or transfer of instruments, otherwise the 
exemptions provided by present sections 4322 (a) (1), (2) or (8), 4332 
(a), 4341 (2), 4342, or 4343 (a) will not be available. The certificate 
must set forth such facts as the Secretary or his delegate may prescribe 
by regulations. 

Under present law the requirement of a certificate is mandatory 
in the above instances. In order to add flexibility to this provision, 
section 4345, as provided in the bill, in effect permits the Secretary or 
his delegate. to remove by regulations the necessity of providing a 
certificate where a certificate is not deemed necessary or appropriate. 

Under present law a certificate is not required in the case of (1) 
certain transfers by executors and administrators of worthless stock, 
which are exempted by section 4322 (a) (4) of present law, (2) instru- 
ments providing for the purchase of bonds in installments, which 
instruments are exempted by section 4332 (b) of present law, and (3) 
transfers of stocks and bonds as collateral for money, which transfers 
are exempted by section 4341 (1) of present law. 

To prevent possible abuse, the committee’s bill extends the require- 
ment of a certificate to cover transfers of stocks and obligations as 
collateral security for money loaned. As a result, section 4345, as 
provided in the bill, generally requires the certificate in the case of all 
exemptions except (A) transfers of worthless stocks (and now worth- 
less obligations) by administrators and executors to heirs, legatees, 
and distributees, which transfers are exempted by new section 4344 (b), 


and (B) instruments providing for the purchase of bonds in install- 
ments, which instruments are exempt both under present and new 
section 4332 (b). 








EXCISE TAX TECHNICAL CHANGES ACT OF 1957 61 


(i) Payment of tax through national securities exchanges without the use 
of stamps 

In the case of a member of a national securities exchange the regula- 
tions provide that the member of a national securities exchange may 
appoint the clearinghouse of the exchange as his agent for the purpose 
of affixing the stamps required on his stock and bond transactions. 
The member-broker is required to file a daily report with the clearing- 
house showing the total tax payable on all his transactions (whether 
or not through that exchange). He must also maintain detailed books 
of all his transactions showing the tax payable. The clearinghouse, on 
behalf of the brokers, purchases and affixes to a summary sheet 
(covering all of the reports it receives from brokers) sufficient stamps 
to cover all of the transactions of the reporting brokers. The brokers 
indicate by a stamped endorsement on the stock certificates, or accom- 
panying memoranda of sales, that the transfer taxes have been paid 
through the clearinghouse. 

While this method of tax payment in the case of national security 
exchange members has been generally approved, it still contains a 
useless step, namely, the purchase and cancellation of tax stamps. 
This method requires the daily purchase of stamps in large amounts, 
the individual canceling of these stamps, and their storage in safe- 
keeping for several years awaiting audit. 

In the interest of simplifying administration and taxpayer compli- 
ance, section 4353, as added by your committee’s bill, provides for the 
payment, under certain circumstances, of the transfer taxes without 
the use of stamps. More specifically, this section provides that when- 
ever a member of a securities exchange (which is registered with the 
Securities and Exchange Commission as a national securities exchange) 
appoints such exchange, or a clearinghouse for such exchange, sa tie 
agent for the purpose of paying any transfer tax, then the exchange, 
or the clearinghouse, may, under regulations prescribed by the Secre- 
tary or his delegate, pay such taxes without the use of stamps. How- 
ever, for purposes of applying the provisions of the code, any such tax 
payable by the exchange, or the clearinghouse, shall be deemed to be 
tax payable by stamp, and any such tax paid without the use of 
stamps shall be deemed to have been paid by stamp. 


(j) Exemptions from tax on the conveyance of real property 

Under present law no express exemption from the conveyance tax 
is provided in the case of real estate transferred to or from a State or 
local government. An Internal Revenue Service ruling, however, 
provides that a State or local government is not subject to the docu- 
mentary stamp tax on conveyances of real estate if it acts in its 
“svovernmental” capacity in transferring real property to, or acquiring 
real property from, a private purchaser. In such cases, the private 
party remains solely liable for the tax. 

Your committee is of the opinion that it is not feasible or practical 
to draw a distinction between the situation where, on the one hand, a 
State or local government acts in a “governmental’’ capacity and, on 
the other hand, the situation where it acts in its “proprietary” 
capacity. Accordingly, subsection (b) of section 4362 provides that 
no State, Territory, or political subdivision, or the District of Colum- 
bia, shall be liable for the tax imposed by section 4361, regardless of 
the capacity in which it acts. As under present law, any nonexempt 
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party to the transaction will be liable for the tax. Consequently, new 
subsection (b) provides that the affixing of stamps to such a document 
by an exempt governmental body shall not constitute payment of the 
tax, and the tax may nevertheless be collected by assessment from 
any other party who, pursuant to the dual liability provisions of 
section 4384, as amended, may be liable for the tax. 


(k) Certain changes in partnerships 


Section 4352 of present law deals with the application of the taxes 
on the transfer of stocks and certificates of indebtedness in the case of 
a transfer of an interest in a partnership which owns any of these 
instruments. In such a case, the tax imposed is the proportion of the 
tax computed on all the taxable instruments that (1) the transferred 
interest in the partnership bears (2) to the total interests in the part- 
nership. This section of current law follows the “aggregate” approach 
for partnerships, that is, a partner whose interest is transferred, or 
otherwise disposed of, is treated as transferring or disposing of his 
pro rata share of the underlying assets of the partnership. 

In the case of the transfer of an interest in a partnership owning real 
property, there is no specific section of present law dealing with the 
consequences of the tax imposed by section 4361 on transfers of real 
property. The Internal Revenue Service has taken the position 
that no tax is to be imposed until there is a change of legal title to the 
real property, irrespective of the changes of interests in the partner- 
ship. The Service position in the case of real property thus to a 
substantial degree follows the “entity” approach for partnerships. 

The “entity” approach is generally more practicable and is less 
likely to cause inequities and to lead to frequent calculations of tax 
seating from minor changes in a partnership. Moreover, the 
“entity” approach is used as the standard rule in the income tax 
provisions of present law. 

It is the purpose of the new section 4383 to adopt, generally, the 
“entity” approach to partnerships and to apply this approach to 
partnerships owning stocks, certificates of indebtedness, and real 
property. Section 4383 is coordinated with the income-tax provisions 
contained in section 708 of the code for determining (1) whether there 
has been a sufficient change in a partnership to justify the imposition 
of a tax and (2) to what extent there has been a change. 

More particularly, new section 4383 (a) provides that no tax shall 
be imposed under sections 4321, 4331, or 4361, by reason of the transfer 
of an interest in a partnership or otherwise (1) if the partnership is 
considered as continuing within the meaning of section 708, and (2) if 
a continuing partnership continues to hold the shares, certificates of 
indebtedness, or real property. To the extent that a continuing 
partnership does not continue to hold such property, section 4383 (a) 
will not apply. 

Where there is a termination of a partnership within the meaning 
of section 708, subsection (b) of new section 4383 treats the partnership 
being terminated as having transferred all stock, certificates of in- 
debtedness, and real property held by the partnership. Real property 
is taxed on the basis of its fair market value, exclusive of the value of 
any lien or encumbrance on the property. Consequently, once there 
has been a “termination” of the partnership within the meaning of 
section 708, the taxes apply with respect to all of the assets in the 
partnership subject to documentary stamp tax. 
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However, the new subsection (b) also provides that not more than 
one tax shall be imposed under sections 4321, 4331, or 4361, “by reason 
of” a termination. ‘Thus, where there is an actual or deemed distribu- 
tion of partnership assets to the partners on the termination of a part- 
nership, and, as part of the termination, a transfer of such assets to a 
new partnership, section 4383 (b) provides that not more than one 
tax will be imposed on the transfers of the stock, certificates of in- 
debtedness, or real property distributed and then transferred to the 
new partnership. ‘The transfer to the new partnership in this case is 
made “by reason of’ the termination of the old partnership. This is 
not to mean that two stamp taxes may not arise out of a partnership 
termination—where, for example, a partnership is terminated under 
section 708, and individual partners C and D receive in their own 
right stock worth $10,000. Later they transfer this stock to a new 
partnership CD. On the termination itself the transfer tax imposed 
by sections 4321, 4331, and 4361 will apply to the taxable assets in 
the partnership. A second transfer tax is imposed on the retransfer 
of the stock to the new partnership. Here there was no concurrent 
agreement to retransfer the stock to another partnership. 

The operation of new section 4383 may be illustrated by the follow- 
ing examples: 

(1) Partners A and B each have a 30-percent interest in partner- 
ship ABCD. Partners C and D each have a 26-percent interest. 
Partnership ABCD owns 100 shares of common stock of X corporation 
having a total actual value of $10,000 and 100 shares of preferred 
stock of X corporation having a total actual value of $5,000. The 
partnership is dissolved but partners A and B continue to operate 
the business under the partnership AB. Partners C and D establish 
a new partnership CD. As part of the dissolution 50 shares of X 
common stock held by old partnership ABCD is transferred to 
partnership CD, and the remaining shares of preferred and common 
are held by the AB partnership. Partnership AB is a continuing 
partnership under section 4383 (a) within the meaning of section 708 
(b) (2) (B). Partnership CD, however, is not a continuing partner- 
ship. In this latter case there has been an actual transfer of stock 
having an actual value of $5,000 to a noncontinuing partnership, and 
a tax of $2 is imposed. 

If CD had received cash instead of stock, and the stock had re- 
mained in AB, no tax would be imposed, since the stock would be 
held by a continuing partnership. 

(2) Partner A has a 70-percent interest in partnership ABCD, and 
partners B, C, and D each have a 10-percent interest. ABCD owns 
100 shares of X company common stock having an actual value of 
$10,000. By agreement A sells his 70-percent interest in the partner- 
ship to E, and as part of the same agreement C and D elect not to 
continue as partners. Instead they agree to accept, in liquidation of 
their interests, 25 shares each of the X stock of a total value for the 
= shares of $5,000. B and E continue to operate under partnership 


As a result of the sale of A’s 70 percent interest there has been a 
termination under section 4383 (b) within the meaning of section 
708 (b) (1) (B). There has also been an actual transfer of 50 shares 
of stock worth $5,000 to C and D who are noncontinuing partners. 
However, by virtue of section 4383 (b) (2) only one tax may be im- 
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posed by reason of the liquidation. The total tax on this transaction 
will be $4. 

(3) If in example (2), C and D had not withdrawn at the time A 
sold his interest but later in a separate transaction received 50 shares 
of stock in liquidation of their interest (and not as a result of the 
concurrent agreement), an additional tax would be imposed, 

(4) If, in example (2), C and D transfer the stock to new partner- 
ship CD, and this is not done pursuant to the concurrent agreement, 
an additional tax would be imposed. 

(5) Partner A has an 80-percent interest in partnership ABC, 
ABC owns 100 shares of X corporation having a total actual value of 
$10,000. Partner A withdraws from the business receiving all the 
stock in liquidation of his interest in the partnership. There has 
been an actual transfer of stock worth $10,000 to partner A who is 
not a continuing partner within the meaning of sections 4383 (a) and 
708. Therefore, a tax of $4 is imposed. 

(6) If, in example (5), partner A had received $10,000 in cash (and 
partnership BC had retained the stock) there would be no tax, since 
the stock is held by a continuing partnership. 

(7) A, B and C are partners each having a one-third interest in 
partnership ABC. A sells his interest to D in January of 1959. 
B sells his interest to E in June of the same year. There is deemed 
to be a termination of the BCD partnership in June and a transfer 
of all the BCD stock, certificates of indebtedness, and real property 
held by BCD at that time to the partnership CDE. 

It is only upon the sale of the second interest of one-third in June 
that there is a partnership termination under section 708, namely, 
the termination of partnership BCD, not that of ABC. Former 
partner A is not liable for transfer taxes arising out of the section 708 
termination of partnership BCD. 

Section 141 (b) of the bill provides that in applying the provisions 
of amended section 4383, only those changes in the partnership oc- 
curring on or after the general effective date of the bill specified in 
section 1 (c) of this bill shall be taken into consideration in determining 
whether a partnership is deemed to be a continuing partnership or 4 
terminated partnership within the meaning of section 708 of the code. 


(2) Revenue effect 


The changes made by your committee in the documentary stamp 
taxes involve both increases and decreases. It is anticipated that 
these increases and decreases are approximately in balance and as a 
result there will be neither a revenue loss nor revenue gain from the 
changes made with respect to these taxes. 


Parr V—Taxes on Wacerina; Cerrarn OccupaTionaAL TAXEs 
SECTION 151. PERSONS LIABLE FOR TAX ON WAGERS 


Section 4401 (a) of present law imposes a 10-percent excise tax on 
wagers. Section 4401 (c) of present law provides, generally, that any 
— engaged in the business of “‘accepting wagers” shall be liable 
or the payment of this tax on the amount of all wagers placed with 
him. A person is considered to be in the business of accepting wagers 
only (1) if he is engaged as a principal who, in accepting wagers, does 
s0 on his own account; or (2) if he assumes the risk of profit or loss. 
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Administrative difficulties have been experienced in cases involving 
so-called “runners.” A “runner” (agent) receives wagers from 
players and also pays off wagers to winning players. He does not act 
as principal, nor does he assume the risk of profit or loss. Therefore 
under present law he is not liable for the 10-percent excise tax on 
wagers, but only for the $50 occupational tax imposed by section 4411. 
In many cases the 10-percent tax is evaded bacaibe the “runner” 
either refuses to name, or is unable to name, the person (principal) 
for whom he is accepting wagers. In spite of the fact that present, 
section 4412 requires all persons who receive wagers “for or on behalf 
of any person” liable for the 10-percent tax to register the name of the 
principal, the failure of the “runner” to comply with this provision 
does not now make the “runner” liab’e for the 10-percent tax on 
wagers, 

To overcome this problem, section 151 (a) of the bill amends sec- 
tion 4401 (c) of the code to provide that a person required to register 
under section 4412 by reason of having received wagers for another, 
but who fails to disclose the name and place of residence of his princi- 
pal as required, shall become liable for the 10-percent tax on all wagers 
received by him. 

In providing this amendment, it is the committee’s intention that 
a subsequent compliance with section 4412 will not relieve the “run- 
ner’’ of his liability and duty to pay any tax which was due or became 
due at a time when he had not complied, or did not comply, with the 
provisions of section 4412. Nor will the fact that a “runner” may 
incur liability for the tax imposed by section 4401 with respect to 
certain wagers in any manner relieve the principal of his liability 
under that section with respect to such wagers. It is the committee’s 
intent that in any case where the “runner” has failed to register as 
required by section 4412, both the “runner” and the principal shall 
be liable for the tax imposed by section 4401 (a) until that tax is 

aid. Furthermore, payment of the tax imposed by section 4401 (a) 
»y the runner shall in no way relieve him of any penalty for failure 
to register in accordance with the provisions of section 4412. 

Section 151 (b) of the bill provides that the amendment made by 
section 151 (a) shall apply to wagers received after the date of the 
enactment of the bill. 

It is estimated that the revenue gain from this provision will be 
negligible. 


SECTION 152. OCCUPATIONAL TAX ON COIN-OPERATED 
DEVICES 


Section 4461 of present law requires a special annual tax to be paid 
by every person who maintains for use, or permits the use of, in 
any place or premises occupied by him, a coin-operated amusement 
or gaming device. Under section 4462 of present law, the term “coin- 
operated amusement or gaming device” is defined as (1) any amuse- 
ment or music machine, or certain types of vending machines, operated 
by means of the insertion of a coin, token, or similar object, and 
(2) any so-called “slot”? machine which operates by means of the 
insertion of a coin, token, or similar object, and which, by application 
of the element of chance, may deliver, or entitle the person playing 
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or operating the machine to receive cash, premiums, merchandise, 
or tokens. 

In recent years there has been introduced a type of amusement 
or gaming device which would be of the taxable type but for the fact 
that it is operated without the insertion of a coin, token, or similar 
object, although the patron pays for the privilege of operating the 
device. While the occupational tax is avoided on such machines, it 
is the position of the Internal Revenue Service that in the case of 
gaming devices the person receiving the money wagered is subject to 
the occupational tax on wagering imposed by section 4411 of present 
law, and that amounts paid to operate non-coin-operated machines 
ore subject to the tax on wagers imposed by section 4401 of present 
aw. 

To eliminate this area of avoidance and also to put coin-operated 
and non-coin-operated machines on the same footing: 


(1) Section 152 (a) of the bill amends section 4462 of present 
law to extend the definition of “coin-operated amusement or 
gaming devices” to include similar machines not operated by 
coin, and 

(2) Section 152 (b) of the bill amends section 4402 (2) of 

resent law to extend the exemption from the wagering tax, 
imposed by section 4401, to include amounts paid to operate 
non-coin-operated amusement and gaming devices. 


Section 152 (c) of the bill provides that the amendments made by 
subsections (a) and (b) of section 152 shall take effect on the effective 
date specified in section 1 (c) of the bill. In the case of the year 
beginning July 1, 1957, where the trade or business on which tax is 
imposed under section 4461 was commenced before such effective 
date, the tax imposed for such year solely by reason of the amendment 
made by section (a)— 


(1) shall be the amount reckoned proportionately from such 
effective date through June 30, 1958, and 

(2) shall be due on, and payable on or before, the last day of 
the month the first day of which is such effective date. 


For example, if this bill is enacted on August 19, 1957, the effective 
date of the bill will be January 1, 1958. Thus, assume that a store 
owner, X, is engaged, on January 1, 1958, in a trade or business on 
which the tax imposed by paragraph (2) of section 4461 for the year 
beginning July 1, 1957, was imposed for such year solely by reason 
of the amendment made by subsection (a) of section 152. X’s tax, 
reckoned for the period beginning January 1, 1958, on such gaming 
device, will be six-twelfths of $250, or $125. The tax will be due on 
January 31, 1958, and payable on or before that date. 

It is estimated that the revenue gain from this provision will be 
negligible. 


SECTION 153. EXEMPTION FROM OCCUPATIONAL TAX 
ON BOWLING ALLEYS, BILLIARD TABLES, AND POOL 
TABLES 


Under section 4471 of present law, the occupational tax on bowling 
alleys and pool and billiard tables is $20 per year per alley or table. 
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This tax is computed with respect to the year beginning July 1. With 
two exceptions, this tax applies to all ion or tables not in private 
homes. One of the exemptions relates to billiard and pool tables in a 
hospital if no “charge” is made for the use of the tables. The other 
exemption relates to bowling alleys and billiard and pool tables main- 
tained exclusively for the use of members of the ed Forces on 
property owned, reserved, or used by the United States, if no charge 
is made for the use of the alleys or tables. 

Your committee believes that tables and alleys operated by certain 
other nonprofit organizations without charges to the users have an 
equal basis for exemption. 

Section 153 (a) of the bill amends section 4473, relating to exemp- 
tions from the tax, by adding a new paragraph (3) which exempts 
from the tax any bowling alley, billiard table, or pool table (1) operated 
by, and located on the premises of, a nonprofit organization, no part 
of the net earnings of which inures to the benefit of any private share- 
holders or individuals, or (2) operated by an agency or instrumentality 
of the United States, but only if, in either case, no charge is made for 
the use of such alley or table. 

The Internal Revenue Service has ruled that there has been a 
“charge” where a payment is made directly to the pinboy for services 
where such a payment is required of the user. The change in the law 
made in this provision does not disturb this ruling. 

Section 153 (b) of the bill provides that the amendment made by 
section 153 (a) shall apply with respect to periods after June 30, 1958. 

It is estimated that the revenue loss from this provision will be 
negligible. 


Part VI—ProcrepurrE AND ADMINISTRATION 


SECTION 161. RETURNS OF RETAILERS EXCISE TAXES 
BY SUPPLIERS; RETURN OF TAXES ON THE TRANSPOR- 
TATION OF PROPERTY BY SHIPPERS 


Under present law there is no specific authority permitting anyone 
to act as agent for a retailer in filing returns with respect to retail 
taxes. The lack of such authority has generally restricted the Secre- 
tary in developing an effective method for collecting retail taxes, 
However, the Internal Revenue Service has in practice permitted the 
supplier for house-to-house salesmen to pay any retail taxes due, if the 
supplier waives the right to claim any refund on the grounds that he is 
not the “taxpayer.” 

(a) Retailers tazes 


In order to provide more flexibility in collecting retail taxes, section 
161 (a) of the bill amends section 6011 (relating to the general require- 
ment of a return, statement, or list) by adding a new subsection (c), 
Paragraph (1) of subsection (c) sets forth a general rule giving the 
Secretary or his delegate broad discretionary authority to enter into 
an agreement with a supplier for filing returns and paying any retailers 
excise tax imposed under chapter 31 of the code (except special fuels) 
on behalf of the person who would otherwise be required to return 
and pay the tax. ‘The supplier in such case is to be liable for filing 
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the return and paying the tax so long as the agreement remains in 
effect. Except as provided in the regulations, all provisions of law 
(including penalties) ina with respect to the retailer in returning 
and paying the tax shall apply to a supplier entering into such an 
agreement. In addition, the person ara required to return and 
pay such tax shall also remain subject to all provisions of law appli- 
cable to such person, unless the regulations provide otherwise. How- 
ever, only one tax will be collected with respect to any sale. 

Paragraph (2) of new subsection (c) provides a special limitation 
on the agreement authority of the Secretary or his delegate in the 
case of certain house-to-house salesmen and their suppliers. Specif- 
ically, the limitations apply in the case of sales by house-to-house 
salesmen of articles subject to tax under chapter 31 (other than special 
fuels) which articles are supplied by a manufacturer or distributor, if 
such manufacturer or distributor establishes the retail list price at 
which such articles are to be sold. In such a case, the Secretary or 
his delegate shall not, as a condition precedent to the agreement, 
require (1) that the house-to-house salesmen execute powers of at- 
torney making such manufacturer or distributor an agent for the 
return and payment of the tax, or (2) that the manufacturer or dis- 
tributor make separate returns for each such salesmen, or (3) that the 
manufacturer or distributor assume any liability for the tax on articles 
supplied by any person other than himself. 


(6) Taz on transportation of property 


In the case of the tax imposed by section 4271 on the transportation 
of property, present law, section 4291, provides that every person 
receiving any payment for taxable transportation of property is 
required to collect the amount of tax from the person making the 
payment. No specific authority exists for allowing the shipper to 
pay the tax directly to the government, although he is liable for the 
payment of the tax. 

In order to add flexibility in the collection of this tax, section 161 
(b) of the bill amends section 4291 by adding a new sentence at the 
end. It provides that, in a case where the Secretary or his delegate 
enters into an agreement with any person making payments on which 
tax is imposed by section 4271, such person will return and pay the 
tax under that section. The payments of tax under that section 
refer to tax on payments made by him to persons designated in the 
agreement. Pursuant to the agreement, the persons so designated 
will no longer be required to collect the tax on the payments made 
during the period covered by the agreement. 

(c) Revenue effect 
It is anticipated that this provision will have no revenue effect. 


SECTION 162. PERIOD FOR FILING CLAIM FOR FLOOR 
STOCK REFUND WITH RESPECT TO THE IMPORT TAX 
ON SUGAR 


Section 4501 (b) of present law imposes a tax on manufactured 
sugar imported into the United States and on imported products 
composed in chief value of manufactured sugar. Section 4501 (c) 
provides that this tax will not apply to sugar imported after June 30, 
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1961. Under section 6412 (d) of present law a floor stock refund is 
provided for tax paid inventories on hand on June 30, 1961. This 
section contains no limitation on the time in which a claim for 
floor-stock refund may be filed. In order to provide such a time limi- 
tation on filing refund claims, section 162 (a) of the bill amends section 
6412 (d) to poarian that claims for refund must be filed with the 
Secretary or his delegate on or before September 30, 1961. 

Section 162 (b) of the bill amends section 4501 (c) of present law by 
removing the last sentence of that section. The repealed sentence 
duplicated the provisions of section 6412 (d) of present law. 

It is anticipated that this provision will have no revenue effect. 


SECTION 163. CREDITS OR REFUNDS OF CERTAIN 
TAXES 


Section 163 of the bill contains those provisions added by your com- 
mittee which relate to credits or refunds. This section of the bill is 
devoted principally to a revision of subsections of code section 6416, 
relating to credits or refunds with respect to taxes on sales or services, 
It also makes amendments to the code sections 6415, 6420, and 6421. 
In addition, it contains certain refund or credit provisions relating to 
radio receiving sets and radio and television components which pro- 
visions are not made a part of the code. Many of the changes made 
in section 163 are closely related to changes made in other sections of 
the code which have been previously discussed. The changes made 
here are especially closely interrelated with the changes made in de- 
veloping a uniform system of tax-free sales (sec. 119). Moreover, 
the changes made represent an attempt to develop a more uniform 
and reasonable system of refunds or credits for excise taxes, 


(a) Conditions to allowances 


Section 6416 (a) of present law contains three conditions, one of 
which must be met by the person who paid the tax before a refund or 
credit of a tax may be made. These conditions apply in whole or in 
part with respect to the cabaret tax, the tax on the transportation of 
oil by pipeline, retailers excise taxes, and manufacturers excise taxes. 
These conditions do not apply, however, in the case of the use taxes 
with respect to special fuels imposed by section 4041 (a) (2) or (b) (2), 
to refunds or credits for price adjustments, nor to taxpaid articles 
used for further manufacture, The three conditions, one of which 
must be met, are: 


(A) A showing that the burden of the tax was not included in 
the price of the article or service or that the tax was not col- 
lected from the purchaser; 

(B) A showing that the tax had been repaid to the purchaser 
(the case of retailer excises) or to the ultimate purchaser or 
ultimate seller (in the case of manufacturers excise taxes); or 

(C) The filing of the written consent of the purchaser, ultimate 
purchaser, or ultimate seller, as the case may be, to the allowance 
of the credit or refund. 


The purpose of these conditions is to insure that any credit or refund 
made will inure to the benefit of the person who actually bore the 
burden of the tax involved, 
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The basic conditions for the allowance of a credit or refund provided 
by present law are left unchanged by your committee’s bill. Changes 
have been made, however, as to the application of these conditions in 
the case of the cabaret tax and the taxon the transportation of oil by 
pipeline. In addition, specific provision is made for the application 
of these conditions in the case of stocks of dealers. Certain other 
changes also are made to conform with changes made elsewhere in the 
bill. These are described briefly below: 

(1) Application of conditions to cabaret tax and tar on transportation 
of oil by pipeline—Under present law the first of the three conditions 
set forth above clearly applies in the case of the cabaret tax and the 
tax on the transportation of oil by pipeline. The Internal Revenue 
Service has held, however, that the second and third conditions do not 
apply in the case of these taxes because the references in the second 
limitation are only to the retailers and manufacturers taxes. For 
purposes of uniformity, and also on the basis of equity, it would appear 
that all three conditions should be made available in the case of the 
cabaret tax and the tax on the transportation of oil by pipeline. 

Your committee’s bill, therefore, revises section 6416 (a) so the 
second and third, as well as the first of the three conditions, will be 
available as alternatives to the first condition in the case of the 
cabaret tax and the tax on the transportation of oil by pipeline. 
This is provided for in the bill by an amendment to section 6416 (a) 
so that in paragraph (1) (B) (iii) and (iv) specific reference is made to 
the cabaret tax and the tax on the transportation of oil by pipeline 
in connection with the second condition referred to above. Similarly, 
in paragraph (1) (D), it is indicated that taxes referred to in para- 
graph (1) (B) (iii) and (iv) can qualify under the condition providing 
for the filing of written consent. 

(2) Credits or refunds with respect to stocks of dealers —Under 
present law questions have arisen where stocks are still in the hands 
of dealers as to whether it is possible to allow a credit or refund of 
manufacturers excise taxes since in such cases there as yet has been no 
“ultimate purchaser” as is required in the case of the second and third 
limitations described above. 

The bill makes it clear that under certain conditions a dealer is to 
be deemed the “ultimate purchaser” and, therefore, that the manu- 
facturer is to be eligible for a credit or refund where any one of the 
conditions of allowance can be met. Specifically, the bill provides in 
code section 6416 (a) (3) (C) that the term “ultimate purchaser” 
includes a wholesaler, jobber, distributor, or retailer who holds such 
article for sale on the 15th day after the date it is determined by the 
Secretary that.an article is not taxable. However, this special rule 
applies only if the claim for credit or refund is filed on or before the 
day for filing the return with respect to manufacturers excise taxes for 
the first tax return period beginning more than 60 days after the 
determination the tax was not due. This special rule becomes applica- 
ble only with respect to a determination made by the Secretary or 
his delegate in a particular case or with respect to a particular group, 
class, or type of article. 

(3) Other changes.—In addition to the changes described above, 
your committee’s bill also makes other changes in section 6416, apart 
from rearrangement, which are required in order to conform with 
changes made elsewhere in the bill. Thus, the special rule provided 
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in section 6416 (a) (3) (A) is intended to conform with the change 
made elsewhere in this bill with respect to collections from con- 
cessionaires in the case of a cabaret tax (see discussion under sec. 
131 (b)). This new rule in paragraph (3) (A) provides that even if 
the cabaret tax is collected by the proprietor of the roof garden, 
cabaret, or other similar place, it is to be treated as if it had been 
paid by the concessionaire. This qualifies the concessionaire, rather 
than the proprietor who actually paid the tax to the Government, as 
the proper person to claim refund or credit of any overpayment 
collected from the concessionaire and paid to the Government. 

The special rule in the new paragraph (3) (B) is a conforming 
amendment related to the amendment to section 6011 made by 
section 161 of the bill. This section authorizes the Secretary or his 
delegate to enter into an agreement with a supplier of retailers whereby 
the supplier will be liable for the retailers excise tax. This new rule 
provides that any retailers tax paid by a supplier, pursuant to such 
an agreement, may be treated as having been paid by either the 
supplier or the retailer. 

Section 6416 (a) has also been amended to make the provisions of 
this section applicable to the taxes imposed by paragraphs (4) and 
(5) of section 4231, relating to the admissions tax with respect to 
sales outside of the box office in excess of the established price and 
sales by proprietors in excess of the regular price. 

The special rule in the new paragraph (3) (D) relates to the third 
condition referred to above (namely, the filing of the written consent 
of the ultimate vendor). In the case of overpayments relating to 
tires, inner tubes or automobile radio or television sets sold on or in 
connection with other articles (such as an automobile), this rule 
provides that the term “ultimate vendor” means the ultimate vendor 
of the “other article” (that is, usually the dealer who sells the auto- 
mobile). This rule relates to overpayments referred to in paragraph 
@) (F), (3) (C) or (D), or (4) of section 6416 (b) as it appears in this 

ill. 


(b) Price readjustments 


Section 6416 (b) of present law, and also of this subsection as it 
appears in this bill, sets forth a number of special cases in which tax 

ayments are to be considered as overpayments and, therefore, eligible 
or credits or refunds. 

Paragraph (1) of this subsection, in the case of both present law 
and the subsection as amended by this bill, relates to cases where 
price readjustments are considered overpayments of tax. Your com- 
mittee’s bill makes only one substantive change in this paragraph. 
It provides that this price readjustment provision generally is not to 
apply where a second manufacturer initially purchased an article on 
a tax-free basis and then subsequently paid tax with respect to the 
article by reference either to the price he paid for the article or the 
price charged by the original manufacturer (see the discussion with 
respect to the new sec. 4223 (b) (2)). The benefit of this price read- 
justment provision will not be denied a second manufacturer in such 
a situation, however, if he computes the tax upon his own sales price 
rather than by reference to either of the other two prices referred to 
above. Also, the benefits of the price readjustment provision are to 
be available, irrespective of what price was used by the second manu- 
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facturer in computing the tax, with respect to that part of the tax 
which is proportionate to part of the price repaid or credited to the 
customer if by reason of the return or repossession of the article. 


(c) Specified uses and resales where tax payments are considered over- 
payments 


Cases where tax payments are considered overpayments as a result 
of specified uses and resales, under both present law and the bill, 
appear in paragraph (2) of section 6416 (b). In connection with the 
new subsection (b) as it appears in this bill, your. committee desires 
to make it clear that this subsection is to apply only with respect to 
articles where the exportation or use arate to in the applicable 
paragraphs of this subsection occurs before any other use, or, in the 
case of a sale or resale, where the use referred to occurs before any 
other use. With the exception of the specified uses and resales 
relating to tires, inner tubes and automobile radios and television 
sets, which are discussed immediately below, the material presented 
here indicates the changes made in subsection (b) (2) by the bill. 

(1) Exports.—Under present law a tax-free sale may be made, or 
subsequently a credit or refund may be claimed, only where there was 
knowledge at the time of the original sale that the article was being 
purchased for export. This interpretation has been adopted by the 
Internal Revenue Service because the tax exemption section in the 
case of exports specified that ‘“* * * no tax shall be imposed under 
this chapter upon the sale of any article for export * * *.” Thus, 
the position has been taken that a sale is not for export unless there 
was knowledge at the time the sale was made that the article was to be 
exported. This advance knowledge requirement has represented & 
serious hardship for dealers who may export quantities of goods but 
do not know at the time they make their purchases that the sales will 
be made abroad, In such cases under present law these dealers who 
do not know of their foreign sales in advance have to buy tax-paid 
(and receive no benefit from a credit or refund) on their export sales. 

The new subparagraph (A) in section 6416 (b) (2) provides for a 
credit or refund with respect to the exportation by any person of 
tax-paid articles. Under this provision it is immaterial whether the 
article was intended to be exported at the time of its sale by the 
original manufacturer. 

(2) Nonprofit educational organizations.—Sections 105 and 119 of 
this bill provide exemptions from retailers and manufacturers excise 
taxes for nonprofit schools and colleges. Section 137 provides a sim- 
ilar exemption in the case of the excises on communications and trans- 
portation. As indicated previously, these exemptions were granted to 
equalize the tax treatment of public and private schools and colleges. 
The former are already exempt because of their classification as 
agencies of State or local governmental units. 

A change made by your committee’s bill in section 6416 (b) (2) is 
related to these exemptions. It provides for a credit or refund with 
respect to manufacturers or special fuel taxes paid in the case of 
articles sold or resold to nonprofit educational organizations for their 
exclusive use. A “nonprofit educational organization” for purposes of 
this section is an educational organization described in section 503 (b) 
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(2) of the code which is exempt from income tax under section 501 (a) 
of the code. Section 503 (b) (2) refers to an educational organization 
which normally maintains a.regular faculty and curriculum and 
normally has a regularly enrolled body of pupils or students in attend- 
ance at the place where the educational activities are regularly 
carried on. 

(3) Leaf springs, coils, timers, and tire chains.—Present law provides 
a credit or refund for automotive parts or accessories used or resold 
for use as repair or replacement parts or accessories for farm equip- 
ment (except automobiles and trucks), However, under present law, 
this credit or refund is not available in the case of spark plugs, storage 
batteries, leaf springs, coils, timers, or tire chains, As was indicated in 
connection with section 111, which provides an exemption for auto- 
motive parts or accessories sold as repair or replacement parts for 
farm equipment, there seems to be no need to deny the tax relief 
today in the case of the leaf springs, coils, timers, and tire chains, 
The types of these items which generally are suitable for use with 
farm equipment are not suitable for (or readily adaptable to) use 
with automobiles or trucks. Thus, items purchased for farm equip- 
ment on a tax-free basis, or for which credit or refund has been claimed, 
are not likely to be used for automobiles or trucks rather than for 
farm equipment. Therefore, your committee’s bill denies the credit 
or refund for automotive parts or accessories used or resold for farm 
equipment only in the case of spark plugs and storage batteries. 
Thus, subparagraph (K) of section 6416 (b) (2) as it appears in your 
committee’s bill has application to all articles taxable under section 
4061 (b) except spark plugs and storage batteries. 

(4) Credits or refunds where a second manufacturer has purchased 
from a dealer.—Where the manufacturer of an article sells it tax-paid 
to a dealer and he in turn sells it to a second manufacturer, present 
law makes provision for a credit or refund to the second manufacturer 
if he uses the article in the manufacture of another taxable article 
(or in certain cases in the manufacture of any other article), 

Your committee believes that credit or refund should be available 
through the first manufacturer where there are one or more interven- 
ing dealers. Thus, it has provided in subparagraph (E) of section 
6416 (b) (2) for credits or refunds in the case of taxpaid articles resold 
(that is, sold by anyone except the original manufacturer) to a manu- 
facturer or producer for use by him as material in the manufacture 
of, or as a component part in the manufacture of, another taxable 
article (or in certain cases for use as material or as a component in 
the manufacture of any article)... Since section 6416 (b) (2) treats 
the taxpayer as the person to whom the credit or refund is to be 
made, this means that in the case described in subparagraph (E) the 
refund or credit would be made to the original manufacturer and he 
would in turn pass the benefits of the credit or refund down through 
the dealer to the second manufacturer, 

Making the credit or refund to the original manufacturer appears 
desirable where there are intervening dealers since in such cases it 
may be impossible to determine the price on which the tax was paid 
except by tracing the transaction back in this manner. Where there 
is no intervening dealer, as under present law, the credit or refund is 
made directly to the second manufacturer since in this case the tax 
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base was generally his purchase price and, therefore, this information 
was sendily available to him. The credit or refund under subpara- 
graph (E), where there are intervening dealers, has application even 
though at the time of the sale by the original manufacturer there was 
no intent on the part of the dealer to resell the article to a second 
manufacturer for further manufacture. 


(d) Tires, tubes, or auto radios or television sets used on or in connection 
with other articles 


(1) Sales for tax-free purpose —Where tires, inner tubes, or auto- 
mobile radio or television receiving sets are sold on, or in connection 
with, vehicles taxable under section 4061 (a) of the code, section 
6416 (c) of present law allows a credit against the tax imposed by 
section 4061 (a), based on the purchase price of the tires, tubes, or 
receiving sets. Thus it would appear that where no tax is imposed 
with respect to the automobile or truck, for example, where it is ex- 

orted or sold to a State or local governmental unit, no credit could 
»e claimed with respect to the tax on the tires, tubes, or auto radio 
or television sets sold with such a car. However, where tires are 
mounted on an automobile which is exported, the Internal Revenue 
Service has held that a credit or refund is available not only for the 
tax paid with respect to the automobile, but also with respect to the 
tax paid on the tires. On the other hand, in the case of tires mounted 
on cars sold to State or local governments, the regulations preclude 
the allowance of a refund or credit for the tire tax. Your committee 
believes that this difference in treatment between sales to States and 
sales for export should be eliminated. 

To meet this problem your committce’s bill provides that where 
tires, tubes, and auto radios and television sets are sold on or in con- 
nection with articles (such as automobiles or trucks, but not limited 
to these items) which are sold for export, to State or local govern- 
mental units, to nonprofit educational organizations or for supplies 
for vessels, refunds or credits are to be allowed in the same manner 
as in the case of the other articles. This will remove the present in- 
consistent treatment between exports and sales to governmental 
units, and will provide the same treatment for these articles as is 
presently available for other articles subject to manufacturer’s excises 
where they are ultimately sold for one of these tax-free purposes. 

Your committee’s bill effectuates this change by the following 
additions to section 6416 (b): 


A. The new subparagraph (F) in section 6416 (b) (2) provides 
for a credit or refund where the tire, tube, or auto radio or tele- 
vision set manufacturer sells to the manufacturer of the “other 
article” through one or more intervening dealers, 

B. Subparagraph (C) of section 6416 (b) (3) provides for a 
credit or refund where the tire, tube or automobile radio or 
television set manufacturer sells directly to the manufacturer 
of the “other article’, 

C. Paragraph (4) of section 6416 (b) provides for a refund or 
credit where the manufacturer of the tire, tube, or auto radio 
or television set is also the manufacturer of the “other article’, 








EXCISE TAX TECHNICAL CHANGES ACT OF 1957 75 


Refunds or credits are available in the cases described above only 
if the “other article” is exported, sold to a State or local government 
for the exclusive use of a State or local government, sold to a non- 
profit educational organization for its exclusive use, or is used or 
sold for use as supplies for vessels or aircraft. 

(2) Sales for use in connection with articles other than automobiles or 
trucks.—The general credit or refund provisions in the case of sales 
for further manufacture are not available under present law in the 
case of tires, inner tubes and automobile radio or television receiving 
sets. Instead a special crediting device has been provided in section 
6416 (c). This credit is available only where these articles are sold 
on or in connection with the sale of an automobile, truck, etc., taxable 
under section 4061 (a). The credit allowed against the automobile 
or truck tax in this case is equal to an amount determined by multi- 
plying the appropriate tax rate applicable to automobiles or trucks 
(presently 10 percent) by the manufacturer’s purchase price for the 
tires, tubes or automobile radio or television receiving sets. This 
special crediting device is used because the taxes on the tires, etc., 
generally have been different than, and generally higher than, the 
taxes on automobiles and trucks. Thus to allow tax-free purchases 
of these articles for incorporation in an automobile or truck would 
have meant the articles used in this manner would have been taxed 
by a different ‘‘net’’ rate than similar articles not added to new cars 
or trucks. 

The present crediting device for these articles, however, has created 
certain problems. One of these arises from the fact that the credit 
is limited to the specified articles only when they are sold on or in 
connection with automobiles or trucks. Thus, the credit is not avail- 
able, for example, in the case of a tire or tube mounted on an article 
classified as an automobile part or accessory, such as a so-called trailer 
dolly. Similarly, a credit is not available in the case of taxable tires 
used on power lawn mowers subject to the 5 percent electric, gas, and 
oil appliance tax. 

To eliminate this double tax your committee’s bill amends section 
6416 (c) so that the credit provided by this subsection with respect 
to tires, inner tubes, and automobile radios and television receiving 
sets which are sold on or in connection with articles subject to any 
manufacturer’s excise tax are to be eligible for the credit in section 
6416 (c). The method prescribed in present law for computing the 
amount of the credit is continued in the new subsection (c). In 
addition a new provision provides that only one credit of tax is allowed 
under this subsection with respect to a particular article and that such 
credit is to be allowed only with respect to the first sale on or in con- 
nection with, or with, the sale of another article on which a manufac- 
turer’s excise tax is imposed, 


(e) Articles broken or rendered useless in manufacture of another article 

In connection with the discussion of section 4218, your committee 
indicated that the phrase used “as material in the manufacture or 
production of or as a component part of any article” is intended to 
include articles intended for incorporation in another article that are 
broken or rendered useless in the process of further manufacture. 
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This statement was included because there has been confusion as to 
whether a tax on use occurs where a manufacturer produces a taxable 
article or purchases and then breaks it or renders it useless in the 
process of further manufacture. To correlate with this, your com- 
mittee has added a sentence at the end of section 6416 (b) (3) to pro- 
vide that for purposes of subparagraphs (A) and (B) of that paragraph, 
which constitute the general provisions relating to use for further manu- 
facture, an article is to be treated as having been used in the manufac- 
ture or production of another article if, had the article not been broken 
or rendered useless in the manufacture or production of such other 
article, it would have been so used. 


(f) Return of certain installment accounts 


Sections 104 and 116 of your committee’s bill provide that where 
a retailer or manufacturer sells installment accounts, any retailers or 
manufacturers tax not previously paid must be paid at that time (with 
a special provision for accounts sold in a bankruptcy or insolvency 
proceeding). However, frequently under the agreement under which 
the accounts are sold by the manufacturer or retailer, part or all of the 
installment accounts so sold may be returned to him. In such a case 
paragraph (5) of section 6416 (b), as amended by your committee, 
provides that the manufacturer or retailer may obtain a credit or 
refund of the part of the tax previously paid (under sec. 4053 (b) (1) 
or sec. 4216 (e) (1)) proportionate to the part of the consideration 
repaid or credited to the purchaser of the installment account in 
accordance with the agreement. The effect of this provision is illus- 
trated in the explanation of section 104 of this report. 


(g) Effective date for the new code section 6416 (6) 


Section 163 (b) of your committee’s bill provides an effective date 
for section 6416 (b) of the code as amended by this bill. Under this 
effective date provision, the provisions of the new section 6416 (b) are 
to apply only with respect to articles exported, sold, or resold, as the 
case may be, on or after the effective date specified in section 1 (c) 
of this bill. Therefore, in determining whether any exportation, sale, 
or resale of an article, which occurs on or after the effective date of this 
bill, gives rise to an overpayment of tax, the determination is to be 
made under the provisions of the amended section 6416 (b). The 
provisions of present law control in the case of a sale or resale made 
prior to the effective date specified in section 1 (c) of this bill even 
though the article sold or resold is, for example, used in further man- 
ufacture after that date, 

(h) Accounting procedures 

At present the regulations generally require a claim for credit or 
refund to be supported by evidence showing the name and address of 
the person who paid the tax, the date of the payment, the amount of 
the tax, and that the article was used for a tax-free purpose. Specific 
identification of each product becomes very difficult where a person 
has obtained large quantities of substantially the same type of product 
from different manufacturers. In such cases it becomes virtually 
impossible to determine from which of several manufacturers specific 
products were purchased or precisely when they were purchased. 
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To overcome this problem your committee’s bill provides that, as a 
substitute for the specific identification required by present law, tax- 
payers are to be permitted, in identifying purchases from various 
manufacturers, to use the FIFO method of inventory accounting (that 
is, first-in-first-out), or the LIFO method (that is, last-in-first-out), or 
any other consistent method approved by the Secretary or his dele- 
gate. This is provided by the new subsection (g) added to section 
6416 by your committee’s bill. 


(i) Meaning of terms and technical amendments 


Your committee’s bill adds a new subsection (h) to section 6416 
providing that for purposes of the credit and refund provisions con- 
tained in section 6416, any terms used in that section are to have the 
same meaning as when used in chapter 31, 32, or 33 (relating to 
retailers, manufacturers, and the facilities and services taxes) which- 
ever is appropriate for the case in question. 

The bill also provides for an amendment to section 6415 (a), relat- 
ing to credits or refunds to persons who collected certain taxes. In 
section 131 (a) of this bill an amendment is made to section 4231 to 
provide that in the case of payments outside of the United States 
certain admissions taxes are to be collected by the person furnishing 
the facility or service, and if he does not do so he is liable for the tax. 
The taxes referred to are those on general admissions, admissions to 
horse and dog races, and permanent use or lease of boxes and seats. 
The amendment made to section 6415 (a) provides that for purposes 
of this section the persons who paid for the admission or for the use 
of the box or seat in such cases is to be considered the person from 
whom the tax was collected. This insures that such person will 
receive the benefit of any credit or refund. 

Amendments are also made to section 6420 (c) (3) (A) and section 
6421 (i) as the result of the redesignation of various subparagraphs of 
paragraph (2) of section 6416 (b). 


(j) Certain radio receiving sets and radio and television components 

Public Law 367 of the 84th Congress provided that no tax was to 
be imposed on the sale or use of radio or television components (as 
well as certain other specified articles) used as material in the manu- 
facture of, or incorporated in, any other article (whether or not tax- 
able), such as a radio transmitter. Before the passage of that law 
there had been controversy as to whether or not radio and television 
components or radio receiving sets were taxable when incorporated 
in nontaxable articles and then sold for export or to State or local 
governmental units. 

The bill clarifies the tax status in this case by providing that if a 
radio receiving set, an automobile receiving set, or a radio or television 
component was (before any other use) used as a component part 
in the manufacture of another article which was (before any other 
use) exported, or sold to a State or local government (for the exclusive 
use of a State or local government) then any manufacturers’ excise 
tax which has been paid on the set or component under the provisions 
of the Internal Revenue Code of 1954 (or the corresponding provisions 
of prior revenue law) is to be deemed to have been an overpayment, 
by the manufacturer, producer, or importer of such other article, 
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at the time paid. The amendment further provides that for a credit 
or refund to be allowed, or made, the manufacturer, producer, or 
importer of the ‘other article’ must establish to the satisfaction 
of the Secretary of the Treasury or his delegate that— 


(1) He did not include the amount of the tax in the price of 
such other article and that he has not collected the amount of the 
tax from the purchaser of such other article; 

(2) The amount of the tax has been repaid to the ultimate 
purchaser of such other article; or 

(3) He has obtained the written consent of such ultimate pur- 
chaser to the allowance of the credit or the making of the refund. 


No interest is to be allowed or paid in respect of any amount deemed 
to be an overpayment under this provision. Also, the provisions of 
subchapter B of chapter 66 of the 1954 code (relating to limitations 
on credit or refund), or the corresponding provisions of prior revenue 
law, as the case may be, are to be applicable in the case of any 
amount deemed to be an overpayment of tax within the meaning of 
section 163 (e). Although this provision by its terms relates only to 
credits or refunds, your committee intends that persons who have not 
paid this tax will not be required to do so if upon payment they 
would be eligible for credit or refund. 

Under present law credit or refund may not be allowed where a 
radio receiving set (as distinguished from a component) is incorporated 
in a nontaxable article sold for one of the specified tax-free purposes. 
Your committee’s bill makes it clear that credits or refunds are to be 
allowed in such cases by amending section 6416 (b) to provide that 
refunds or credits will be allowed where a radio receiving set or auto- 
mobile receiving set is used as a component part of any “‘other article” 
and this ‘other article” is exported, sold to a State or local govern- 
mental unit for its exclusive use, sold to a nonprofit educational 
organization for its exclusive use, or sold or used as supplies for ves- 
sels or aircraft. The addition of a new subparagraph (D) to sub- 
section (b) (3) accomplishes this purpose where the sale is made 
directly from the radio receiving set manufacturer to the manufac- 
turer of the other part; subparagraph (F) of subsection (b) (2) accom- 
plishes this result where there is 1 or more intervening dealers between 
these 2 manufacturers, and paragraph (4) of subsection (b) (in subpar. 
(A) (ii), (B) and in the following material) accomplishes this result 
where the 2 manufacturers are the same person. 


(k) Revenue effect of section 163 of bill 

Apart from subsection (e), it is anticipated that section 163 will 
result in only a negligible revenue loss. In the case of subsection (e) 
(described immediately above under the heading (j)) it is understood 
that amounts outstanding might reduce tax revenues for 1 year by 


as much as $1 million. However, it is not clear under existing law 
that this is an amount which would be collected. 
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SECTION 164. GASOLINE LOST IN A DISASTER 


Present law contains no provision permitting a refund or credit of 
the tax paid on gasoline which becomes lost or destroyed in a disaster. 
In order to provide relief in this hardship situation, and also to equate 
this situation with the relief to be provided in the case of the taxes on 
| alcoholic beverages and tobacco products, the bill adds a new section 
6422, entitled “‘“Gasoline Lost in a Disaster’ (present section 6422 is 
redesignated as section 6423). 
In general, new section 6422 provides that the tax with respect to 
gasoline lost, destroyed, or rendered unmarketable, by reason of a 
major disaster, as declared by the President, shall be refunded to the 
holder of the gasoline. 
Subsection (a) of the new section 6422 provides that whenever the 
President has determined under the act of September 30, 1950, that a 
major disaster, as defined in such act, has occurred in any part of the 
United States, the Secretary or his delegate shall pay to the holder of 
gasoline which was lost, destroyed, or aaiend unmarketable by 
reason of such disaster an amount determined by multiplying (1) the 
number of gallons so lost, destroyed, or rendered unmarketable by 
(2) the rate of tax on gasoline under section 4081 which applied on the 
date that he purchased such gasoline. Interest is not allowable with 
respect to payments made pursuant to the provisions of section 6422. 
Subsection (b) of new section 6422 relates to the time for filing a 
claim and the evidence necessary to support the claim. This sub- 
section provides that in order for a claimant to receive payment, he 
must file a claim within 6 months from the date on which the President 
makes the determination that the disaster has occurred. The claim- 
ant must furnish satisfactory evidence that (1) neither he nor any 
other person was indemnified by insurance or otherwise with respect 
to the tax paid on the gasoline covered by the claim, and (2) that he 
is entitled to payment under this section. 

Under subsection (c) of new section 6422, the term “holder” for 
| purposes of section 6422 is defined as a person to whom title to the 
gasoline has passed (whether or not delivery has been made) and who 
| is holding such gasoline for resale. The term “gasoline” is given the 

same meaning as when used in section 4082 (b). 

Subsection (d) of new section 6422 provides two conditions which 
must be observed in determining the amount of any payment to be 
made under section 6422. First, it prohibits payment of any amount 
| with respect to gasoline where such gasoline was sold free of tax, or 
| where the exemption from the tax imposed by section 4081 was appli- 

cable. Secondly, it provides that any amount that would otherwise 
have been payable under section 6422 with respect to any gasoline 
shall be reduced by any other amount which the Secret or his 
delegate determines is payable under section 6422 or is refundable 
under any other provision of the code to any person with respect 
to such gasoline. This is to make clear that not more than the tax 
actually paid on the gasoline shall be refunded in any case. 

Paragraph (1) of subsection (e) of new section 6422 provides that 

all provisions of law, including penalties, applicable in respect of the 
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tax imposed by section 4081, shall, insofar as applicable and not 
inconsistent with section 6422, apply in respect of the payments pro- 
vided for in section 6422 to the same extent as if such payments 
constituted refunds of overpayments of the tax so imposed. 

For the purpose of determining the correctness of any claim made 
under section 6422, or of any payment made pursuant to such claim, 
section 6422 (e) (2) makes paragraphs (1), (2), and (3) of section 7602 
of the code (relating to the examination of books and witnesses) 
—— as if the claimant were the person liable for tax. 

Subsection (f) of section 6422 provides that the section shall apply 
only to disasters occurring after the date of enactment of the section. 

It is estimated that the revenue loss from this provision will be 
negligible. 


SECTION 165. STATUTE OF LIMITATIONS FOR STAMP 
TAXES; REDEMPTION OF STAMPS 


Section 6501 of present law provides that if a tax is payable by 
stamp, the statute requires that assessment must be made within 
3 years “after such tax became due.” Section 6511 (a), on the other 
hand, provides that a claim for a credit or refund of an overpayment 
of a tax required to be paid by stamp is to be filed within 3 years 
“from the time the tax was paid.” 

There appears to be no reason for the use of two different rules in 
the case of assessments and claims for refund or credit. Moreover, 
commencing the period in the case of assessments with the due date 
of the tax appears to be overgenerous. The nonpayment of a stamp 
tax is approximately the equivalent of not filing a return, and where 
no return has been filed the statute does not commence running in 
the case of these taxes. To remove this advantage for stamp taxes, 
and to equate the statute of limitations in the case of claims and 
assessments, section 165 (a) of your committee’s bill amends section 
6501 (a) to provide that the period of limitations is to commence 
running in the case of assessments from the time any part of the 
stamp tax is paid rather than from the time the tax became due. 
Thus, where no stamp tax is paid, the statute will remain open indef- 
initely; where a tax is paid, even though inadequate, the period of 
limitations will run from that date. 

Section 6805 of present law provides that the Secretary or his dele- 
gate may redeem stamps (1) which have been spoiled, destroyed, or 
rendered useless or unfit for the purpose intended, or (2) for which 
the owner may have no use, or (3) which through mistake may have 
been improperly or unnecessarily used, or (4) where the rates or duties 
have in any manner been wrongfully collected. A claim for the 
redemption of stamps under this section must be presented within 3 
years after the purchase of the stamps from the Government. 

This period of limitations in section 6805 with respect to the re- 
demption of stamps, to the extent it relates to used stamps, appears 
to be in conflict with the period of limitations provided by section 
6511 for claims for credits or refunds of stamp taxes. Section 6805, 
as noted above, provides that the period is to begin running with the 
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purchase of the stamps, while under section 6511 the period com- 
mences running as of the date the tax is paid or the stamps are affixed. 
To remove this conflict your committee’s bill in section 165 (b) amends 
section 6805 (a) by striking out the third and fourth categories for 
which redemption can be made, i. e., those where the stamp has been 
improperly or unnecessarily used, and where the rates’ or duties have 
been wrongfully collected. This makes it clear that sections 6402 and 
6511 (a), rather than section 6805, have application in these cases, 
The bill in section 165 (c) also revises subsection (c) of section 6805, 
which provides the redemption period of 3 years from date of purchase, 
to make it applicable only to unused stamps. 
The amendments made by this section have no revenue effect. 











IV—EXPLANATION OF PROVISIONS OF TITLE II RELATING 
TO ALCOHOL, TOBACCO, AND CERTAIN OTHER EXCISE 
TAXES 


Part I—GENERAL EXPLANATION oF TitLE II 


Title II amends the internal revenue laws relating to distilled spirits, 
wines, beer, tobacco products, and firearms. It also makes related 
changes in subtitle F (Procedure and Administration). The comment 
which follows is a general discussion of the provisions of title II. A 
more specific statement with respect to these provisions is contained 
in the detailed discussion of the technical provisions of this title. 

(a) Distilled spirits 

(1) General—The bill makes a general revision of the distilled 
spirits provisions of chapter 51. It also makes limited changes in 
that chapter in respect to occupational taxes, wines, and beer. 

The need for further revision of the provisions of the Internal 
Revenue Code relating to distilled spirits was recognized by Congress 
at the time of the passage of the Internal Revenue Code of 1954. 

In general, the purposes of the changes relating to distilled spirits 
are to modernize the laws and to provide greater uniformity in the 
provisions relating to production, warehousing, processing, removal, 
and use of all types of distilled spirits. Additional purposes are to 
facilitate utilization of plants and equipment for national emergency 
purposes, to eliminate artificial statutory distinctions between similar 
operations, and to establish a more efficient system of liquor-tax 
administration. 

In effectuating these purposes, the responsibility of proprietors 
for the proper conduct and control of their operations has been recog- 
nized. It has also been recognized that qualified proprietors of 
distilled spirits plants should be free to conduct their operations and 
to utilize their facilities in an efficient and businesslike manner, subject 
only to such controls as are reasonably necessary to protect the 
Government’s interests. 

(2) Distilled spirits plants—The bill eliminates the present legal 
concepts under which nine completely separate establishments are 
necessary to perform the activities relating to the production, storage, 
denaturation, processing, and bottling of distilled spirits, and provides 
for a single functional distilled spirits plant. Operations performed 
prior to payment or determination of the distilled-spirits tax will be 
conducted on “bonded premises,” and operations relating to the 
rectification or bottling of distilled spirits on which the tax Ses been 
paid or determined will be conducted on “bottling premises.” The 
proprietors of distilled spirits plants will be authorized to perform 
only the specific function or combination of functions which they 
qualify to perform. 

The single distilled spirits plant will eliminate the artificial dis- 
tinctions which now exist between similar types of functions, and 
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permit substantial simplification in qualifying requirements and 
operating procedures. 

(3) Bonding period—tThe bill provides for the extension of the 
bonding period for distilled spirits from the present 8 years to 20 
years, and for limited commingling in an internal-reyenue bonded 
warehouse of distilled spirits of different ages, with the product taking 
the age of the youngest spirits mingled, for purposes of determining 
the expiration of the bonding period. 

(4) Allowances, refunds, and credits. —The bill provides for refunds 
or credits of the tax (within certain limitations) for losses incurred 
incident to rectifying and bottling of distilled spirits after payment or 
determination of tax. It also makes certain provisions for refund or 
credit of tax on distilled spirits found to be unsuitable for the purpose 
for which they were withdrawn, if the distilled spirits are destroyed 
under supervision or, in specified cases, returned to bonded premises 
and reprocessed. 

(5) Bond and lien provisions.—The bill continues the lien for the 
distilled spirits tax on the property of the distiller, but provides, in 
the case of a distilled-spirits plant producing distilled spirits, that the 
premises subject to lien shall include not only the entire bonded 
premises of such plant, but, in the case of buildings which are located 
in part on bonded premises, shall include the entirety of such buildings 
and the land on which such buildings are situated. Under existing 
law it has not been possible to utilize any building, or part thereof, if 
located on distillery premises, for operations performed after payment 
or determination of the distilled-spirits tax. Under this change a 
poco 3 : greater, and more efficient, utilization of facilities will be 
possible. 

The bill makes major changes relating to distillers’ bonds by (A) 
elimination of the statutory requirement that a new bond be given 
on the Ist day of May of each year, and (B) inclusion of provision for 
the posting of an indemnity bond at the discretion of the distiller in 
the amount of the appraised value of the premises subject to lien, not 
to exceed a maximum sum of $300,000. The first change gives 
regulatory discretion in setting the terms of a distiller’s bond and in 
providing for its renewal. The second change enables the distiller, 
on the posting of such an indemnity bond, to free himself from the 
Government’s statutory lien on his property and permits the volun- 
tary encumbrance of such property by the distiller during the term of 
such bond. Under existing law no voluntary encumbrance is 
authorized. 

The bill provides for a combined operations bond which will enable 
one bond to be given to cover all operations of a particular distilled- 
spirits plant and provides further for a blanket bond, when the same 
person (including, in the case of corporations, controlled or wholly 
owned subsidiaries) operates more than one distilled spirits plant 
within a geographical area designated by regulations. The total 
amount of the blanket bond will be available for the satisfaction of 
any liability incurred at any one of the plants covered under the 
terms and conditions of such bond. 

The bill provides, in the case of withdrawals without payment of 
tax for export by proprietors of bonded premises of distilled-spirits 
plants, that the qualifying bond of the proprietor will cover the 
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withdrawals. In the case of withdrawal without payment of tax for 
export by persons other than the proprietor of bonded premises of a 
distilled-spirits plant, a separate export bond, in a penal sum to be 
prescribed by regulations, will continue to be required. 

The bill permits the extension of the privilege of withdrawing 
distilled spirits on determination of tax (but without taxpayment at 
the time of withdrawal from bonded premises), to rectifiers and 
bottlers who make application for such privilege, assume liability for 
payment of the tax, and post a withdrawal bond. 

(6) Liability for tax and time of payment.—The bill clarifies the 
liability for payment of the tax on distilled spirits (A) by specifically 
imposing on the proprietor of bonded premises liability for payment 
of the tax on all distilled spirits stored on such premises, or in transit 
thereto; (B) by specifically imposing on the person who withdraws 
distilled spirits from the bonded premises of a distilled spirits plant 
on determination of the tax (and the giving of withdrawal bond) 
liability for tax on the spirits so withdrawn; and (C) by specifically 
imposing on the person withdrawing distilled spirits for export, etc., 
on the giving of proper bond, liability for the tax on the spirits so 
withdrawn. In the case of such transfers or withdrawals the distiller 
and other persons interested in distilling will be relieved of liability 
under certain specified conditions pertaining to divestment of interest 
in the spirits and absence of proprietary relationship. 

The bill provides, in the case of distilled spirits withdrawn from 
bonded premises on determination of tax and posting of a withdrawal 
bond, that, in fixing the time for filing the return and the time for 
payment of the tax by the bottler, regulations will make allowance 
for transportation time for the movement of distilled spirits from 
bonded premises to bottling premises, not to exceed such maximum 
periods as regulations prescribe. 

(7) Permits.—The bill continues the permit requirements for per- 
sons who procure or use distilled spirits free of tax (including specially 
denatured distilled spirits), who deal in or recover specially denatured 
distilled spirits, or recover completely denatured distilled spirits. 
Existing law also requires permits of persons transporting alcohol 
(including speciaily denatured alcohol). The bill eliminates these 
transportation permits since they no longer serve a useful purpose. 

Under existing law, all alcohol permits are issued on an annual 
basis, with no provision made for suspension of such permits. The 
bill eliminates the requirement for annual issuance and provides that 
permits, unless sooner terminated by the terms of the permit, shall 
continue in ‘effect until suspended or revoked, or until voluntarily 
surrendered. 

The provisions relating to the disapproval of applications for permits 

and the suspension or revocation of permits are substantially revised 
for purposes of clarification and of making them more consistent with 
the provisions of the Administrative Procedure Act and the compar- 
able provisions of the Federal Aleohol Administration Act. 
(8) Miscellaneous.—(A) The bill provides permanent authority for 
the conduct of pilot operations in distilled-spirits plants for the pur- 
pose of facilitating and testing improved methods of governmental 
supervision nevessary for the protection of the revenue, similar to the 
temporary authority (now expired) contained in the Internal Revenue 
Code of 1954, 








EXCISE TAX TECHNICAL CHANGES ACT OF 1957 85 


(B) The bill restates and clarifies the provisions of law applicable 
to the production of vinegar by the vaporizing process. 

(C) The bill permits the denaturation of rum in Puerto Rico or the 
Virgin Islands for shipment to the United States. Existing law pro- 
vides only for the denaturation of alcohol for such shipment. 

(D) The bill makes changes with regard to the privilege of use of 
taxfree distilled spirits, by extending such use to blood banks, and 
by liberalizing such use at hospitals and sanitariums in making analyses 
or tests. 

(E) The bill broadens the exemptions relating to distilled spirits in 
connection with research by universities or institutions of scientific 
research and provides for special experimental plants. 

(F) The bill extends the provisions which authorize the withdrawal 
of alcohol under permit, free of tax, to certain nonprofit educational 
organizations. The privilege is now accorded to public schools. 

(G) The bill substantially revises and clarifies the enforcement and 
penalty provisions of chapter 51. 

(b) Wine 

The provisions of the internal revenue laws relating to wine were 
generally revised through the enactment of the Internal Revenue 
Code of 1954. This bill does, however, make certain limited changes 
with respect to wine, the most important of which are as follows: 

(1) It revises the definition of “own production,” when used 
with reference to wine in a bonded wine cellar, to cover multiple 
plant operations and affiliated persons located within the same 
State to permit more efficient operations. 

(2) It provides for a slight increase in the amount of dry sugar 
which may be used in fermenting wines from low-sugar fruits, 
such as apples, and clarifies the manner in which such sugar may 
be added. 

(3) It clarifies the distinction between still wines and effer- 
vescent wines (carbonated wines, champagne, and other sparkling 
wines) to clearly permit the addition to, or retention in, still 
wines of such aerial qui ties of carbon dioxide as will not result 
in the production of an effervescent wine. It also more specifi- 
cally prohibits the misrepresentation of a still wine as an effer- 
vescent wine or a substitute therefor. 

(4) It provides for a combined bond for a distilled spirits 
plant and an adjacent bonded wine cellar. 

(5) It provides for refund of tax on unmerchantable still wine 
returned to a bonded wine cellar, comparable to existing provi- 
sions relating to effervescent wine. 

(6) It eliminates the restriction in existing law which operates 
to prevent the production of volatile fruit-flavor concentrates 
on bonded wine cellar premises, 

(c) Beer 


The provisions of the internal revenue laws relating to beer were 
generally revised through the enactment of the Internal Revenue 
Code of 1954. This bill does, however, make certain limited changes 
with respect to beer, the most important of which are as follows: 

(1) It eliminates specific statutory sizes for barrels and kegs 
and provides that the tax shall apply to the actual quantity of 
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beer in any container, with provision for tolerances to be pre- 
scribed by regulations. 

(2) It provides that undelivered beer returned to the brewery 
on the day of its removal will not be considered as ‘removed for 
consumption or sale.” 

(3) It provides that beer removed from the market may be 
returned to the brewery or destroyed under supervision, and 
permits an adjustment of tax hability with respect to such beer. 

(4) It extends the provisions relating to the transfer of beer 
between breweries, to provide that beer may be transferred 
between breweries owned by different corporations, if the con- 
trolling interest in each such corporation is owned by the same 
person or persons. 

(5) It eliminates the mandatory requirement that brewers’ 
records be retained for at least 2 years, and provides authority 
to prescribe periods of retention of such records by regulations. 

(6) It ineludes in the definition of a “brewer” any person who 
brews or produces beer. This change makes it clear that any 
person who produces beer must qualify as a brewer, 


(2) Occupational taxes 


The bill contains a general revision of the provisions relating to 
wholesale and retail dealers in liquors (distilled spirits, wines, and 
beer), and wholesale and retail dealers in beer, to make them more 
nearly conform to present-day understanding ‘of the functions per- 
formed by the persons engaged in these businesses. Definitions of 
these dealers are revised, Also, changes are made in the rates of tax to 
offset the revenue effect of the revised definitions, as well as the effect 
of certain changes in exemptions from tax, 

It provides that no person is to be engaged in, or carry on, any trade 
or business subject to special tax under chapter 51 until he has paid 
the special tax therefor. ‘Thus such special taxes will be paid on or 
before commencing business, advancing the general payment of 
special taxes under chapter 51 ‘from the month of July to the month of 
June. The change in payment date will be applicable as of July 1, 
1958. 

It provides a uniform rule relating to the exemption of proprietors 
of distilled-spirits plants, bonded wine cellars, and breweries, from 
payment of special taxes as dealers, whereas existing law prov ‘ides a 
multiplicity of rules. 

It extends to sales of wine the provisions of existing law which 
grants the seller exemption from adauonsd special tax in case of sales 
of beer made at a purchasing dealer’s place of business. 


(ec) Tobacco 


The Internal Revenue Code of 1954, which generally revised the 
provisions of internal-revenue laws relating to tobacco products, 
provided authority for the Treasury Department to institute a system 
of taxpayment on the basis of returns. Such a system has been 
instituted for cigars on an optional basis, covering periods of 1 day. 
No return system has yet been instituted for cigarettes or manu- 
factured tobacco. The bill requires that a return system be insti- 
tuted for manufacturers of tobacco products, with a prescribed period 
of not less than 7 days, the first such period to begin not later than 
August 4, 1958. 
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In addition to providing for the mandatory return system, the bill 
makes certain other changes with respect to tobacco products, the 
most important of which are: 

(1) It removes manufacturers of cigarette papers and tubes 
from the scope of the permit system applicable to manufacturers 
of tobacco products and export warehouse proprietors, as well as 
certain other control requirements, but not from the requirements 
for bonds. 

(2) It similarly eliminates dealers in tobacco materials from 
such permit system, but not from the requirements for bonds. 

(3) It exempts persons buying and selling leaf tobacco on the 
floors of auction warehouses from the definition of ‘dealer in 
tobacco materials,’ and thereby from the statutory requirements 
relative to such dealers. 

(4) It requires a tobacco grower’s association to maintain 
records to enable the Government to assure itself that the 
association is bona fide and entitled to exemption from the 
requirements relating to dealers in tobacco materials. 

(5) It substantially revises and clarifies the penalty provisions, 


(f) Firearms 


(1) The bill eliminates the requirement that taxpayers transferring 
firearms also transfer documents to show all previous transfers of the 
firearm and taxpayments therefor. The Internal Revenue Service 
maintains a complete record of all lawful transfers of firearms, and of 
all payments of transfer tax. 

(2) The bill provides a uniform tax of $200 on the making of a 
firearm in lieu of the rate in existing law of either $1 or $200, depend- 
ing on the nature of the firearm. Persons normally engaged in the 
business of manufacturing firearms are covered by exemptions con- 
tained in existing law. 

(3) The bill specifically defines possession of an unregistered firearm 
(machinegun, etc.) to be an unlawful act. 


(g) Procedure and administration 


(1) The bill revises the provisions of section 7324 of the code, relat- 
ing to the disposition of seized property which is likely to perish or 
become greatly reduced in value by keeping, or which cannot be kept 
without great expense, to make them applicable to property seized 
under section 7302 (property used in violation of internal revenue laws) 
as well as section 7301 (property subject to tax). 

(2) The bill increases from $1,000 to $2,500 the limitation on the 
value of seized personal property subject to forfeiture which may be 
disposed of administratively. This change conforms this limitation 
to comparable provisions of the customs laws. 

(3) The bill provides specific authority for the destruction of 


forfeited or abandoned coin-operated gaming devices, such as slot 
machines, 


(h) Disaster losses 
(1) The bill provides relief in respect of tax for beer lost by reason 
of the floods of 1951 or hurricanes of 1954, with payment to be made 


to the producer or dealer who possessed the beer at the time of the 
loss, or who replaced beer lost by a dealer. 
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(2) The bill provides retroactive relief with respect to distilled 
spirits, wines, beer, and tobacco products lost or destroyed by reason 
of a major disaster declared by the President occurring after December 
31, 1954, and before enactment of the bill, with payment to be made 
(i) to the possessor, (ii) to the producer, importer, or wholesale dealer 
who replaced for the possessor the lost or destroyed articles, or (iii) to 
a producer or manufacturer who extended credit to a wholesale dealer 
who replaced destroyed or lost articles to the possessor of such articles. 

(3) The bill provides for refunds or credits in the case of distilled 
spirits and wines of Puerto Rican manufacture lost in the hurricanes 
of 1954 after shipment to the United States, and for refunds or credits 
in the case of distilled spirits, wines, and beer of Puerto Rican manu- 
facture, lost in disasters in the United States after December 31, 1954. 

(4) The bill provides prospectively for credits or refunds to the pro- 
ducer or manufacturer or wholesale or retail dealer who possesses dis- 
tilled spirits, wine, beer, or tobacco products at the time of their loss or 
destruction by reason of disaster. These provisions are applicable to 
such products, whether produced in the United States, brought into 
the United States from Puerto Rico, or imported into the United 
States. 


Part IT. Detatrep Discussion or tHE TrecHNICAL PROVISIONS OF 
Tirte IT! 


Sec. 201. Amendment of Chapter 51 of the Internal Revenue 
Code of 1954 


CuaptTerR 51—DrstiLttep Spirirs, WINES, AND BEER 


SUBCHAPTER A—GALLONAGE AND OCCUPATIONAL 
TAXES 


Parr I—GationaGe Taxes 


SUBPART A—DISTILLED SPIRITS 


Section 5001. Imposition, rate, and attachment of tax 
Subsection (a), “Rate of tax’’: 

Paragraph (1), “General”; This paragraph is existing law (sec. 
6001 (a) (1)). 

Paragraph (2), “Products containing distilled spirits’: This 
paragraph is existing law (sec. 5001 (a) (2)), with the exception 
that the words “‘or alcohol’ in the clause “which contain distilled 
spirits or alcohol” have been deleted since the term “distilled 
spirits” is defined in section 5002 (a) (6) (A) as including alcohol. 

Paragraph (3), “Imported perfumes containing distilled 
spirits’: This paragraph is existing law (sec. 5001 (a) (8)). 

Paragraph (4), ‘Wines containing more than 24 percent alcohol 
by volume’: This paragraph is existing law (sec. 5001 (a) (6)), 
except that a conforming change is made by deleting the adjective 

"t References to sections of existing law are italicized in the text of the detailed discussion. Where reference 
is made to regulations under existing law (1954 I. R, C.), only the specific sections construed or oe by 


the regulations have been cited, General authority for the issuance of regulations (sec. 7805 I. R. 1954) 
is applicable to the entire title 
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forms the language of this paragraph to the language relative to 
the rates of tax on still wine containing not more than 24 percent 
of alcohol by volume. 

Paragraph (5), “Distilled spirits withdrawn free of tax’’: 
This paragraph is a new provision. It extends to all distilled 
spirits withdrawn free of tax (other than denatured distilled 
spirits) provisions similar to those provided by existing law 
(sec. 5001 (a) (6)) for denatured distilled spirits. It provides 
that all provisions of law relating to distilled spirits subject to 
tax shall apply in the case of distilled spirits withdrawn free of 
tax and removed, sold, transported, or used in violation of laws 
or regulations now or hereafter in force, and that the person so 
removing, selling, transporting, or using the distilled spirits 
shall be required to pay the tax. The primary purpose of this 
provision is to prevent the diversion or unauthorized use of dis- 
tilled spirits withdrawn free of tax. 

Paragraph (6), ‘Denatured distilled spirits or articles”: 
This paragraph is existing law (sec. 5001 (a) (6)) except that the 
more inclusive term ‘distilled spirits’ has been substituted for 
the terms ‘‘alcohol’” and “rum,” 

Paragraph (7), “Fruit-flavor concentrates’: This paragraph 
is existing law (see. 5001 (a) (7)). 

Paragraph (8), “Imported liqueurs and cordials’’: This para- 
graph is existing law (see. 5001 (a) (9)). 

Paragraph (9), “Imported distilled spirits withdrawn for 
beverage purposes’: This paragraph is derived from section 
6001 (a) (8) of existing law, which provides that alcohol imported 
for nonbeverage purposes and transferred from customs custody 
to industrial alcohol plants or industrial alcohol bonded ware- 
houses and later withdrawn for beverage purposes shall be 
subject to an additional tax equal to the duty which would 
have been paid had such alcohol been imported for beverage 
purposes, less the duty already paid thereon. This paragraph 
is applicable to all imported distilled spirits withdrawn from 
customs custody for transfer to the bonded premises of a distilled 
spirits plant under the provisions of section 5232 and later with- 
drawn for beverage purposes; it continues to provide that such 
spirits shall be subject to an additional tax equal to the duty 
which would have been paid had such spirits been imported for 
beverage purposes, less the duty previously paid thereon. 

Paragraph (10), ‘Alcoholic compounds on Puerto Rico”: 
This paragraph is existing law (sec. 5001 (a) (4) (A)). 

Subsection (b), “Time of attachment on distilled spirits’: This 
subsection is existing law (sec. 5001 (b)) except that the terms “spirits,” 
“alcohol,” and “alcoholic spirits” have been deleted, since they are 
included in the defined term “distilled spirits,” 

| Subsection (c), “Cross reference’’. 
| Section 5002. Definitions 

Subsection (a), “Definitions’’: 

Paragraph (1), “Distilled spirits plant’: The term “distilled 
spirits plant” is a new term and is specifically defined as an estab- 
lishment qualified under the internal revenue laws to perform 


“absolute” in the term “absolute alcohol.’’? This deletion con- 
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any one or any combination of the operations for which qualifi- 
cation is required under subchapter B. Existing law provides 
for nine separate establishments to perform the activities relat- 
ing to the production, storage, denaturation, rectification, and 
bottling of the various types of distilled spirits (i. e. registered 
distilleries, fruit distilleries, industrial aleohol plants, internal 
revenue bonded warehouses, industrial alcohol bonded ware- 
houses, industrial aleohol denaturing plants, distillery dena- 
turing bonded warehouses, rectifying plants, and tax-paid bot- 
tling houses). The single distilled spirits plant permits the 
elimination of the artificial distinctions contained in existing 
law between similar types of functions and makes possible sub- 
stantial simplification in qualifying requirements and operating 
procedures and in general makes possible a more efficient system 
of tax administration. The elimination of the necessity for sep- 
arate establishments to perform the functions referred to will 
facilitate the use of plants and equipment for national emergency 
purposes and make possible more efficient utilization of facilities 
by proprietors. 

Paragraph (2). “Bonded premises’: The term “bonded prem- 
ises is a new term which is applicable to the premises of a dis- 
tilled spirits plant, or part thereof, on which operations relating 
to production, storage, denaturation, or bottling of distilled 
spirits, prior to payment or determination of tax, are authorized 
to be conducted. The distilling and warehousing functions (in- 
cluding denaturation and bottling in bond) now performed in 
establishments separately qualified as registered distilleries, 
fruit distilleries, industrial alcohol plants, internal revenue 
bonded warehouses, industrial alcohol bonded warehouses, in- 
dustrial alcohol denaturing plants, or distillery denaturing bonded 
warehouses would be performed on the bonded premises. (For 
provisions relating to authority to denature, see section 5241.) 

Paragraph (3), “Bottling premises”: The term “bottling 
premises” is a new term which is applicable to the premises 
of a distilled spirits plant, or part thereof, on which operations, 
relating to the rectification or bottling of distilled spirits or wines 
on which the distilled spirits tax has been paid or determined, are 
authorized to be conducted. The rectification or bottling func- 
tions, as the case may be, performed under existing law in rectify- 
ing plants and taxpaid bottling houses, would be performed on 
bottling premises. 

Paragraph (4), “Bonded warehouseman”: The term “bonded 
warehouseman” is a new term and is defined to mean the pro- 
prietor of a distilled spirits plant who is authorized to store dis- 
tilled spirits after entry for deposit in storage and prior to pay- 
ment or determination of the internal revenue tax. This term 
is the basis for qualification and bonding requirements with 
regard to the functions performed after entry for deposit of 
distilled spirits in storage and prior to payment or determination 
of the tax (or withdrawal of distilled spirits from bonded premises 
without payment of tax or free of tax as provided in section 5214 
or 7010). 
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Paragraph (5), “Distiller”: This paragraph is derived from 
existing law (sec. 5002(a)). For technical reasons the text has 
been divided into 4 subparagraphs. 

Subparagraph (A) : This subparagraph is existing law. 

Subparagraph (B): This subparagraph is existing law with 
clarifying changes made in the text. The insertion of the 
word ‘‘distilled” in the term “distilled spirits” is a technical 
change conforming to the definition of distilled spirits. 

The parenthetical clause “except a person making or using 
such material in the authorized production of wine or beer, 
or the production of vinegar by fermentation” has been added 
for the purpose of expressly exempting from the definition 
of a distiller, authorized brewers or wine makers, or producers 
of vinegar by fermentation. Such persons have not been held 
to be distillers under existing law. 

Subparagraph (C): This subparagraph is existing law with 
the exception that the words ‘‘of evaporization” have been 
deleted, thereby making this provision clearly applicable to 
every person who by any process separates alcoholic spirits 
from any fermented substance. 

Subparagraph (D): This subparagraph is existing law. 

Paragraph (6), “Distilled spirits’’: 

Subparagraph (A), “General definition’: This definition 
is a clarifying restatement of existing law (secs. 5002 (6) (1) 
and 6319 (1)) without change in substantive effect. The 
term “ethanol” is substituted for the phrase “hydrated oxide 
of ethyl” as more modern terminology. The words “which 
is commonly produced by the fermentation of grain, starch, 
molasses, or sugar” are deleted, and the words “from what- 
ever source or by whatever process produced”’ substituted 
therefor, since this definition is applicable regardless of the 
nature of the material used or the method of production 
employed. The words ‘and shall include whisky, brandy, 
rum, gin and vodka” are added to this definition as illus- 
trative of commonly known types of distilled spirits; how- 
ever, this definition 1s intended to be construed in its broadest 
sense, without regard to the process of production or the 
name by which the product is known. 

Subparagraph (B), “Products of rectification’: This sub- 
paragraph is existing law (secs. 5002 (b) (2) and 5213 (a) (1)), 
msofar as it applies to section 5291 (a), except for the con- 
forming change in section numbers. The application of this 
definition to section 5008 (b) of existing law 1s omitted since 
it is not intended that products such as rectified wines be 
stamped in the same manner as distilled spirits. This 
omission is not intended to imply any restriction of the 
application of section 5205 (a) (2) to rectified distilled 
spirits. 

Paragraph (7), “Proof spirits”: This paragraph is a clarifying 
restatement of existing law (see. 5002 (c)) without substantive 
change. 

Paragraph (8), “Proof gallon”: This paragravh is a clarifying 
restatement of existing law (sec. 5002 (d)) without substantive 
change, 
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Paragraph (9), “Container”: This paragraph is derived from 
existing law (sec. 5319 (2)) which is applicable only with respect 
to industrial alcohol. The definition is extended to be applicable 
with respect to all types of distilled spirits. The word “bottle” 
has been added to the list of containers, the word “pipeline” 
has been substituted for the word ‘conduit,’ and the word 
“shipping” has been changed to the word “conveying,” for the 
purpose of clarifying and broadening this definition. 

Paragraph (10), “Approved container’: “Approved container” 
is a newly defined term which means a container for distilled 
spirits, the use of which is authorized by regulations prescribed 
by the Secretary or his delegate. In many instances under 
existing law, specific containers are prescribed by statute for use 
under particular circumstances. These specific statutory restric- 
tions have given rise to administrative difficulties and have 
made necessary the amendment of the statutes from time to 
time as new types of containers were developed. The definition 
of “approved container” will facilitate the prescribing by regu- 
lations of such approved containers for particular uses as condi- 
tions warrant. 

Paragraph (11), “Articles”: This paragraph is existing law 
(sec. 6819 (7)) except that the more inclusive term “distilled 
spirits” has been substituted for ‘aleohol” and ‘‘rum,” and the 
phrase “unless another meaning is distinctly expressed or mani- 
festly intended” has been added to clarify the application of this 
definition. 


Subsection (b), ‘Cross references’’. 
Section 5003. Cross references to exemptions, ete. 
Section 5004. Lien for tax 

Subsection (a), ‘Distilled spirits subject to lien’’: 


Paragraph (1), ‘“‘General”: This paragraph is derived from 
existing law (sec. 5004 (a) (1) and (b)). Because of the elimination 
of distinctions between registered distilleries producing distilled 
spirits and industrial alcohol plants produring distilled spirits 
designated as alcohol, it is necessary to combine the provisions 
as to the lien on distilled spirits and the lien on alcohol. (The 
term “alcohol” is included in the defined term “distilled spirits.’’) 

Paragraph (2), ‘‘Exceptions’”’: This paragraph is new. 

Subparagraph (A): This subparagraph provides that the 
lien on distilled spirits shall terminate when the distilled 
spirits are withdrawn from bonded premises on determination 
of tax. On such withdrawal, the authorized person making 
the withdrawal is made liable for the payment of tax (sec. 
5005 (c) (3)) and his withdrawal bond secures payment 
of such tax (sec. 5174). It is impractical to continue the lien 
on the spirits in such cases since the tax determined spirits 
may be mingled with distilled spirits on which the tax has 
already been paid, or such spirits may be entered into 
distribution channels under the same conditions as taxpaid 
distilled spirits. 

Subparagraphs (B) and (C): Subparagraphs (B) and (C) 
are for the purpose of clarifying that the lien on distilled 
spirits terminates when the spirits are no longer in a taxable 
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status. Subparagraph (B) applies to the instances where 

distilled spirits cease to be in a taxable status at the time 

of their withdrawal from the bonded premises of a distilled 
spirits plant. Such withdrawals are termed “free of tax.” 
Subparagraph (C) is applicable to withdrawals from bonded 
remises “without payment of tax,” in which case the 
| iability for tax and the lien continue until the completion 

of the transaction for which the withdrawal was made, such 

as exportation, deposit in a foreign-trade zone, etc., as 

authorized by law. 

Subsection (b), “Other property subject to lien”: 

Paragraph (1), “General”: This paragraph is derived from 
existing law (sec. 5004 (a) (1) and (b)). Under existing law (sec. 
5004 (a) (1)) the producing distiller’s premises remain subject to 
lien for the tax on the distilled spirits produced thereon until such 
tax is paid. This has produced an inequitable situation in cases 
where the distiller divests himself of his ownership of the distilled 
spirits and the distilled spirits are transferred to the bonded prem- 
ises of another proprietor. The 1954 Code provided authority 
under which the distilled spirits tax might be collected on the 
basis of a return, and the distilled spirits withdrawn from bond 
on the posting of a withdrawal bond to secure payment of the tax, 
thereby making the distiller’s position more inequitable with 
respect to the lien. In order to correct these inequities, this 
paragraph terminates the lien on the distilling premises (and on 
other property subject to lien) when the distiller and other per- 
sons liable for the tax under section 5005 (a) or (b) have been 
relieved of liability for such tax by reason of the provisions of 
section 5005 (c) (2), (c) (3), (d), or (e) relating to transfers in 
bond, withdrawals on determination of tax, withdrawals free of 
tax, and withdrawals without payment of tax, respectively. 

Another major change in existing law in this paragraph is the 
inclusion of a provision that, in the case of a distilled spirits plant 
producing distilled spirits, the premises subject to lien shall com- 
prise the bonded premises of such plant, any building containing 
any part of the bonded premises, and the land on which such 
building is situated, all as described in the application for regis- 
tration of such plant. Under existing law the ‘‘premises subject 
to lien’ and “bonded premises” of a distillery are coextensive. 
This has the effect of prohibiting the storage, rectification, or 
bottling of distilled spirits, after payment or determination of the 
tax on such spirits, on any premises subject to lien, since only 
spirits on which the tax has not been paid or determined may be 
moved into or remain on bonded premises. For example, if the 
proprietor of a distillery desires to store distilled spirits in bond 
in a portion of a building subject to lien, he may not use any part 
of the building for the storage or processing of distilled spirits on 
which the tax has been paid or determined. Such diversity of 
operations within the same internal revenue bonded warehouse 
building is permitted under existing law only where such building 
is not located on distillery premises subject to lien. This para- 
graph will permit greater freedom in the use of portions of a dis- 
tilled spirits plant as bonded premises coexistent with the use of 
other portions of the plant for other purposes. If, for example, 
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the proprietor of the distilled spirits plant producing distilled 
spirits desires to establish as a part of his bonded premises a floor 
of a multistoried building and to reserve the remainder of the 
building for other purposes, he may be permitted to do so under 
this paragraph. In such case the lien will apply against the entire 
building (without regard to the confines of the bonded premises) 
and to the land on which such building is situated. | 

It is not intended that the term “building” as used in the 
penultimate sentence of this paragraph be construed to extend 
the lien to premises not heretofore considered to be part of a 
building to which the lien applies. For example, a bonded wine 
cellar separated from a distilled spirits plant by a vertical com- 
mon wall would not be considered to be in the same building as 
the distilled spirits plant and therefore would not be subject to 
the lien on the distilled spirits plant. It is also not intended that 
this paragraph be construed to make the lien applicable to 
premises not otherwise subject to lien, merely because of the 
passage of pipelines over such premises. 

Paragraph (2), “Exception during term of bond”: This para- 
graph is existing law (sec. 5004 (a) (2)) except that the word 
“given” has been substituted for the word ‘‘taken” and the 
reference “section 5173 (b) (1) (C)” has been substituted for the 
reference “section 5177 (b) (3),” as conforming changes. How- 
ever, under existing law the bond required under section 6177 
(a) (3) is in an amount equal to the appraised value of the property 
subject to lien. This requirement of existing law is changed in 
section 5173 (b) (1) (C) to provide for bonds in the appraised 
value of the property subject to lien but not to exceed the sum 
of $300,000. 

Paragraph (3), “Extinguishment of lien”: This paragraph is 
derived from section 5004 (a) (8) of existing law and makes 
provision for the extinguishment, under the conditions of sub- 
paragraphs (A) or (B), of any lien under paragraph (1), or any 
similar lien imposed on the property described in paragraph (1) 
under prior provisions of internal revenue law. 

Subparagraph (A): This subparagraph is existing law re- 
lating to the extinguishment of the hen on the land and 
and buildings of a registered distillery with two exceptions: 
First, provision is made for relief from the lien when persons 
liable for the tax by reason of the production of the spirits 
have been relieved of liability by reason of the provisions of 
section 5005 (c) (2), (c) (8), (d), or (e), and, second, the 
provisions for extinguishment of the lien are extended to all 
of the property described in paragraph (1). 

Subparagraph (B): This is a new provision which pro- 
vides that an indemnity bond given under the provisions of 
section 5173 (b) (1) (C) may be further conditioned to stand 
in lieu of any lien which has arisen under paragraph (1), or 
any similar lien imposed on the property pice in para- 
graph (1) under prior provisions of internal revenue law, and 
to indemnify the United States for the payment of all taxes 
and penalties which otherwise couid be asserted against such 
property by reason of such lien or liens. This provision will 
enable the proprietor of a distilled spirits plant to clear the 
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title to his property insofar as the statutory lien is concerned 
on the posting and acceptance of a properly conditioned 

indemnity bond in the appraised value of the property, but 
not to exceed $300,000. This indemnity bond is in addition 
to, and not in lieu of, the qualification bonds covering the 
operation of distilled spirits plants and the withdrawal bonds 
ene the withdrawal of distilled spirits on determination 
ot tax. 

Paragraph (4), ‘Certificate of discharge’: This paragraph is 
existing law (sec. 5004 (a) (4)) exeept that the words “the prop- 
erty subject to lien under paragraph (1)’’ are substituted for the 
words ‘‘any such land or buildings’’ for the purpose of making the 

| certificate of discharge coextensive with the property subject to 


lien. 
Subsection (c), ‘Cross reference’, 
Section 5005. Persons liable for tax 


Subsection (a), “General”: This subsection continues the liability 
provided by existing law (sec. 5005 (a) and (c)) of the distiller or 
importer for the tax imposed by section 5001 (a) (1). 

ubsection (b), “Domestic distilled spirits’’: 

Paragraph (1), “Liability of persons interested in distilling”: 
This paragraph is existing law (sec. 5005 (b)). Since “alcohol” 
is included within the term “distilled spirits,” the provisions of 
existing law (sec. 5005 (c)) specifically relating to alcohol are 
omitted. 

Paragraph (2), “Exception”: This is a new provision. Under 
existing law every proprietor or possessor of, and every person in 
any manner interested in the use of, any still, distilling apparatus, 
or distillery, is jointly and severally liable for the taxes imposed 
by law on the distilled spirits produced therefrom. 

This paragraph provides an exception from such liability in 
the case of persons owning, or having the right of control of, not 
more than 10 percent of any class of stock of a corporate proprietor 
of a distilled spirits plant. The exception does not apply to 
officers or directors of such corporate proprietors, This exception 
would prevent the recovery of tax from the personal assets of such 
small stockholders and is also necessary to clarify the status of 
transactions between corporate proprietors where the same 
individual may have a nominal stock interest in two or more cor- 

orations concerned in any one transaction. 

Subsection (c), “Proprietors of distilled spirits plants”: 

Paragraph (1), “Bonded storage”: Under existing law (sec. 
5232 (a)) the bonds required in the case of internal revenue 
bonded warehouses are conditioned on payment of the tax on the 
withdrawal of distilled spirits from the warehouse although the 
distiller of the spirits remains specifically liable under the statute 
(sec. 5005 (a) (1)) for the payment of the tax. In the case of 
alcohol, existing law (sec. 5005 (c)) provides that proprietors of 
industrial alcohol plants and alcohol bonded warehouses shall be 
jointly and severally liable for any and all taxes on any and all 
alcohol produced thereat or stored therein. Under the provisions 
of existing law (secs. 5194 (f) and 5217 (a)) relating to transfers 
for redistillation and to national emergency transfers the liability 
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becomes the liability of the consignee on removal of the spirits 
from the consignor’s premises. 

This paragraph makes uniform provisions as to the liability of 
persons operating bonded premises of distilled spirits plants. It 
provides that such persons shall be liable for the internal revenue 
tax on all distilled spirits while the distilled spirits are stored on 
such premises, and on all distilled spirits which are in transit to 
such premises (from the time of removal from the transferor’s 
bonded premises). It also provides that such liability for the tax 
on distilled spirits shall continue until the distilled spirits are 
transferred or withdrawn from the bonded premises as authorized 
by law, or until such liability for tax is relieved by reason of the 
provisions of section 5008 (a). 

Paragraph (2), ‘Transfers in bond”: Under existing law the 
distiller and other persons interested in distilling are liable for 
the tax on distilled spirits until such tax is paid (with certain 
exceptions (sec. 6217 (a) ) in the case of national emergency 
transfeis), or until the spirits become free of tax. This para- 
eraph provides certain conditions under which the distiller or 
other persons liable for the tax under subsection (a) or (b), or 
under any similar prior provisions of internal revenue law, may be 
relieved from liability in the case of transfers in bond between 
distilled spirits plants. This paragraph removes the inequitable 
situation contained in existing law whereby the distiller and per- 
sons interested in distilling are in effect required to underwrite 
the payment of the tax, even though they have divested them- 
selves of ownership of the spirits and the spirits have been trans- 
ferred to unaffiliated persons qualified under internal revenue laws 
to receive such spirits. The relieving of a distiller and other 
persons interested in distilling from liability in the case of such 
transfers would apply to both past and future transactions when 
all of the conditions for such relief are met. 

Where the transfers are transactions which do not meet the 
conditions for relief, the distiller and other persons interested in 
distilling would not be relieved of liability, but would be jointly 
and severally liable with the proprietor of the bonded premises of 
the distilled spirits plant to which the distilled spirits are trans- 
ferred. 

Paragraph (3), “Withdrawals on determination of tax’’: 

Subparagraph (A): This subparagraph is a new provision 
which specifically imposes on any person, who withdraws 
distilled spirits from the bonded premises of a distilled spirits 
plant on determination of the tax and on the giving of a 
withdrawal bond, liability for payment of the internal reve- 
nue tax on the distilled spirits so withdrawn, from the time 
of such withdrawal. This provision enables a rectifier or 
bottler of distilled spirits to become the taxpayer and to 
obtain the benefit of any deferred period for payment of the 
tax prescribed under the provisions of section 5061. 

Subparagraph (B): This subparagraph is a new provision 
which affords relief from liability to the distiller and other 
persons interested in distilling, if the person withdrawing the 
distilled spirits on determination of tax, and the person, or 
persons, liable for the tax under subsection (a) or (b), or under 
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any similar prior provisions of internal revenue law, are in- 
dependent of each other and neither has a proprietary inter- 
est, directly or indirectly, in the business of. the other, and if 
all persons so liable for the tax have divested themselves of 
all interest in the spirits so withdrawn. Under existing law, 
the distiller and other persons interested in distilling are 
liable for the tax on spirits which are withdrawn on deter- 
mination of tax, even though they have divested themselves 
of the ownership and possession of the spirits and the dis- 
tilled spirits are withdrawn by the proprietor of an internal 
revenue bonded warehouse who is in no way affiliated with 
the distiller. This condition is considered to be inequitable 
since the distiller has no means of exercising control in such 
cases, 

In cases where the conditions for relief from liability have 
not been met, the distiller or other persons interested in dis- 
tilling will continue to be jointly and severally liable for the 
payment of the tax with the person who withdraws the 
distilled spirits on determination of tax. 

Subsection (d), ‘Withdrawals free of tax’’: This is a new provision 
which specifically relieves the person, or persons, liable for the tax 
under subsection (a) or (b), or under any similar prior provisions of 
internal revenue law, of liability for payment of the distilled spirits 
tax as to spirits withdrawn free of tax, as provided by law, at the time 
such spirits are so withdrawn from bonded premises. While existing 
law contains no such specific provision, it has been administratively 
and judicially construed to this effect. 

Subsection (e), ““Withdrawals without payment of tax”: 

Paragraph (1), “Liability for tax”: This is a new provision 
which applies to withdrawals without payment of tax the same 
principle as is applied in the case of withdrawals on determination 
of tax (see subsee. (c) (3)). This provision places liability for 
the tax on any person who withdraws distilled spirits from the 
bonded premises of a distilled spirits plant without payment of 
tax as provided by law, as for example, for exportation, or for 
use in the production of wine. This paragraph also relieves from 
liability the person, or persons, liable for the tax under subsection 
(a) or (b), or under any similar prior provisions of internal revenue 
law, if the person withdrawing such distilled spirits and the per- 
sons so liable for the tax are independent of each other and neither 
has a proprietary interest, directly or indirectly, in the business 
of the other, and if all persons liable for the tax under subsection 
(a) or (b), or under any similar prior provisions of internal revenue 
law, have divested themselves of all interest in the spirits so with- 
drawn. If the distiller or other persons interested in distilling 
have not met the conditions for relief, they will be joimtly and 
severally liable for the tax with the person who withdrew the 
distilled spirits. 

Paragraph (2), “Relief from liability”: This is a new provision 
which specifically relieves all persons hable for the tax on distilled 
spirits by reason of the provisions of paragraph 1 or by reason 
of the provisions of subsection (a) or (b), or under any similar 
prior provisions of internal revenue law, from such liability at 
the time, as the case may be, the distilled spirits are exported, 
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deposited in a foreign-trade zone, used in the production of wine, 
deposited in a customs manufacturing bonded warehouse, or 
laden as supplies upon, or used in the maintenance or repair of, 
certain vessels or aircraft, as provided by law. While existing 
- mg no such specific provision, it has been construed to 
this effect. 


Subsection (f), ‘Cross references”. 
Section 5006. Determination of tax 


The term “determined” used in this section and elsewhere in this 
chapter with respect to the tax on distilled spirits is used in instances 
where the tax is determined and paid at the time the spirits are with- 
drawn from bond, as well as in instances where the amount of the tax 
to be paid is computed and fixed at the time the spirits are withdrawn 
from bond (upon the giving of withdrawal bond), with payment to be 
made by return after such withdrawal pursuant to regulations pre- 
scribed under section 5061 (a). 

Subsection (a), “Requirements”: 


Paragraph (1), ‘General’: This paragraph is a clarifying 
restatement of existing law (sec. 5006 (a) (1)) without substantive 
change. 

Paragraph (2), “Distilled spirits entered for storage’: This 
paragraph is derived from existing law (sec. 5006 (a) (2)) which 
provides that the tax on distilled spirits entered for deposit in 
internal revenue bonded warehouses shall be determined at the 
time the same are withdrawn therefrom and within 8 years from 
the time of original entry for deposit therein (with certain excep- 
tions for distilled spirits which were 8 years of age or older on 
July 26, 1936). Under existing law and regulations, the 8-year 
bonding period is not applicable to alcohol stored in industrial 
alcohol bonded warehouses. This paragraph extends the bond- 
ing period to 20 years, thus permitting additional postponement 
of the time for payment by providing that the tax on distilled 
spirits entered for deposit in storage on bonded premises (or 
entered for deposit in storage in internal revenue bond under 
existing law) shall be determined at the time the same are with- 
drawn therefrom, and within 20 years of the date of original 
entry for deposit in storage. It continues the exception in 
existing law for distilled spirits which were 8 years of age or older 
on July 26, 1936. It also provides that imported alcohol, or 
aleohol produced in industrial alcohol plants, which, on July 1, 
1958, is stored in industrial aleohol bonded warehouses or de- 
naturing plants, or, by reason of its transfer under exemptions 
provided under section 5217 of the Internal Revenue Code of 
1954 for national emergencies, is stored in internal revenue bonded 
warehouses, shall be treated, for the purposes of this section, as 
if entered for deposit in storage on bonded premises on July 1, 
1958. The purpose of the latter provision is to prevent any 
retroactive effect of the bonding limitation as to alcohol. 

This paragraph also makes applicable the first-in, first-out pro- 
visions of section 5173 (c) (1) (A) to the computation of the 20- 
year bonding period for the purposes of this paragraph, in the 
case of distilled spirits entered into storage in bond in tanks and 
lawfully mingled in tanks in internal revenue bond. It is not 
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intended that the first-in, first-out principle be applicable to dis- 
tilled spirits which have been stored in casks or packages. 

Paragraph (3), “Distilled spirits not accounted for’: This 
paragraph is existing law (sec. 5007 (e) (1)). 

Subsection (b), “Taxable loss’’: 

Paragraph (1), “On original quantity”: This paragraph is a 
clarifying restatement of existing law (sec. 5006 (b)), except that 
it provides that in cases where the Secretary or his delegate 
requires payment on the original quantity of spirits entered for 
deposit in storage because of loss by theft or unauthorized 
yonuiieaay destruction, and the extent of any loss of such spirits 
from causes other than theft or unauthorized voluntary destruc- 
tion can be established by the proprietor to the satisfaction of 
the Secretary or his delegate, an allowance of the tax as to the 
loss so established may be credited against the tax as to the 
original quantity. 

Paragraph (2), ‘Alternative method”: This paragraph is new 
It provides an alternative to the collection of tax on the original 
quantity, where there is evidence satisfactory to the Secretary 
or his delegate that there has been access, other than as author- 
ized by law, subsequent to entry for deposit in storage in internal 
revenue bond, to the contents of the casks or packages stored 
on bonded premises, and the extent of such access is such as to 
evidence a lack of due diligence or a failure to employ necessar 
and effective controls on the part of the proprietor. In Sesh 
cases the Secretary or his delegate may, in lieu of requiring 
specific casks or packages to be withdrawn and taxpaid on the 
original quantity of distilled spirits entered for deposit in storage 
in internal revenue bond in such casks or packages, assess an 
amount equal to the tax on 5 proof gallons of distilled spirits at 
the neevalinn rate for each of the total number of casks or pack- 
ages to which the Secretary or his delegate determines access has 
been had other than as authorized by law. This provision affords 
an additional aid to the protection and collection of the revenue, 
particularly where it is impracticable to determine the quantity 
illegally removed from such casks or packages. 

Paragraph (3), “Application of subsection”: This paragraph 
provides that in the case of packages which are filled from storage 
tanks or recasked or refilled in internal revenue bond as authorized 
by law, the quantity in such casks or packages immediately sub- 
sequent to such filling, recasking, or refilling, will be treated as the 
original quantity for the purpose of this subsection. This change 
is necessary due to the provisions of other sections of this chapter 
which permit the filling of casks or packages from tanks on bonded 
premises and which authorize, under certain conditions, the re- 
filling or recasking of packages. 

Subsection (ce), “Distilled spirits not bonded”’: 

Paragraph (1), “General”: This paragraph, except for minor 
technical and clarifying changes which do not change the sub- 
stantive effect, is existing law (sec. 5006 (c)). 

Paragraph (2), “Production at other than qualified plants”: 
This paragraph specifically provides that the tax on any distilled 
spirits produced in the United States at any place other than a 
qualified distilled spirits plant shall, except as otherwise provided 
92140°—57_8 
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by law, be due and payable immediately upon production. This 
provision is consistent with long-standing construction of the 
statutes. 

Subsection (d), “Unlawfully imported distilled spirits”: This sub- 
section is existing law (sec. 5006 (d)). 

Subsection (e), ‘Cross reference’’. 

Section 5007. Collection of tax on distilled spirits 

Subsection (a), “Tax on distilled spirits removed from bonded 
premises’: 

Paragraph (1), “General”: This paragraph is derived from 
subsection (a) (relating to distilled spirits) and (d) (relating to 
alcohol) of section 5007 of existing law without substantive 
change. 

Paragraph (2), “Distilled spirits withdrawn to bottling premises 
under withdrawal bond”: This paragraph is a new provision, 
which provides that, in the case of distilled spirits withdrawn 
from bonded premises on determination of the tax and posting 
of a withdrawal bond, the Secretary or his delegate shall, in fixing 
the time for filing the return and the time for payment of the tax, 
make allowance for the period of transportation of the distilled 
spirits from the bonded premises to the bottling, premises, not 
to exceed such maximum periods as he may. by regulations 
prescribe. The purpose of this provision is to afford equitable 
treatment for proprietors engaged in rectifying and bottling 
operations whose premises are not located in the vicinity of the 
bonded premises from which the spirits are withdrawn. In 
integrated operations the distilled spirits are customarily. with- 
drawn from the bonded premises and transferred by pipeline to 
the bottling premises for rectifying or bottling, This provision 
will serve to place all proprietors of bottling premises on a 
comparable basis as far as time of payment of the tax is con- 
cerned. Under this paragraph, regulations could provide that 
in such eases the time for filing return and paying the tax may be 
extended from the day of withdrawal from the bonded premises 
to the day of receipt at the bottling premises or to a day falling 
a the end of a given period, such as 21 days, whichever occurred 
irst. 

Subsection (b), ‘Collection of tax on imported distilled spirits and 
Pesan containing distilled spirits’: This subsection is existing 
aw (sec. 5007 (b)). 

Subsection (c), “Cross references”’, 

Section 5008. Abatement, remission, refund, and allowance for loss or 
destruction of distilled spirits 

This section is a restatement of existing law (sec. 5011) revised to 
provide certain additional relief from the distilled spirits tax under 
prescribed terms and conditions. The most significant change is the 
extension of relief from the tax with respect to distilled spirits lost 
after withdrawal from bond and prior to the completion of bottling 
and casing for removal from the bottling premises. The specific 
changes are discussed under the subsections in which they appear. 

Subsection (a), “Distilled spirits lost or destroyed in bond’’: 

Paragraph (1), “Extent of loss allowance’, and paragraph 
(2) “Proof of loss’, correspond to the provisions of existing law 
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(sec. 5011 (a) (1) and (2)) relating to distilled spirits lost or 
destroyed in bond. ‘The specific provisions of section 5011 (c) of 
existing law relating to loss or destruction of alcohol are omitted, 
since “alcohol” is included within the definition of the term 
“distilled spirits.” The term “proprietor of a distilled spirits 
plant”’ has been inserted in these paragraphs in lieu of the words 
“distiller and warehouseman”’. This change conforms to changes 
in nomenclature elsewhere in this chapter. The term “or agents” 
has been added in two instances for clarification and conformity 
with corresponding provisions of this chapter, relating to wine. 
The word “responsible” has been changed to “liable” for clarifi- 
cation. 

Paragraph (3), “Refund of tax”: This paragraph is existing law 
(see. 5011 (a) (8)). if 

Paragraph (4), “Limitations”: This paragraph is a clarifying 
restatement of existing law (secs. 5011 (a) (8) and (a) (4)), ex- 
except that it provides that the limitations shall not apply under 
the conditions set forth in paragraph (5). 

Paragraph (5), “Applicability”: This paragraph is new. It 
extends the loss provisions of this subsection to distilled spirits 
on which the tax has been determined but which have not been 
physically removed from bonded premises. However, it speci- 
fically provides that this extension of the Joss provisions is not i 
pgilaabls where the loss occurred after the expiration of the i 
statutory bonding period, unless the loss occurred in the course . 
of physical removal of the spirits immediately subsequent to such i 
time. In order to avoid any area of ambiguity in the applicability 
of the provisions of this subsection and of subsection (c), this 
paragraph provides that allowance for loss may not be made 
under this subsection if the loss is allowable under the provisions 
of subsection (c), or would be allowable under those provisions : 
except for the limitations prescribed under paragraph (3) thereof. 
It is recognized that the applicability of subsection (c) is subject to 
the provisions of punegnenl (c) (5). 

Subsection (b), “Voluntary destruction”: 

Paragraph (1), “Distilled spirits in bond’: This paragraph is 
existing law (sec. 5011 (b)) except for the substitution of the term 
“proprietor of a distilled spirits plant” for the terms ‘‘distiller’”’ 
and ‘‘warehouseman.’” These are conforming changes in nomen- 
clature. The words “responsible” has been changed to “‘liable”’ t 
for clarification. 

Paragraph (2), “Distilled spirits withdrawn for rectification or 
bottling”: Section 5011 of existing law provides for destruction of 
distilled spirits in bond under Government supervision and for 
the allowance of the tax on the distilled spirits so destroyed. 
‘This paragraph is a new provision which provides that distilled 
spirits which are withdrawn for rectification or bottling and are, 
before the completion of packaging for removal from the bottling 
rece found by the proprietor who withdrew such spirits to 
e unsuitable for the purpose for which intended to be used may, 
on application and after gauge, be destroyed under supervision. 
The tax on the quantity of the spirits so destroyed will be abated, 
remitted, or without interest, credited or refunded, to the pro- 
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prietor of the distilled spirits plant who withdrew the distilled 
spirits on payment or determination of the tax. 

In the case of the authorized destruction under this paragraph 
of a product which had been subjected to any process of rectifi- 
cation, the allowance of any claim for tax would be only on the 
quantity of distilled spirits, contained in such product, which had 
been withdrawn from bond by the proprietor of bottling premises 
on payment or determination of tax and would exclude allowance 
in respect to other alcoholic ingredients of such rectified products. 

Subsection (c), ‘‘Loss of distilled spirits withdrawn from bond for 
rectification or bottling’: This subsection is new. Existing law (secs. 
5004 (a) (1) and 5006 (a) (1)) provides that the tax shall attach to 
distilled spirits when they come into existence as such, and makes 
provision for the payment or determination of such tax (in the case of 
legally-produced distilled spirits) when the distilled spirits are with- 
drawn from bond. Existing law (see. 5011 (a) (1)) also makes allow- 
ance for the tax on the distilled spirits lost (other than by culpable 
theft or unauthorized voluntary destruction) before the distilled 
spirits are withdrawn from bond. Under these provisions a person 
who bottles distilled spirits in bond does not pay tax on the distilled 
spirits lost incident to the bottling and casing operations. 

However, there is no provision in existing law for the allowance of 
tax on distilled spirits lost after payment or determination of tax and 
before the completion of bottling, casing, or other packaging (either 
with or without rectification); therefore, the quantity of distilled 
spirits which a person who bottles distilled spirits after payment or 
determination of tax has available for sale is generally less than the 
quantity on which the tax is paid. 

This subsection provides, with certain specified limitations, for the 
allowance of the distilled spirits tax on losses normally incident to 
rectifying and bottling operations. 

Paragraph (1), ‘General’: This paragraph provides for the 
allowance of the distilled spirits tax on losses of distilled spirits 
occurring after payment or determination of tax and before the 
completion of the bottling and casing or other packaging of such 
distilled spirits for removal from the bottling premises, under 
such regulations as the Secretary or his delegate may prescribe, 
and within certain limitations imposed by this subsection. The 
allowances may, as regulations prescribe, be made by abatement, 
remission, or refund, or by the crediting of such allowances on 
the bottler’s tax returns. 

The provision that the allowance shall be made to the pro- 
prietor of the distilled spirits plant who withdrew the distilled 
spirits on payment or determination of tax is intended (except as 
provided in paragraphs (4) and (5)) to restrict the allowances to 
the taxpayer. 

The allowances provided under subparagraph (A) for losses 
occurring by reason of accident are applicable only to losses 
occurring while the distilled spirits are being removed from bond 
to the bottling premises of the distilled spirits plant for which 
they were withdrawn from bond (internal revenue bond or cus- 
toms bond). In the instance of losses by reason of flood, fire, or 
other disaster, the allowances are applicable to losses occurring 
while the distilled spirits are being removed from bond to the 
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bottling premises of the distilled spirits plant for which they were 
withdrawn from bond (internal revenue bond or customs bond), 
or while they are at such distilled spirits plant prior to the com- 
pletion of their packaging, or bottling ane casing, for removal. 

The allowances provided under subparagraph (B) are applicable 
to losses occurring while the distilled spirits are being removed 
from bond to the bottling premises of the distilled spirits plant 
for which they were withdrawn from bond (internal revenue 
bond or customs bond), or while they are at such distilled spirits 
plant, prior to the completion of their packaging, or bottling and 
casing, for removal. 

Paragraph (2), ‘Limitation’: This paragraph prescribes limi- 
tations on abatement, remission, credit, or refund of taxes under 
paragraph (1). 

The first limitation (subpar. (A)) is similar to a limitation in 
subsection (a) (4) relating to allowance for loss in the case of 
distilled spirits lost or destroyed in bond. Under this subpara- 
graph, no allowance may be made if the taxpayer is indemnified 
or recompensed for the tax. 

The second limitation (subpar. (B)) provides that allowance 
for loss occurring by reason of, and incident to, authorized 
rectifying, packaging, bottling, or casing operations (including 
loss by leakage or evaporation occurring during removal from 
bond to the bottling premises and during storage on bottling 
premises pending rectification or bottling) shall not be in excess 
of the maximum loss allowances established under the provisions 
of paragraph (3). 

This paragraph also provides authority for the Secretary or 
his delegate to prescribe by regulations the means or methods by 
which the losses within the meaning of subparagraph (B) of 
paragraph (1) shall be determined, and the times at which such 
determination shall be made. 

Paragraph (3), ““Maximum loss allowances”: 

Subparagraph (A): This subparagraph fixes the maximum 
loss allowance where all of the alcoholic ingredients used in 
distilled spirits products during the fiscal year were distilled 
spirits withdrawn from bond (internal revenue bond or 
customs bond) by the proprietor of the bottling premises, 
for removal to such premises. 

This subparagraph also provides that no more than the 
net loss will be allowable. 

A schedule of limitations on allowable losses is provided 
in order to facilitate the maintenance of protection against 
the possibility of excess allowances without imposing an 
expensive custodial type of supervision over rectifying and 
bottling operations after payment or determination of tax. 
The schedule of maximum allowable losses is based on 
historical losses as reported by plant proprietors to the 
Internal Revenue Service, and recognizes the fact that the 
percentage of losses, generally, is greater for small operations 
than for larger ones. The schedule is designed to allow the 
total net losses of most of the plants in each size bracket 
and a large proportion of the losses of all plants. Provisions 
are made, however, for increases in the schedule when found 
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consistent with protection of the revenue and justifiable on 
the basis of actual losses, and for decreases if found necessary 
for revenue protection. 

Subparagraph (B): This subparagraph provides a rule for 
determining the amount of loss allowable under paragraph 
(1) (B) when alcoholic ingredients other than distilled spirits 
withdrawn from bond by the proprietor of the bottlin 
premises on payment or determination of tax for remova 
to such premises are used in distilled spirits products. The 
purpose of this provision is to prevent excessive allowance 
of loss when such other alcoholic ingredients are used in 
distilled spirits products, by reducing the loss otherwise 
allowable in a ratio equal to the ratio of the total proof 
gallons of such other alcoholic ingredients to the total proof 
gallons of all alcoholic ingredients used in such distilled 
spirits products. 

Subparagraph (C): This subparagraph defines the terms 
“completions” and “fiscal year,” as used in this subsection. 

Subparagraph (D): This subparagraph provides that the 
Secretary or his delegate may, under such regulations as he 
may prescribe, make tentative allowances for losses provided 
for in paragraph (1) (B). Under this subsection losses are 
computed on the fiscal year basis and this subparagraph will 
enable the tentative allowance of losses for lesser periods, 
subject to adjustment at the end of the fiscal year. 

Subparagraph (E): This subparagraph provides that the 
loss allowable to any proprietor of a distilled spirits plant 
under paragraph (1) (B) shall not exceed the quantity which 
would be allowed by a tentative estimates schedule con- 
structed in accordance with paragraph (3) (D) for the portion 
of the fiscal year that such proprietor was qualified to operate 
such plant. This provision limits the amount of allowance 
in the case of persons qualified to operate for less than the 
entire fiscal year to an amount proportionate to that which 
would have Best allowed if the proprietor had operated for 
the full fiscal year at the rate of loss and the rate of comple- 
tions prevailing in his operation during the period that he 
was qualified. 

Subparagraph (F): This subparagraph provides for the 
allowance, in addition to the losses allowed in paragraphs 
(1) (A) and (1) (B), of the actual determined losses incurred 
in closed systems in the manufacture of gin and vodka 
where produced in a manner similar to that authorized on 
bonded premises. Such losses are readily determinable 
from the quantities of spirits used in, and recovered from, 
the processing of gin and vodka. The allowance for actual 
losses under this subparagraph is also restricted to spirits 
withdrawn from bond’ on payment or determination of tax 


by the proprietor of the bottling premises. 
Paragraph (4), “Eligible proprietors”: 

Bubperayenk (A): This subparagraph defines the term 
“proprietor” as used in this subsection and in subsection (b) (2) 
with respect to corporate proprietors. For the purpose of 
this definition, the term “subsidiary” is intended to mean a 
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corporation of which at least 51 percent of the voting shares 
is owned by the parent corporation, and the term “‘affiliate’”’ 
is intended to include only proprietary or ownership affilia- 
tions where there is common ownership control. The cor- 
porations making apeeene to be treated as one proprietor 
for the purposes of this subsection and subsection (b) (2) 
must comply with such conditions as the Secretary or his 
delegate may by regulations prescribe. 

Subparagraph (B): This subparagraph makes applicable 
the provisions of this subsection and subsection (b) (2) to 
the proprietor of bottling premises who makes application 
for the withdrawal of distilled spirits from bond on payment 
of tax, and provides that distilled spirits withdrawn, pursuant 
to such application, to the bottling premises of such pro- 
prietor shall be within the applicability of this subsection 
and subsection (b) (2). This provision is necessary to 
effectuate the provisions of this subsection and subsection 
(b) (2) with respect to distilled spirits on which the tax is 
paid on withdrawal from bond, and is not intended to limit 
the eligibility of proprietors who withdraw distilled spirits 
from bond on determination of tax, under a withdrawal 
bond given pursuant to section 5174 (a). 

Paragraph (5), “Applicability”: This paragraph provides that 
this subsection shall take effect on August 1, 1958. It makes 
the provisions fully applicable in respect of distilled spirits with- 
drawn from bond on payment or determination of tax on or 
after that date, and provides for limited applicability in respect 
of losses, on or after that date, of distilled spirits previously 
withdrawn on payment or determination of tax. 

Subsection (d), ‘Distilled spirits returned to bonded premises”’: 

Paragraph (1), ‘Allowance of tax’: This paragraph is new. 
Under the provisions of section 5215, distilled spirits may, under 
certain specified conditions, be returned to the bonded premises 
of a distilled spirits plant subsequent to determination of tax 
if such spirits have been found to be unsuitable for the purpose 
for which they were intended to be used. This subsection pro- 
vides authority for the Secretary or his delegate to make allow- 
ance for the tax on the distilled spirits which are returned to 
bonded premises under section 5215, since such spirits again 
become subject to the tax when returned to bonded premises. 
The quantity of distilled spirits for which allowance is provided 
under this paragraph is the actual quantity of distilled spirits 
returned to the bonded premises. 

Paragraph (2), “Limitation”: This paragraph is new and con- 
tains the limitation on the time for filing of the claim under this 
subsection and requires that such claim be filed by the proprietor 
of the eres spirits plant to which the distilled spirits are 
returned. 

Subsection (e), “Samples for use by the United States”: This sub- 
section is a new provision. It is necessary for internal revenue officers 
from time to time to take samples of distilled spirits from the premises 
of a distilled spirits plant for testing or analysis as an aid in the 
enforcement of laws relating to distilled spirits. This subsection pro- 
vides that the proprietor of the distilled spirits plant shall be allowed 
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(without interest) refund or credit for the tax on any samples of 
tax-determined distilled spirits so removed. Under existing law no 
tax is asserted in the case of samples of distilled spirits taken b 
internal reveriue officers while the distilled spirits are still in bond. 
However, in the case of distilled spirits on which the tax has been 
paid or determined, there is no provision for credit or refund of the 
tax. This subsection is intended to correct this inequity. 

Subsection (f), “Distilled spirits withdrawn without payment of 
tax’’: This subsection is a clarifying restatement of existing law derived 
principally from section 5247 (e) relating to distilled spirits withdrawn 
for exportation, and section 5522 (6) relating to distilled spirits with- 
drawn for transportation to customs manufacturing bonded ware- 
houses. 

The specific provisions of paragraph 3, relating to losses during 
transportation to the vessel or aircraft on withdrawal under section 
5214 (a) (7), conform to the construction of existing law and are con- 
sistent with existing procedure with respect to such losses. 

The specific provisions of paragraph 4, relating to losses occurring 
during transportation to the foreign-trade zone in case of withdrawals 
under section 5214 (a) (8), conform to the construction of existing law 
and are consistent with existing procedures with respect to such losses. 

Subsection (g), ‘Other laws applicable”: The purpose of this sub- 
section is to make it clear that all provisions of law, including penal- 
ties, applicable in respect of the internal revenue tax on distilled spirits, 
shall, insofar as applicable and not inconsistent with subsections (b) (2), 
(c), and (d), be applied to all credits or refunds provided for under 
such subsections, whether or not made to the person who paid the 


x. 
Subsection (h), ‘Cross reference”. 
Section 5009. Drawback 


Subsection (a), “Drawback on exportation of distilled spirits in 
casks or packages’’: This subsection is derived from existing law (sec. 
5012) which provides for payment of drawback of tax on distilled 
spirits exported subsequent to payment of the tax, in the distiller’s 
original casks or packages. 

This subsection contains three principal changes in existing law. 
The first change eliminates the requirement that the distilled spirits 
be in ‘‘distiller’s original’ casks or packages and provides that the 
distilled spirits may be in any casks or packages containing not less 
than 20 wine gallons each, filled on bonded premises. Distilled spirits 
in bond may be filled into casks or packages other than distiller’s 
original packages, such as packages filled from tanks on bonded 
premises, and packages filled by the consolidation of packages. The 
purpose of this change is to provide for the drawback of tax on dis- 
tilled spirits exported in any such packages filled on bonded premises. 

The second change authorizes the allowance of drawback of the 
tax in respect of distilled spirits which have been withdrawn from 
bond on determination of tax under the provisions of section 5213. 
This change does not endanger the revenue since the person with- 
drawing the distilled spirits on determination of tax must post bond 
under the provisions of section 5174 to assure the payment of tax. 
This change is consistent with the provisions of section 5061 under 
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which the tax may be paid on the basis of a return rather than by 
stamp. 

The third change provides that the drawback shall. be paid or 
credited. This gives to the Secretary or his delegate discretion as to 
the method of allowing the drawback and would enable the Secretary 
or his delegate to credit the amount of drawback against tax on dis- 
tilled spirits where such tax had been determined but not yet paid. 

Subsection (b), ‘Cross references’’. 


SUBPART B—RECTIFICATION 


Section 5021. Imposition and rate of tax 


The first sentence of this section is existing law (sec. 5021 (a)). 

The second sentence is new and provides that spirits or wines shall 
not be twice subjected to tax under this section because of separate 
acts of rectification, pursuant to approved formulas, between the 
time such spirits or wines are received on the bottling premises and 
the time they are removed therefrom, Existing law provides that 
the rectification tax shall be determined on the completion of the 
process of rectification, and if the rectified distilled spirits or wines 
are again subjected to rectification, additional tax is imposed. In 
instances where a quantity of rectified distilled spirits or wines on 
which the rectification tax has been paid or determined is again 
rectified by mixing with other distilled spirits or wines on bottling 
premises before being removed therefrom, this provision will result in 
the collection of rectification tax on the number of proof gallons of 
the mixture in respect to which such tax has not previously been paid 
or determined. The purpose of this change is to afford rectifiers 
greater freedom in the conduct of authorized operations, 


Section 6022. Tax on cordials and liqueurs containing wine 


This section is a clarifying restatement of existing law (sec. 5022). 
There are two principal purposes for the revision of the language in 
this section. The first purpose is to make it clear that the tax imposed 
under this section does not apply to products produced for sale as wine, 
wine specialties, or cocktails. "The second change is the insertion of a 
statement to make it clear that the last sentence of section 5021 is not 


to be construed as a limitation on the imposition of tax under this 
section. 


Section 5023. Taz on blending of beverage brandies 

This section is derived from existing law (sec. 5023). Under exist- 
ing law a tax of 30 cents per proof gallon (and a proportionate tax at 
a like rate on all fractional parts of such proof gallon) is imposed on 
fruit brandies blended in internal revenue bonded warehouses, such 
tax to be determined at the time of withdrawal therefrom. This sec- 
tion continues this tax except as to such brandies which have been aged 
in wood at least 2 years at the time of their first blending or mixing. 
Section 5025 (f), as well as existing law, provides similar exemption 
for such blending on rectifving premises. Since section 5008 (a) is 
applicable to the loss of such distilled spirits, the separate loss provi- 
sions in existing law are omitted. 
Section 5024. Definitions 


This is a cross reference section, 
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Section 5025. Exemption from rectification tax 


Subsection (a), “Absolute alcohol”: This subsection is existing law 
(sec. 6025 (a)) except that the term “distilled” has been inserted pre- 
ceding the word “spirits” as a clarifying and conforming change. 

Subsection (b), “Production of gin and vodka”: This subsection is 
a clarifying restatement of existing law (sec. 5025 (b)). 

Subsection (c), “Refining spirits in course of original distillation’’: 
This subsection is existing law (sec. 6025(c)) except that the words 
“or other original and continuous processing” are inserted after the 
phrase “in the course of original and continuous distillation”, and the 
word “production” is substituted for the word “manufacture.” The 
purpose of these changes is to clarify the intent that any purifying or 
refining of distilled spirits, carried on in the production facilities on 
the bonded premises of a distilled spirits plant, which takes place in 
the course of the original and continuous production of distilled spirits, 
whether such original production is by distillation or other processing, 
is not deemed to be rectification within the meaning of the sections 
cited. This change recognizes the fact that it is possible to produce 
distilled spirits by methods of processing other than distillation. 

This subsection is the authority for the production of gin and vodka 
in the production facilities of a distilled spirits plant. It is not in- 
tended to be construed as authorizing the production of such products 
in bonded warehousing facilities of such plants. 

Subsection (d), “Redistillation of distilled spirits on bonded prem- 
ises”: Under existing law (secs. 5025 (d) and 5217 (a)), the redistilla- 
tion of distilled spirits at a registered distillery is exempt from the 
provisions of law relating to rectification. There are similar exemp- 
tions in existing law (secs. 5217 (a) and 5306) for redistillation at 
industrial alcohol plants. This subsection continues these exemptions 
and makes them applicable to the redistillation of distilled spirits in 
the production facilities of a distilled spirits plant, as provided under 
section 5223. 

Subsection (e), “Mingling of distilled spirits’: This subsection 
specifies the conditions under which distilled spirits may be mingled 
without being subject to the provisions of sections 5021, 5081, and 
5082, relating to rectification. 

Paragraph (1): Under existing law (see. 5306) the proprietors 
of industrial alcohol plants and industrial alcohol bonded ware- 
houses are exempt in the conduct of their operations from the 
provisions of the internal revenue laws relating to rectification, 
and the mingling of alcohol is therefore permitted on such prem- 
ises. 

This paragraph provides exemption for the mingling on bonded 
premises of any spirits distilled at 190° or more of proof (with or 
without reduction subsequent to distillation), thus extending to 
all such spirits the rule applicable in existing law to distilled 
spirits designated as alcohol. 

Paragraph (2): National emergency legislation (sec. 6217 (a)), 
which expires July 11, 1958, makes provision for the mingling of 
distilled spirits in bond, or in the course of removal therefrom, 
for redistillation, or storage, or any other purpose deemed neces- 
sary to meet the requirements of the national defense. This 
paragraph provides for similar exemptions on a permanent basis. 
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Paragraph (3): This is a new provision which exempts from the 
laws relating to rectification the mingling of heterogeneous dis- 
tilled spirits in bulk gauging tanks on bonded premises for imme- 
diate removal to bottling premises, exclusively for use in taxable 
rectification, or in rectification not subject to tax by virtue of the 
provisions of section 5025 (f) (blending of straight whiskies aged 
in wood for a period of not less than 4 years, ete.), The pur- 
»0ses of this provision are to simplify the determination of tax 

y permitting greater utilization of bulk gauging facilities and to 
make possible more efficient operations by proprietors in transac- 
tions relating to the removal of distilled spirits from bond and the 
transfer thereof to bottling premises, It is intended that the 
withdrawal of distilled spirits, under this paragraph, be condi- 
tioned upon the requirement that the proprietor of the bottling 
parents to which the distilled spirits are withdrawn from the 
»onded premises be a qualified rectifier and use such spirits ex- 
clusively in rectification. 

Paragraph (4): This paragraph is derived from existing law 
(sec. 6023) which exempts the blending of beverage brandies on 
bonded premises from the laws relating to rectification. 

Paragraph (5): This is a new provision which specifically 
exempts the mingling of homogeneous distilled spirits from the 
laws relating to rectification. This provision is in accordance 
with the construction of existing law that such mingling does not 
constitute rectification. 

Paragraph (6): This is a new provision which provides exemp- 
tion from the laws relating to rectification for the mingling on 
bonded premises of distilled spirits for immediate redistillation, 
immediate denaturation, or immediate removal from such 
premises free of tax under section 5214 (a) (1), (2), or (3), or 
section 7510. ‘The purpose of this provision is to facilitate more 
efficient operations on bonded premises with respect to spirits 
distilled at less than 190° of proof. 

Paragraph (7): This is a new provision which provides exemp- 
tion from the laws relating to rectification for the mingling on 
bonded premises of distilled spirits in connection with the con- 
solidation of packages under section 5234 (a) (2). 

Subsection (f), “Blending straight whiskies, fruit brandies, or wines”: 

This subsection is existing law (sec. 6025 (e)) except that the require- 
ment that the blending of straight whiskies and brandies be under the 
immediate supervision of a revenue officer has been eliminated and 
provision made that the blending be under such conditions and 
supervision as the Secretary or his delegate may by regulations 
yrescribe. 
, Subsection (g), “Addition of caramel to brandy”: Existing law (sec. 
5025 (f)) provides for the addition of caramel to commercial brandy 
at the distillery where produced, or in the internal revenue bonded 
warehouse where stored, and that such addition shall not be deemed 
to be rectification within the meanings of sections 5021, 6081, and 6082. 
This subsection continues this exemption with conforming changes in 
nomenclature. 

Subsection (h), “Apothecaries”: This subsection is existing law 
(sec. 6025 (g)) except for the substitution of the words “distilled 
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spirits” for the words “spirituous liquors” for purposes of clarifying 
and conforming language. 

Subsection (i), “Manufacturer recovering distilled spirits for reuse in 
products unfit for beverage purposes’: This subsection is derived from 
existing law (sec. 5025 (h)) which provides that the rectification taxes 
(gallonage and occupational) shall not be imposed on manufacturing 
chianbete or flavoring extract manufacturers for recovering taxpaid 
alcohol or spirituous liquors from dregs or mare of percolation or 
extraction, if such recovered alcohol or spirituous liquors be again 
used in the manufacture of medicines or flavoring extracts of the kind 
in the production of which originally used. 

This subsection provides exemption from such taxes in the case of 
any manufacturer who recovers distilled spirits on which the tax has 
been paid or determined, from dregs or mare of percolation or extrac- 
tion, or from medicines, medicinal preparations, food products, flavors, 
or flavoring extracts, which do not meet the manufacturer’s standards, 
if such recovered distilled spirits are used by such manufacturer in the 
manufacture of medicines, medicinal preparations, food products, 
flavors, or flavoring extracts, which are unfit for use for beverage pur- 
poses. This subsection eliminates the restriction in existing law 
which requires that such recovered distilled spirits be again used in 
the manufacture of products of the kind in the production of which 
originally used and allows such recovered distilled spirits to be used 
in any of the enumerated products which are unfit for use for beverage 
purposes. 

Subsection (j), ‘Stabilization of distilled spirits”: This is a new pro- 
vision. Straight whiskies and certain other distilled spirits, when 
exposed to extreme temperatures, are subject to clouding which fre- 
quently renders them unmarketable. Under existing law, treatment 
prior to bottling for the sole purpose of producing a stable product 
occasionally results in incurrence of rectification tax. ‘To remove this 
impediment to the manufacture of a satisfactory product, this para- 
graph provides limited exemptions from the laws relating to recti- 
fication. 

Subsection (k), “Addition of tracer elements”: This is a new provi- 
sion which exempts from the laws relating to rectification the author- 
ized addition of tracer elements to distilled spirits as provided under 
the provisions of section 5201 (d). 

Subsection (1), ‘Cross references”. 


Section 5026. Determination and collection of rectification tax 
Subsection (a), “Determination of tax’’: 

Paragraph (1), “General”: This paragraph is existing law (see. 
5026 (a) (1)) except that the phrase “as the Secretary or his 
delegate may require” has been changed to read “as the Secre- 
tary or his delegate may by regulations prescribe’’, for technical 
clarification. 

Paragraph (2), “Unauthorized rectification’: This paragraph 
is existing law (sec. 5026 (a) (2)) except for the insertion of the 
words “premises on which rectification is authorized” in lieu of 
“an authorized rectifying plant.” This is a conforming change 
in language. 

Subsection (b), “Payment of tax”: This subsection is a clarifying 
and conforming restatement of existing law (sec. 5026 (6)), with the 
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added provision that the taxes imposed by section 5023 (blending of 
beverage brandies) shall be paid in accordance with section 5061, 


SUBPART C—WINES 


Section 5041. Imposition and rate of tax 

This section is existing law (sec. 6041), except for the addition of the 
last sentence of subsection (a). 

This sentence is added to clarify the distinction between still wines 
and effervescent wines (carbonated wines, champagne, and other 
sparkling wines). 

The lack of such specific distinction has resulted in administrative 
difficulties. 

This change will clearly permit the addition to, or retention in, still 
wines of such small quantities of carbon dioxide as will not result in 
the production of an effervescent wine. It is understood that such 
quantities of carbon dioxide improve the character and flavor of the 
wine but do not result in an effervescent wine. 


Section 6042. Exemption from tax 
This section is existing law (sec. 5042). 
Section 5043. Collection of taxes on wines 
This section is a clarifying restatement of existing law (sec. 5043). 


Section 5044. Refund of tax on unmerchantable wine 

This section is derived from existing law (sec. 5044) which made 
certain provisions for credit, or other tax relief, with respect to un- 
merchantable domestic champagne or other sparkling wine or artifi- 
cially carbonated wine returned to bond. There is no provision in 
existing law for tax relief in respect to still wines returned to bond. 
This has caused substantial hardship in cases where tax determined 
wines are unmerchantable, This section continues existing law with 
respect to effervescent wines, and extends similar tax relief in respect 
to returned domestic still wines which are removed subject to tax on or 
after the effective date of this amendment, Also the words “without 
interest” are added to clarify the intent that refunds and credits 
under the provisions of this section shall be without interest, and 
specific provision has been added to this section that claims under 
subsection (a) shall not be allowed unless filed within 6 months after 
the return of the wine to bond; this addition conforms this section to 
other similar provisions of subtitle E. The returned wine would 
have the same status in respect of the tax as other wine on bonded 
wine cellar premises on which the tax had not been paid, 


Section 5045. Cross references 


SUBPART D—BEER 


Section 5051. Imposition and rate of tax 


This section is a restatement of existing law (sec. 5051) with certain 
changes. Since the term “removed for consumption or sale” is 
specifically defined in section 5052 (c) as including the sale and transfer 
of possession of beer for consumption at the brewery, the words 
“sold, or’ have been eliminated as unnecessary. (For the effect of the 
definition of “removed for consumption or sale’ on the determination 
of tax, see explanation under section 5052 (c) (2).) 
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The provision specifying statutory sizes for barrels and kegs has been 
eliminated to provide greater latitude in barrel size and design. The 
elimination of the specific statutory sizes is intended to permit the 
Secretary or his delegate to prescribe authorized sizes by regulations. 

The section, as amended, continues the authority of the Secretary or 
his delegate to prescribe tolerances for barrels and kegs; however, the 
existing requirement, that, for tax purposes, any barrel or keg shall 
be accounted for at the next higher size if it contains more than the 
maximum tolerated quantity, has been eliminated, since the require- 
ment is not considered to be reasonable or necessary for the protec- 
tion of the revenue. 

If the quantity of beer in a barrel or keg exceeds the tolerance pro- 
vided by the regulations, it is intended that the tax will be computed 
on the actual quantity of the beer without any benefit of the tolerance 
provision. 

Section 5052. Definitions 


Subsections (a) and (b) are existing law (sec. 052). Subsection (c) 
is existing law (sec. 5051 (a)) except for certain important changes. 

Except with respect to beer removed without payment of tax as 
authorized by law, the term “removed for consumption or sale’”’ is 
defined in subsection (c) as meaning (1) the sale and transfer of posses- 
sion of beer for consumption at the brewery, and (2) any removal of 
beer from the brewery, except in the case of beer removed from the 
Coney for delivery and returned to the brewery on the day of its 
removal. 

Paragraph (1) of subsection (c) is a clarifying restatement of exist- 
ing law (sec. 5051 (a)) with respect to beer sold for consumption at 
the brewery. Under existing law the sale of a brewery, including the 
beer therein, has not been considered as a removal of the beer for con- 
sumption or sale, and no change is intended in this respect. 

Paragraph (2) of subsection (c) is a restatement of existing law 
(sec. 6051 (a)) except with respect to beer returned to the brewery on 
the same day it is removed therefrom. Brewers have no way of de- 
termining, at the time when they load their trucks for daily deliveries, 
the exact amount of beer which will be delivered during the day from 
each such truck. Consequently, trucks may still carry undelivered 
beer at the end of the day. Under existing law, the tax is determined 
on such beer at the time of its original removal from the brewery. 
Under this amendment, if such undelivered beer is returned to the 
brewery on the day of its removal, it will not be considered as having 
been removed for consumption or sale, 


Section 5053. Exemptions 
This section is existing law (sec. 5053). 


Section 5054. Determination and collection of tax on beer 
Subsection (a), “Time of determination”: 

Paragraph (1), “Beer produced in the United States’’: This 
paragraph is a restatement of existing law (secs. 5054 and 5055) 
without substantive change except that the terms ‘owner, agent, 
or superintendent of the brewery”’, as used in connection with the 


payment of the tax, are deleted since they are considered 
unnecessary. 
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Paragraph (2), ‘Beer imported into the United States”: Under 
existing law (sec. 5055) the tax on imported beer is determined 
on sale or removal for consumption or sale. This paragraph 
restates this provision to provide that the tax on imported beer 
shall be determined at the time of its importation, or, if entered 
into customs custody, at the time of its removal from such 
custody. This rephrasing becomes necessary because the defini- 
tion of the term “removed for consumption or sale” in section 
5052 (c) restricts its application to domestically produced beer. 
The change is not intended to have any substantive effect. 

Existing law (sec. 5055) also provides that the tax on imported 
beer shall be paid in accordance with section 5061. This para- 
graph provides in lieu therof that this tax shall be paid under such 
regulations as the Secretary or his delegate shall prescribe. 
This change conforms these provisions, relating to beer, to similar 
provisions for distilled spirits, as contained in section 5007 (b) (1). 

Paragraph (3), ‘Illegally produced beer’: Existing law contains 
no specific provision respecting the time for payment of tax on 
illegally produced beer; however, such tax has been held: to be 
due and payable immediately upon production of such. beer. 
This paragraph makes such specific provision, in the same 
manner as is provided in respect to distilled spirits im section 
5006 (c) (2). 

Paragraph (4), “Unlawfully imported beer’’: Existing law con- 
tains no specific provision respecting the time for payment of tax 
on beer unlawfully brought into the United States; however, the 
tax has been held to be due and payable immediately. This para- 
graph specifically provides that beer smuggled or brought into 
the United States unlawfully shall be held to be imported, and 
that the internal revenue tax shall be due and payable at the time 
of such importation. These provisions ore consistent with the 
provisions of section 5006 (ec) (2), in respect to distilled spirits. 

Subsection (b), ‘“Tax on returned beer”: This subsection is derived 
from existing law (sec. 5057 (a)) which provides that the tax shall 
apply to beer returned to the brewery upon withdrawal from the 
market, and reconditioned. ‘The subsection has been restated to 
provide that beer removed from the market and returned to the brew- 
ery shall be subject to all provisions of this chapter relating to beer 
prior to removal for consumption or sale. The tax on any such beer 
which is again removed for consumption or sale is to be determined 
and paid without respect to any tax which may have been determined 
at the time of any prior removal for consumption or sale. 

Subsection (c), “Stamps or other devices as evidence of payment of 
tax’’: This subsection is existing law (sec. 5055). 

Subsection (d), “Applicability of other provisions of law’: This 
subsection is existing law (sec. 5055). 


Section 5055. Drawback of tax 
This section is existing law (sec. 5056). 
Section 5056. Refund and credit of tax, or relief from liability 


Subsection (a), “Beer removed from market”: This subsection is 
a clarifying restatement of existing law (sec. 5057) without substantive 
change except that it further extends the privileges relating to the 
removal of beer from the market by the brewer. Under existing law 
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provision is made for the refund or credit of tax or relief from liability 
therefor in the case of beer removed from the market before’ the 
transfer of title thereto to any person, provided that such beer is re- 
turned to the brewery for reconditioning or for use as material, or is 
destroyed under supervision. The provisions that the return must be 
made prior to the transfer of title to the beer, and that the beer may 
be returned only for reconditioning or for use as materials, have been 
eliminated. | 

Subsection (b), “Beer lost by fire, casualty, or act of God’: This 
subsection is existing law (sec. 5057 (b) ). 

Subsection (ce), “Date of filing’: This subsection is existing law 
(sec. 5057 (ce) ). 


SUBPART E—GENERAL PROVISIONS 


Section 5061. Method of collecting tax 


Subsection (a), “Collection by return’’: This subsection is existing 
law (sec. 5061 (a)), except for clarification of language. The words 
“or event” are added to the second sentence, following the word 
“period”, to make it clear that returns may be prescribed to cover 
individual withdrawals or removals, or particular quantities, of the 
taxed commodities, as well as for periods of time. 

Subsection (b), “Discretionary method of collection’: This sub- 
section is existing law (sec. 5061 (6)). 

Subsection (c), “Applicability of other provisions of law’’: This 
subsection is existing law (sec. 5061 (c)). 

Subsection (d), “Gross reference’’, 


Section 5062. Refund and drawback in case of exportation 

Subsection (a), “Refund”: This subsection is existing law (sec. 5062 
(a)). 
Subsection (b), ““Drawback’’: This subsection is derived from exist- 
ing law (sec. 5062 (b)). The requirement that wines be packaged or 
bottled especially for export is deleted as unnecessary. 

Another change authorizes the allowance of drawback of the tax in 
respect of distilled spirits which have been withdrawn from bond on 
determination of tax under the provisions of section 5213. The person 
withdrawing the distilled spirits on determination of tax must post a 
bond under the provisions of section 5174 to assure the payment of 
tax. This change is consistent with the provisions of section 5061 
under which the tax may be paid on the basis of a return rather than 
by stamp. 

The authority of the Secretary or his delegate to require evidence of 
“payment of tax and exportation” is changed to authority to require 
evidence “indicating payment or determination of tax and exporta- 
tion.” This conforms elie lenuusae of this subsection in this regard 
to similar provisions contained in section 5175 (c). 

A further change provides that the drawback may either be paid or 
credited. This gives to the Secretary or his delegate discretion as to 
the method of Moti the drawback and will sable the Secretary or 


his delegate to credit the amount of drawback against tax on distilled 
spirits or wines which has been determined but not yet paid. 
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cp ree Oe pe Floor stocks refunds on distilled spirits, wines, cordials, 
and beer 

Subsection (a), “General”: This subsection is derived from existing 
law (sec. 5063 (a)). The words “or determined” are added followi 
the word “paid” in two instances, and the words “‘whichever is later” 
are added at the end of the subsection. » The addition of the words 
‘“‘or determined” is a necessary conforming change since it is intended 
that the provisions of this section be equally applicable to products 
on which the tax has been paid and to those on which it has been de- 
termined but not yet paid. 

Existing law provides that claims must be filed with the Secretary 
or his delegate prior to August 1, 1958, or within 30 days from the 

romulgation of regulations under this section. The time for filing 

as been extended herein to October 1, 1958, to provide a more realistic 
time for filing claims. This conforms to comparable provisions for 
floor stocks tax refunds on cigarettes (sec. 5707). The addition of 
the words ‘‘whichever is later” is made for purposes of clarification. 

Subsection (b), “Limitations on eligibility for credit or refund’’: 
This subsection is existing law (sec. 5063 (6)). 

Subsection (c), ‘Other laws applicable”: This subsection is existing 
law (sec. 5063 (e)). 


Section 5064. Losses caused by disaster 


Subsection (a), ‘‘Authorization”: This subsection provides that the 
Secretary or his delegate under certain conditions is to make payments 
equal to the internal revenue taxes paid or determined (and customs 
duties paid) on distilled spirits, wines, rectified products, or beer lost, 
rendered unmarketable, or condemned by a duly authorized official, 
by reason of a ‘‘major disaster’, as determined by the President under 
the Act of September 30, 1950 (64 Stat. 1109), occurring after June 30, 
1958. The payments provided may be made only in respect to prod- 
ucts held and intended for sale at the time of disaster and only to the 
person holding the products for sale at that time. 

Subsection (b), “Claims”: This subsection provides that no claim 
shall be allowed unless filed within 6 months after the date on which 
the President makes the determination that the disaster has occurred. 
It also provides that the claimant must furnish proof that he was not 
indemnified in respect of the tax or duty on the products covered by 
the claim and that he is entitled to payment under this section. 

Subsection (c), ‘Destruction of distilled spirits, wines, rectified 
products, or beer’’: This subsection provides that when the Secreta 
or his delegate has made payment, the products with respect to which 
the payment has been made must be destroyed under such supervision 
as the Secretary or his delegate may prescribe (unless such products 
were previously destroyed under satisfactory supervision). 

Subsection (d), “Application to products of Puerto Rico”: This 
subsection provides that this section shall be applicable in respect of 
distilled spirits, wines, rectified products, and beer of Puerto Rican 
manufacture brought into the United States. It further provides 
that all payments made in respect to the taxes paid on such articles 
shall be charged against, and the amounts of such payments retained 
out of taxes collected under section 7652 (a). 

Subsection (e), “Other laws eee The purpose of this sub- 


section is to make it clear that all provisions of law, including penal- 
92140°—87—9 
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ties, applicable in respect of the internal revenue taxes on distilled 
spirits, wines, rectified products, and beer shall, insofar as applicable 
and not inconsistent with this section, be applied to all payments 
provided for in this section, whether or not made to the person who 
paid the tax. 


Section 5065. Territorial extent of law 
This section is existing law (sec. 5064). 


Section 5066. Cross reference 


Part JI—OccupaTionat Tax 


SUBPART A—RECTIFIER 


Section 5081. Imposition and rate of tar 


This section is existing law (sec. 6081) except that the phrase ‘500 
barrels a year, counting 40 gallons of proof spirits to the barrel,” has 
been changed to its equivalent, “20,000 proof gallons a year,’ for 
purposes of simplifying the language. 


Section 5082. Definition of rectifier 


This section is existing law (sec. 5082) with two exceptions. The 
first exception is that the parenthetical statement “(other than b 
original and continuous distillation from mash, wort, or wash, dgouich 
continuous closed vessels and pipes, until the manufacture thereof is 
complete)’ is revised to read: “(other than by original and continuous 
distillation, or original and continuous processing, from mash, wort, 
wash, or any other substance, through continuous closed vessels and 
pipes, until the production thereof is complete).” This change is 
similar to, and is made for the same reason as, the change in existing 
law contained in section 5025 (c) and recognizes the fact that distilled 
spirits may be produced by processes other than by distillation 
and from substances other than mash, wort, or wash. 

The second change is a deletion from the definition of a rectifier 
of the obsolete reference to “wholesale or retail liquor dealer who 
has in his possession any still or leach tub, or who keeps any other 
apparatus for refining in any manner distilled spirits,” 


Section 5083. Exemptions 


This is a cross-reference section referring to exemptions from tax 
under section 5021 or 5081. 


Section 5084. Cross references 


SUBPART B—BREWER 


Section 5091. Imposition and rate of tax 

This is a crossreference section referring to exemptions from tax 
language. 
Section 5092. Definition of brewer 

This section is derived from existing law (sec. 5092). The rephras- 
ing of the definition is intended to make it clear that the production 
of beer by a person other than a person who has qualified under this 
chapter as a brewer is not authorized by law. 


Section 6093. Cross references 








| 
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SUBPART C—MANUFACTURERS OF STILLS 


Section 5101. Imposition and rate of tax 


This section is existing law (sec. 6101), except that the more modern 
and descriptive term “condenser” has been substituted for “worm.” 


Section 5102. Definition of manufacturer of stills 


This section is existing law (sec. 6102), except that the more modern 
and descriptive term ‘‘condenser” has been substituted for “worm.” 


Section 5103. Exemptions 


This section exempts proprietors of distilled spirits plants from 
taxes imposed by section 5101. It adopts the principle of a similar 
exemption in existing law (sec. 5806) which applies to industrial alcohol 
plants only, and makes the exemption uniformly applicable to proprie- 
tors of all producing distilled spirits plants who manufacture stills 
for their own use. ‘The revenue effect of this exemption is nominal and 
the exemption eliminates the administrative difficulties in the determi- 
nation of the extent of repairs which may be made to a still without 
constituting the manufacture of a new still. 


Section 5104. Method of payment of tax on stills 


This section is existing law (sec. 5104), except that the more modern 
and descriptive term “condensers” has been substituted for “worms.” 


Section 5105. Notice of manufacture of and permit to set up still 
This section is existing law (sec. 5106). 


Section 5106. Export 


Subsection (a), ‘Without payment of tax”: This is a new sub- 
section which will permit the removal for exportation of stills and 
condensers without payment of the tax thereon. This provision will 
eliminate the burdensome and expensive process of first collecting 
the tax in each instance and then allowing drawback of the tax 
collected. This subsection adopts the principle generally extended 
under this chapter to the exportation of other taxable articles. 

Subsection (b), ““Drawback’’: This subsection is a modification of 
existing law (sec. 5106) and eliminates the provision that taxpaid 
stills and condensers must have been manufactured exclusively for 
export in order to be eligible for export with benefit of drawback. 
This change will permit the exportation with benefit of drawback of 
any taxpaid still or condenser which has not been used, 


SUBPART D—WHOLESALE DEALERS 


This subpart and subpart E are intended to effect a major change in 
the definitions of wholesale dealers and retail dealers. The terms 
“wholesale dealer in liquors,” “wholesale dealer in beer,” “retail dealer 
in liquors,’”’ and “retail dealer in beer” are redefined to conform in 
general to the trade understanding of the terms “wholesale” and “re- 
tail,” and to more nearly conform to the concept of wholesale and retail 
functions as defined in other Federal statutes and in State laws. 
Because of these changes in definitions, certain retail dealers who are 
now also required to pay special tax as wholesale dealers by reason of 
selling or offering for sale liquors in quantities of 5 gallons or more at 
one time to a consumer or industrial user will be required to pay special 
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tax only as retail dealers. Also, any wholesale dealers who are now 
required to pay special tax as retail dealers by reason of selling or 
offering for sale liquors in quantities of less than 5 gallons at one time 
to any person wil be exempt from liability for special tax as retail 
dealers. In order to offset the revenue-reducing effect of these changes 
and of certain other changes in this subpart and subpart E, adjust- 
ments are made in the various rates of special tax, with the changes 
distributed, as equitably as is practical, in accordance with the benefits 
which are anticipated for each of the classes of dealers, 


Section 5111. Imposition and rate of tax 


Subsection (a), ‘“Wholesale dealers in liquors”: This subsection is 
existing law (secs. 5111 (a) (1) and 6112 (a)) except that the existing 
rate of tax, $200, is changed to $255. 

Under existing law, practically all wholesale dealers in liquors also 
incur liability for special tax as retail dealers in liquors (at a rate of $50 
a year) by reason of selling or offering for sale liquors in quantities of 
less than 5 wine gallons. Under the provisions of section 5123 (a), a 
wholesale dealer is exempt from special tax as a retail dealer at his 
place of business. This change, therefore, in effect represents the 
effective special tax now paid by such dealer as a wholesale liquor 
dealer and a retail liquor dealer, plus a nominal increase to offset the 
revenue-reducing effect of changes in this subpart and subpart E. 

Subsection (b), “Wholesale dealers in beer’: This subsection is a 
restatement of existing law (sec. 5111 (6) (1)) except that the existing 
rate of tax, $100, is changed to $123. 

Under existing law (in the same manner as explained under sub- 
section (a)), practically all wholesale dealers in beer also incur liability 
for special tax as retail dealers in beer (at a rate of $22 a year). Under 
the provisions of section 5123 (a) (2), a wholesale dealer in beer is 
exempt from special tax as a retail dealer in beer at his place of business. 
This change, therefore, in effect represents the effective special tax 
now paid by such dealer as a eens dealer in beer and a retail 
dealer in beer, plus a nominal increase to offset the revenue-reducing 
effect of changes in this subpart and subpart E, 


Section 5112. Definitions 


Subsection (a), “Dealer”: This is a new definition which provides 
a basis for the definitions of wholesale dealer in liquors and wholesale 
dealer in beer in this section and for the definitions of retail dealer in 
liquors, retail dealer in beer, and limited retail dealer in section 5122. 
This definition also establishes the meaning of the word “‘dealer” as 
used in this subpart, subpart E, and subpart G. The phrase “foreign 
or domestic,” in the definitions of the various classes of dealers in 
existing law has been omitted in this definition and the word “any” 
substituted therefor. It is intended that this substitution shall make 
the definition applicable to persons selling, or offering for sale, either 
foreign or domestic liquors. However, it is not intended that this 
definition shall include persons selling, or offering for sale, denatured 
distilled spirits or articles except as provided in section 5001 (a) (6). 

Subsection (b), ‘‘Wholesale dealer in liquors’: This definition of 
wholesale dealer in liquors represents a basic change from the defini- 
tion of the term in existing law (sec. 5112 (a)). 

Under existing law (unless otherwise exempted), a person selling, or 
offering for sale, liquors in quantities of 5 wine gallons or more to the 


eee 
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same person at the same time incurs liability for special tax as a whole- 
sale dealer in liquors and is required to post a sign and report certain 
transactions. ‘This subsection redefines the term “wholesale dealer in 
liquors” to mean any dealer, other than a wholesale dealer in beer, who 
sells, or offers for sale, distilled spirits, wines, or beer to another dealer, 
thus conforming the definition of wholesale dealer in liquors to the 
general meaning of the term in trade channels, and making it more 
nearly consistent with the meaning of the term as used in other Federal 
statutes and in State laws. This change and the related change (con- 
tained in sec. 5122 (a)) in the definition of retail dealer in liquors are 
intended to eliminate the arbitrary distinction between wholesale and 
retail dealers based on the quantity of liquors sold, or offered for sale, 
in a single transaction. The changes in definitions and related changes 
in this subpart and subpart E will relieve persons operating retail 
liquor stores who sell in quantities of 5 wine gallons or more to con- 
sumers from the requirements of the internal revenue laws applicable 
to wholesale liquor dealers, such as the payment of special tax as whole- 
sale dealers, the posting of wholesale dealer signs, and the reporting of 
transactions. 

Subsection (c), “Wholesale dealer in beer’: This definition of whole- 
sale dealer in beer represents a basic change from the definition 
of the term in existing law (sec. 5112 (6)). 

Under existing law (unless otherwise exempted), a person selling, 
or offering for sale, beer in quantities of 5 wine gallons or more to the 
same person at the same time incurs liability for special tax as a 
wholesale dealer in beer. ‘This subsection redefines the term “‘whole- 
sale dealer in beer” to mean any dealer who sells, or offers for sale, 
beer, but not distilled spirits or wines, to another dealer, thus conform- 
ing the definition of wholesaler dealer in beer to the general meaning 
of the term in trade channels and making it more nearly consistent 
with the meaning of the term as used in other Federal statutes and 
in State law. This change and the related change (contained in sec. 
5122 (b)) in the definition of retail dealer in beer are intended 
to eliminate the arbitrary distinction between wholesale and retail 
dealers based on the quantity of beer sold, or offered for sale, in a 
single transaction. The changes in definitions and related changes 
in this subpart and subpart E will relieve persons engaged in the 
retail sale of beer who sell in quantities of 5 wine gallons or more 
to consumers from the payment of special tax as wholesale dealers. 


Section 5113. Exemptions 


Subsection (a), “Sales by proprietors of distilled spirits plants, 
bonded wine cellars, or breweries’”’: Under existing law (secs. 5113 (a), 
(b), and (c), 5123 (a), 5144 (ec), and 5306), distillers, brewers, wine- 
makers, and proprietors of industrial alcohol plants and bonded 
warehouses are afforded certain exemptions from liability for special 
occupational tax as wholesale or retail dealer, with the exemption for 
each being on a somewhat different basis. ‘This subsection will 

rovide uniform exemptions for proprietors of distilled spirits plants, 
Pied wine cellars, and breweries, and thereby extends the exemp- 
tions to internal revenue bonded warehousemen and rectifiers, who 
are granted no exemptions under existing laws. These changes will 
place the special tax exemptions for plant proprietors on a more 
equitable basis, and will materially simplify the administration of 
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the applicable special tax laws. The revenue effect of these changes, 
which is relatively small, is offset by the gains which will result 
from the changes in the rates of special taxes in sections 5111 and 5121. 

The term “taxpaid storeroom operated in connection therewith’ 
as used in this subsection is intended to include only those storage 
facilities, the operations of which are integrated with the operations 
of the distilled spirits plant, bonded wine cellar, or brewery, as the 
case may be, and are contiguous, adjacent, or in the same immediate 
vicinity. 

Subsection (b), “Sales by liquor stores operated by States, Political 
Subdivisions, etc.”: This is a new exemption which provides that no 
— store which is operated by a State, or Territory, by a political 
subdivision of a State, Territory, or by the District of Columbia, 
and which is engaged in the business of selling to persons other than 
dealers, shall be required to pay a special tax as a wholesale dealer 
by reason of sales to dealers qualified to do business as such in such 
State, Territory, Subdivision, or District, if such liquor store has paid 
the prescribed special tax as a retail dealer, and if such State, or Terri- 
tory, political subdivision of a State or Territory, or District has paid 
the applicable special tax as a wholesale dealer at its principal place 
of business. The purpose of this provision is to avoid a substantial 
increase in special tax in the case of States and Political Subdivisions 
which now sell liquors in quantities of less than 5 wine gallons from 
their retail outlets to taverns within their jurisdictions. With this 
exemption it is anticipated that the revenue derived from such liquor 
stores will be substantially unchanged. 

The term “liquor store,” as used in this subsection, is intended to 
mean a bona fide retail liquor store from which sales are regularly 
made to consumers. 

Subsection (c), “Casual sales’’: 

Paragraph (1), “Sales by creditors, fiduciaries, and officers of 
court”’: This paragraph is existing law (sec. 5113 (d) (1)), except 
for a clarifying change. Under existing law, exemption to special 
tax is afforded to creditors, fiduciaries, and officers of courts who 
sell distilled spirits, wines, or beer received by them in their capac- 
ities as such and sold by them, as provided therein. This para- 
graph continues the special tax exemption granted by existing law 
by providing that such persons shall not be deemed to be dealers, 
and thereby clarifies their exemption from the requirements of 
sections 5114 and 5124 respecting the keeping of records. 

Paragraph (2), “Sales by retiring partners or representatives of 
deceased partners to incoming or remaining partners”: This para- 
graph is existing law (sec. 5113 (d) (2)) except for a clarifying 
change. Existing law in this instance affords special tax exemp- 
tion in respect to sales of distilled spirits, wines, or beer, made 
by a retiring partner or the representatives of a deceased partner, 
to the incoming, remaining, or surviving partner or partners of a 
firm. This paragraph continues the special tax exemption granted 
by existing law by providing that such persons shall not be deemed 
to be dealers, and thereby clarifies their exemption from the re- 
quirements of sections 5114 and 5124 respecting the keeping of 
records. 

Paragraph (3), “Return of liquors for credit, refund, or 
exchange”: This paragraph is new. It is intended to clarify 
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existing law and to remove certain administrative difficulties 
which exist because of the lack of specific exclusion of bona fide 
returns or exchanges of distilled spirits, wines, or beer from 
classification as sales; it has no revenue effect. 

Subsection (d), “Dealers making sales on purchaser dealer’s premises’’: 

Paragraph (1), ‘Wholesale dealers in liquors”: This paragraph 
preserves the provisions of existing law (sec. 5123 6) (3)) in 
respect to the exemption afforded to wholesale dealers in liquors 
from special tax liability which would otherwise be incurred 
on account of sales of beer to other dealers, at the purchasers’ 
places of business, and extends the same exemption to sales 
of wine. This is intended to give wholesale dealers the same 
freedom in selling wine on the premises of purchasing dealers 
as is now allowed in the case of beer. No decrease in revenue will 
arise from this additional exemption, as wholesale dealers do 
not now pay special tax on the premises of retail dealers in order 
to obtain the privilege of consummating sales of wine at such 
locations. 

The exemption in existing law relating to retail dealers making 
sales on purchaser dealer premises is omitted since it is in conflict 
with other provisions of this subpart and subpart E, which pro- 
ee that sales to other dealers may be made only by wholesale 

ealers. 

Paragraph (2), ‘Wholesale dealers in beer’: This paragraph 
preserves the provisions of existing law (sec. 5123 (b) (8)) in 
respect to the exemption afforded to wholesale dealers in beer 
from special tax liability which would otherwise be incurred on 
account of sales of beer to other dealers, at the purchasers’ places 
of business. 

Subsection (e), “Sales by retail dealers in liquidation”: This sub- 
section is derived from section 5123 (c) of existing law, which provides 
exemption from liability for special tax as wholesale dealer for a retail 
dealer in liquidation who sells out his entire stock in the prescribed 
sarcel or parcels, even though a parcel might exceed 5 wine gallons. 

ecause of the proposed changes in applicable definitions, it is neces- 
sary, in order to make the proposed exemption coextensive with that 
in existing law, to provide that the sale of the parcel or parcels of 
goods may be made to other dealers, 

Minor modifications in language have been made for greater clarity. 
The principal such modification involves the change of the afforded 
exemption from the imposition of special tax, as in existing law, to an 
exemption from being deemed a wholesale dealer. This change 
retains the exemption to special tax as a wholesale dealer, and in 
addition clarifies the exemption of such persons from the require- 
ments of section 5114 respecting the keeping of records. 

Subsection (f), “Sales to limited retail dealers”: This subsection 
will establish new exemptions from special tax liability, which will 
permit a retail dealer in liquors or retail dealer in beer to sell at his 
place of business wines or beer, or beer only, respectively, to limited 
retail dealers (as defined in section 5122 (c)) without incurring liability 
for special tax as a wholesale dealer, The changes will resolve certain 
conflicts between Federal law and the laws of some States, where- 
under, because of differences in privileges extended to different classes 
of dealers, it would not otherwise be possible for any dealer to law- 
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fully sell wines or beer to a limited retail dealer, The revenue effect 
of these exemptions will be negligible. 


Section 5114. Records 

Subsection (a), “Requirements”: 

Paragraph (1), ‘Distilled spirits”: This paragraph is derived 
from existing law (sec. 6114 (a)) and retains the Baile require- 
ments thereof relating to the keeping of records and the sub- 
mission of reports by wholesale dealers in liquors, except as 
follows: 

1. The requirement for the submission of transcripts and 
copies of records has been changed to require extracts from, 
or copies of, records. This change is intended to permit the 
requirement of either complete copies of records, or extracts 
of such portions of the records, as may be deemed necessary 
by the Secretary or his delegate. 

© Provision is made that the Secretary or his delegate may, 
on application of a dealer, and in accordance with regulations, 
relieve the dealer until further notice from the requirements 
for the submission of extracts from, or copies of, his records 
if he deems that the submission of such extracts or copies 
serves no useful purpose in law enforcement or in protection 
of the revenue. It has been found that under normal condi- 
tions reports are needed from only a small proportion of 
wholesale dealers, and this change will therefore serve to 
relieve industry of the necessity of preparing and submitting 
reports except when they will serve a useful purpose. 

Existing requirements for the submission of summaries are 
being retained for statistical and other purposes. 

Paragraph (2), ‘‘Wines and beer’: This paragraph is new. It 
is intended to preserve the requirement of existing regulations 
that every wholesale dealer keep records of all wines and beer 
received, and corresponds to the record-keeping requirement of 
existing law (sec. 65124) in respect to retail liquor dealers. 

This paragraph does not require the submission of reports. 

This provision is considered necessary for the proper adminis- 
tration of the internal revenue laws, particularly in view of pro- 
visions for payment of tax by return, as it permits the verifica- 
tion of deliveries of wines or beer, as shown in the taxpayers’ rec- 
a by examination of the records of the receiving wholesale 
dealer. 

Subsection (b), “Exemption of States, Political Subdivisions, etc.”’: 
This subsection is derived from existing law (sec. 6114 (6)) which 
exempts States and liquor stores operated by them from provisions 
of existing law (sec. 6114 (a)) respecting the keeping of records and 
the submission of reports by wholesale liquor dealers, with the pro- 
vision that the Secretary or his delegate may require the furnishing 
of transcripts, summaries, and copies of their records. The exemption 
now granted to States is being extended to Territories, to political 
subdivisions of States or Territories, and to the District of Columbia, 
in recognition of the fact that a number of States and political sub- 
divisions are wholesale dealers in liquor (as defined in sec. 5112), 
and present no major enforcement problem, The existing exemption 
is continued, and is extended to cover the requirements of paragraph 
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(a) (2), provided such records are maintained and made available for 
inspection as will enable internal revenue officers to verify the receipts 
of wines and beer. 

Subsection (c), “Cross references’’, 


Section 5115. Sign required on premises 


Subsection (a), “Requirements”: This subsection is existing law 
(sec. 5116 (a)) with two changes. The requirement for the placing 
and keeping of the sign is restricted to wholesale dealers in liquors 
required to pay special tax as such dealers, thus eliminating the require- 
ment in respect to those exempt from such special tax by reason of 
the provisions of section 5113 (a) and (b). Provision is also made 
for conforming the wording of the sign to that on the dealer’s special 
tax stamp, as for example, ‘‘wholesale dealer in wines.” 

Subsection (b), “Cross reference’’, 

Section 5116. Packaging distilled spirits for industrial uses 

Subsection (a), “General”: Under regulations promulgated pur- 
suant to existing law, wholesale dealers in liquors may package alcohol 
for evga purposes in containers in. excess of 1 gallon and less than 
5 gallons, 

his subsection provides for the continuation, under regulations, of 
substantially the same operations, which otherwise would be pro- 
hibited because of other specific provisions in this chapter for bottling 
distilled spirits only on the premises of a distilled spirits plant. 

The present privilege, which extends only to wholesale dealers in 
liquors, is extended by this section to retail dealers in liquors to 
conform to the new definitions of wholesale and retail dealers, since 
sales of distilled spirits for industrial use may be made either to 
another dealer (in which case the vendor is a wholesale dealer) or 
to a person using the spirits for industrial purposes (in which instance 
the vendor is a retail dealer). 

Subsection (b), “Cross references”, 


Section 6117. Prohibited purchases by dealers 


This section is new. It is intended to prohibit the purchase for 
resale of distilled spirits by a dealer (either wholesale or retail) from 
other than lawful sources. In general, dealers will be required to 
purchase distilled spirits from wholesale dealers in liquors who have 
paid the special tax as such. However, provision is made for such 
purchases from wholesale dealers in liquors who are exempt, at the 
place where such purchase is made, from payment of special tax 
as wholesale liquor dealer, so that purchases may be made from 
proprietors of distilled spirits plants, State liquor stores exempt 
from special tax as wholesale liquor dealer under section 5113 (b), 
or other wholesale liquor dealers exempt from such special tax. Pro- 
vision is also made for purchases by dealers from persons who sell 
distilled spirits and who by reason of provisions of this chapter are 
not required to pay special tax as wholesale liquor dealers. 


SUBPART E—RETAIL DEALERS 


This subpart contains basic changes from existing law in the defini- 
tions of retail dealers and conforms to the changes made in subpart 
D with respect to the definitions of wholesale dealers. Adjustments 
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are made in this subpart in the existing rates of tax imposed on retail 
dealers in liquors and retail dealers tle beet in order to offset the rev- 
enue-reducing effect of changes in this subpart and in subpart D. 
These adjustments are distributed as is equitably as practical, in 
accordance with the benefits which it is anticipated will accrue to 
ie various classes of dealers by reasons of the changes in existing 
aw. 


Section 6121. Imposition and rate of tax 


Subsection (a), “Retail dealers in liquors”: This subsection is a 
clarifying restatement of existing law (secs. 5121 (a) (1) and 5122 (a) 
and (c)) except that the special tax on retail dealers in liquors of $50 
a year is increased to $54 a year. The purpose of this change in rates 
is to offset in part the revenue-reducing effect of the change in defini- 
tions as they relate to retail liquor dealers. Under existing law, retail 
dealers who sell or offer for sale liquors in quantities of 5 gallons or 
more to the same person at the same time are required to pay an addi- 
tional special tax of $200 a year as wholesale dealers in liquors, B 
reason of the changes in the definitions of wholesale dealers and retail 
dealers, no such additional liability will be incurred by retail dealers 
in liquors if the sales, or offers to sell, are to persons other than dealers. 

Subsection (b), ‘Retail dealers in beer”: This subsection is existing 
law (sec. 6121 (b) (1)) except for an increase in the rate of tax from $22 
a year to $24 a year. The purpose of this change is similar to the 
purpose of the change in rate in subsection (a). Under existing law, 
retail dealers in beer incur additional liability of $100 per year as 
wholesale dealers in beer whenever they sell or offer for sale beer in 

uantities of 5 gallons or more. By reason of the changes in the 
definitions of wholesale dealers and retail dealers, no such additional 
liability will be incurred by retail dealers in beer if the sales, or offers 
to sell, are to persons other than dealers. 

Subsection (c), ‘Limited retail dealers’: This subsection is derived 
from existing law (sec. 5121 (c)) and continues the existing rate of tax 
on limited retail dealers, 


Section 5122. Definitions 


Subsection (a), “Retail dealer in liquors”: This definition of retail 
dealer in liquors represents a basic change from the definition of the 
term in existing law (sec. 5122 (a)). 

Under existing law, a retail dealer in liquors is a person selling, or 
offering for dala nish in quantities of less than 5 gallons to the same 
person at the same time. This subsection redefines the term “retail 
dealer in liquors” to mean any dealer, other than a retail dealer in 
beer or a limited retail dealer, who sells, or offers for sale, any distilled 
spirits, wines, or beer, to any person other than a dealer, thus con- 
forming the definition of retail dealer in liquors to the general meaning 
of the term in trade channels and making it more nearly consistent 
with the meaning of the term as used in other Federal statutes and in 
State laws. This change and the related change (contained in sec. 
5112 (b)) in the definition of wholesale dealer in liquors are intended 
to eliminate the arbitrary distinction between wholesale and retail 
dealers based on the quantity of liquors sold, or offered for sale, in a 
single transaction. The changes in definitions and related changes 
in this subpart and subpart D will relieve persons operating retail 
liquor stores who sell in quantities of 5 gallons or more to consumers 
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from the requirements of the internal revenue laws applicable to 
wholesale liquor dealers, such as the payment of special tax as whole- 
sale dealers, the posting of wholesale dealer signs, and the reporting 
of transactions. 

Subsection (b), “Retail dealer in beer’: This definition of retail 
dealer in beer represents a basic change from the definition of the 
term in existing law (see 5122 (b)). 

Under existing law, a retail dealer in beer is a person selling, or 
offering for sale, beer in quantities of less than 5 gallons to the same 
person at the same time, This subsection redefines the. term “retail 
dealer in beer’? to mean any dealer, other than a limited retail dealer, 
who sells, or offers for sale, beer, but not distilled spirits or wines, to 
any person other than a dealer, thus conforming the definition of 
retail dealer in beer to the general meaning of the term in trade 
channels and making it more nearly consistent with the meaning of 
the term as used in other Federal statutes and in State laws. This 
change and the related change (contained in sec, 5112 (c)) in the defini- 
tion of wholesale dealer in beer are intended to eliminate the arbitrary 
distinction between wholesale and retail dealers based on the quantity 
of beer sold, or offered for sale, in a single transaction, The changes 
in definitions and related changes in this subpart and subpart D will 
relieve persons engaged in the retail sale of beer who sell in quantities 
of 5 gallons or more to consumers from the requirements of the internal 
revenue laws applicable to wholesale dealers in beer, such as the pay- 
ment of aoc tax as wholesale dealers. 

Subsection (c), ‘Limited retail dealer’: The definition of “limited 
retail dealer” in this subsection is derived from existing law (sec. 6121 
(c)). Without substantive change, the definition specifies the fra- 
ternal, civic, and other organizations or persons to which the privileges 
of a limited retail dealer are extended. 


Section 5123. Exemptions 
Subsection (a), ‘Wholesale dealers”: 

Paragraph (1), ‘‘Wholesale dealers in liquors”: This is a new 
provision which exempts a wholesale dealer in liquors from the 
special tax as a retail dealer at any location where such wholesale 
dealer is required to pay special tax under section 5111 (a). 
This change will result in no loss in revenue, since the special 
tax rate for wholesale dealers in liquors is increased from $200 
to $255 a year under the provisions of section 5111 (a). 

Paragraph (2), “Wholesale dealers in beer’: This is a new 
 plngicome which parallels paragraph (1) in its purpose and effect 
»y exempting a wholesale dealer in beer from the special tax as 
a retail dealer in beer. This change will result in no loss in 
revenue, since the special tax rate for wholesale dealers in beer 
is increased from $100 to $123 a year under the provisions of 
section 5111 (b). 

Subsection (b), “Business conducted in more than one location”: 

Paragraph (1), “Retail dealers at large”: This paragraph is 
existing law (sec. 6123 (6) (1)). 

Paragraph (2), ‘Dealers on trains, aircraft, and boats”: This 
paragraph, with the exception of subparagraph (B), is existing 
aw (sec. 6123 (b), (2)). Subparagraph (B) is new and extends 
the provisions of this paragraph (relating to the issuance of special 
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tax stamps to retail dealers on trains, aircraft, or boats or other 
vessels, engaged in the business of carrying passengers) to persons 
carrying on the business of a retail dealer in liquors or a retail 
dealer in beer on boats or other vessels operated by them, when 
such persons operate from a fixed address in a port or harbor 
and supply exclusively boats or other vessels, or persons thereon, 
at such ports or harbors. 
Subsection (c), “Cross references”, 


Section 6124. Records 


Subsection (a), “Receipts”: This subsection is a clarifying restate- 
ment of existing law (sec. 5124 (a)) except that the requirements there- 
of have been specifically extended to retail dealers in beer. Under 
existing law, retail liquor dealers are required to maintain records of 
receipts of beer, whereas no such specific statutory requirements exist 
with respect to retail dealers in beer. However, such records are re- 
quired by regulations. In view of the increased need for such rec- 
ords, due to the taxpayment of beer on the basis of returns, it is 
deemed desirable to insure by law the maintenance and the availa- 
bility of such records. 

Subsection (b), “Dispositions”: This is a new provision which au- 
thorizes the Secretary or his delegate, when he deems it necessary for 
law enforcement purposes or for the protection of the revenue, to 
require by regulations retail dealers in liquor and retail dealers in beer 
to keep records of the disposition of distilled spirits, wines, or beer. 
It is not the intent of this subsection that retail dealers in liquors and 
retail dealers in beer be required as a routine matter to keep records 
of all of their dispositions of distilled spirits, wines, or beer. 

Subsection (c), ‘‘Cross reference’’. 


Section 5125, Cross references 


SUBPART F—NONBEVERAGE DOMESTIC DRAWBACK CLAIMANTS 


Section 5131. Eligibility and rate of tax 


Subsection (a), “Eligibility for drawback”: This subsection is exist- 
ing law (sec. 6131 (a)) with one substantial change. Under existing 
law, distilled spirits to be eligible for drawback must be produced in 
domestic registered distilleries or industrial alcohol plants. This pro- 
vision has precluded the allowance of drawback on imported distilled 
spirits which have been withdrawn from customs custody without 

ayment of tax and transferred to industrial alcohol bonded ware- 
Sednes Section 5232 authorizes the withdrawal from customs cus- 
tody of distilled spirits of 185° or more of proof without payment of 
tax for transfer to the bonded premises of a distilled spirits plant. 
This subsection eliminates the existing discrimination against the use 
of such imported distilled spirits subject to drawback in the manu- 
facture of nonbeverage products, by providing for the use of any dis- 
ones spirits withdrawn from the bonded premises of a distilled spirits 

ant. 
J Subsection (b), ‘Rate of tax”: This subsection is existing law (sec. 
5181 (b)) except that the word “withdrawals,” wherever it appeared, 
has been changed to “‘use’’, to conform to the language of section 5134 
and to conform to the construction of existing law. 
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Section 5132. Registration and regulation 
This section is a clarification of existing law (sec. 5132). 
Section 5133. Investigation of claims 


This section is a clarifying restatement of existing law (sec. 5133) 
without substantive change. 


Section 5134. Drawback 


Subsection (a), “Rate of drawback”: This subsection is a restate- 
ment of existing law (sec. 5134 (a)) except for the deletion of obsolete 
material relating to drawback in the case of distilled spirits taxpaid 
prior to November 1, 1951. The language has been changed to pro- 
vide a refund of all but $1 of the distilled spirits tax so this provision 
will not need to be changed with each change in the distilled spirits 
tax rate. 

Subsection (b), “Claims”: This subsection is existing law (sec. 
§134 (b)), except for simplification of language. 


SUBPART G—GENERAL PROVISIONS 
Section 5141. Registration 
This is a cross reference section. 
Section 5142. Payment of tax 


Subsection (a), “Condition precedent to carrying on business”: 
This subsection is existing law (sec. 5142 (a)) except for the deletion of 
the words “in the manner provided in this part.”” The effect of this 
change and of the deletion of section 5143 of existing law is to require 
payment of occupational taxes imposed by this part on or before 
engaging in a trade or business on which such taxes are imposed. 

Under existing law (sec. 5143 (a)) each person engaged in or carrying 
on any trade or business subject to special tax under chapter 51 is 
required to file a return and pay the tax at such time during the 
calendar month in which the special tax liability commences as will 
enable the Secretary or his delegate to receive such return and tax 
not later than the last day of such month. Under existing law, such 
special taxes for continuing businesses are due and payable during the 
month of July. 

The purpose of changing the time of payment of special taxes 
imposed under this part is to facilitate enforcement of the provisions 
relating to special tax. This change is consistent with the provisions 
of section 4901 of existing law wiaaiie to the time for payment of 
certain other types of occupational taxes. 

Specific provision has been made that this subsection is not appli- 
cable to the special tax imposed on nonbeverage manufacturers by 
section 5131. This is consistent with the provisions of section 5131 
and regulations under existing law. 

Subsection (b), “Computation”: This subsection is a clarifying re- 
statement of existing law (sec. 5142 (b)). Specific provision has been 
made that this subsection is not applicable to the special tax imposed 
on nonbeverage manufacturers by section 5131. This is consistent 
with the provisions of section 5131 and regulations under existing law. 

Subsection (c), “How paid’’: 

Paragraph (1), “Stamp”: This paragraph is existing law 
(sec. 5142 (c)). 
Paragraph (2), “Cross reference”’, 








128 EXCISE TAX TECHNICAL CHANGES ACT OF 1957 


Section 5148. Provisions relating to liability for occupational taxes 


Subsection (a), “Partners”: This subsection is existing law (sec. 
6144 (a)) except for the change of the word “‘copartnership”’ to “‘part- 
nership.” This change is for the purpose of using more accurate 
terminology and is not intended to change the substantive effect of 
this provision. 

Subsection (b), “Different businesses of same ownership and loca- 
tion”: This subsection is existing law (sec. 6144 (b)). 

Subsection (c), ‘‘Businesses in more than one location”’: 

Paragraph (1), ‘Liability for tax’: This paragraph is a clarify- 
ing restatement of existing law (sec. 5144 (c)). The word ‘“‘the’’ 
preceding “‘special tax” is changed to ‘‘a” in order to clearly 
include all special taxes imposed by this part under the provisions 
of this paragraph. ‘The provisions relating to keeping the regis- 
ter are also clarified. 

Paragraph (2), “Storage”: This paragraph is a clarifying re- 
statement of existing law (sec. 6144 (c)). The term “liquors” has 
been substituted for the words “goods, wares, or merchandise” 
as more accurate language. 

This paragraph exempts from payment of special taxes the 
places where liquors are stored but not sold or offered for sale. 

Paragraph (3), “Definition of place”: This paragraph is a 
clarifying restatement of existing law (sec. 144 (c)). 

Subsection (d), ‘‘Death or change of location”: This subsection is 
a clarifying restatement of existing law (sec. 6144 (d)). The phrase 
‘the surviving spouse” is substituted for ‘‘his wife’’; also provision is 
made for succession of a husband or wife to the business of his or her 
living spouse and for succession of remaining partners to the business 
of a partnership after death or withdrawal of a member of the partner- 
oe These changes reflect long-standing construction of existing 
aw. 

Subsection (e), ‘Federal agencies or instrumentalities’’: This sub- 
section is existing law (sec. 5144 (e)). 


Section 6144. Supply of stamps 
This section is existing law (sec. 5145) except that the word ‘‘worms” 


has been changed to “‘condensers’’ as a conforming change in nomen- 
clatuer. 


Section 6145. Application of State laws 
This section is existing law (sec. 6148). 


Section 5146. Preservation and inspection of records, and entry of 
premises for inspection 

Subsection (a), “Preservation and inspection of records”: This 
subsection combines the provisions of existing law (secs. 5114 (a), 
6124 (b), and 5124 (c)) relating to the preservation and inspection of 
records of wholesale and retail dealers. 

The specific statutory period for the preservation of records (2 
years) has been omitted and authority provided for the Secretary or his 
delegate to prescribe the period of retention by regulations. This 
change is made to provide for more flexible recordkeeping require- 
ments and is consistent with similar changes in other provisions of this 

apter. 
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The specific provision for taking abstracts has been omitted, as the 
authority to examine records includes the authority to take abstracts 
therefrom. 

Subsection (b), ‘Entry of premises for inspection”: While existing 
law (sec. 7606) provides authority for the entry for purposes of inspec- 
tion of premises where taxable articles are kept, this subsection gives 
specific authority to the Secretary or his delegate to enter during 
business hours the premises Gneluduig places of storage) of any dealer 
for the purpose of inspection or examination of any records or docu- 
ments required to be kept by such dealer under this chapter or regula- 
tions issued pursuant thereto, and of any distilled spirits, wine, or 
beer kept by such dealer on such premises. ‘The purpose of this sub- 
section is to reaffim and clarify the authority of the Secretary or his 
delegate with regard to the entry of wholesale and retail dealer premises 
for purposes of inspection. 


Section 5147. Application of subpart 


This section is existing law (sec. 5149) except that the reference to 
chapter 53 is deleted, since section 5846 of existing law governs the 


applicability of the provisions relating to special tax in the case of 
chapter 53. 


Section 5148. Cross references 


SUBCHAPTER B—QUALIFICATION REQUIREMENTS FOR 
DISTILLED SPIRITS PLANTS 


Section 6171. Establishment 


Under existing law, (secs. 5172, 5175, 5178, 5281, 5248 (a), 6271, 
5301, 5302, 5803, 5804 (a) (1), 5805, and 5331 (a) (1)), there are 
9 completely separate types of establishments which are required to 
be qualified under the Internal Revenue laws in order to perform all 
of the activities relating to production, storage, denaturation, recti- 
fication, and bottling of distilled spirits. Persons intending to produce 
distilled spirits are required to qualify as proprietors of registered 
distilleries, fruit distilleries, or industrial alcohol plants; those intend- 
ing to store distilled spirits in bond are required to qualify as pro- 

rietors of internal revenue bonded warehouses or industrial alcohol 

onded warehouses; those intending to denature distilled spirits are 
required to qualify as proprietors of industrial alcohol denaturing 
plants or distillery denaturing bonded warehouses; those intending to 
rectify distilled spirits are required to qualify as proprietors of recti- 
fying plants; and those intending to bottle distilled spirits after pay- 
ment or determination of tax are required to qualify as proprietors 
of taxpaid bottling houses, unless qualified as proprietors of rectifying 
plants. The requirements for qualifying to commence or continue 
such businesses are substantially different. This section provides, in 
lieu of the 9 separate existing types of establishments, for a single 
distilled spirits plant. In a distilled spirits plant the proprietor may 
perform such of the functions of the 9 separate types of establishments 
as he may qualify to perform under the provisions of this chapter. 
The consolidation of the types of establishments will facilitate simpli- 
fication of procedures for the Government and for plant proprietors, 
particularly those proprietors who desire to perform functions now 
requiring the qualification of more than one type of plant, Under 
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existing law (sec. 5231), internal revenue bonded warehouses may be 
established at the discretion of the Secretary or his delegate, and 
nothing in this section is intended to limit the discretion of the Secre- 
tary or his delegate under section 7178 with respect to the establish- 
ment of bonded warehousing facilities. 

Subsection (a), “General requirements”: This subsection provides 
uniform requirements for the registration of distilled spirits plants. 
It not only requires that every person shall make application for, 
and receive notice of, the registration of his plant before engaging in 
the business of a distiller, bonded warehouseman, rectifier, or bottler 
of distilled spirits, but also provides that the Secretary or his delegate 
may require reregistration under such conditions as he may by regu- 
lations prescribe. The provision that no plant shall be registered 
under this section until the applicant has complied with the laws 
and regulations in relation to the qualification thereof is intended to 
be equally applicable in the case of applications required to be filed 
subsequent to initial registration. 

The function of denaturation, which under existing law requires 
separate qualifications, will, under the conditions and within the 
limitations prescribed in this chapter, be performed on the bonded 
premises of a distilled spirits plant. 

Subsection (b), ““Permits’’: 

Paragraph (1), ‘Requirements’: Under existing law it is un- 
lawful, except pursuant to a basic permit issued by the Secre- 
tary or his delegate under the provisions of the Federal Alcohol 
Administration Act, to engage in the business of distilling dis- 
tilled spirits, rectifying or blending distilled spirits or wine, or 
bottling, or warehousing and bottling, distilled spirits. As used 
in such act the term “distilled spirits’ means distilled spirits for 
nonindustrial use. 

Existing provisions of the Internal Revenue Code (secs. 5301, 
6302, 5803 and 5804 (a) (1)) require permits for the establishment 
of industrial alcohol plants, industrial alcohol bonded ware- 
houses, and industrial alcohol denaturing plants. 

The basic effect of this paragraph is to place all distilling, ware- 
housing, denaturing, rectifying, and bottling operations under 
permit, by providing that every person required to file an appli- 
cation for registration under subsection (a), whose distilling, ware- 
housing, or bottling operations (or any part thereof) are not 
required to be covered by a basic permit under the Federal 
Aleohol Administration Act, shall, before commencing any such 
operations, apply for and obtain a permit under this subsection 
to engage in such operations. 

The provisions of section 5271 (b), (ec), (d), (e), (f), (g) and 
(h) and section 5274, pertaining to applications and permits for 
industrial use of distilled spirits, are extended to applications, to 
persons filing applications, and to permits required by or issued 
under this subsection. 

Paragraph (2), “Exceptions for agency of a State or Political 
Subdivision”: Agencies of States or political subdivisions 
thereof, or officers or employees of such agencies, engaged in the 
business of distilling distilled spirits, rectifying or blending dis- 
tilled spirits or wine, or bottling, or warehousing and bottling, 
distilled spirits, are not required to obtain permits under the 
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provisions of the Federal Aleohol Administration Act. How- 
ever, under existing internal revenue laws, any such agencies or 

ersons who establish industrial alcohol plants, industrial alcohol 
Gouden warehouses, or industrial alcohol denaturing plants are 
required to obtain permits. This paragraph provides that para- 
graph (1) shall not apply to any agency of a State or political 
subdivision thereof or to any officer or employee of such agency 
and that no such agency or officer or employee shall be required 
to obtain a permit under paragraph (1). This exception is 
applicable only to officers or employees acting in an official 
capacity, and applies only to permits and not to the registration 
requirements contained in subsection (a). 

Paragraph (3), “Continuance of business’: This paragraph 
provides for the continuation .of existing operations in plants 
qualified under the internal revenue laws on the day preceding 
the effective date of this section, pending reasonable opportunity 
to make an application for permit, and pending final action on 
such application, but only if the provisions of this chapter relat- 
ing to qualification are otherwise complied with, 

Subsection (c), “Cross references”, 


Section 5172. Application 


In lieu of various provisions of existing law (secs. 5172, 5175, 6178, 
§231, 5248 (a), 5271, 6801, 5802, 5803, 5805 and 5331 (a) (1)) in respect 
to information to be furnished in connection with the qualification of 
the various types of plants, this section. requires that certain informa- 
tion be disclosed in the application for registration which is required 
under the provisions of section 5171 (a), and provides discretionary 
authority for the Secretary or his delegate to require by regulations 
any other information which he deems necessary for the purpose of 
carrying out the provisions of this chapter, 


Section 5178. Qualification bonds 


This section is principally derived from the various provisions of 
existing law relating to bonds required for qualifying and operating a 
registered distillery, fruit distillery, industrial alcohol plant, industrial 
alcohol bonded warehouse, industrial alcohol denaturing plant, in- 
ternal revenue bonded warehouse, distillery denaturing bonded ware- 
house, or rectifying plant. It consolidates these provisions to pro- 
vide greater uniformity and simplicity in the bonding requirements 
for the functions of distilling, bonded warehousing, and rectifying, and 
increases revenue security. This section does not provide for separate 
bonds for denaturation, as is required by existing law (secs. 5803 and 
6331), since denaturation will be performed under the operating bond 
given by the proprietor of the distilled spirits plant in which the dis- 
tilled spirits are denatured. 

Subsection (a), “General provisions’: This subsection consolidates 
and restates the provisions of existing law (secs. 5172, 5176 (a), 5232 
(a), 5272, 5801, 5802, 5803, 5804 (a) (6), 5805 and 5331 (a) (8)) and 
regulations issued pursuant thereto in respect to the general condi- 
tions of operating bonds given by proprietors of registered distilleries, 
fruit distilleries, industrial alcohol plants, internal revenue bonded 
warehouses, industrial alcohol bonded warehouses, industrial alcohol 
denaturing plants, distillery denaturing bonded warehouses, and recti- 
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fying plants, and continues their application to persons intending to 
commence or to continue the business of a distiller, bonded warehouse- 
man, or rectifier. 

Subsection (b), “Distiller’s bond”: This subsection is principally 
derived from existing law (secs. 6176 (a) and (d) and 5177) relating to 
distiller’s bonds. ‘Through the elimination of specific provisions in 
existing law (secs. 5301 and 63806) relating to bonds of industrial 
alcohol plants, the provisions of this subsection will apply to all 
production of distilled spirits, and to denaturation when performed by 
the producer of the spirits on the basis of entry for immediate de- 
naturation. 

The first sentence of this subsection is in conformity with existing 
law and regulations in respect to distilleries. The requirement in 
existing law for the execution of a new bond on May 1 of each year 
is eliminated, so that the Secretary or his delegate may prescribe 
continuing bonds, or bonds for specific periods. 

Paragraph (1), “Conditions of approval’: This paragraph is a 
clarifying restatement of existing law (secs. 5176 (a), 5177 (6) (1), 
(2), and (8), and 5177 (e)) in respect to distilleries, with certain 
modifications. 

The provisions relating to appeal in the case of refusal of the 
designated officer to approve the distiller’s bond are omitted, 
since section 5551 (c) is intended to be applicable to appeals from 
the disapproval of such bonds. 

The provisions of existing law requiring the filing of an in- 
demnity bond in lieu of lien by a distiller who does not hold clear 
title to his premises and who cannot furnish the Government the 
consent and stipulation of the owner or lienor are continued; 
however, under this paragraph the distiller is also permitted to 
file such bond voluntarily to relieve his property from future 
lien. This change is designed to eliminate administrative com- 
plexities for the Government and to relieve unreasonable burdens 
upon industry which have resulted from the existing inflexible 
lien provisions, such as preventing the voluntary encumbrance 
of major fixed assets, restricting the removal of obsolete equip- 
ment, and impeding the temporary installation of experimental 
equipment not owned by the proprietor. 

Under existing law, this indemnity bond is required to be in a 
penal sum equal to the appraised value of the property. Such 
appraised value in many instances is so high as to make that 
requirement unrealistic. This paragraph provides that the penal 
sum shall be equal to the appraised value, but not in excess of 
$300,000. 

(For other provisions respecting the indemnity bond provided 
for in this subsection, see section 5004 (b) (3) (B).) 

Paragraph (2), “Cancellation of indemnity bond”: This para- 
graph is new and makes provision for the cancellation of an 
indemnity bond when the liability for which it was given ceases 
to exist. This provision will serve the same purpose in respect 
to indemnity bonds given in lieu of lien as that now served by the 
provisions of existing law (sec. 6004 (a) (4)) for the issuance of a 
certificate of discharge of lien. 

Paragraph (3), “Judicial sale’; This paragraph is existing law 
i(sec. 5177 (0) (4)). 
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Subsection (c), ‘Bonded warehouseman’s bonds’’: This subsection 
is principally derived from existing law (Sec. 5232 (a)) relating to 
bonds for internal revenue bonded warehouses. The. distinctive 
specific provisions in existing law (Secs. 5802, 5303, 6306, and 5331 
(a) (8)) relating to bonds of industrial alcohol bonded warehouses 
industrial alcohol denaturing plants, and distillery denaturing bonded 
warehouses have been eliminated in order to establish uniform pro- 
visions for bonds for the warehousing of all types of distilled spirits 
in a single type plant. Because of the inclusion of denaturation of 
distilled spirits as a function to be performed on the bonded premises 
of a distilled spirits plant, rather than in a separate establishment, 
bonds given under this section will be applicable to denaturation 
when performed after entry of the spirits into bonded storage. 

Paragraph (1), “General requirements’: The provisions of the 
first sentence, relating to the penal sum of the bond, are the same 
as provided in existing law (sec. 6232 (a)), and regulations issued 
pursuant thereto, for internal revenue bonded warehouses. 

Under existing law (sec. 5232 (a)) a fixed bonding period of 
8 years is established in respect to internal revenue ier ware- 
houses. Provision for a fixed bonding period has been retained 
and is made applicable to the warehousing of all types of distilled 
spirits. ‘The period, however, has been extended from 8 to 20 
years, in order to provide the opportunity for more orderly 
marketing of distilled spirits. 

While under existing law (sec. 5306) industrial alcohol bonded 
warehouses are exempt from bonding period limitation, the appli- 
cation of fixed bonding period provisions to the storage of alcohol 
will have no adverse effect, since the bonded storage of alcohol 
involves no aging or maturing of the product. 

Accounting for bulk spirits is simplified by provision for the use 
of a first-in, first-out principle in computing the bonding period 
for spirits which are entered into storage in bond in tanks on 
different dates, and are mingled in tanks. This provision is not 
intended to apply to the mingling in tanks of distilled spirits 
which have previously been stored in casks or packages. 

Paragraph (2), “Exception”: The exception provided in para- 
graph (2) permits the Secretary or his delegate to specily by 
regulations certain bonded warehousing operations, not involving 
the storage of more than 500 wooden casks or packages, for which 
a bond in maximum penal sum of less than $200,000 may be 
approved, ‘This exception recognizes that the risk of unauthor- 
ized removal of spirits on storage may be greater when they are 
stored in wood than when stored in metal drums or bulk tanks; 
first because the normal soakage, leakage, and evaporation of dis- 
tilled spirits from wooden containers makes precise accounting for 
such spirits impossible, and, second, because illegal access to the 
contents of a wooden package is more difficult to detect than 
such access to the contents of a properly sealed or protected 
metal drum or tank. 

Subsection (d), ‘‘Rectifier’s bond’’: This subsection is derived from 
existing law (sec. 5272) which provides that the business of a rectifier 
shall be carried on under such bonds as the Secretary or his delegate 
may prescribe by regulations. The specific provisions for maximum 
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and minimum bonds provided in this subsection correspond to the 
provisions of regulations issued under existing law. 

Subsection (e), “Combined operations”: 

Paragraph (1), “Distilled spirits plants”: This paragraph 
adopts principles used in regulations issued under existing law 
(sec. 5804 (a) (&)) in setting maximum penal sums of bonds for 
the combined operation of an industrial alcohol plant, industrial 
alcohol bonded warehouse, and denaturing plant, or any two of 
these plants; that is, that the total penal sum of bonds for two or 
more related operations need not be as large as the total of bonds 
required for the individual operations, since the Government has 
available the total amount of the combined bond in respect to 
any operation. In no case will the Government’s protection as 
to any operation be less than the protection provided under 
existing law. 

Paragraph (2), “Distilled spirits plants and adjacent bonded 
wine cellars”: This paragraph is new and makes further applica- 
tion of the principle applied in paragraph (1), to distilled spirits 
plants producing distilled spirits adjacent to bonded wine cellars. 
There is an interrelation between such plants and such wine 
cellars, since the distilling material is usually fermented in the 
bonded wine cellar, and the brandy used in the production 
of wine is usually produced in the adjacent distilled spirits plant. 

Subsection (f), “Blanket bonds’: ‘This subsection is new. It 
provides discretionary authority for the Secretary or his delegate to 
authorize, by regulations, a person operating more than one distilled 
spirits plant in a designated geographical area to give a blanket bond 
covering his operations at those plants and at any bonded wine 
cellars adjacent to such plants. The penal sum of the blanket bond 
would be based upon the total of the penal sums of bonds (other 
than indemnity bonds) which would be required under this section if no 
provision were made for blanket bonds. Such penal sum would be 
determined from the table in the text, which is so designed that, if the 
total of the bonds which would otherwise be required exceeds $300,000, 
the penal sum of the blanket bond given in lieu thereof would be 
somewhat less than such total, but the security available to the 
Government in respect to any individual plant would be greater than 
that of the bond otherwise applicable thereto. 

The word “person” as used in this subsection includes, in the case 
of a corporation, controlled or wholly-owned subsidiaries. A controlled 
subsidiary is intended to mean a corporation where more than 50 per- 
cent of the voting shares is owned by the parent corporation. 

Subsection (g), “Liability under combined operations and blanket 
bonds”: This subsection is new. The interests of the Government 
are served by its provision that the total amount of any bond given 
under subsection (e) or (f) shall be available for the satisfaction of any 
liability incurred under any of the terms or conditions of the several 
bonds for which the combined or blanket bond is substituted. 
Section 5174. Withdrawal bonds 

Subsection (a), “Requirements”: 

Paragraph (1) is a clarifying and conforming restatement of 
existing law (secs. 5176 (b) and 6282 (6)) in respect to the posting 
of bonds for the withdrawal of distilled spirits from bond on 
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determination of tax by distillers and proprietors of internal 
revenue bonded warehouses, It extends such provisions to all 
ualified producers and bonded warehousemen of distilled spirits. 
hese provisions, like the corresponding provisions of existing 
law, are applicable only when a return system for payment of the 
distilled spirits tax is prescribed under regulations issued pursuant 
to the provisions of section 5061 (a). 

Paragraph (2) constitutes an important change in existing law. 
It provides that the proprietor of a distilled spirits plant author- 
ized to receive the distilled spirits for rectifying or bottling may, 
upon application, assume liability at the receiving plant for pay- 
ment of the tax, and furnish bond therefor. o limitation is 
ree on the penal sum of this bond, which is to be prescribed 

y regulations. If distilled spirits are withdrawn under the 
bond provided for in this paragraph, the liability for the tax 
on such spirits would not be chargeable to any bond given under 
the provisions of paragraph (1). 

Subsection (b), ‘Release of other bonds”: Under existing law the 
operating bonds of proprietors of registered distilleries and internal 
revenue bonded warehouses continue to cover liability for tax until 
the tax is paid, and thus supplement bonds given for withdrawals on 
determination of tax. This subsection provides that the bonds of 
proprietors covering operations on bonded premises, and bonds given 
under prior provisions of internal revenue law to cover similar opera- 
tions, shall no longer cover liability for payment of the tax imposed 
under section 5001 (a) when a bond has been filed under subsection 
(a) and the distilled spirits have been withdrawn from bonded prem- 
ises thereunder. 

This separation of bond liability provides a clearer basis for eval- 
uation of risk and frees the operating bonds to cover the risk which 
they have historically covered under the system where the tax was 
paid prior to withdrawal of distilled spirits from bond. 


Section 5175. Export bonds 


This section is derived from existing law (secs. 5243 (e) and 5247 (a)) 
and incorporates several important changes, as follows: 

(1) The limitations of existing law (sec. 5247 (a)) that the ex- 
portation of distilled spirits be at the instance of the owner of 
the spirits and in the original casks or packages, or in packages, 
filled from such casks or packages, are considered to impose un- 
necessary restrictions, oar are accordingly deleted. 

(2) Provision is made, in case of distilled spirits withdrawn for 
exportation without payment of tax on application of the pro- 
prietor of the hacer premises from which the spirits are with- 
drawn, that the bond of the proprietor, covering operations on 
his bonded premises, shall also cover the exportation, and the 
bond specified in subsection (a) shall not be required. It is 
teleared that the Government is afforded adequate security in 
such cases without recourse to special export. bonds. 

(3) The provisions of existing law (sec. 5243 (e)) prohibiting 
the allowance of drawback upon any spirits bottled in bond are 
deleted. This will permit proprietors to taxpay bottled-in-bond 
products and export the bottled-in-bond goods with benefit of 
drawback in the same manner as other taxpaid spirits. This 
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affords proprietors greater flexibility in operations in connection 
with the exportation of bottled-in-bond distilled spirits, which 
under existing law, can be stocked for exportation only in internal 
revenue bonded warehouses. 


Section 5176. New or renewed bonds 


Subsection (a), “General’’: This subsection is existing law in 
respect to operating bonds of distillers and internal revenue bonded 
warehousemen (secs. 5176 (c) and 5232 (c)) except that the provision 
for a new bond in case of the death of any surety has been deleted, as 
individual sureties are no longer accepted on these bonds. The 
provisions are extended to apply to all bonds required or given under 
sections 5173, 5174, and 5175. 

Subsection (b), ‘Bonded warehouseman’s bonds”: This subsection 
is a restatement of existing law (sec. 5282 (c)) in respect. to internal 
revenue bonded warehouses. The language has been rephrased 
for clarification, and the provisions are made applicable to the function 
of storing distilled spirits in bond on the bonded premises of any 
distilled spirits plant. 

Section 5177. Other provisions relating to bonds 


Subsection (a), “General provisions relating to bonds’’: Section 
5551 of existing law is applicable to bonds required to commence 
or continue the business of a distiller or rectifier. ‘This subsection is 
intended to extend the provisions of section 5551 to all bonds required 
by or given under sections 5173, 5174, and 5175. 

Subsection (b), “Cross references”, 

Section 5178. Premises of distilled spirits plants 
Subsection (a), “Location, construction, and arrangement”: 
Paragraph (1), ““General’’: 

Subparagraph (A) provides general authority for the 
prescribing of regulations relating to the location, con- 
struction, arrangement, and protection of distilled spirits 
plants, in lieu of the detailed statutory requirements in 
existing law (secs. 5173, 5231, 5271, 5273, and 5305) relating 
to the location, construction, arrangement, and protection 
of the various types of plants which under existing law 
are necessary to perform the functions of distilled spirits 
plants. The detailed requirements in existing law have 
caused administrative difficulties and impeded the technologi- 
cal progress of industry. 

Subparagraph (B) applies the restrictions in existing law 
(sec. 171), relating to the location of registered distilleries, to 
the location of distilled spirits plants for the production of 
distilled spirits, except that the specific provisions prohibiting 
the location of such plants on premises where vinegar is 
manufactured or produced, or where sugars or sirups are 
refined, are deleted. The carrying on of businesses other than 
those listed in this paragragh is also prohibited, except when 
authorized under the provisions of subsection (b). 

Subparagraph (C) is intended to permit the Secretary or 
his delegate’ to approve the location, construction, and 
arrangement of any existing registered distillery, fruit dis- 
tillery, industrial alcohol plant, internal revenue bonded 
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warehouse, industrial alcohol bonded warehouse, industrial 
alcohol denaturing plant, distillery denaturing bonded ware- 
house, rectifying plant, or taxpaid bottling house (or any 
combination thereof under the same proprietorship in the 
same general location) for a distilled spirits plant for the 
performance of the same general functions as the present 
plant (or plants), if he deems that the location, construction, 
and arrangement thereof will afford adequate security to the 
revenue. 

ene 2 (2), “Production facilities’’: 

ubparagraph (A) is derived from existing law (sec. 5307) 
which provides that alcohol may be produced at any qualified 
industrial alcohol plant from any raw materials or by any 
process suitable for the production of alcohol. It provides 
that production facilities of a distilled spirits plant may be 
used to produce distilled spirits from any source or substance. 
Under these provisions the artificial distinctions between pro- 
duction facilities, based upon their qualification as either 
distilleries or industrial alcohol plants, are eliminated. 

Subparagraph (B) retains the general principle expressed 
in existing law (sec. 6173 (b)) that the distilling system shall 
be so connected and constructed as to prevent the abstraction 
of spirits prior to their deposit in receiving cisterns, with 
modifications to permit greater flexibility in operations and 
utilization of modern technological developments in produc- 
ing and gauging distilled spirits. The term ‘deposit in 
receiving cisterns” is deleted and ‘‘production gauge” is sub- 
stituted, since gauging by meters or other devices is now 
feasible without deposit of the spirits in a tank or cistern. 
Also, large quantities of distilled spirits for industrial use are 
produced without fermentation in chemical processes wherein 
the product is neither potable nor readily recoverable as 
potable distilled spirits during preliminary stages of the 
production process. The maintenance of a closed, sealed, 
distilling system at these stages of production entails un- 
necessary administrative expense and needlessly hampers the 
proprietor’s operations. 

Subparagraph (C) is derived from existing law (sec. 5173) 
relating to the construction, arrangement, identification, and 
security of distillery fixtures and equipment. ‘The provisions 
of existing law are made generally applicable to fixtures and 
equipment on bonded premises of distilled spirits plants. 
Certain specific and detailed requirements are omitted in 
order to afford more administrative latitude, consistent with 

the greater flexibility in utilization of facilities provided for 
in this chapter. 

Paragraph (3), “Bonded warehousing facilities’: This para- 
graph contains provisions for the establishment of bonded ware- 
housing facilities. Under the discretion granted the Secretary in 
existing law (sec. 5231) to establish warehouses, regulations have 
permitted a distiller to establish an internal revenue bonded 
warehouse on, or contiguous to, his distillery, and have permitted 

| the establishment of warehouses at other locations by any person 
| only upon a showing of need therefor. Also, within the discretion 
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granted under existing law (sec. 5302) relating to industrial 
alcohol bonded warehouses, regulations have permitted the estab- 
lishment of such warehouses by the proprietor of an industrial 
alcohol plant on the premises of his producing plant, or elsewhere. 
With the unification of all of these producing and warehousing 
operations within the concept of the distilled spirits plant, the 
basic authority of the Secretary to limit the establishment of 
facilities for bonded warehousing (other than those established in 
conjunction with production facilities) has been retained for the 
protection of the revenue and to avoid excessive supervisory and 
administrative costs. 

This paragraph also retains requirements of existing law and 
regulations that casks, packages, cases, or similar portable con- 
tainers in bond be stored in a room or building used solely for the 
storage or packaging of distilled spirits. This degree of protection 
is not required for the storage of distilled spirits in suitably con- 
structed and protected storage tanks. 

Paragraph (4), “Bottling facilities” : 

Subparagraph (A) retains the authority for bonded ware- 
housemen to establish facilities for the traditional bottling of 
distilled spirits in bond as provided under existing law (sec. 
§243 (a)). By confining this authorization to those pro- 
prietors who are authorized to store distilled spirits in casks, 
packages, cases, or similar portable approved containers, it 
is intended to limit traditional bottling in bond to the type 
of premises where it is permitted under existing law, and to 
the bottling of beverage products. 

Subparagraph (B) is derived from existing law (secs. 5271 
and 65278) pertaining to the establishment of facilities for 
rectification, and the purposes for which such facilities may 
be used. The provisions relating to the establishment of such 
facilities as a separate distilled spirits plant, or as a part of a 
distilled spirits plant also qualified for the production or 
bonded warehousing of distilled spirits, are in keeping with 
the concept of the distilled spirits plant under which it is 
intended that facilities for producing, bonded warehousing, 
denaturing, rectifying, or bottling, under one proprietorshi 
and in one general location, be qualified, wherever rf 
as a single distilled spirits plant. 

Subparagraph (C) is intended to preserve the equivalent 
of the present taxpaid bottling house, wherein distilled spirits 
may be bottled without rectification. Regulations promul- 
gated under existing law provide for the establishment of 
such plants under restrictions substantially as set forth in 
this subparagraph. Restrictions of this nature are considered 
cubated, to protect the revenue and to avoid additional 
supervisory cost, and are consistent with the provisions of 
the Federal Alcohol Administration Act relating to bulk sales 
and bottling (27 U. S. C. 206). 

Subparagraph (D) is derived from existing law (secs. 5271 
and §278) and is intended to prohibit the establishment of 
bottling premises on the bonded premises of a distilled spirits 

lant and to provide authority for the promulgation of regu- 
ations relating to the means and manner of separation of 
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bottling premises from the bonded premises of a distilled 
spirits plant. 

Paragraph (5), “Denaturing facilities’: Under existing law 
(secs. 6308, 5805, and 5331 (a)) denaturation is performed in 
separately qualified plants. This paragraph provides that de- 
naturing facilities established on the bonded premises of a distilled 
spirits plant shall be arranged and segregated in such manner as 
the Secretary or his delegate may by regulations require. (For 
authority to denature see sec. 5241.) 

Subsection (b), ‘Use of premises for other businesses”: This sub- 
section is derived from existing law (sec. 6171) relating to registered 
distilleries, which empowers the Secretary or his delegate to authorize 
the carrying on of businesses, other than those specifically authorized 
or prohibited by statute, on distillery premises when the Secretary or 
his delegate finds that such operations will not jeopardize the revenue. 
This subsection is intended to continue this authority, and extend it 
to the entire distilled spirits plant. Specific statutory provision is 
made for an application and approval to carry on such busmesses, 

Subsection (c), “Cross references’’, 


Section 5179. Registration of stills 


Subsection (a), “Requirements”: This subsection is a clarifying 
restatement of existing law (sec. 174) without substantive change. 
Subsection (b), “Cross references”. 


Section 6180.. Signs 


Subsection (a), “Requirements”: Existing law (sees. 5180 and 5274) 
and regulations require the posting by plant proprietors of signs identi- 
fying the premises by proprietorship, registry number, and type of 
establishment. This subsection requires the posting of a sign denoting 
the proprietorship and the business or businesses in which the pro- 
prietor is engaged, and provides that signs be in such form and contain 
such information as regulations may require. This provision will 
make possible the continued utilization of plant designations which 
have obtained public and commercial significance, such as “fruit 
distillery,” “rectifying plant,” etc. 

Subsection (b), “Cross reference”’, 


Section 5181. Cross references 


SUBCHAPTER C—OPERATION OF DISTILLED SPIRITS 
PLANTS 


This subchapter unifies the provisions of existing law relating to the 
operation of registered distilleries, fruit distilleries, industrial alcohol 
plants, internal revenue bonded warehouses, industrial alcohol bonded 
warehouses, industrial alcohol denaturing plants, distillery denaturing 
bonded warehouses, rectifying plants, and taxpaid bottling houses. 
It provides for the conduct of any or all of the present functions of 
these nine plants within a single distilled spirits plant. The unifica- 
tion of these provisions has been accompanied by provision for greater 
administrative discretion in the controls to be exercised, thus per- 
mitting adoption of modern methods of control and continued sim- 
plification of administration and supervision. Such unification will 
also provide opportunity for relief of industry from unnecessary 
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restrictions on the manner in which their operations are to be con- 
ducted, the permissible hours of operation, the type of containers 
which may be used, and the type of records which must be kept and of 
reports which must be filed. Greater latitude is also provided for 
administrative discretion in the manner of gauging distilled spirits 
and the stamping of containers thereof, 


Part I—GeENERAL PROVISIONS 


Section 5201. Regulation of operations 


Subsection (a), “General”: This subsection continues the authority 
provided in existing law (secs. 5193 (a), 5194 (g), 5241 (a), 5281, 
5282 (a), 5802, 5305, 5806, 5307 , and 5319 (6)) for the Secretary or his 
delegate to regulate operations relating to the production, storage, 
denaturation, rectification, and bottling of distilled spirits. Such 
authority is extended to cover the regulation of other operations which 
may be authorized on the premises of distilled spirits plants under 
section 5178 (b). 

Subsection (b), “Distilled spirits for industrial uses’: This subsec- 
tion is a clarifying restatement of existing law (sec. 5305) to conform it 
to the distilled spirits plant concept. 

Subsection (c), ‘Hours of operations”: This subsection is derived 
from existing law (secs. 5195, 5215, and 5306), which contains specific 
restrictions on the hours of operations with respect to the production 
of distilled spirits and the hours for removal of distilled spirits. How- 
ever, the hours of production for industrial alcohol plants are exempt 
from such restrictions, except that regulations may reimpose such 
restrictions. Furthermore, the hours of production for fruit distilleries 
are also exempt from such restrictions by regulations. There is similar 
lack of uniformity in existing law with respect to hours within which 
distilled spirits may be removed from warehouses, as well as from pro- 
ducing establishments. ‘There has been a substantial change in the 
conditions which existed (lighting, transportation facilities, etc.) when 
the statutory restrictions on hours of operation were enacted, and, 
therefore, this subsection is designed to permit modifications to meet 
current conditions by eliminating specific restrictions and authorizing 
the Secretary or his delegate, within certain limitations, to prescribe 
regulations relating to hours for distilling operations and to hours for 
removal of distilled spirits. 

Subsection (d), “Identification of distilled spirits’: This subsection 
isnew. It provides for a new basic control technique for the enforce- 
ment of this chapter through the introduction into distilled spirits of 
tracer elements which will not impair the quality of the distilled spirits 
for their intended use. Subsequent analysis would identify the tracer 
element or elements present, and thereby reveal the source of the dis- 
tilled spirits; absence of appropriate tracer elements would constitute 
evidence of unlawful operations, 


Section 5202, Supervision of operations 


Subsection (a), ‘General’: This subsection provides authority for 
the Secretary or his delegate, by regulations, to prescribe the degree 
of supervision to be maintained over distilled spirits plants, and the 
manner in which they shall be supervised. ‘These provisions are in 
lieu of the many detailed and specific requirements in existing law 
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(secs. 5192 (a) and (ce), 5241 (a) and (6), and 5282 (b)). _ This permits 
adjustments in supervisory practices to utilize more efficient proce- 
dures and scientific techniques, and will allow industry to adopt tech- 
nological advances in operating procedures. 

Subsection (b), “Removal of distilled spirits from distilling system”: 
This subsection continues the principle of the closed distilling system 
required by existing law (secs. 6173 (b) and 5192 (6) and (e)) but 
provides greater scope for administrative determination of the means 
or — of protection which will be required or which may be ap- 

roved. 

r Subsection (c), “Storage tanks’: This subsection is derived from 
existing law (sec. 5241 (a) and (6)) and regulations issued thereunder 
which provide that storage tanks for the bonded warehousing of 
distilled spirits shall be kept closed, and the flow of distilled spirits 
into and out of such tanks shall be controlled by Government locks. 
This subsection provides more latitude for the utilization of improved 
supervisory techniques and of mechanical or other control devices. 

Subsection (d), “Storage rooms or buildings”: This subsection is 
derived from existing law (sec. 5241 (b)). It continues the require- 
ment for Government locked rooms or buildings for the bonded 
storage of distilled spirits in barrels or other portable containers. 
Such security is deemed necessary, due to the impracticability (by 
reason of losses through leakage and evaporation) of maintaining an 
accurate accounting for spirits aged in wood, and due to the greater 
opportunity for diversion in the case of distilled spirits in portable 
containers. 

Subsection (e), “Denaturation of distilled spirits”: This subsection 
continues the requirement of existing law (sec. 65331 (a) (1)) that the 
denaturation of distilled spirits be supervised, but leaves to the 
Secretary or his delegate the degree and type of supervision to be 
exercised and the type of devices or methods to be utilized in con- 
trolling the operation. 

Subsection (f), “Gauging”: This subsection is a consolidation and 
generalization of existing law (secs. 5193 (a) and 5250) for more uni- 
form administration. It provides that certain important gauges of 
distilled spirits shall be made or supervised by internal revenue offi- 
cers, under such regulations as the Secretary or his delegate shall 
prescribe. 

Subsection (g), “Bottling in bond’’: This subsection retains the 
provision of existing law (sec. 5243 (b)) requiring that the bottling of 
distilled spirits in bond be done under supervision. The specific 
supervision to be given to this operation is left to regulations, to 
provide authority for the exercise of appropriate administrative 
discretion. 


Section 5203. Entry and examination of premises 


Subsection (a), “Keeping premises accessible’: This subsection is 
existing law in respect to distillers (sec. 5196 (a)). It is extended to 
apply uniformly to all proprietors of distilled spirits plants. 

Subsection (b), “Right of entry and examination’’: This subsec- 
tion is a clarifying restatement of existing law (sec. 5196 (b) and (e)) 
in respect to distilleries, and is extended to apply uniformly to all 
eT spirits plants, and to any premises where distilled spirits are 
rectified. 
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Subsection (c), “Furnishing facilities and assistance’: This sub- 
section is intended to continue existing law (secs. 5196 (c) and (e) and 
6283) in respect to distillers and rectifiers. It is extended to apply 
uniformly to all proprietors of distilled spirits plants. 

Subsection (d), “Authority to break up grounds or walls’: This 
subsection is a clarifying restatement of existing law (secs. 5196 (d) 
and 5283) with respect to distilling and rectifying premises. It is 
extended to apply uniformly to all distilled spirits plants. 

Subsection (e), ‘Cross reference’, 


Section 5204. Gauging 


Subsection (a), ‘General’: This subsection provides general au- 
thority for the Secretary or his delegate to prescribe by regulations 
the purposes for which distilled spirits shall be gauged (in addition 
to those specified in section 5202 (f), as well as the times for required 

auges and the conditions under which the gauges shall be made. 
his subsection replaces similar provisions of existing law (secs. 5193 
(a), 5194 (g), 5245, and 5282 (6)) providing for the gauging of distilled 
spirits. 

waren eee 2 (b), “Gauging instruments”: This subsection is existing 
law (sec. 6212) except that (1) the phrase “for the determination of 
tax” has been added, to clarify the authority of the Secretary or his 
delegate to prescribe gauging instruments or means of gauging, and 
(2) the phrase ‘‘or methods” has been inserted in order that the Sec- 
retary or his delegate may prescribe methods other than the use of 
traditional instruments for making gauges, as newer methods are de- 
veloped and their merit proven, ‘Technological developments in in- 
strumentation and the development of techniques of statistical sam- 
pling are expected to be of great benefit to both Government and 
industry, and any such developments, or others not now foreseen, are 
intended to be utilizable under this subsection. 

Subsection (c), “Gauging, stamping, marking, and branding by 

roprietors”’: This subsection is a consolidated restatement of existing 
aw (secs. 6193 (d), 5250 (b), 5282 (b), and 5306) and regulations issued 
thereunder, made applicable to all proprietors of distilled spirits plants. 


Section 5205. Stamps 
Subsection (a), “Stamps for containers of distilled spirits’’: 


Paragraph (1), “Containers of distilled spirits bottled in bond”: 
This paragraph, relating to the stamping of distilled spirits 
bottled in bond, is a clarifying and conforming restatement of 
existing law (sec. 5008 (a) (1)). (For provisions relating to the 
manner of affixing stamps, see ee (3).) 

Paragraph (2), “Containers of other distilled spirits”: This 
paragraph is a clarifying restatement of existing law (sec. 5008 
(b) (1)), except that provision has been made for exempting from 
this subsection alcohol stamped under section 5235, and the ex- 
emption now afforded in respect to distilled spirits which are 
bottled especially for export with benefit of drawback has been 
omitted. The effect of the latter change and related changes 
is to require the stamping of distilled spirits bottled especially 
for export, either under the provisions of this paragraph or sub- 
section (c) (2). (For provisions relating to the manner of affix- 
ing stamps, see paragraph (8).) 
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Paragraph (3), “Stamp regulations”: This paragraph is exist- 
ing law (sec. 5008 (a) (1) and (2) and (6)), except for the follow- 
ing changes: 

1. Provision has been made to permit the Secretary or his 
delegate to relieve the requirements that the stamps be so 
affixed as to be broken on opening the bottle or other con- 
tainer, if the container is such as cannot again be used after 
opening. ‘This is intended to give discretion to the Secre- 
tary or his delegate to permit the use of liquor containers 
which are of such material, or which are so designed as not 
to admit of stamping across the mouth, provided the con- 
tainers are not, by reason of their design, susceptible of re- 
use, 

2. The authority of the Secretary or his delegate to pre- 
scribe regulations with respect to stamps under this para- 
graph is extended to include stamps prescribed for bottled 
alcohol under section 5235. 

3. The specific requirements for the destruction of stamps 
affixed to containers under the provisions of section 5008 (b) 
of existing law have been omitted. This paragraph con- 
tinues authority for the Secretary or his delegate to prescribe 
regulations relating to the destruction of stamps affixed 
pursuant to this subsection and makes such authority appli- 
cable in respect to stamps affixed under the provisions of 
section 5235. 

Subsection (b), “Stamps for containers of distilled spirits withdrawn 
from bonded premises on determination of tax’’: This subsection con- 
tinues the requirements of existing law (secs. 6193 (a) and 6250) and 
regulations issued thereunder that containers of distilled spirits with- 
drawn from bonded premises on determination of tax shall be stamped. 

The exemption provided for cases of bottled distilled spirits filled on 
bonded premises, with the bottles therein stamped under the provi- 
sions of subsection (a) or section 5235, is in accordance with existing 
law and regulations. 

Subsection (c), ‘Stamps for containers of distilled spirits withdrawn 
for exportation”’: 

Paragraph (1), “Exportation without payment of tax’: This 
paragraph is derived from existing law (sec. 5009) which requires 
the stamping of all distilled spirits intended for export, before 
removal from the internal revenue bonded warehouse. The 
language has been simplified, and detailed requirements have been 
left to regulations. The limitation on the application of existing 
law, that the exportation be made in the original casks or pack- 
ages, or in packages filled from the original packages, is removed, 
as it serves no useful purpose in the administration of the chapter, 
and restricts industry in its operations. 

Paragraph (2), ‘“Exportation with benefit of drawback’’: This 
paragraph is derived from existing law (sec. 5008 (b) (1) ) which 
requires the stamping of containers of distilled spirits packaged, 
but not bottled especially for export. It provides that the 
Secretary or his delegate may require any container of distilled 
spirits bottled or packaged especially for export to be stamped 
under its provisions, 











144 EXCISE TAX TECHNICAL CHANGES ACT OF 1957 


It is intended that the export stamp provided for in this paragraph 
might, if regulations so prescribe, be the same basic stamp as is used 
for domestic distilled spirits, overprinted to show use on products 
bottled or packaged for export. 

In the event a stamp is not prescribed under this paragraph the 
provisions of subsection (a) (2) will apply. 

Subsection (d), “Stamps for containers of 5 wine gallons or more of 
distilled spirits filled on bottling premises”: This subsection is derived 
from existing law (secs. 5115 and 5282 (b) and (c)) which provides that 
containers of distilled spirits containing 5 gallons or more, filled by a 
rectifier or wholesale liquor dealer, shall be stamped. These provi- 
sions are made applicable to all such packages filled on bottling 
premises for removal therefrom. Details of existing law, such as 
those relating to the manner of affixing stamps, are omitted, and the 
Secretary or his delegate is instead granted authority to prescribe 
regulations relating to the stamping of these containers. 

Subsection (e), “Issue for restamping”: This subsection is existing 
law (sec. 5010 (a)) except for two changes. The phrase “may issue 
stamps” has been changed to “may authorize restamping.” This is 
intended to provide authority for the Secretary or his delegate to 
authorize restamping whether or not the stamp is furnished by the 
Government. Also, the phrase, “of containers” has been substituted 
for “packages” in present law. Containers is a broader term, and is 
intended to cover all approved containers, including bottles, required 
to be stamped. 

Subsection (f), “Accountability”: This subsection is existing law 
(sec. 5010 (6)) except that the specific requirement that ‘‘all stamps 
relating to distilled spirits shall be denied to the principal collection 
officer in each internal revenue district” has been deleted. 

Subsection (g), “Effacement of stamps, marks, and brands on 

emptied containers”: This subsection is a clarifying restatement of 
existing law (sec. 5010 (e)) except that it is made applicable to all 
immediate containers of distilled spirits, except bottles stamped under 
subsection (a) or section 5235, rather than to “casks or packages.” 
The word “immediate” is specifically intended to make it clear that 
the provisions relating to the destruction of marks and brands are 
not applicable to marks and brands on cases of bottled distilled 
spirits, 
‘ Rubasetion (h), “Form of stamp”: This subsection is new. It 
provides for administrative discretion in the type of stamp to be 
used and the method of applying the stamp, by permitting the Secre- 
tary or his delegate to prescribe by regulations that any stamp 
required by or prescribed pursuant to the provisions of this section 
or section 5235 may consist of such coupon, serially numbered ticket, 
imprint, design, or other form of stamp as may by regulations be 
prescribed. 

Subsection (i), “Cross references’’, 


Section 5206. Containers 


Subsection (a), “Authority to prescribe”: This subsection consti- 
tutes an important change in existing law. Existing law (secs. 5193 (a 
and (b), 5194, 5247 (a) and (d), and 5802) contains numerous and 
diverse restrictions on the types of containers in which the different 
kinds of distilled spirits may be stored, transferred, packaged, or 
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withdrawn. Such detailed restrictions have proven cumbersome of 
administration and have hampered the utilization of efficient method 
of storage, transfer, packaging, and withdrawal. This subsection 
replaces these statutory restrictions by a general provision granting 
administrative authority for control by regulations of the containers 
to be used under particular circumstances or for specific purposes. 
The basic purpose is to eliminate artificial distinctions and restrictions 
and to facilitate more efficient operations, It is intended that this 
section be broadly construed, so that the Secretary or his delegate 
may permit efficient storage, transfer, and withdrawal operations. 

Subsection (b), ‘Standards of fill”: This subsection is derived from 
existing law (sec. 6193 (c)) providing that the Secretary or his delegate 
may by regulations prescribe the standards of fill of casks or packages 
of distilled spirits at each distillery. Such authority is extended to 
standards of fill for all approved containers of distilled spirits, except 
the fill of containers of one gallon or less for other than industrial use 
which is controlled under other provisions of law. 

Subsection (c), ‘Marking, branding, or identification”: This sub- 
section provides general authority for the Secretary or his delegate to 
prescribe by regulations the manner of marking, branding, or iden- 
tifying containers of distilled spirits, including cases. This general 
authority replaces the many similar provisions of existing law (secs. 
5009, 5193 (a), 6194, 6248 (d) and (e), 6250 (a), and 5282 (b)) both for 
specific markings and for authority to regulate marking, branding, or 
identifying containers of distilled spirits, including cases. Because 
of the limitation on applicability in subsection (d) following, these 
provisions do not apply to bottles of distilled spirits for other than 
industrial use, the labeling of which is controlled under other pro- 
visions of law. 

Subsection (d), “Applicability”: This subsection is new and limits 
the application of this section to containers of distilled spirits for 
industrial use and to containers of distilled spirits of a capacity of 
more than one gallon for other than industrial use, 

Subsection (e), ‘Cross references”’, 


Section 5207. Records and reports 


Subsection (a), “Records of distillers and bonded warehousemen”’: 
This subsection provides uniform requirements for the maintenance of 
records by distillers and bonded warehousemen and replaces similar 
provisions of existing law (sec. 5197 (a) (1) (A) and (a) (2)). It 
continues regulatory authority under existing law (secs. 5305 and 
§331 (a) (8)) relating to records to be kept by proprietors of industrial 
alcohol plants, industrial alcohol Kone warehouses, industrial 
alcohol denaturing plants, and distillery denaturing bonded ware- 
houses. Under existing law and regulations proprietors of distillery 
denaturing bonded warehouses, industrial alcohol bonded warehouses, 
and industrial alcohol denaturing plants are required to maintain 
records of their operations. However, the statutory requirement for 
the maintenance of records of the operations of internal revenue 
bonded warehouses is placed upon Government officers rather than 
upon proprietors of such establishments. This subsection places all 
these operations on a comparable basis insofar as the keeping of 
records and the rendering of reports are concerned, by providing that 
bonded warehousemen shall maintain records and submit reports 








| 
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relating to their operations. The uniform statutory requirements in 
this subsection are intended to place greater responsibility upon 
proprietors for their operations, and to relieve internal revenue officers 
from detailed clerical duties in this regard. 

Subsection (b), “Records of rectifiers and bottlers’: This subsec- 
tion provides uniform statutory requirements for the maintenance of 
records by rectifiers and bottlers. ‘The requirements of this subsection 
are substantially the same as those of existing law (secs. 6285 and 
6555 (a)) and regulations issued thereunder. 

Subsection (c), ‘Reports’: This subsection replaces many specific 
requirements of existing law (secs 5197 (b), 5285, 5805, 5331 (a) (8), 
and 5555 (a)) with uniform statutory requirements for the submission 
of reports of operations by proprietors of distilled spirits plants, and 
grants administrative discretion to the Secretary or his delegate in 
prescribing the time of filing, the form and manner of reporting, and 
the information to be included in the reports. 

Subsection (d), “Preservation and inspection’: This subsection is 
derived from existing law (secs. 5197 (a) (1) (B), 5805, 5831 (a) (8), 
and 5555 (a)). Existing law in certain instances prescribes specific 
statutory periods for the retention of records, and in other instances 
leaves the period of retention to be prescribed by regulations. This 
subsection eliminates the specific statutory periods and provides 
authority for prescribing the period of retention by regulations. This 
change is intended to obviate the retention of records in particular 
cases beyond their period of usefulness. This subsection requires 
that the records shall be kept on the premises where the operations 
covered thereby are conducted, and shall be available for inspection 
by internal revenue officers during business hours. 

Subsection (e), “Cross reference”, 


Part IJ—Operrations oN BonpED PREMISES 
SUBPART A—GENERAL 


Section 5211. Production and entry of distilled spirits 


Existing law (secs. 5193 (a), 5194 (a), (e), and (g), 5242, 5305, and 
sec. 2 act of March 3, 1877) and regulations contain specific and differ- 
ing requirements relating to the production of distilled spirits, their 
deposit in receiving cisterns (or receiving tanks) on the completion of 
production, the time and manner of drawing off spirits from such cis- 
terns, the facilities in which various kinds of spirits may be entered 
for storage in bond, and the various kinds of spirits which may be 
withdrawn from the three separate types of producing establishments 
(registered distilleries, registered fruit distilleries, and industrial alcohol 
plants). The requirements in connection with each are very restric- 
tive in certain respects, such as the requirements for the deposit of 
the spirits after production in separate locked receiving tanks, the 
withdrawal therefrom within a specified period, and, if the spirits are 
to be stored in bond, their transfer to another tank for storage. This 
section eliminates unnecessary restrictions and artificial distinctions 
and provides uniform statutory requirements with respect to produc- 
tion and entry. 

One of the major effects of the provisions of this section is flexibility 
in the use of plant facilities, and much useless transferring of spirits 
can be avoided under these provisions, 














EXCISE TAX TECHNICAL CHANGES ACT OF 1957 147 


The four purposes for which entry may be made after production is 
complete include one basically new concept; that is, entry for imme- 
diate denaturation. Under existing law the proprietor of an indus- 
trial alcohol plant who wishes to denature his product must establish 
a separate denaturing plant, The spirits must be withdrawn from 
his plant (or warehouse) to the denaturing plant after entry gauge, 
and there be gauged for denaturation, and denatured. Under the 
provisions of this section the production gauge may be also be the 
gauge for denaturation and no withdrawal need be made for denatura- 
tion. 


Section 5212. Transfer of distilled spirits between bonded premises 

Existing law (secs. 5194 (a), (e), (f), and (g), 5217 (a), 6246, and 
6308) restricts the transfer of distilled spirits between various types of 
producing and warehousing establishments and imposes restrictions 
on the types of containers which may be used for such transfers. 
This section authorized the transfer of distilled spirits in bond be- 
tween bonded premises under such regulations, and in such approved 
containers, as the Secretary or his delegate shall prescribe. 

This section will eliminate artificial restrictions in existing law, 
and will facilitate the use of more efficient methods of transfer. 


Section 5213. Withdrawal of distilled spirits from bonded premises on 
determination of tax 

Existing law (secs. 5194 (a) and (e) and 5244) provides for the 
withdrawal of distilled spirits from bond on determination of tax, but 
imposes certain restrictions in the case of such withdrawals from 
registered distillers, including registered fruit distilleries, as to the 
types of containers that may be used. This section authorizes the 
withdrawal of distilled spirits from the bonded premises of any dis- 
tilled spirits plant, in such approved containers, and under such 
regulations, as the Secretary or his delegate shall prescribe. 

This section will eliminate artificial restrictions in existing law, and 
will facilitate the use of more efficient methods of withdrawal. 


Section 5214. Withdrawal of distilled spirits from bonded premises free 
of tar or without payment of tax 

Subsection (a), “Purposes”: Existing law (secs. 5193 (b), 5194 (d), 
§243 (e), 5247, 5810 (a), (b), and (c), 5831 (a) (1) and (6), 5873 (6) (4), 
§522 (a), 19 U. S. C. 8le, and 19 U. 8. C. 1809) contains various 
provisions pertaining to distilled spirits which may be withdrawn 
free of tax or without payment of tax, including artificial distinctions 
based upon the type of producing establishment or place of storage 
in bond. 

This subsection provides uniform provisions relating to withdrawals 
from bonded premises free of tax ek to withdrawals without payment 
of tax, and eliminates numerous artificial distinctions contained in 
existing law. These changes are of major significance in eliminating 
alternating production operations and separate types of warehouses, 
thereby facilitating more efficient utilization of producing and ware- 
housing facilities, which will be of special benefit in times of national 
emergency. 

This subsection also clarifies the distinction between the terms 
“free of tax’’ and “without payment of tax.” The term “free of tax” 
is applied where it is intended that the distilled spirits be relieved, 

92140°—57——11 











148 EXCISE TAX TECHNICAL CHANGES ACT OF 1957 


at the time of withdrawal from bonded premises, of the tax which 
attached when the spirits were produced (sec. 5001 (a) (1)), and 
“without payment of tax” is eel where it is not intended that the 
spirits be so relieved at the time of their withdrawal from bonded 
premises. 

Paragraph (1) is a clarifying and conforming restatement of 
existing law (secs. 5310 (a) oT 5331 (a) (1) ib (b)) except that 
provisions of existing law, that alcohol be withdrawn free of tax 
to an industrial alcohol denaturing plant for denaturation, are 
changed to provide that distilled spirits may be withdrawn from 
the bonded premises of a distilled spirits plant free of tax after 
denaturation in the manner prescribed by law. 

Paragraph (2) is a clarifying and conforming restatement of 
section 5310 (b) of existing law which provides for the withdrawal 
of alcohol only, free of tax, for the use of the governmental units 
and agencies listed in this paragraph. This paragraph provides 
for the withdrawal of any type of distilled spirits which may be 
authorized by regulations. Ecnsistent with the removal of the 
statutory limitation on the type of distilled spirits, this paragraph 
makes specific provision that the spirits be withdrawn for non- 
beverage purposes. The change in language from “municipal 
subdivision” to “political subdivision” is intended to clarify the 
intent of the statute, and not to make any substantive change. 

Paragraph (3), except for changes in subparagraphs (A) and 
(C), is a clarifying and conforming restatement of existing law 
(sec. 5310 (c)). Existing law provides for the withdrawal of alco- 
hol only, free of tax, for certain purposes, while this paragraph 
provides for the withdrawal for similar purposes of any type of 
distilled spirits which may be authorized by regulations. Con- 
sistent with the removal of the statutory limitations on the type 
of distilled spirits, this paragraph makes specific provision that 
the spirits must be withdrawn for nonbeverage purposes. 

Subparagraph (A) makes new provision for the withdrawal 
of distilled spirits, free of tax, for the exclusive use of any 
educational organization which normally maintains a regular 
faculty and curriculum and normally has a regularly enrolled 
body of students in attendance at the place where its educa- 
tional activities are regularly carried on, and which is exempt 
from income tax under section 501 (a). This extends the 
provisions of existing law which limit such withdrawals to 
alcohol, free of tax, for the use of any scientific university 
or college of learning. ‘The privilege of the use of such 
alcohol is presently enjoyed by public schools which use dis- 
tilled spirits free of tax under withdrawal permits held by 
the District of Columbia or the municipal subdivisions of 
the several States and Territories. 

Subparagraph (C) includes two new provisions. One 
authorizes withdrawal of distilled spirits, free of tax, for 
use at blood banks, consistent with the general purposes of 
existing law. The other new provision authorizes with- 
drawal of distilled spirits, free of tax, for use at any patho- 
logical laboratory exclusively engaged in making analyses 
or tests, for hospitals or sanitariums. Under existing law 
tests and analyses, with the use of alcohol withdrawn free 
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of tax, are restricted to such services for patients of the 
institutions making the tests or analyses, This subpara- 
graph removes that restriction. 

Paragraph (4) is a consolidated restatement of existing law 
(secs. 5193 (b), 5243 (e), and 5247) except that the many specific 
requirements in existing law relating to applications, entries, and 
manner of exportation, have been left to regulations. 

Paragraphs (5), (6), (7), and (8) are restatements of existing 
law without substantive change. 

Paragraph (9) is a clarifying restatement of existing law (sec. 
5373 (b) (4)) and permits the withdrawal free of tax, under such 
regulations as the Secretary or his delegate may prescribe, of 
samples of distilled spirits from bonded premises for use in making 
tests or laboratory analyses thereof. 

Subsection (b), ‘‘Cross references”, 


Section 6215. Return of tax determined distilled spirits to bonded premises 
Subsection (a), “General”: This subsection is new. There is no 
provision in existing law for the return to bonded premises of distilled 
spirits withdrawn on payment or determination of tax. This has 
caused substantial hardship in cases where tax determined distilled 
spirits have been found to be unsuitable for the purpose for which 
intended to be used. This subsection affords relief in such cases by 
permitting the return of such distilled spirits to bonded premises in 
the original container in which withdrawn if such spirits have not been 
subjected to any processing and if no spirits have been removed from 
the original container (other than samples for testing or analysis). 

“Bulk container” as used in this subsection is intended to exclude 
containers of less than five gallons. 

The provision that the spirits, when returned to bonded premises, 
shall immediately be redistilled or denatured is intended to require 
processing of the spirits, to prevent abuse of the provisions of this sub- 
section. The exception to this requirement, that they may instead be 
mingled on bonded premises with other spirits, is intended to allow the 
redistillation or denaturation of the returned spirits with other dis- 
tilled spirits, or to permit returned spirits distilled at 190 degrees or 
more of proof to be mingled with other spirits so distilled, so that slight 
contaminations could be rendered insignificant by dilution. 

Subsection (b), “Distilled spirits withdrawn by pipeline”: This 
subsection is new and provides that, in the case of tax determined 
spirits removed by pipeline, the phrase “original container in which 
such distilled spirits were withdrawn from bonded premises”, as used 
in subsection (a), means the bulk tank into which the distilled spirits 
were originally deposited from such pipeline. This is particularly 
intended to afford relief in case of distilled spirits contaminated from 
the pipeline in the process of removal. 

Subsection (c), “Cross reference’. 


Section 5216. Regulation of operations 
This is a cross reference section. 
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SUBPART B—PRODUCTION 


Section 5221. Commencement, suspension, and resumption 


This section is a restatement of existing law (sec. 5191) in respect 
to distilleries, except that language has been clarified and the termi- 
nology conformed to the distilled spirits plant concept, and the 
specific requirement that locks be used to secure a suspended plant 
has been generalized to provide that the Secretary or his delegate 
may prescribe the means to be used to prevent the production of 
distilled spirits. ; 

The provisions of this section are applicable to all producers of 
distilled spirits. 

Section 5222. Production, receipt, removal, and use of distilling materials 

Subsection (a), “Production, removal, and use”: This subsection is 
a clarifying and conforming restatement of existing law (secs. 5042 
(a) and 5216) except that the restriction on the removal of distilling 
material from the premises where produced has been modified to 
permit such removal whenever authorized by the Secretary or his 
delegate. Existing law provides that “no person, other than an 
authorized distiller, shall, by distillation, or by any other process, 
separate the alcoholic spirits from any fermented mash, wort, or 
wash.” This subsection provides in lieu thereof that “no person 
other than an authorized distiller, shall, by distillation or any other 
process, produce distilled spirits from any mash, wort, wash, or other 
material.” This language is intended to continue to cover the 
original production of distilled spirits, but is broadened to more 
clearly apply to such production from any materials and by any 

rocess. 

. Subsection (b), “Receipt”: This subsection is a clarifying and con- 
forming restatement of existing law (secs. 5809, 5862 (7) and 5412) 
except that specific provision is made for the receipt on bonded prem- 
ises of a distilled spirits plant of cider for use as distilling material. 
This provision is intended to permit apple growers to collect crushed 
apples or apple juice for transfer to distilled spirits plants for possible 
further fermentation and for distillation, even though natural fer- 
mentation of the produce may have begun before it is delivered to the 
distilled spirits plant. 

The cider to which this subsection refers is that cider which is pro- 
duced as described in section 5042 (a) (1), that is, by normal fermenta- 
tion of apple juice only, without the addition of any substance, and in 
such manner as to result in a noneffervescent product. Such cider 
will have a low alcoholic content, and its transfer to distilled spirits 
plants will not constitute a jeopardy to the revenue. 

Subsection (c), “Cross references’. 

Section 6223. Redistillation of spirits 

Subsection (a), ‘Spirits on bonded premises”: Existing law (secs. 
6194 (f), 6217, 6805, and 5308) and regulations contain limited au- 
thority for the transfer of distilled spirits from production or bonded 
warehousing facilities to production facilities for redistillation. ‘There 
is no such provision for the transfer of denatured distilled spirits from 
denaturing plants to production facilities for redistillation. Since the 
restrictions on the transfer of distilled spirits (including denatured 
distilled spirits) in bond under existing law are removed by other 








EXCISE TAX TECHNICAL CHANGES ACT OF 1957 151 


changes in this chapter, it is not necessary to specifically authorize 
the transfer of distilled spirits for redistillation and provision is made 
in this subsection only for the act of redistillation itself. This pro- 
vision is not intended to authorize redistillation of distilled spirits in 
distilled spirits plants unless such plants are constructed, equipped, 
and qualified for the original production of distilled spirits, and is not 
intended to be construed as authorizing the establishment of distilled 
spirits plants solely for the redistillation of spirits on bonded premises. 

Subsection (b), “Distilled spirits returned for redistillation’”’: This 
subsection is new. It is intended to provide for the return to bonded 
premises, and redistillation on bonded premises, of distilled spirits 
which have been removed free of tax or without payment of tax under 
section 5214 or 7510. In the case of distilled spirits withdrawn with- 
out payment of tax under section 5214, return to bonded premises 
for redistillation will only be permitted prior to the time that the 
spirits are exported, deposited in a foreign trade zone, used in produc- 
tion of wine, deposited in a customs manufacturing bonded ware- 
house, or laden 2s supplies upon or used in the maintenance or repair 
of the vessels or aircraft, as the case may be, Such return and redis- 
tillation will be subject to regulations, 

The regulatory authority of the Secretary or his delegate is intended 
to include the right to specify the containers in which spirits may be 
returned, the minimum quantities which may be returned at one time, 
and any other conditions relating to the return of the spirits and their 
redistillation, which he deems necessary to protect the revenue or to 
provide for efficient administration of these provisions. 

Subsection (ce), ‘‘Denatured distilled spirits”: This subsection is 
new. It is intended to preserve the requirement of existing regula- 
tions that distilled spirits which have once been denatured shall not 
subsequently be used as pure spirits. 

Subsection (d), ‘Products of redistillation”’: This subsection, except 
for the last sentence, is a clarifying restatement of existing law (sec. 
5194 (f)), and is applicable to spirits returned under section 5215 (a) 
to bonded premises after withdrawal on payment or determination of 
tax, as well as to distilled spirits transferred to bonded premises under 
the provisions of section 5232 and subsequently redistilled. The last 
sentence is new. Under existing law and regulations, vodka may be 
manufactured in a registered distillery by the processing of distilled 
spirits in the course of original distillation (before production gauge) 
or in the course of redistillation of distilled spirits returned to the dis- 
tillery subsequent to production gauge, and before withdrawal from 
bond. In the case of returned neutral spirits the redistillation serves 
no purpose in the manufacture of vodka. ‘This new provision is in- 
tended to eliminate the legal necessity for redistillation of such re- 
turned distilled spirits in connection with their use in the manufac- 
ture of vodka. 

SUBPART C—STORAGE 


Section 5231. Entry for deposit in storage 


This section is a restatement of existing law (sec. 5242) and is made 
applicable to all production and bonded storage in distilled spirits 
plants. 
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Section 5232. Imported distilled spirits 

This section is existing law (sec. 5311) with certain important 
changes. 

Under existing law, the only imported distilled spirits which may 
be transferred from customs custody to internal revenue bond are 
spirits known and designated as alcohol. Under the provisions of 
this section any distilled spirits of 185 degrees or more of proof may 
be so transferred. This change continues to restrict the privilege of 
transferring distilled spirits to the same kinds of spirits (i. e., high- 
proof spirits) for which the privilege is now used. It is intended to 
prohibit the application of this privilege to imported whisky, brandy, 
or rum, or similar beverage spirits. 

Provision is made for the transfer of distilled spirits of any proof 
from customs custody to internal revenue bond, if imported for any 
purpose incident to the requirements of the national defense. This 
provision is intended to grant standby authority for use in any national 
emergency. 

The language has been conformed to the distilled spirits plant 
concept. 

Section 5233. Bottling of distilled spirits in bond 

Subsection (a), ‘General’: This subsection is a clarifying and con- 
forming restatement of existing law (sec. 5243 (a)). 

Subsection (b), “Bottling requirements’’: This subsection is. a re- 
statement of existing law (sec. 5243 (a) and (6)), except that (1) pro- 
vision is made for specifically limited treatment of the distilled spirits 
to be bottled in order to attain product stability not possible under 
existing law, (2) the bottling of vodka in bond for export without 
storage in wooden containers for at least four years is permitted, in 
the same manner that such bottling of gin is allowed under existing 
law, and (3) the provision in existing law, that the 4-year period of 
required storage of distilled spirits in wooden containers prior to 
bottling commence with the date of original entry (or original gauge 
as to fruit brandy), is modified, so that the 4-vear storage period in 
wood may begin subsequent to original entry. This third change will 
permit of original entry of the spirits into storage in tanks, with 
subsequent filling into barrels for storage, so that more economical 
means of operation may be utilized. 

Subsection (ec), “Trademarks on bottles’: This subsection is exist- 
ing law (sec. 6243 (e)). 

Subsection (d), ‘Return of bottled distilled spirits for rebottling, 
relabeling, or restamping’’: This subsection is new. It conforms sub- 
stantially to provisions of existing regulations which permit distilled 
spirits which have been bottled in bond and subsequently taxpaid to 
be returned to bonded premises for rebottling, relabeling, or restamp- 
ing. It is not intended to preclude authorization for relabeling of 
such sprits on other than bonded premises, 

Subsection (e), “Cross references’’, 


Section 5234. Mingling and blending of distilled spirits 
Subsection (a), “Mingling of distilled spirits on bonded premises”’: 
Paragraph (1), “In general”: 
Subparagraph (A), permitting the mingling on bonded 
premises of distilled spirits distilled at 190° or more of proof, 
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is intended to continue the present privilege of mingling 
alcohol in bond enjoyed, under existing law (sec. 63806) and 
regulations issued thereunder, by proprietors of industrial 
alcohol bonded warehouses, and to extend the privilege to 
all proprietors of bonded warehousing facilities, in order to 
permit more efficient storage and transportation of such dis- 
tilled spirits, which, by reason of their high proof of distiJla- 
tion, are substantially neutral in character. 

Subparagraph (B) is new. It permits the dumping to- 
gether of heterogeneous spirits for bulk gauging to deter- 
mine the taxable quantity thereof, if the spirits are to be 
immediately removed to bottling premises for use exclusively 
in rectification. It will admit of substantial economies for 
both Government and industry. Under existing law it is 
sometimes necessary to make as many as 20 or more sepa- 
rate gauges of distilled spirits intended to be used in a single 
blend. Under the proposed law the several lots of spirits 
may be dumped together into a single bulk gauging tank, 
and there gauged in one operation. While the mingling of 
distilled spirits in bulk gauging tanks is exempted from recti- 
fication tax by the provisions of section 5025 (e) (3), it is 
intended that no loss of revenue occur thereby, for, if the 
mingling would otherwise have been subject to tax, the 
mingled spirits must be used, after removal, in taxable 
rectification. 

Subparagraph (C) is new. It provides for the mingling 
on bonded premises of distilled spirits which are homo- 
geneous. It is intended to permit greater freedom of 
operations and more economical storage, aging, and trans- 
portation of distilled spirits. It will, for example, permit the 
consolidation of packages of homogeneous spirits, or the 
dumping together of homogeneous spirits for transfer in 
bulk containers such as tank cars or tank trucks. 

Subparagraph (D) is new. It provides for the mingling 
on bonded premises of distilled spirits for immediate de- 
naturation or immediate removal for an authorized tax-free 
purpose. It is intended to provide greater flexibility of 
operations on bonded premises with distilled spirits to be 
withdrawn for the purposes provided in section 5214 (a) (1), 
(2), (3), or (9), or 7510, 

Subparagraph (E) is new. It authorizes the mingling of 
distilled spirits on bonded premises for immediate redistilla- 
tion; it will permit greater utilization of redistillation to 
improve the quality of distilled spirits, since the redistillation 
of small quantities in separate batches is uneconomical in 
large distilling units. 

Paragraph (2), “Consolidation of packages for further storage 
in bond”: This paragraph is new. It makes provision, under 
certain conditions, for the mingling on bonded premises of dis- 
tilled spirits for further storage in bond in packages. It also 
provides that the consolidated product will assume the age of the 
youngest spirits in the mixture, 
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The distilled spirits which may be mingled under the provisions 
of this paragraph must meet the requirements for homogeneous 
spirits except as to differences in age. 

The consolidation of spirits under these provisions will permit 
the proprietor of bonded storage premises to conserve warehouse 
space, reduce the number of barrels requiring supervision by 
warehousemen and Government, and reduce evaporation. 

Subsection (b), “Mingling of distilled spirits for national defense’’: 
This subsection is derived from existing law (see. 5217 (a)) which will, 
if not reenacted, expire at the close of July 11, 1958. It is the intent 
of this subsection to conform the provisions of existing law to the 
distilled spirits plant concept, and to provide continuing administra- 
tive authority for action in the interest of the national defense. 

Subsection (c), “Blending of beverage brandies’”’: This subsection is 
existing law (sec. 5023) with minor conforming changes in language, 
except for the elimination of the restrictions that the blending or 
mixing be done (1) by the distiller of the brandies, and (2) on premises 
where brandy or wine spirits exclusively are stored. These restric- 
tions have prevented full utilization of the privilege granted by exist- 
ing law, and are deemed to be unnecessary. 

Subsection (d), “Cross reference’. 

Section 5235. Bottling of alcohol for industrial purposes 

Under existing law (sec. 5305) and regulations issued thereunder, 
alcohol may be bottled, stamped, and cased on the premises of an 
industrial alcohol bonded warehouse, and a distinctive strip stamp is 
provided for such bottles. With the adoption of the concept of a 
distilled spirits plant it becomes necessary to preserve this privileged 
industrial operation, and to distinguish it from the traditional bottling 
in bond of beverage distilled spirits. It is not intended that these 
provisions will preclude authorization of the use of facilities, estab- 
lished under section 5178 (a) (4) (A), for bottling alcohol under the 
provisions of this section at times during which such facilities are not 
being used for the bottling in bond of distilled spirits as provided in 
section 5233. 

Section 5236. Discontinuance of storage facilities and transfer of dis- 
tilled spirits 

This section is a clarifying and conforming restatement of existing 
law (sec. 6252). 


SUBPART D—DENATURATION 


Section 5241. Authority to denature 

This section contains basic changes from existing law relating to 
the denaturation of distilled spirits. Existing law (secs. 5194 (c), 
5308, 5310 (a), and 5331) provides that alcohol or rum must be 
withdrawn to a separate establishment for denaturation, while this 
section provides that distilled spirits may be denatured on the bonded 
premises of a distilled spirits plant without withdrawal to a separate 
establishment. The elimination of the requirement of withdrawal of 
the spirits to separate premises prior to denaturation will greatly 
simplify the procedures involved in denaturing operations, and will 
also admit of greater flexibility in the use of physical facilities and 
equipment. This section eliminates the specific restrictions upon the 
kinds of distilled spirits that can be denatured and will provide latitude 
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for the development of new industrial processes involving the use of 
denatured distilled spirits. 

Under existing law and regulations an industrial alcohol denaturing 
plant may be established only by the proprietor of an industrial 
alcohol ae at his industrial alcohol plant or industrial alcohol 
bonded warehouse, or, at the discretion of the Secretary or his delegate 
elsewhere. Also, under existing law, a distillery denaturin bonded 
warehouse (for the denaturation of rum) may be established only by 
the proprietor of a registered distillery, and on the distillery premises. 
These restrictions in existing law upon the establishment of denaturing 
plants were designed to admit of the establishment of such facilities 
as may be necessary to serve adequately the public need, while at 
the same time preventing the establishment of numerous and widely 
scattered denaturing facilities which would endanger the revenue and 
increase the cost of supervision of operations. ‘This section retains 
the basic restrictions in existing law in respect to the establishment 
of denaturing facilities. It also continues the authority for the Sec- 
retary or his delegate to exercise discretion in permitting the estab- 
lishment of denaturing facilities, except that producers of distilled 
spirits may establish such facilities on their producing premises or on 
any qualified bonded warehousing premises operated by them. This 
section is not intended to limit the authority of the Secretary or his 
delegate under section 5178 (a) (3) (B), and that authority is intended 
to complement his discretionary authority under this section. 


Section 5242. Denaturing materials 


This section is a clarifying and conforming restatement of existing 
law (secs. 5303, 5310 (a), and 5831 (a) (1) and (2). 


Section 5243. Sale of abandoned spirits for denaturation without collec- 
tion of tax 

This section is existing law (sec. 5333) except that the term “distilled 
spirits plant” has been substituted for “industrial aleohol plant.” 
This change conforms the language to the nomenclature of this chapter, 
and is intended to extend the authority to sell abandoned spirits so 
that they may be purchased for denaturation, or redistillation and 
denaturation, by the proprietor of any distilled spirits plant having 
approved facilities for denaturation, or redistillation and denaturation, 
on bonded premises. 


Section 6244. Cross references 
44 , 


Part I]I—Operations on Bortrriuinc PREMISES 


Section 5251. Notice of intention to rectify 

This section is derived from existing law (sec. 5282 (a)). The 
specific requirements of existing law relating to the rectifier’s notice 
of intention to rectify have been eliminated in order to provide greater 
flexibility in administration. 
Section 5252. Regulation of operations 

Cross references, 
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SUBCHAPTER D—INDUSTRIAL USE OF DISTILLED 
SPIRITS 
Section 5271. Permits 

Subsection (a), ‘Requirements’: This subsection is derived from 
existing law (sec. 5304 (a) (1)), which provides that no person shall 
procure alcohol tax-free, deal in or use specially denatured alcohol, 
recover completely or specially denatured alcohol, or transport 
specially denatured or tax-free alcohol, without first obtaining a 
permit from the Secretary or his delegate so to do. ‘This subsection 
continues these provisions of existing law, except that the provision 
for permits for persons transporting alcohol are eliminated, since such 
permits no longer are useful, and are not generally required in the 
case of distilled spirits other than alcohol. 

The term “alcohol” is changed to “distilled spirits” to conform the 
nomenclature to other provisions of this chapter, and to eliminate 
the restrictions of existing law which confine the tax-free industrial use 
of distilled spirits to alcohol, denatured alcohol, and denatured rum. 
Other clarifying and conforming changes in language have also been 
made. 

Subsection (b), ‘Form of application and permit”: This subsection 
is derived from existing law (sec. 5504 (a) (2) and (a) (4)). 

Paragraph (1) is a clarifying and conforming restatement of 
existing Jaw. Provision is made that the application shall be 
submitted at such times as the Secretary or his delegate may by 
regulations prescribe, in order to conform the provisions of this 
paragra} ph to other changes in this subchapter, including those 

lating to the filing of amended applications and to the duration 
of pe rmits issued under this subch: apter (including permits re- 
quired by section 5171 (b)). 

Paragraph (2) is a clarifying and conforming restatement of 
existing law except that certain specific and detailed requirements 
have been deleted. 

Subsection (¢), “Disapproval of application”: This subsection is 
derived from existing law (sec. 5304 (a) (3)). The provisions of 
existing law have been substantially revised for the purposes of 
clarification, of bringing them more in line with the comparable 
provisions of the Federal Alcohol Administration Act, and of making 
them consistent with the provisions of the Administrative Procedure 
Act (6 U. S. C. 1001) governing the procedures for disapproval of 
applications under this subsection. 

Four bases for disapproval are provided by this subsection. The 
first such basis, viz, in the case of an application to withdraw and use 
distilled spirits free of tax, that the applicant is not authorized by 
Jaw or regulations issued pursuant thereto to withdraw or use such 
distilled spirits, is intended to provide authorization for the disap- 
proval of applications for withdrawal or use of distilled spirits filed by 
persons ineligible to withdraw or use distilled spirits under the pro- 
visions of section 5214 (a) (2) or (3), and for disapproval of such 
applications where the proposed use of the distilled spirits (or part 
thereof) free of tax is not authorized by law. ‘These provisions are 
consistent with the administration of existing law. 

The second basis is new. It is similar to a provision in the Federal 
Alcohol Administration Act relating to the disapproval of applica- 
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tions for permits under that act (27 U. S. C. 204). It is intended to 
authorize the Secretary or his delegate to consider the reputation or 
criminal record of the applicant as a part of his consideration of the 
applicant’s business experience, financial standing, and trade connec- 
tions. In the case of a corporate applicant, the Secretary or his 
delegate is authorized to give such consideration in respect to any 
officer, director, or principal stockholder thereof, and, in the case of a 
partnership, in respect to any partner. 

The third basis is existing law, except that (1) the phrase “willfully 
failed to disclose any information required by regulation to be fur- 
nished” has been changed to “failed to disclose any material informa- 
tion required,” since no permit should be issued on the basis of an 
application containing material omission, whether or not the omission 
was willful, (2) the phrase “made any false statement” has been 
changed to “made any false statement as to any material fact,” for a 
similar reason, and (3) the specific references to violations of certain 
laws of the United States, States, Territories, possessions of the 
United States, and the District of Columbia, together with the specific 
prohibition against the issuance of a permit to any person who within 
1 year before the application therefor or the issuance thereof shall 
have violated certain specific proscriptions of existing law, are 
deleted, since the Secretary or his delegate will consider the entire 
reputation and criminal record of the applicant in determining 
whether or not the applicant is likely to maintain operations in com- 
pliance with this chapter. 

The fourth basis for disapproval is consistent with requirements of 
regulations issued under existing law, that the premises of users of 
tax-free alcohol (including specially denatured alcohol) and dealers 
in specially denatured alcohol be suitable for the activities or busi- 
nesses carried on. 

Subsection (d), “Changes after issuance of permit”: This subsec- 
tion is new. Its provisions are intended to authorize the Secretary 
or his delegate to require, by regulations, after the issuance of a 
permit under this section, written notice of any change relating to 
the information contained in the application therefor, and, where the 
change affects the terms of the permit, to require an application for 
an amended permit. It is intended that such applications shall be 
subject to the provisions of this section, including those pertaining 
to disapproval thereof. 

Subsection (e), “Suspension or revocation”: This subsection is 
derived from existing law (sec. 5804 (b) and (c)) with important 
changes. Existing law provides detailed procedure for the revoca- 
tion of permits relating to industrial aleohol. This subsection elimi- 
nates these specific details, and provides in lieu thereof for notice and 
hearing which will be governed by the provisions of the Administra- 
tive Procedure Act (6 U. S. C. 1001). 

Also, existing law makes no provision for suspension of permits. 
This subsection permits greater administrative latitude by providing 
for revocation or suspension in whole or in part for such period as the 
Secretary or his delegate deems proper. 

This subsection lists the causes for which a permit issued under this 
section may be suspended or revoked. ‘These causes are enumerated 
in eight paragraphs, 
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Paragraphs (1) and (2) are clarifying restatements of existing 
law. 
Paragraph (3) is existing law, except that the provision that the 

false statement must be as to a material fact has been inserted. 

Paragraph (4) is existing law, except that the requirement that 
the failure to disclose information be willful has been omitted, 
to reduce the burden of proof upon the Government, and the 
requirement that such information be material has been inserted 
to eliminate suspension or revocation actions without a substan- 
tial basis. 

Paragraph (5) is existing law, except for two changes. Viola- 
tions of laws of States, Territories, possessions of the United 
States, or of the District of Columbia, relating to intoxicating 
liquor, have been eliminated as causes for revocation, in order to 
avoid involving the Internal Revenue Service in the enforcement 
of such laws in connection with its administration of permits 
under this section. Also, the clause “has been convicted of 
fraudulent noncompliance with any provision of this title’ has 
been added, since persons who have been so convicted are not 
entitled to the continued confidence of the Government. 

Paragraph (6) is new. It is intended to provide means for 
terminating permits when the basis on which they were issued no 
longer exists. It is intended also to be applicable to the suspen- 
sion or revocation of a permit in part. 

Paragraph (7) is a dantine restatement of existing law. 

Paragraph (8) is new. It is intended to provide a basis for the 
termination of permit privileges in the instance of inactive per- 
mits. 

Subsection (f), “Duration of permits’: This subsection is derived 
from existing law (sec. 5304 (a) (1) ), with an important change. 
Under existing law, all alcohol permits are issued on an annual basis. 
This subsection provides that permits issued under this section shall 
continue in effect until suspended, revoked, or voluntarily surren- 
dered, unless sooner terminated by the terms of the permit. It is 
not intended to preclude inclusion in the terms of permits of specific 
conditions as to expiration, either at a fixed date or after a fixed 
period of time. It is intended that all statements, conditions, and 
stipulations contained in the application for permit, and all state- 
ments, evidence, affidavits, and other documents filed in support 
thereof, shall be considered as a part of such permit and shall be 
included in the provisions and conditions of the permit, as is now 
provided by regulations in the case of alcohol permits. 

Subsection (g), “Posting of permits’: This subsection is new. It 
provides for the posting of certain permits to facilitate inspection, 

Subsection (h), “Regulations”: This subsection is existing law 
(sec. 53804 (a) (2)), except that the specific authority of the Secretary 
or his delegate to prescribe regulations, pertaining to the issuance of 
permits to purchase or procure specially denatured alcohol, has been 
extended to include the prescribing of regulations relating to the 
issuance, denial, suspension, or revocation of all permits under this 
section. 
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Section 5272. Bonds 

Subsection (a), ‘““Requirements”: This subsection is existing law 
(sec. 53804 (a) (5)). 

Subsection (b), “Exceptions”: The exemption from bond provided 
by this subsection in the case of a permit issued to the United States 
or any governmental agency thereof, or to any of the several States 
and Territories or any political subdivision thereof, or to the District 
of Columbia, is a clarifying restatement of existing law (sec. 5310 (d)). 


Section 5273. Sale, use, and recovery of denatured distilled spirits 
Subsection (a), “Use of specially denatured distilled spirits”: This 

subsection is a conforming and clarifying restatement of existing law 

(sees. 5331 (a) and (6)) as applied by regulations issued thereunder. 
Subsection (b), “Internal medicinal preparations and flavoring 


” 


extracts’: 

Paragraph (1), “Manufacture”: This paragraph continues the 
prohibition in existing law (secs. 5303, 5305, 5310 (a), 5831 (a) (1) 
and (2) and (6), and 5647) and regulations issued thereunder, 
against the use of denatured alcohol and denatured rum in the 
manufacture of flavoring extracts or internal medicinal prepara- 
tions, and extends it to any denatured distilled spirits, in con- 
formity with other changes in this chapter. It does not prohibit 
the use of denatured distilled spirits in external liquid medicinal 
preparations (including mouth washes, gargles, nose drops, and 
similar preparations) or in internal liquid medicinal preparations 
for other than human beings. 

Paragraph (2), “Sale”: This paragraph continues the pro- 
hibition in existing law (secs. 5803, 5805, 5310 (a), 5331 (a) (1) 
and (2) and (b), and 5647) and regulations issued thereunder, 
against the selling, or offering for sale, for internal human use of 
any medicinal preparations or flavoring extracts manufactured 
from denatured distilled spirits where any of the spirits remains 
in the finished product. This prohibition is not applicable in 
respect to such articles for other than human beings. 

Subsection (c), “Recovery of spirits for reuse in manufacturing”’: 
This subsection is a clarifying and conforming restatement of existing 
law (sec. 5332). 

Subsection (d), “Prohibited withdrawal or sale’: This subsection 
is a clarifying restatement of existing law (secs. 5303, 53805, 5310 (a), 
6331 (a), and 5647). 

Subsection (e), ‘Cross references”, 

Section 5274. Applicability of other laws 

This section is existing law (sec. 5317 (6)) in respect to the jurisdic- 
tion, powers, and duties of the Secretary or his delegate under part I 
of subchapter E and section 5686, and in respect to persons subject to 
the provisions of such law. It is extended in this section to apply to 
the jurisdiction, powers, and duties of the Secretary or his d clegate 
under this subtitle, and in respect to persons subject to the provisions 
of this subtitle. 

Section 5275. Records and reports 


This section consolidates, conforms, and clarifies the requirements 
of existing law (secs. 5305, 5313 (6), and 5331 (a) (3)) relating to records 
and reports in respect to alcohol withdrawn free of tax and to de- 
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natured alcohol, denatured rum, and articles. In conformance with 
other changes in this chapter, this section is applicable to all distilled 
spirits withdrawn free of tax under section 5214 (a) (2) or (3) and to 
all denatured distilled spirits or articles. 

In addition, this section clarifies the authority of internal revenue 
officers with regard to inspection of records and reports and taking of 
samples of distilled spirits, denatured distilled spirits, articles, and 
substances used in the manufacture of articles, to which such records 
and reports relate. 


SUBCHAPTER E—GENERAL PROVISIONS RELATING TO 
DISTILLED SPIRITS 


Part ]—Rerurn or Marterrats Usep In THE MANUFACTURE OR 
Recovery oF Distituep Sprrirs 


Section 6291. General 


Subsection (a), ‘“Requirement”: This subsection is a restatement 
of existing law (sec. 6213) covering the reporting of the disposition of 
any substance of the character used in the manufacture of distilled 
spirits, extended to also include the reporting of the disposition of 
denatured distilled spirits or articles from which distilled spirits may 
be recovered. While general authority to require the reporting of the 
disposition of denatured distilled spirits or articles is contained in 
existing law (sec. 5805), it is deemed essential as an enforcement 
measure to provide specific authority to require such reporting as a 
control against diversions of such spirits or articles into illicit distilled 
spirits channels. 

A specific requirement for the keeping, preservation, and inspection 
of records has been added to facilitate enforcément, 

Subsection (b), “Cross references”’, 


Parr JJ—Recutation or Trarric in Conrarners oF Distituep 
SPIRITS 
Section 5801. General 

Subsection (a), ‘Requirements’: This subsection is existing law 
(sec. 5214), except for the insertion of the word ‘‘kind” in the text of 
paragraph (1) for the purpose of clarification. This subsection con- 
tinues and clarifies the authority of the Secretary or his delegate to 
regulate the kind, type, size, standard of fill, branding, marking, man- 
ufacture, dealing in, sale, resale, possession, use, and reuse of con- 
tainers (of a capacity of not more than 5 wine gallons) designed or 
intended for use for the sale of distilled spirits for other than industrial 
use, 

Subsection (b), “Disposition”: This subsection is new. It extends 
authority to the Secretary or his delegate to require the reporting of 
the disposition of any containers of the character used for the packag- 
ing of distilled spirits, similar to the authority in existing law (sec. 
5213 (a)) to require the reporting of the disposition of any substance 
used in the manufacture of distilled spirits. 

This new provision is primarily intended to prevent the diversion 
into illicit channels of used barrels which have been emptied, upon 
tax pevment or determination, but which due to soakage still contain 
quantities of easily extractable nontaxpaid distilled spirits. 


%, 
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The illegal extraction by “sweating” or “bull-dogging” of such 
spirits by illicit operators is becoming more extensive, and a serious 
jeoperdy to the revenue. ‘This new provision will materially assist in 
combating this enforcement problem by providing a means of tracing 
the sale or other disposition of such containers to the extent necessary 
to prevent such illegal extraction of spirits. 

Subsection (c), “Reuse or refilling of containers”: Regulations pre- 
scribed under existing law (sec. 6214) prohibit (with limited excep- 
tions) the reuse of liquor bottles or other authorized containers, or the 
increase of the original contents, or of any portion of such original 
contents remaining in a liquor bottle or other authorized container, by 
the addition of any substance. 

These regulatory provisions have been restrictively construed by the 
courts (U. S. v. Goldberg et al., 8 Cir. 1955, 225 F. 2d 180) as prohibit- 
ing the addition of “any substance subject to taxation under the inter- 
nal revenue laws,” but as not prohibiting the addition of nontaxable 
substances such as water, 

The prevention of the reuse of liquor bottles or other authorized 
containers for the packaging of any distilled spirits, or of the alteration 
of the original contents of liquor bottles or other authorized containers 
which have been used for the packaging of distilled spirits, is essential 
for the protection of the revenue since it is in most cases impossible, 
once the container has been refilled or the original contents thereof 
altered by the addition of any substance (whether taxable or non- 
taxable), to establish whether the tax on the contents of such con- 
tainers has been lawfully determined. 

This subsection sets forth specific prohibitions against such reuse of 
such containers and against any alteration of any part of the original 
contents remaining in such container. It also specifically prohibits the 
possession of any such reused container or of any such container the 
original content of which has been so altered. Its provisions are 
applicable only to dealers (as defined in section 5112 (a)) and to 
agents or employees of such dealers. 

It has long been recognized that the contents of packages contain- 
ing taxable articles can be lawfully restricted to the article which is 
taxed (Felsenheld v. U. S., 1902, 186 U.S. 126). It is essential to the 
effective operation of the system of control of distilled spirits for the 
protection of the revenue that Government officers and the public be 
able to rely on the integrity of the stamps, marks, and brands on 
liquor bottles or other authorized containers of distilled spirits as 
credible evidence that the spirits at the time of purchase or sale remain 
exactly the same as they were at the time of affixture of the stamp in 
order to prevent the use of stamped authorized containers as an 
instrument in the aid of fraud. 

It is intended that the words “any distilled spirits whatsoever” in 
paragraph (1) and the words “any substance whatsoever” in para- 
graph (3) be construed to prohibit the reuse of such containers for 
any distilled spirits whether or not the tax has been paid or deter- 
mined on such spirits, and to prohibit the addition of any substance 
regardless of whether such substance is taxable under the internal 
revenue laws. 

The purpose of the words “except as authorized under regulations” 
is to provide authority for the Secretary or his delegate to authorize 
the reuse of containers on the premises of a distilled spirits plant where 
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such reuse may be properly controlled and where such containers may 
be reused under circumstances which will not jeopardize the revenue. 
Subsection (d), ‘Cross reference’, 


Part III—Misce.,ANeous Provisions 


Section 5311. Detention of containers 


This section is existing law (see. 5211) except that the words “cask, 
package, or other container” are changed to “container” to make it 
clear that this section is applicable to any container of distilled spirits. 


Section 5812. Production and use of distilled spirits for experimental 
research 

Subsection (a), “Scientific institutions and colleges of learning”: 
This subsection is a clarifying restatement of existing law (sec. 6215) 
except that the amounts and conditions of bonds are left to the dis- 
cretion of the Secretary or his delegate and the provisions are broadened 
to include research in respect to all types of distilled spirits. Existing 
law is applicable only with regard to brandy or wine spirits. 

Subsection (b), “Experimental distilled spirits plants’: Existing 
law (sec. 5305) and regulations issued thereunder provide for the estab- 
lishment of experimental industrial alcohol plants. This subsection 
provides for the establishment of experimental distilled spirits plants 
for specific and limited periods of time solely for experimentation in, 
or development of, sources of materials from which distilled spirits 
may be produced, processes by which distilled spirits may be pro- 
duced or refined, or industrial uses of distilled spirits. 

Subsection (c), ‘Authority to exempt”: Under exising law (secs. 
6215 and 5306) the Secretary or his delegate is authorized to exempt 
experimental or research operations similar to those provided for in 
subsections (a) and (b) from such provisions of this chapter (other 
than the payment of tax) as he deems necessary to facilitate the experi- 
mental or research operations. This subsection provides similar ex- 
emption authority but specifically precludes any waiver of the pro- 
visions of subsections (a) and (b). 

The exception to the authority to exempt which provides that the 
Secretary or his delegate may not waive the payment of the tax on 
distilled spirits removed from the institutions or plants described in 
subsections (a) and (b) is not intended to preclude the waiver of the 
tax as to distilled spirits used by such institutions or plants in author- 
ized experimentation or research if not removed from such institution 
or plant. 


Section 5313. Withdrawal of distilled spirits from customs custody free 
of tax for use of the United States 

This section is existing law (sec. 5810 (b)) except that the term 
“alcohol” is changed to “distilled spirits”, and, consistent with the 
removal of the statutory limitation on the type of distilled spirits, 
this paragraph makes specific provision that the spirits be withdrawn 
for nonbeverage purposes. 

This section is comparable to the authority to withdraw distilled 
spirits from the bonded premises of a distilled spirits plant free of tax 
under the provisions of section 5214 (a) (2) for the use of the United 
States or any governmental agency thereof, 


| 
| 
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Section 5814. Application to Puerto Rico and the Virgin Islands 


Subsection (a), ‘General’: Existing law (sec. 5818) makes ap- 
plicable to Puerto Rico and the Virgin Islands the provisions of internal 
revenue law and regulations relating to the production, warehousing, 
denaturation, distribution, and use of “alcohol” for industrial pur- 
poses. The principal effects of such provisions are to authorize the 
shipment of alcohol for the tax-free purposes specified in section 5310 
and of denatured alcohol or articles made therefrom, to the United 
States free of the internal revenue tax on distilled spirits. 

This subsection is a clarifying restatement of existing law in this 
regard, conformed to the concept of the distilled spirits plant. 

y reason of this change and other changes in this chapter the 
denaturation of any distilled spirits may be authorized on bonded 
premises of distilled spirits plants established under provisions of this 
subsection, while existing law provides for the denaturation in Puerto 
Rico and the Virgin Islands of alcohol only. 

Subsection (b), “Advance of funds’’: This subsection is a clarifying 
restatement of existing law (sec. 6318). 

Subsection (c), “Regulations issued by Puerto Rico and Virgin 
Islands’: This subsection is a new provision which provides that the 
Secretary or his delegate may authorize the respective Governors of 
Puerto Rico and the Virgin Islands to issue or adopt such regulations, 
to approve such bonds, and to issue, suspend, or revoke such permits, 
as are necessary to carry out the provisions of this section within their 
respective jurisdictions. It also provides that when regulations are 
issued or adopted under this subsection, with concurrence of the 
Secretary or his delegate, the secretary or his delegate may exempt 
Puerto Rico or the Virgin Islands, as the case may be, from comparable 
provisions of regulations applicable to the United States. However, 
any denatured distilled spirits, articles, and distilled spirits for tax- 
free purposes which are brought into the United States from Puerto 
Rico or the Virgin Islands must in all respects conform to the require- 
ments of law and regulations imposed on like products manufactured 
or produced in the United States, 


Section 5315. Status of certain distilled spirits on July 1, 1958 


The purpose of this section is to clarify the status of distilled 
spirits, and provide for orderly continuity of control, during the 
transition from provisions of existing law to provisions of this bill. 

Subsection (a), “In registered distilleries, fruit distilleries, and in- 
dustrial alcohol plants’: This subsection is new. It establishes the 
status of distilled spirits which are in the process of production or 
are held pending lawful disposition in plants qualiiied under existing 
law for the production of distilled spirits. 

Subsection (b), ‘Produced at registered distilleries, fruit distilleries, 
and industrial alcohol plants’: This subsection is new. It establishes 
the status of distilled spirits produced under existing law which are 
held in bond in internal revenue bonded warehouses, industrial alco- 
hol bonded warehouses, industrial alcohol denaturing plants, and dis- 
tillery denaturing bonded warehouses, or are in transit thereto in bond. 

Subsection (c), ‘Withdrawn from customs custody’: This subsec- 
tion is new. It establishes the status of imported alcohol which has 
been withdrawn from customs custody under the provisions of section 
6311 of existing law and is held in bond in plants and warehouses 
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qualified under internal revenue law, or is in transit thereto in bond. 

Subsection (d), ‘Withdrawn free of tax”: This subsection is new. 
It establishes the status of alcohol, denatured alcohol, and denatured 
rum which have been withdrawn free of tax under existing law for 
purposes similar to those authorized under section 5214 (a) (1), (a) 
(2), or (a) (3), and which are in the possession of, or in transit to, 
persons holding permits under existing law to procure or use distilled 
spirits, including specially denatured distilled spirits, free of tax, or 
to deal in or recover specially denatured distilled spirits. These pro- 
visions are not applicable to distilled spirits withdrawn for denatura- 
tion to industrial alcohol denaturing plants and distillery denaturing 
bonded warehouses, and in transit thereto or held therein, since the 
status of such spirits is covered in subsection (b). 

Subsection (e), ‘‘Withdrawn for use in the production of wine’’: 
This subsection is new. It establishes the status of unused brandy or 
wine spirits which have been withdrawn under existing law without 
payment of tax for use in the production of wine. 


SUBCHAPTER F—BONDED AND TAX-PAID WINE 
PREMISES 


Part J—EstTaBLIsSHMENT 


Section 6351. Bonded wine cellar 

This section is existing law (sec. 5851), except for simplification of 
language. 
Section 5352. Taz-paid wine bottling house 


This cote is existing law (sec. 6352), except the words “‘a rectify- 
ing plant or a taxpaid distilled spirits bottling house” have been sup- 
planted by the words “the bottling premises of a dsitilled spirits 
plant” as a conforming change in nomenclature. 


Section 53853. Bonded wine warehouse 
This section is existing law (sec. 5853). 
Section 6854. Bond 


This section is existing law (sec. 5354), except for simplification of 
language. 


Section 5855. General provisions relating to bonds 

This section is existing law (sec. 5356). 
Section 5356. Application 

This section is existing law (sec. 5356). 
Section 5357. Premises 

This section is existing law (sec. 5357), 


Part [J—OpeErations 


Section 53861. Bonded wine cellar operations 

This section is a restatement of existing law (sec. 5361) which is 
intended to make it clear (i) that nonbeverage wine products, such as 
salted cooking wine, may be made from a base of standard natural 
wine, even though the standard natural wine may have been amelio- 
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rated with sugar to correct natural deficiencies, as permitted by law; 
(ii) that these nonbeverage wine products made from standard natural 
wine may not be made on premises where substandard wines are 
present; and (iii) that nonbeverage wine products, such as salted 
cooking wines, do not have to be similar in character and composition 
to nonbeverage heavy bodied blending wines and nonbeverage Spanish- 
type blending sherries, 
Section 53862. Removals of wine from bonded wine cellars 

This section is a clarifying and conforming restatement of existing 
law (sec. 6362). 
Section 5363. Tax-paid wine bottling house operations 

This section is a clarifying and conforming restatement of existing 
law (sec. 5363). 
Section 5364. Standard wine premises 

This section is a restatement of existing law (sec. 5364), without sub- 
stantive change. The language has been conformed to the changes 
made in section 5361. 
Section 5865, Segregation of operations 

This section is existing law (sec. 6365). 
Section 5866, Supervision 

This section is a clarifying restatement of existing law (sec. 5366). 
Section 5367. Records 

This section is existing law (sec. 5367). 
Section 5868. Gauging, marking, and stamping 

This section is a clarifying restatement of existing law (sec. 5368). 
9. Inventories 

This section is existing law (sec. 5369). 
Section 6370. Losses 


This section is a clarifying restatement of existing law (see. 5370). 


Section 536: 


Section 53871, Insurance coverage, etc. 

This section is existing law (sec. 6871), 
Section 5372, Sampling 

This section is existing law (sec, 6372). 
Se ction 5373, Wine spirits 

Subsection (a), “In general”: 

This subsection is derived from existing law (secs. 5215 and 5373 
(a)) and continues without substantive change the restrictions as to 
eligibility of brandy or wine spirits for use in wine production, 

Subsection (b), ‘Withdrawal of wine spirits’’: 

Paragraph (1): This paragraph is a conforming restatement of 
existing law (sec. 5378 (b) (1)). 

Paragraph (2): This paragraph is a conforming restatement of 
existing law (sec. 6373 (6) (2)). 

Paragraph (3): This paragraph is a conforming restatement of 
existing law (sec. 5373 (6) (8)). 

Paragraph (4): This paragraph is a conforming restatement of 
existing law (sec. 5373 (6) (4)). 
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Subsection (c), “Distillates containing aldehydes”: This subsection 
is new. It provides that the Secretary or his delegate may, by 
regulations, authorize the transfer of the heads portion of distilled 
spirits (aldehydes) from the bonded premises of distilled spirits 
plants to adjacent bonded wine cellars whereat such aldehydes may 
be added in limited amounts to distilling materials in the course of 
fermentation in such bonded wine cellars, These provisions are 
intended to provide opportunity for partial recovery of the alcohol 
contained in such aldehydes which presently are of no use to the 
distiller and must be destroyed or transferred to other premises for 
denaturation. 


Part IJ1I—Crviar TREATMENT AND CLASSIFICATION OF WINE 


Section 5381. Natural wine 

This section is existing law (sec. 5381), 
Section 5382, Cellar treatment of natural wine 

Subsection (a), “General’’: This subsection is existing law (sec. 
5382 (a)). , 

Subsection (b), “Specifically authorized treatments”: This subsec- 
tion is existing law (sec. 5382 (b)), except for simplification of language. 

Subsection (c), “Other authorized treatment”: This subsection is 
existing law (sec. 5382 (c)). 
Section 6383. Amelioration and sweetening limitations for natural 

grape wines 

This section is existing law (sec. 5383), except for simplification of 
language. 
Section 5384. Amelioration and sweetening limitations for natural fruit 

and berry wines 

Subsection (a), “In general”: This subsection is existing law (sec. 
5384 (a)), except for simplification of language. ' 

Subsection (b), “Reserve fruit and berry wines”: This subsection 
is existing law (sec. 5384 (b)) except that it has been revised to pro- 
vide for the addition of sufficient dry sugar to wines made from low 
sugar fruit to cause the production of alcohol by fermentation up to 
just under 14 percent by volume and to permit the addition of the 
sugar either in one lot or in successive stages, and either prior to or 
during fermentation, rather than requiring it to be added in a single 
batch prior to commencement of fermentation. 
Section 5885. Specially sweetened natural wines 

This section is existing law (sec. 5385). 
Section 5886. Special natural wines 

This section is existing law (sec. 5386). 
Section 5387. Agricultural wines 

This section is existing law (sec. 5387). 
Section 5388. Designation of wines 

This section is existing law (sec. 5388). 
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Part IV—GeENERAL 


Section 6891. Exemption from rectifying and spirits taxes 

This section is a clarifying restatement of existing law (sec. 5391). 
Specific language has been added to make it completely clear that 
the proprietor of a bonded wine cellar is not considered to be a rectifier 
within the meaning of section 5082 because of bis use or treatment of 
wine, or use of wine spirits in wine production, and consequently is 
not subject to the special tax as a rectifier under section 5081. 
Section 5892. Definitions 

This section is existing law (sec. 5392), except for simplification of 
language in subsections (ce) and (e), and changes in subsection (f). 

The definition of “own production” in subsection (f) is related to 
other provisions of this subchapter in such a manner as to control 
the premises in which wine spirits may be added to a particular wine, 
or in which a particular wine may be ameliorated. Under the wording 
of this definition in existing law, these operations are required to 
take place in the premises where the wine was originally fermented. 

The revised wording of the definition will permit the addition of 
wine spirits to, and/or amelioration of, wine in premises other than 
those of original fermentation, if (i) the latter premises are located 
in the same State as the bonded wine cellar adding wine spirits or 
ameliorating the wine, and (ii) the proprietors of the cellars involved 
are either the same person or affiliated persons. The term “affiliated 
persons” includes members of a farm cooperative as well as persons 
affiliated within the meaning of section 17 (a) (5) of the Federal 
Alcohol Administration Act (27 U.S. C. 211). 


SUBCHAPTER G—BREWERIES 
Part I—EstTaBLIsHMENT 


Section 5401. Qualifying documents 


This section is existing law (sec. 5401), except for simplification of 
language. 


Section 5402. Definitions 

This section is existing law (sec. 5402). 
Section 5403. Cross references 

This is a cross reference section. 


Parr Il—OpeErations 


Section 5411. Use of brewery 


This section is existing law (sec. 5411), except for simplification of 
language. 
Section 5412. Removal of beer in containers or by pipeline 
This section is a conforming restatement of existing law (sec. 5412). 
Section 5413. Brewers procuring beer from other brewers 
This section is a conforming restatement of existing law (sec. 5418). 
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Section 5414. Removal from one brewery to another belonging to the same 
brewer 

This section is a clarifying restatement of existing law (sec. 5414), 
except for the addition of the second sentence. The purpose of this 
sentence is to extend to breweries owned by different corporations the 
advantages of common ownership provided by this section if one such 
corporation owns the controlling interest in the other such corpora- 
tion, or if the controlling interest in each such corporation is owned 
by the same person or persons, 
Section 5415, Records and returns 

This section is existing law (sec. 5415) except that the provision 
relating to the preservation of records is changed from a period of at 
least 2 years, to such period as the Secretary or his delegate shall by 
regulations prescribe. This change makes this provision consistent 
with other similar provisions of this chapter, 


Section 5416. Definitions of bottle and bottling 
This section is existing law (sec. 5416). 


SUBCHAPTER H—MISCELLANEOUS PLANTS AND 
WAREHOUSES 


Part I—Vinecar PLANts 


Section 5501. Establishment 


This section is a clarifying restatement of existing law (sec. 5216 
(a) (1)) and regulations issued pursuant thereto authorizing the estab- 
lishment of plants for production of vinegar by the vaporizing process. 
Section 5502. Qualification 

Subsection (a), “Requirements”: Existing law (sec. 5216 (a) (1)) 
and regulations provide for filing of notice and approval thereof, prior 
to commencing the operation of a vinegar plant. This subsection 
specifically requires the filing of an application for registration, and 
the receipt of permission to operate a vinegar plant, prior to commenc- 
ing operations. 

Subsection (b), ‘Form of application”: This subsection authorizes 
the Secretary or his delegate to prescribe the form of application 
required by subsection (a), and the information to be contained 
therein. 


Section 5503. Construction and equipment 


This section is a clarifying restatement of existing law (secs. 5216 
(a) (1) and 5552), 


Section 5504. Operation 


Subsection (a), “General’’: This subsection is a clarifying restate- 
ment of existing law (sec. 6216 (a) (1)) which authorizes qualified 
vinegar plants to produce mash and separate the spirits from such 
mash by a vaporizing process, and condense the vapor by introducing 
it into water or other liquid. This subsection also contains authority 
for the Secretary or his delegate to regulate these operations. 

Subsection (b), “Removals”: This subsection is a restatement of 
existing law (sec. 6216 (a) (2)). 
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Subsection (ce), ‘Records’: This subsection is new. It provides for 
the keeping of records and the filing of reports by proprietors of 
vinegar plants in the form and manner to be prescribed by regulations. 
Section 5505, Applicability of provisions of this chapter 

Subsection (a), ““Tax’’: This subsection is a clarification of existing 
law (sec. 5216 (a) (1) ). It imposes the distilled spirits tax on any 
spirits produced in violation of section 5501 or removed from vinegar 
plants in violation of section 5504 (b). 

Subsection (b), ‘Prohibited premises”: This subsection is a clari- 
fying restatement of existing law (sec. 5171) relating to premises on 
which vinegar plants may not be established. 

Subsection (c), “Entry and examination of premises’: This sub- 
section is a clarifying restatement of existing law (sec. 5216 (a) (8) ) 
relating to officers’ right of entry to and examination of vinegar plants. 

Subsection (d), “Registration of stills’: This subsection is a clari- 
fying restatement of existing law (sec. 174) relating to registration of 
stills used at vinegar plants. 

Subsection (e), ‘Installation of meters, tanks, and other apparatus”: 
This subsection is existing law (sec. 6552). 

Subsection (f), “Assignment of internal revenue officers”: This 
subsection is existing law (sec. 5553 (a) ). 

Subsection (g), “Authority to waive records, statements, and re- 
turns”: This subsection is existing law (sec. 5554 (6) ). 

Subsection (h), ‘Regulations’: This subsection is existing law 
(sec. 6556). 

Subsection (i), ‘Penalties’: This subsection is existing law (sccs. 
5601, 5607, 5608, and 5686 (b) ). 

Subsection (j), “Other provisions”: This subsection is new. By 
exempting plants established, and operations conducted, under this 
part from the provisions of this chapter, other than this part and the 
provisions referred to in subsections (a), (b), (ce), (d), (e), @, (), 
(h), and (i), it provides for the lawful manufacture of vinegar without 
unnecessary restrictions, 


Part IJ—Vonatite Fruit-Fuavorn Concentrate PLANts 


Section 5511, Establishment and operation 

This section is existing law (sec. 6511) with the exception that the 
word “application” is inserted in paragraph (3) and section 6171 of 
existing law has been eliminated from the sections applicable to this 
part. ‘The elimination will permit operation on bonded wine cellar 
premises of the required stills or evaporators used in the manufacture 
of volatile fruit-flavor concentrates. 


Section 5512, Control of products after manufacture 
This is a cross reference section, 
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Part ITI—Manuracturinc BonpEp WAREHOUSES 


Section 5521. Establishment and operation 
This section is existing law (sec. 5521). 


Section 6522. Withdrawal of distilled spirits to manufacturing bonded 
warehouses 
This section is existing law (sec. 5522) except that the permitted 
withdrawals, i. e., from an internal revenue bonded warehouse, have 
been extended to include withdrawals from the bonded premises of 
any distilled spirits plant, in conformity with the concept of a distilled 
spirits plant. 


Section 5523. Special provisions relating to distilled spirits and wines 
rectified in manufacturing bonded warehouses 
This section is existing law (sec. 5523). 


SUBCHAPTER I—MISCELLANEOUS GENERAL PROVISIONS 


Section 5551. General provisions relating to bonds 


This section is existing law (sec. 6551) except that it is extended to 
include ‘bonded warehouseman.”’ 


Section 5552. Installation of meters, tanks, and other apparatus 

This section is existing law (sec. 5552) except that the terms ‘“dis- 
tilleries” and “rectifying plants” are changed, for conformity, to 
“distilled spirits plants.” 
Section 5553. Supervision of premises and operations 


This section is existing law (sec. 5553) except that the term “store- 
keeper-gauger’”’ is changed to “‘internal revenue officer.”’ This change 
is consistent with the elimination in the 1954 code revision of other 
statutory references by specific title to officers performing specific 
functions or duties. 


Section 5554. Pilot operations 

This section is the same as section 5554 (1954 I. R. C.), authority 
under which terminated December 31, 1955, except for the substitu- 
tion of ‘‘distilled spirits plants” in place of the detailed listing of each 
particular type of plant, and the omission of the last sentence which 
placed a time limit on the authority under the section. 

Section 5555. Records, statements, and returns 

Subsection (a), “General”: This subsection is existing law (sec. 
$5565 (a)). 

Subsection (b), “Authority to waive”: This subsection is existing 
law (sec. 5555 (b)), except for simplification of language. 

Subsection (c), ““Photographic copies”: This subsection is new. It 
makes provision for the reproduction of original records required by 
this chapter and the treatment of the reproduction for all purposes as 
though it were the original. 

The section follows closely the provisions with respect to copies of 
records made in the regular course of business in 28 U. S. C. 1732 (b). 
It is designed to meet modern business practices and eliminate undue 
burden and expense on taxpayers in connection with record preser- 
vation. 
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Section 5556. Regulations 


This section is a new provision authorizing the Secretary or his 
delegate to make such distinction in regulatory requirements relating 
to construction, equipment, or methods of operation as may be neces- 
sary or desirable due to differences in materials or variations in 
methods used in production, processing, or storage of distilled spirits. 


Section 5557. Officers and agents authorized to investigate, issue search 
warrants, and prosecute for violations 

Existing law (sec. 5314) contains specific provisions relating to per- 
sons authorized to make investigations, issue search warrants, and 
prosecute violations of chapter 51. 

This section makes similar provisions applicable to any violation of 
subtitle E, thus establishing uniform authority and procedure with 
respect to liquor, tobacco, and firearms enforcement. 

The provisions of existing law relating to the reporting of violations 
to United States Attorneys are modified to eliminate the unnecessary 
reporting of cases in which no prosecution is indicated. 

The last sentence of section 5314 of existing law has been omitted as 
inconsistent with the Federal Rules of Criminal Procedure and a cross 
reference to such rules has been added. 


Section 5558. Powers and duties of persons enforcing this subtitle 


Existing law (sec. 5813 (a)) specifies certain of the powers and duties 
of persons charged with the enforcement of part I of subchapter E and 
of section 5686. 

This section is a consolidated statement of the principal powers and 
duties of the officers charged with the enforcement of the criminal, 
seizure, or forfeiture provisions of subtitle E. These provisions are in 
substance a clarifying restatement of the principal existing powers 
and duties of such persons under both statutory and common law. 


Section 6559. Determinations 


This section is new. It provides authority for the Secretary or his 
delegate to utilize scientific techniques and developments in instru- 
mentation in the making or verifying of any quantitative determina- 
tion required or authorized in this chapter. 


Section 5560. Other provisions applicable 
This section is existing law (sec. 5557). 


Section 5561. Exemptions to meet the requirements of the national defense 

This section is derived from existing law (sec. 5217 (b) and (ce), 
authority under which expires July 11, 1958). It continues until the 
close of June 30, 1959, the provisions erantin authority to temporarily 
waive (other than payment of tax) cnemoal revenue law relating to 
distilled spirits when deemed necessary to meet the requirements of 
national defense, but the existing transfer provisions (sec. 5217 (a)) 
have not been included because they are deemed to be no longer 
necessary because of the distilled spirits plant concept. It is intended 
that any such waiver shall be terminated as to any proprietor when 
the waiver as to such proprietor is no longer necessary to meet the 
requirements of the national defense. 
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Section 5562. Exemptions from certain requirements in cases of disaster 

This section is derived from existing law (5215). It provides 
authority for the Secretary or his delegate to take steps necessary to 
eliminate or reduce economic loss incident to disasters. This authority 
is intended, when used incident to the salvaging of perishable agri- 
cultural products, to be limited to the elimination or reduction of 
general and widespread economic loss, 


SUBCHAPTER J—PENALTIES, SEIZURES, AND 
FORFEITURES RELATING TO LIQUORS 


Subchapter J is a substantial revision of the penalty, seizure, and 
forfeiture provisions contained in subchapter J, of chapter 51 of the 
Internal Revenue Code of 1954, Existing law has been rewritten 
wherever necessary, not only to conform it to the revisions of the 
substantive provisions to which it relates, but also to consolidate, 
clarify, and make more uniform and realistic the application of the 
existing law to liquor violations. 

The penalty and forfeiture provisions of this subchapter are rear- 
ranged to place them in more logical sequence, and obsolete or unneces- 
sary provisions are deleted. ‘The criminal and civil penalties imposed 
are made more uniform and realistic, and the standards of title 18 
of the United States Code (entitled “Crimes and Criminal Procedure’) 
for felonies and misdemeanors are followed wherever practicable. 

Under existing law the provisions imposing penalties for violation of 
the law with respect to liquor taxes in several instances provide for 
penalties such as an amount equal to or double the amount of the tax 
fraud involved. Although offenses are of a similar nature, in some 
cases the penalty is designated as a criminal penalty to be imposed by 
the court after conviction, in others as a civil penalty to be collected 
by a separate civil court action, and in others as a civil penalty to be 
added to the tax and assessed and collected in the same manner as 
the tax. This lack of uniformity, as well as adding to the burden on 
the courts, has made these provisions very difficult to administer. 
These penalties are in addition to those provided in subtitle F for 
fraudulent evasion or willful failure to pay, and therefore can result 
in penalties far in excess of those for similar violations with respect 
to other internal revenue taxes. Such specific penalties are therefore 
omitted in order to conform the law with respect to liquor taxes to 
the criminal and civil penalty provisions of subtitle F. 

Under existing law the provisions imposing penalties for violation 
of law with respect to the taxes on liquors often provide for mandatory 
monetary penalties, either in lieu of or in addition to fines or imprison- 
ment. Such penalty provisions are deleted in most instances because 
it has been found that they have interfered with the effective adminis- 
tration of justice in such violations. With the removal of such penal- 
ties, the courts will have greater freedom to fix sentences according to 
the circumstances in each case. This is consistent with the action of 
the Congress in deleting statutory minimums in the 1954 code revision 
with regard to alcohol and tobacco tax criminal penalties. 
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Part I—Penatty, Seizure, AND Forrrrrure Provisions Appii- 
CABLE TO DistTILLING, REectTIFYING, AND DistILLEp AND RecTIFIED 
Propvucts 


Section 5601. Criminal penalties 


Subsection (a), “Offenses”: This subsection is (with the exceptions 
noted in the discussion of the individual paragraphs) a clarifying, con- 
forming, and consolidated restatement of certain of the offenses de- 
scribed in part I of subchapter J of chapter 51 of existing law with a 
uniform penalty of a fine of not more than $10,000, or imprisonment 
of not more than 5 years, or both, prescribed for each such offense in 
lieu of the varying penalties prescribed by existing law. The uniform 
penalty is substantially in line with the penalties prescribed for felon- 
i0us Offenses in respect to wine, beer, and tobacco. The specific mone- 
tary penalties imposed in existing law with respect to certain of the 
offenses described in this subsection have been omitted for the reasons 
noted in the introductory discussion of the subchapter. 

Paragraph (1), “Unregistered stills’: This paragraph is a re- 
statement of existing law (sec. 5601) except for the deletion of 
the monetary penalty, and the making of the imposed penalty 
uniform with penalties for other offenses under this subsection. 

Paragraph (2), “Failure of distiller or rectifier to file applica- 
tion’: This paragraph is a restatement of existing law (secs. 5172 
and 5608) except for the deletion of the monetary penalty and 
the making of the penalty imposed uniform with penalties for 
other offenses under this subsection. 

Paragraph (3), “False or fraudulent application”: This para- 
graph is a restatement of existing law (sec. 5603) except that it 
has been extended to include “bonded warehouseman” and 
“bottler of distilled spirits’, and except for the deletion of the 
specific monetary penalty and the making of the penalty imposed 
uniform with penalties for other offenses under this subsection. 

Paragraph (4), ‘Failure or refusal of distiller or rectifier to give 
bond”: This paragraph is a restatement of existing law (sees. 5172, 
5604, and 5606) with respect to carrying on the business of a dis- 
tiller without having given bond, extended to include carrying on 
the business of a rectifier without having given bond as required 
by law. The penalty imposed is made uniform with penalties for 
other offenses under this subsection. 

Paragraph (5), ‘False, forged, or fraudulent bonds”: This para- 
graph is a restatement of existing law (sec. 5604) in respect to the 
giving of false, forged, or fraudulent bonds by persons engaged in, 
or intending to engage in the business of a distiller, extended to 
persons engaged in, or intending to engage in, the business of a 
bonded warehouseman, rectifier, or bottler of distilled spirits. 
The penalty imposed is made uniform with penalties for other 
offenses under this subsection, 

Paragraph (6), “Distilling on prohibited premises”: This 
paragraph is a restatement of existing law (secs. 5171 and 5607) 
with the following exceptions: 

First, the words “or vinegar are manufactured or produced, 
or where sugars or sirups are refined” are omitted as snecitic 
prohibitions and these activities are to be treated in the 
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category of “any other business” as used in this paragraph 
and in section 5178 (b). 

Second, specific exception is made in the case of lawfully 
authorized distillers of brandy or wine spirits consistent with 
the exception under existing law (sec. 5215) and regulations, 

Third, the penalty imposed is made uniform with the 
penalty for other offenses under this subsection. 

Paragraph (7), ‘Unlawful production, removal, or use of 
material fit for production of distilled spirits’: This paragraph 
is a restatement of existing law (secs. 5216 (a) (1) and (4), and 
5608 (a)) with two exceptions. 

Existing law prohibits the removal of distilling material from 
the premises of the distillery where produced, except as authorized 
by the Secretary or his delegate with respect to the carrying on of 
a business other than distilling. This paragraph prohibits the 
removal of distilling material from the premises of the distilled 
spirits plant where produced except when authorized by the 
Secretary or his delegate; thus allowing the removal of distilling 
material for any lawful purpose, if authorized by the Secretary 
or his delegate. In addition, the penalty imposed is made uni- 
form with the penalty for other offenses under this subsection. 

Paragraph (8), ‘‘Unlawful production of distilled spirits’: 
This paragraph is a restatement of existing law (sees. 5216 (a) (1) 
and 5608 (a)) with two exceptions. 

Existing law makes it unlawful for any person other than an 
authorized distiller to separate by distillation the alcoholic spirits 
from any fermented mash, wort, or wash. 

This paragraph makes it unlawful for any person other than an 
authorized distiller to produce distilled spirits by distillation or 
any other process from mash, wort, wash, or other material. 
This change is in recognition of the fact that distilled spirits 
may be produced from material other than mash, wort, or wash 
and by processes other than by distillation. 

The penalty imposed is made uniform with the penalty for 
other offenses under this subsection. 

Paragraph (9), ‘‘Unauthorized use of distilled spirits in manu- 
facturing processes’’: 

Subparagraph (A): This subparagraph is a restatement of 
existing law (secs. 5216 (a) (1) and 5608 (a)) except that the 
penalty imposed is made uniform with the penalty for other 
offenses under this subsection. 

Subparagraph (B): This subparagraph is new and is 
designed to cover the use of imported distilled spirits in the 
same manner that the use of distilled spirits of domestic 
production is covered under subparagraph (A). 

Paragraph (10), ‘Unlawful rectifying or bottling’: This 
paragraph is a restatement of existing law (secs. 5628 and 5629) 
as to rectifiers, extended to include bottlers of distilled spirits. 
The specific monetary penalty is omitted and the criminal 
penalty imposed made uniform with the penalty for other offenses 
under this subsection. 

Paragraph (11), “Unlawful purchase, receipt, rectification, or 
bottling of distilled spirits’: This paragraph is a restatement of 
existing law (sec. 5629), extended to include bottling of distilled 
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spirits. The penalty imposed is made uniform with the penalty 
for other offenses under this subsection. 

Paragraph (12), ‘Unlawful removal or concealment of distilled 
spirits”: This paragraph is a restatement of existing law (secs. 
5608 (a), 5631, 5632, 5648, and 6647) with respect to certain 
specific instances of unlawful removal or concealment of distilled 
spirits, broadened to clearly prohibit any removal, other than as 
authorized by law, of distilled spirits on which the tax has not 
been paid or determined, from the place of manufacture or 
storage, or from any instrument of transportation, or the con- 
cealment of spirits so removed. The penalty imposed is made 
uniform with the penalty for other offenses under this subsection. 

Paragraph (13), “Creation of fictitious proof’: This paragraph 
is existing law (see. 5634) except for the addition of the clarifying 
parenthetical statement ‘(other than ingredients or substances 
authorized by law to be added)” and for the making of the pen- 
alty imposed uniform with the penalty for other offenses under 
this subsection. 

Paragraph (14), “Distilling after notice of suspension”: This 
paragraph is a restatement of existing law (sec. 5650) except that 
the penalty imposed is made uniform with the penalty for other 
offenses under this subsection. 

Subsection (b), ‘“Presumptions”: These paragraphs are new. Their 
purpose is to create a rebuttable presumption of guilt in the case of a 
person who is found at illicit distilling or reetifying premises, but who, 
because of the practical impossibility of proving hie actual participa- 
tion in the illegal activities except by inference drawn from his presence 
when the illegal acts were committed, cannot be convicted under the 
ruling of the Supreme Court in Bozza v. United States (330 U.S. 160). 

The prevention of the illicit production or rectification of alcoholic 
spirits, and the consequent defrauding of the United States of tax, 
has long been Seaton more difficult by the failure to obtain a con- 
viction of a person discovered at the site of illicit distilling or rectify- 
ing premises, but who was not, at the time of such discovery, engaged 
in doing any specific act. 

In the Bozza case, the Supreme Court took the position that to 
sustain conviction, the testimony ‘‘must point directly to conduct 
within the narrow margins which the statute alone defines.”’ ‘These 


new provisions are designed to avoid the effect of that holding as to 
future violations, 


Section 5602. Penalty for tax fraud by distiller 


This section is a consolidated restatement of existing law (secs. 5606 
and 5626) except that the penalty imposed is increased to a fine of 
not more than $10,000, or imprisonment of not more than 5 years, or 
both, which is the same as the penalty under existing law (sec. 5762 
with regard to similar offenses in respect to tobacco. 


Section 5603, Penalty relating to records, returns, and reports 

This section is a consolidated and clarifying restatement of existing 
law (secs. 6610, 5611, 5620, 5621, and 5692) with respect to certain 
records and reports required under chapter 51, extended to apply to 
all persons required under this chapter (other than subch. F and G) 
or regulations issued pursuant thereto to keep or file any record, 
return, report, summary, transcript, or other document, 
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Subsection (a), “Fraudulent noncompliance”: This subsection 
designates the offenses with intent to defraud, and provides a penalty 
of a fine of not more than $10,000, or imprisonment of not more than 
5 years, or both, for each such offense. The reference to ‘such 
document” in paragraphs (1) through (5) is intended to refer to all of 
the documents listed preceding paragraph (1). 

Subsection (b), ‘Failure to comply’: This subsection designates 
the offenses otherwise than with intent to defraud, and provides a 
penalty of a fine of not more than $1,000, or imprisonment of not 
more than 1 year, or both, for each such offense. The reference to 
“such document” in paragraphs (1) through (5) is intended to refer 
to all of the documents listed preceding paragraph (1). 


Section 5604, Penalties relating to stamps, marks, brands, and con- 
tainers 

This section is a clarifying, conforming, and consolidated restate- 
ment of existing law (sees. 5008 (b), 5635, 5636, 5637, 5638, 5642, 5643, 
and 5644) in respect of criminal penalties relating to distilled spirits 
stamps, marks, brands, and containers under this chapter, except 
that the penalty is made uniform as a fine of not more than $10,000, 
or imprisonment for not more than 5 years, or both, for each such 
offense. 

The forfeiture provisions of the sections of existing law from which 
this section is derived are considered to be duplications of other pro- 
visions of this chapter or subtitle F, and therefore have been omitted. 


Section 5605. Penalty relating to return of materials used in the manu- 
facture of distilled spirits, or from which distilled spirits may be 
recovered 

This section is existing law (sec. 5609) except that the fine of not 
more than $500, or imprisonment for not more than 1 year, or both, 
has been increased to a fine of not more than $1,000, or imprisonment 
for not more than 2 years, or both. By reason of the changes in section 

5291 this penalty is made applicable with respect to the disposal of 

denatured distilled spirits or articles from which distilled spirits may 

be recovered. 

Section 5606. Penalty relating to containers of distilled spirits 

This section is a restatement of existing law (sec. 5641) except that 
the offense has been reduced from a felony to a misdemeanor by 
reducing the penalty to a fine of not more than $1,000, or imprison- 
ment for not more than 1 year, or both. Consistent with the reduction 
of the penalty from a felony to a misdemeanor the provision of exist- 
ing law that the offense be willful is omitted. 

The forfeiture provisions of the existing law (sec. 5641) are con- 
sidered to be a duplication of other provisions of this chapter or 
subtitle IF, and therefore have been omitted. 


Section 5607. Penalty and forfeiture for unlawful use, recovery, or con- 
cealment of denatured distilled spirits, or articles 
This section is a clarifying restatement of existing law (sec. 5647) 
conformed to the related changes in sections 5214, 5223, and 5273 
except that the fine of not more than $5,000 is increased to a fine of 
not more than $10,000. 
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Section 5608. Penalty and forfeiture for fraudulent claims for export 
drawback or unlawful relanding 

Subsection (a), “F ee claim for drawback”: This subsection 
is a restatement of existing law (sec. 5648 (a)) except that the criminal 
penalty applicable to fraudulent claims is reduced from 10 years to 
5 vears, and except that the penalty as to owners, agents, or masters 
of vessels, and others aiding or abetting in the fraud, i is increased from 
a fine not exceeding $5,000, and imprisonment for not more than 1 
year, to a fine of not more than $5,000, or imprisonment for not 
more than 3 years, or both. 

Subsection (b), “Unlawful relanding”: This subsection is a clarifying 
and conforming restatement of existing law (sec. 5648 (b)). 


Section 5609. Destruction of unregistered stilis, distilling apparatus, 
equipment, and materials 

This section is a restatement of existing law (sec. 5623) with respect 
to the destruction of unregistered stills, distilling or fermenting equip- 
ment or apparatus, or distilling or fermenting material. Specific 
authority has been provided in this section for the destruction of 
illicit distilled spirits by the seizing officer at the time of seizure. 

This section omits as obsolete or unnecessary certain of the detailed 
provisions of existing law and provides more modern and simplified 
procedures with regard to such destructions and the filing of claims 
with respect to such destroyed property. 


Section 5610. Disposal of forfeited equipment and material for distilling 

This section is a clarifying restatement of existing law (sec. 5622) 
except that the obsolete provision for ‘deducting expenses of sale” 
has been omitted and authority given the court to dispose of forfeited 
property other than by sale at public auction where it would be to the 
best interests of the Government. Public sale of the forfeited property 
described in this section is, under certain conditions, not in the 
Government’s interest. This discretion will also permit the court to 
better dispose of perishable property where necessary to prevent loss 
to the Government, or to the owners or claimants of the property. 
Section 5611, Release of distillery before judgment 

This section is a clarifying restatement of existing law (sec. 5624 
except that the provision for ‘personal sureties is omitted as a conform-~ 
ing change since such sureties are not generally accepted with respect 
to other bonds given under this chapter. 


Section 5612. Forfeiture of tax-paid distilled spirits remaining on bonded 
premises 
Subsection (a), “General’: This subsection is a restatement of 
existing law (sec. 5625) in respect to distillery or internal revenue 
bonded warehouse premises, extended to apply to the bonded premises 
of any distilled spirits plant. This subsection is also made applicable 
to distilled spirits upon which the tax has been determined. 
Subsection (b), “Exceptions”: This subsection is new. It sets forth 
the specific conditions under which subsection (a) is not applicable. 
Paragraphs (1) and (2) are consistent with existing adminis- 
tretive procedure. 
Paragranh (3) is necessary to prevent conflict with the provi- 
sions of section 5215, 
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Paragraph (4) is necessary to protect the Government in the 
instance of distilled spirits held on bonded premises beyond the 
bonding period, where the removal of the spirits would adversely 
affect the collection of the tax thereon. 


Section 5613. Forfeiture of distilled spirits not stamped, marked, or 
branded as required by law 
Subsection (a), “Unmarked or unbranded casks or packages’’: This 
subsection is a clarifying restatement of existing law (sec. 5639). 
Subsection (b), ‘‘Unstamped containers”: This subsection is a clari- 
fying restatement of existing law (secs. 5639 and 5640). 


Section 5614. Burden of proof in cases of seizure of spirits 


This section is a clarifying restatement of existing law (sec. 5649) 
with language conformed to the concept of the distilled spirits plant. 


Section 5615. Property subject to forfeiture 

Paragraph (1), “Unregistered still or distilling apparatus”: 
This paragraph is a clarifying and conforming restatement of 
existing law (sec. 5601). 

Paragraph (2), “Distilling apparatus removed without notice 
or set up without permit’: This paragraph is a clarifying and 
conforming restatement of existing law (sec. 5602). 

Paragraph (3), “Distilling without giving bond or with intent 
to defraud”: This paragraph is a consolidated and clarifying 
restatement of existing law (secs. 5604, 5606, 5626, and 5650), 

Paragraph (4), “Unlawful production and removals from 
vinegar plants’: This paragraph is a restatement of existing law 
(sec. 6608 (b)) except that under subparagraph (A) the long 
established limitations by regulations upon the alcoholic content 
of the materials that may be produced in vinegar plants is set 
forth therein to conform with the limitations set forth in section 
5501. 

Paragraph (5), “False or omitted entries in records, returns, 
and reports”: This paragraph is a clarifying restatement of the 
forfeiture provisions of existing law (sec. 5620) relating to false 
or omitted entries in distillers’ books or records, extended to 
apply to false or omitted entries in records, returns, or reports 
of bonded warehousemen, rectifiers, and bottlers of distilled 
spirits. 

Paragraph (6), “Unlawful removal of distilled spirits’: This 
paragraph is a clarifying and consolidated restatement of certain 
forfeiture provisions of existing law (secs. 5631, 5632, 5643, and 
5647) in respect to unlawful removal of distilled spirits, extended 
to apply to all distilled spirits on which the tax has not been 
paid or determined and which have been removed, other than 
as authorized by law, from the place of manufacture, storage, 
or instrument of transportation. 

Paragraph (7), “Creation of fictitious proof’: This paragraph 
is a restatement of existing law (sec. 5634). 
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Part II—Penatty AND Forreiture Provisions APPLICABLE TO 
Wine anp WINE PropvuctTion 


Section 5661. Penalty and forfeiture for violation of laws and regulations 
relating to wine 

Subsection (a), ‘Fraudulent offenses’: This subsection is existing 
law (sec. 5661 (a)), except that the text reading “shall, on conviction, 
be punished for each such offense by a fine not exceeding $5,000, or 
imprisonment for not more than 5 years, or both,” is changed for 
uniformity to read “shall be fined not more than $5,000, or imprisoned 
not more than 5 years, or both, for each such offense.” The references 
in the text to “any requirement of subchapter F * * *” is likewise 
changed to “any provision of subchapter F * * *” to conform with 
subsection (b). 

The provision for an additional penalty “of double the tax due, to 
be assessed, levied and collected in the same manner as taxes are 
collected” is omitted as unrealistic, and unnecessary in view of the 
provisions of chapter 68, subtitle F, relating to “additions to the tax, 
additional amounts, and assessable penalties.” 

Subsection (b), “Other offenses’: This subsection is a clarifying 
and conforming restatement of existing law (sec. 5661 (b)), except 
that the scope of the offense has been broadened to more clearly 
cover the misrepresentation in any manner of a still wine as an 
effervescent wine or a substitute therefor. 


Section 5662. Penalty for alteration of wine labels 


This section is a clarifying and conforming restatement of existing 
law (sec. 5662). 


Section 5668. Cross reference 


Part II]—Penatry, Serzurz, aNnD Forretrure Provisions 
APPLICABLE TO BEER AND BREWING 


Section 5671. Penalty and forfeiture for evasion of beer tax and fraudulent 
noncompliance with requirements 


This section is a clarifying and conforming restatement of existing 
law (sec. 5671). 
Section 5672. Penalty for failure of brewer to comply with requirements 
and to keep records and file returns 
This section is a clarifying and conforming restatement of existing 
law (sec. 6672). 
Section 5678. Forfeiture of flagrant and willful removal of beer without 
tax payment 
This section is existing law (sec. 5673). 
Section 5674. Penalty for unlawful removal of beer 
This section is a clarifying and conforming restatement of existing 
law (sec. 5674). 
Section 6675. Penalty for intentional removal or defacement of brewer’s 
marks and brands 


This section is existing law (sec. 5675) except for the substitution of 
“removes or defaces any mark, brand, or label” in place of “removes 
92140°—57——18 








" 
t 
. 





180 EXCISE _TAX TECHNICAL CHANGES” ACT OF 1957 


or defaces the marks and brands” and of “such mark, brand, or label 
is so removed or defaced’’ in place of ‘the marks or brands are so 
removed or defaced.” ‘This change in text is necessary to conform 
and make the section consistent with the provision of section 5412 to 
which it relates. 


Section 5676. Penalties relating to beer stamps 


This section is existing law (sec. 6676), except that the language of 
paragraph (3) has been ‘restated and clarified. 


Part IV—PeEnatry, SeIzuRE, AND Forreirure Provistons ComMon 
to Liquors 


Section 5681. Penalty relating to signs 


Subsection (a), ‘Failure to post required sign”: This subsection is 
existing law (sec. 5681) except that it 1s exten ea to warehousing and 
bottling of distilled spirits consistent with the change in the require- 
ment for posting of signs under section 5180 (a), and the penalty of 
$500, is changed to a fine of not more than $1,000, or imprisonment 
not more than 1 year, oer both. 

Subsection (b), “Posting or displaying false sign”: This subsection 
is a clarifying restatement of existing law (sec. 5681) except that it is 
extended to “warehousing and bottling of distilled spirits consistent 
with the change in the requirements for posting of signs under section 
5180 (a), and “the fine of $1,000, and imprisonment not more than 6 
months, is changed to a fine of not more than $1,000, or imprisonment 
not more than 1 year, or both. 

Subsection (c), “Premises where no sign is placed or kept”: This 
subsection is a clarifying restatement of existing law (sec. 6681) except 
that it is extended to include distilled spirits bottling establishments 
consistent with the change in the requirements for posting of signs 
under section 5180 (a), and the fine of not more than $1,000, or im- 
prisonment not more than 6 months is changed to a fine of not more 
than $1,000, or imprisonment not more than 1 year, or both. 

Subsection (d), “Presumption”: This subsection is a new provision. 
It provides a rebuttable presumption of guilt in the case of persons 
who are present on the premises of a distillery or rectifying establish- 
ment where no sign is placed or kept as required by section 5180 (a). 
The purpose of this presumption is the same as the purpose of the 
presumptions contained in section 5601 (b). 


Section 5682. Penalty for breaking locks or gaining access 
This section is a conforming restatement of existing law (sec. 5682). 


Section 5683. Penalty and forfeiture for removal of liquors under im- 
proper brands 
This section is existing law (sec. 5683) except that for uniformity 
“spirituous liquors or beer or wines” is changed to “distilled spirits, 
wines, or beer,” and the fine of $500 is changed to “shall be fined not 
more than $1, ‘000, or imprisoned not more than 1 year, or both.” 


Section 5684. Penalties relating to the payment and collection of liquor 
taxes 
Subsection (a), “Failure to pay tax”: This subsection is a new pro- 
vision which makes applicable to the failure to pay any tax imposed 
by part I of subchapter A at the time prescribed a civil penalty of 
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5 percent of the tax due but unpaid. This penalty is similar to the 
penalty provided in existing law (sec. 5761 (c)) with regard to com- 
parable failure to pay tax in respect to tobacco. ‘This provision is 
necessary for adequate administration of a system which provides for 
the payment of these taxes on the basis of a return (sec. 5061). 

Subsection (b), “Failure to make deposit of taxes”: This subsection 
is a new provision which changes the penalty provided for the failure 
to make deposit of taxes imposed under part I of subchapter A on 
the date prescribed therefor (from 1 percent if such failure is for not 
more than 1 month plus 1 percent for each additional month or frac- 
tion thereof not to exceed 6 percent in the aggregate) to a flat penalty 
of 5 percent. This change is deemed ‘to be essential to assure the 
proper operation of the deposit system with regard to these taxes. 

Subsection (c), ‘Applicability of section 6659”: This subsection is 
new and provides that section 6659 (a) shall govern the assessment, 
collection, and payment of the penalties imposed by subsections (a) 
and (b). This provision is comparable to the provision of existing 
law (sec. 5761 (c)) with respect to tobacco taxes. 

Subsection (d), “Cross references”. 


Section 5685. Penalty and forfeiture relating to possession of devices for 
emitting gas, smoke, etc., explosives and firearms, when violating 
liquor laws 


This section is existing law (sec. 5685), 


Section 5686. Penalty for having, possessing or using liquor, or property 
intended to be used in violating provisions of this chapter 
Subsection (a), ‘General’: This subsection is existing law (sec. 
5686 (b)), except for conforming changes in language. 
Subsection (b), ‘Cross reference”’, 


Section 5687. Penalty for offenses not specifically covered 


This section is a simplified consolidated restatement of existing law 
(secs. 5602, 5608 (c), 6612, 5613, 6614, 5615, 5616, 5617, 5618, 5619, 
5627, 5628, 5680, 5631, 5648, 5684, (a), 5686 (a), and 5687), extended 
to provide uniform punishment, as a misdemeanor by a fine of not 
more than $1,000, imprisonment not more than 1 year, or both, for 
any person violating any provision of this chapter, or regulations issued 
pursuant thereto, for which a specific criminal penalty is not pre- 
scribed by this chapter. 


Section 5688. Disposition and release of seized property 


Subsection (a), “Forfeiture”: This subsection is existing law (sec. 
5688 (a)) except for the added authority in paragraph (2) (A) for 
delivery to government agencies of such property for use for any 
other official purpose for which appropriated funds may be expended. 
The purpose of this change is to effect savings in the use of appropriated 
funds where practicable. 

Subsection (b), “Distraint or judicial process”: This subsection is 
existing law (sec. 5688 (6)). 

Subsection (c), ‘Release of seized vessels or vehicles by courts’’: 
This subsection is existing law (sec. 5688 (c)). 
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Section 5689. Penalty and forfeiture for tampering with a stamp machine 

This section is existing law (sec. 5689) without substantive change, 
except that the monetary penalty of $5,000, is dropped to conform 
the penalty to other penalties under this chapter. 


Section 5690. Definition of the term “person” 
This section is existing law (sec. 5690). 


Part V—Prnattins APPLICABLE TO OccuUPATIONAL TAxbs 


Section 5691, Penalties for nonpayment of special taxes relating to liquors 

Subsection (a), “General”: This subsection is a clarifying and 
conforming restatement of existing law (sec. 5691). The forefeiture 
provisions contained in existing law (sec. 6691) are omitted as they 
are deemed to be covered by other provisions of this chapter or of 
subtitle F. 

Subsection (b), ‘‘Presumption in case of the sale of 20 wine gallons 
or more”’: This subsection is a new provision establishing a rebuttable 
presumption and is for the purpose of aiding in the enforcement of the 
special tax provisions applicable to carrying on the business of whole- 
sale dealer in liquors or wholesale dealer in beer. 


Section 5692. Penalties relating to posting of special tax stamps 
Cross reference. 
OMITTED SECTIONS 


The following sections and parts of sections in chapter 51 of the 1954 
code have been omitted in their entirety: 

(1) Section 5007 (c), ‘Payment of tax on alcoholic compounds 
from Puerto Rico and Virgin Islands”: Authorization for pre- 
scribing regulations relating to collection of tax on alcoholic com- 
pounds from Puerto Rico and Virgin Islands is included in the 
provisions of sections 7652 and 7805. 

(2) Section 5007 (e) (2), “Relief from assessment for deficiencies 
in production and excess of materials used”: This paragraph is 
obsolete and its omission is consistent with the omission of 
section 5179. 

(3) Section 5021 (b), “Change in proof or volume”: This 
section, which prohibits the rectifier from increasing the volume 
of rectified spirits or wine by the addition of water or other 
substance after the process of rectification is complete and the 
taxes have been determined, unnecessarily restricts the rectifier’s 
operations, and is therefore omitted. 

(4) Section 5027, “Stamp provisions applicable to rectifiers”’: 
The provisions of this section relating to the furnishing of whole- 
sale liquor dealers’ stamps in lieu of and in exchange for stamps for 
rectified spirits, are not necessary in view of the general provisions 
for the supplying or procuring of stamps contained in section 
5205. 

(5) Section 5111 (a) (2) and (b) (2), “Retailers selling at whole- 
sale”: These paragraphs are inconsistent with the new definitions 
of retail and wholesale dealers. 

(6) Section 5121 (a) (2) and (b) (2), “Wholesalers selling at 
retail”: These paragraphs are inconsistent with the new defini- 
tions of wholesale and retail dealers, 
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(7) Section 5143, ‘Returns’: This section is omitted in order 
that the payment of special tax will be made a condition precedent 
to the carrying on of the trade or business subject to such tax 
(except in the case of non-beverage drawback claimants) under 
this part. The omission of the specific requirements in this sec- 
tion for the filing of returns makes the provisions of Subtitle F 
relating to returns applicable to special taxes under this chapter. 

(8) Section 5177 (a), “General conditions of approval of dis- 
tiller’s bond’’: This provision is unnecessary in view of the pro- 
visions contained in the last sentence of section 5171 (a). 

(9) Section 5179, “Survey of distillery”: The provisions of this 
section are obsolete. 

(10) Section 5192 (d), “Storekeeper-gaugers’ records”: Special 
provision for records and reports of storekeeper-gaugers are not 
necessary in view of the requirements of section 7803 and title 5, 
United States Code, section 22. 

(11) Section 5194 (h), “Effect on other laws”: The provisions 
of this subsection are omitted as unnecessary in view of the au- 
thority for the establishment of a single type of distilled spirits 
plant and the elimination of artificial restrictions on transfers of 
distilled spirits and on the redistillation of spirits. 

(12) Section 5241 (c), “Storekeeper-gaugers’ records and re- 
turns’’: Special provision for records and reports of storekeeper- 
gaugers are not necessary in view of the requirements of section 
7803 and title 5, United States Code, section 22. 

(13) Section 5243 (f), “Effect on State laws”: The provisions 
of this subsection are unnecessary, since the act of August 8, 
1890 (26 Stat. 313; 27 U.S. C. 121) is applicable to all distilled 
spirits, including those bottled in bond. 

(14) Section 5304 (a) (6), “Review of disapproval’: The pro- 
visions of this subsection are inappropriate, since the Administra- 
tive Procedure Act (5 U. S. C. 1001) governs the procedure for 
review of disapprovals of applications for permits. 

(15) Section 5304 (d), “Provisions relating to venue”: The 
provisions of this subsection are unnecessary in view of the pro- 
visions of the Administrative Procedure Act (5 U. S. C. 1001) 
and the Federal Rules of Criminal and Civil Procedure. 

(16) Section 5315 “Compliance with court subpena as to testi- 
fying or producing ‘records’: The circumstances justifying the 
application of the provisions of this section no longer exist. 

(17) Section 5316, “Form of affidavit, information, or indict- 
ment”: The prov isions of this section are unnecessary in view of 
the prov isions of the Federal Rules of Criminal Procedure. 

(18) Section 5317 (a), “Applicability of other internal revenue 
laws’: This section is du sibative of other provisions of this 
chapter and subtitle F. 

(19) Section 5319 (3), (4), and (5), “Definitions”: These defi- 
nitions are unnecessary. 

(20) Section 5319 (8), “Definition”: This definition is unnec- 
essary in view of other definitions in this chapter and subtitle F. 

(21) Section 5502, “Distilled vinegar”: The provisions of this 
section are unnecessary. 

22) Section 5605, “Penalty for improper approval of distiller’s 
bond”: This section is omitted since it is considered that the 
92140°—57—_14 
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provisions of section 7214 adequately cover unlawful acts of 
revenue officers. 

(23) Section 5633, “Penalty of officer in charge of warehouse 
for unlawful removal of spirits’: This section is omitted since it 
is considered that the provisions of section 7214 adequately cover 
umawful acts of revenue officers. 

(24) Section 5645, “Penalty for unlawful affixing, canceling, 
or issue of stamps by officer’: This section is omitted since it is 
considered that the provisions of section 7214 adequately cover 
unlawful acts of revenue officers. 

(25) Section 5646, “Penalty for evasion of distilled spirits tax’’: 
This section is omitted in order to conform the law with respect 
to evading or attempting to evade, liquor taxes to the civil 
penalty provisions of subtitle F. 

(26) Section 5684 (b) and (c), “Penalties relating to the pay- 
ment and collection of liquor taxes’: The penalties in these sub- 
sections are omitted in order to conform the law with respect to 
certain willful acts relating to liquor taxes to the criminal and civil 
penalty provisions of subtitle F. 

(27) Section 5688 (d), “Release of seized property by Secretary 
or his delegate’”’: This section was omitted in order to make uni- 
form the procedure with respect to release of seized property. 


SECTION 202. AMENDMENT OF CHAPTER 52 OF THE 
INTERNAL REVENUE CODE OF 1954 


Cuaprer 52—Tosacco, Cicars, CIGARETTES, AND 
CIGARETTE PAPERS AND TUBES 
SUBCHAPTER A—DEFINITIONS; RATE AND PAYMENT 
OF TAX; EXEMPTION FROM TAX; AND REFUND AND 
DRAWBACK OF TAX 


Section 5701. Rate of tax 

Subsection (a), “Tobacco”: This subsection is existing law (sec. 
6701 (a)). 

Subsection (b), “Cigars”: This subsection is existing law (sec. 
5701 (b)) except for two clarifying changes. The addition of the 
expression “exclusive of any State or local taxes imposed on the retail 
sale of cigars” is intended to make it clear that such taxes are not to 
be considered by the manufacturer or importer of cigars in determining 
the ordinary retail price of a single cigar in its principal market, for 
purposes of payment or determination of the internal revenue tax on 
such cigars. ‘The addition of the new sentence “Cigars not exempt 
from tax under this chapter which are removed but not intended for 
sale shall be taxed at the same rate as similar cigars removed for sale.” 
is intended to protect the revenue by preventing the undertaxpayment 
of large cigars removed by manufacturers and importers for gratuitous 
distribution rather than for sale. 

Subsection (c), “Cigarettes”: This subsection is existing law 
(see. 5701 (c)). 

Subsection (d), “Cigarette papers”: This subsection is existing law 
(sec. 5701 (d)) except for changes in the language which imposes the 
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tax on domestic and imported cigarette papers when made up into 
books or sets containing more than 25 papers each, for the purpose 
of making clear that the tax is applied directly to each book or set of 
such papers. The word “package” is eliminated from the existing 
taxable units of cigarette papers because it has lead to some uncer- 
tainty and misunderstanding on the part of taxpayers since the term 
“package” usually relates to the container in which books or sets of 
cigarette papers are put up for shipping purposes, The change in this 
subsection also enables further clarification to be made throughout the 
chapter so as to make it clear that the Government’s concern is 
directed to the collection of the tax on such books or sets of cigarette 
papers on which the tax is imposed, and not directed to nontaxable 
cigarette papers. 

Subsection (e), “Cigarette tubes”: This subsection is existing law 
(sec. 5701 (e)). 

Subsection (f), “Imported tobacco products and cigarette papers and 
tubes”: This subsection is a clarifying and conforming restatement 
of existing law (sec. 5701 (f)). 

Section 5702. Definitions 


Subsection (a), “Manufactured tobacco”: This subsection is a 
restatement of existing law (sec. 5702 (a)) except for changes in 
language intended for ‘clarity and achievement of a more complete 
and realistic definition of “manufactured tobacco,” and avoidance of 
any overlapping with the statutory definition for “tobacco materials.” 

Subsection (b), “Manufacturer of tobacco”: This subsection is a 
restatement of existing law (sec. 5702 (6)) except for changes in lan- 
guage which are intended for clarity and sichtererlatite of a more 
complete and realistic definition of “manufacturer of tobacco,” 
elimination of the present overlappin provisions of this definition 
and that of “dealer in tobacco materials,” and addition of the statu- 
tory requirement that an association of farmers or growers of tobacco 
shall keep records of leaf tobacco received and disposed of which 
would enable the Government to determine that the association is 
bona fide and is, therefore, entitled to the statutory exemption from 
liability as a “manufacturer of tobacco” and from tax on the tobacco 
which it handles. 

Subsection (c), “Cigar”: This subsection is a clarifying restatement 
of existing law (sec. 5702 (c)). 

Subsection (d), “Cigarette”: This subsection is a clarifying re- 
statement of existing law (sec. 5702 (d)). 

Subsection (e), “Manufacturer of cigars and cigarettes”: This sub- 
section is a clarifying and conforming restatement of existing law 
(sec. 5702 (e)) except for the addition of a sentence intended to con- 
tinue the long-standing construction that a proprietor of a customs 
bonded manufacturing warehouse, which warehouse is entirely under 
customs jurisdiction and supervision, shall not be regarded as a do- 
mestic manufacturer of cigars and cigarettes for internal revenue 
purposes. 

Subsection (f), “Tobacco products”: This subsection is a clarifying 

restatement of existing law (sec. 6702 (f)). 

Subsection (g), “Cigarette paper’ : This subsection is a clarifying 

restatement of existing law (sec. 5702 (g)). 
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Subsection (h), “Cigarette papers”: This subsection isnew. It pro- 
vides a statutory definition of “cigarette papers,” avd conforms with 
the clarifying change in the language of section 5701 (d). 

Subsection (i), “Cigarette tube”: This subsection is a clarifying re- 
statement of existing law (sec. 5702 (h)). 

Subsection (j), “Manufacturer of cigarette papers and tubes”: This 
subsection is a clarifying and conforming restatement of existing law 
(sec. 5702 (7)). 

Subsection (k), “Export warehouse”: This subsection is new. It 
provides a definition of “e xport warehouse” in order to give specific 
statutory recognition to bonded tobacco export warehouses. For ap- 
proximately 25 years, provision has been made by regulation for the 
establishment and operation of bonded warehouses for the purpose of 
receiving, from manufacturers, tobacco products and cigarette papers 
and tubes upon which the internal revenue tax has not been paid, for 
subsequent shipment for sea stores or export. 

Subsection (1), ““Export warehouse proprietor’: This subsection is 
new. It provides a conforming specific statutory definition of “export 
warehouse proprie tor. = 

Subsection (m), ‘Tobacco materials’: This subsection is a clarify- 
ing restatement of existing law (sec. 5702 (k)) intended to eliminate 
any overlapping with the definition for “manufactured tobacco.” 

Subsection (n), “Dealer in tobacco materials’: This subsection is a 
restatement of existing law (sec. 5072 (l)) except for clarifying changes 
in language and addition of the statutory requirement that an asso- 

ciation of farmers or growers of tobacco shall keep records of leaf 
iahente received and disposed of which would enable the Govern- 
ment to determine that the association is bona fide and is, therefore, 
entitled to the statutory ex cemmption from the requirement to qualify 
as a “dealer in tobacco materials.” The addition of paragraph (3) 
to this subsection is intended to make it clear that speculators (refer- 
red to in the trade as pinhookers) in leaf tobacco, whose tobacco is 
generally sold by qualified dealers in tobacco materials, are specifi- 
cally exempted from the definition of ‘‘dealer in tobacco materials.” 
Such speculators usually move from one leaf tobacco market to 
another, have no fixed place of business, and do not have possession 
of the tobacco when it is sold. Traditionally, for revenue purposes, 
the Government has been interested only in the physical possession 
of leaf tobacco rather than in the ownership thereof. The addition 
of paragraph (4) to this subsection is intended to make it clear that 
a qualified manufacturer of tobacco products is not regarded as a 
dealer in tobacco materials with respect to his sale, shipment, or 
delivery of tobacco materials received by him under his bond as 
such a manufacturer. 

Subsection (0), “Removal or remove”: This subsection is a clarify- 
ing and conforming restatement of existing law (sec. 5702 (m)). 

‘Subsection (p), ““Tmporter” This subsection is a clarifying and 
conforming restatement of existing law (sec. 5702 (n)) except for the 
addition of a clause intended to continue the long-standing construc- 
tion that the proprietor of a customs bonded manufacturing ware- 
house, who produces cigars or cigarettes therein, is regarded as an 
importer of such products and not as a domestic manufacturer for 
internal revenue purposes, since the cigars and cigarettes are produced 
under customs supervision and control, from imported tobacco ma- 
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terials. This will avoid any conflict. or duplication of supervision by 
Customs and the Internal Revenue Service, and will maintain the 
existing status of proprietors of such warehouses. 


Section 5703. Liability for tax and method of payment 


Subsection (a), “Liability for tax’: This subsection is a clarifying 
and conforming restatement of existing law (sec. 5703 (a)) except that 
it provides for the transfer of liability for tax in cases where taxable 
articles are transferred in bond between factories and bonded export 
warehouses, or released in bond from customs custody to manufac- 
turers. Such provision makes export warehouse proprietors liable 
for the tax on tobacco products and cigarette papers and tubes 
which they receive for temporary storage and subsequent removal 
and shipment for export purposes. 

Subsection (b), ‘Method of payment of tax’: This subsection is a 
clarifying and conforming restatement of existing law (sec. 5703 (a)), 
except that it provides that the Secretary or his delegate shall institute 
for manufacturers of tobacco products, a return system of tax pay- 
ment with a prescribed period of not less than 7 days, the first such 
period to begin not later than August 4, 1958. The committee 
understands that manufacturers of tobacco products will be granted 
at least 3 days following the period for which the return is made (in 
the case of a return for a period of 7 days) for the filing of the return 
and the payment of the taxes covered therein. While it is intended 
that the Secretary or his delegate shall have the discretion of estab- 
lishing periods for which returns are to be made of more than 7 
days, and that he may, in such case, provide for payments or deposits 
at intervals during such return periods, the committee understands 
that any such provision for a return period will not require payments 
or deposits for lesser periods than 7 days at one time, and that not 
less than 3 days will be allowed after the end of each payment or de- 
posit period for the payment or deposit to be made. 

This subsection provides that the Secretary or his delegate may, 
by regulations, require payment of tax prior to removal of the to- 
bacco products and cigarette papers and tubes in the case of a person 
who has defaulted in taxpayment postponed under this subsection, so 
long as the taxpayer is in default. It also provides authority for the 
Secretary or his delegate to prescribe by regulations, that any post- 
ponement of the payment of taxes determined at the time of removal 
shall be conditioned upon the filing of such additional bonds, and upon 
compliance with such requirements, as he deems necessary for the 
protection of the revenue. 

It is intended that, concurrently with the institution of a return 
system for manufacturers of tobacco products, the Secretary or his 
delegate will institute a system for payment of the internal revenue 
taxes on all imported tobacco products by immediate return, similar 
to the immediate-return arrangement now in effect for the payment 
of taxes on imported cigars. 

Subsection (c), “Stamps to evidence the tax”: This subsection is a 
clarifying and conforming restatement of existing law (sec. 5703 (6)) 
except that cigarette papers and tubes have been eliminated from its 
provisions, 

Subsection (d), ‘Use of Government depositaries”’; This subsection 
is existing law (sec. 5708 (c)). 
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Subsection (e), ‘Assessment’: This subsection is a clarifying re- 
statement of existing law (sec. 5703 (d)) except for the addition of 
provisions intended to protect the revenue where collection of tax 
may be jeopardized by delay in assessing such tax. 

Section 5704. Exemption from taz 

Subsection (a), “Tobacco products furnished for employee use or 
experimental purposes”’: This subsection is existing law (sec. 5704 (a)). 

Subsection (b), “Tobacco products and cigarettes papers and tubes 
transferred or removed in bond from domestic factories and export 
warehouses”: This subsee eh is a clarifying and conforming restate- 
ment of existing law (see. 5704 (6)) except that its provisions have 
been extended to ine hide: Seat warehouse proprietors as being 
authorized to make transfers of products without payment of tax. 

Subsection (c), “Tobacco materials shipped or delivered in bond”: 
This subsection is a clarifying and conforming restatement of existing 
law (see. 6704 (c)) except for the addition of provisions intended to 
permit the shipment or delivery of tobacco stems and waste materials, 
without payment of tax, to any person for use as fertilizer or in- 
secticide or in the manufacture of fertilizer, insecticide, or nicotine. 

Subsection (d), “Tobacco products, cigarette papers and tubes, 
and tobacco materials released in bond from customs custody”: This 
subsection is a clarifying and conforming restatement of existing law 
(sec. 5704 (d)). 

Section 6705. Refund or allowance of tax 


Subsection (a), ‘Refund’: This subsection is a clarifying and con- 
forming restatement of existing law (see. 5705 (a)) except that (1) it 
extends the refund provisions to export warehouse proprietors, con- 
sistent with the extension to such proprietors of the provisions of 
section 5703 (a) in respect to liability for payment of tax, (2) it limits 
its provisions to articles lost, destroyed, or withdrawn from the market 
(claims arising from tax havi ing been paid i in error to be treated under 
subtitle F of this title), and (3) it makes it clear that the related re- 
funds shall be made without interest. 

Subsection (b), “Allowance”: This subsection is a clarifying and 
conforming restatement of existing law (sec. 5705 (6)), except that it 
also provides relief from the payment of tax on articles withdrawn 
from the market prior to taxpayment. 

Subsection (c), ‘Limitation’: This subsection is existing law (sec. 
5705 (c)), except that it changes the period of limitation from 3 years 
after the date of payment of tax to 6 months after the date of the 
withdrawal from the market, loss, or destruction of the articles to 
which the claim relates. Such change is consistent with similar pro- 
visions in sections 5044, 5056, 5064, and 5708. 


Section 5706. Drawback of tax 

This section is a clarifying and conforming restatement of existing 
law (sec. 5706). 
Section 5707. Floor stocks refund on cigarettes 

This section is a clarifying restatement of existing law (sec. 5707). 
Section 5708. Losses caused by disaster 


Subsection (a), “Authorization”: This subsection provides that the 
Secretary or his delegate, under certain conditions, is to make pay- 
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ments equal to the internal revenue taxes paid or determined (and 
customs duties paid) on tobacco products and cigarette papers and 
tubes lost, rendered unmarketable, or condemned by a duly authorized 
official, by reason of a “major disaster,” as determined by the President 
under the act of September 30, 1950 (64 Stat. 1109), occurring on or 
after the effective date of this section. Such payments are to be made 
to the person holding such tobacco products or cigarette papers or 
tubes for sale at the time of such disaster. 

Subsection (b), ““Claims’’: This subsection provides that the claim- 
ant must furnish proof that he was not indemnified by any valid 
claim of insurance or otherwise in respect of the tax or duty on the 
articles covered by the claim, and that he is entitled under this section 
to the payment claimed. 

Subsection (c), “Destruction of tobacco products or cigarette 
papers or tubes”: This subsection provides that before the Secretary 
or his delegate makes payment with respect to tobacco products or 
cigarette papers or tubes condemned by a duly authorized official, or 
rendered unmarketable, such articles must be destroyed under such 
supervision as the Secretary or his delegate may prescribe, unless such 
articles were previously destroyed under supervision satisfactory to 
the Secretary or his delegate. 

Subsection (d), “Other laws applicable’: The purpose of this 
subsection is to make it clear that all provisions of law, including 
penalties, applicable in respect of the internal revenue taxes on tobacco 
products and cigarette papers and tubes shall, insofar as applicable and 
not inconsistent with this section, be applied to all payments provided 
for in this section, whether or not made to the person who paid the tax. 


SUBCHAPTER B—QUALIFICATION REQUIREMENTS FOR 
MANUFACTURERS OF TOBACCO PRODUCTS AND CIG- 
ARETTE PAPERS AND TUBES, EXPORT WAREHOUSE 
PROPRIETORS, AND DEALERS IN TOBACCO MATERIALS 


The title of this subchapter is changed to show clearly the persons 
to whom the subchapter applies, including export warehouse pro- 
prietors. 

Section 5711. Bond 


Subsection (a), ‘‘When required”: This subsection is a clarifying 
and conforming restatement of existing law (sec. 5711 (a)) except for 
the inclusion under its provisions of export warehouse proprietors who 
are now required by regulation to give bond. 

Subsection (b), “Approval or disapproval’: This subsection is 
existing law (sec. 5711 (6)). 

Subsection (c), “Cancellation”: This subsection is existing law 
(sec. 5711 (c)). 

Section 5712. Application for permit 

This section is a clarifying restatement of existing law (sec. 5712) 
except that it no longer requires applications for permits by dealers 
in tobacco materials or manufacturers of cigarette papers and tubes 
and makes such requirement applicable to export warehouse proprie- 
tors. Provision is made for export warehouse proprietors to carry on 


business pending reasonable opportunity to make application for 
: aUlig, FC PE 
permit and final action thereon. 
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Section 5713. Permit 


Subsection (a), “Issuance”: This subsection is a clarifying restate- 
ment of existing law (sec. 6718 (a)) except that it no longer requires a 
permit to engage in business as a dealer in tobacco materials or manu- 
facturer of cigarette papers and tubes and requires a permit in order to 
engage in business as an export Ww varechouse proprietor. 

Subsection (b), “Revocation”: This subsection is a clarifying re- 
statement of existing law (sec. 5718 (c)). 


SUBCHAPTER C—OPERATIONS BY MANUFACTURERS 
AND IMPORTERS OF TOBACCO PRODUCTS AND CIGA- 
RETTE PAPERS AND TUBES AND EXPORT WAREHOUSE 
PROPRIETORS 


The title of this subchapter is changed to show clearly the persons 
to whom the subchapter applies, including export warehouse pro- 
prictors. 

Section 5721. Inventories 


This section is a clarifying and conforming restatement of existing 
law (sec. 5721) except that its provisions are also made applicable to 
export warehouse proprictors. 


Section 5722. Reports 


This section is a clarifying and conforming restatement of existing 


law (sec. 5722) except that its provisions are also made applicable to 
export warehouse proprietors. 


Section 6723. Packages, marks, labels, notices, and stamps 

Subsection (a), “Packages”: This subsection is a clarifying and 
conforming restatement of existing law (sec. 6723 (a)) in respect to 
the requirement that tobacco products and cigarette papers and tubes 
be packaged before removal. 

Subsection (b), ‘Marks, labels, notices, and stamps’: This subsec- 
tion is a clarifying and conforming restatement of existing law (sec. 
6723 (a)) in respect to the authority given the Secretary or his dele- 
gate to prescribe marks, labels, notices, and stamps. Rather than 
being directive in nature, these provisions delegate authority to the 
Secretary or his delegate to take such regulatory action in this field, 
with respect to each taxable product, as he deems necessary to protect 
the revenue. 

Subsection (c), “Lottery features”: This subsection is a clarifying 
and conforming restatement of existing law (sec. 5723 (6)). 

Subsection (d), “Indecent or immoral material prohibited”: This 
subsection is a clarifying and conforming restatement of existing law 
(sec. 5723 (e)). 

Subsection (e), “Exceptions”: This subsection is a clarifying and 
conforming restatement of existing law (sec. 5723 (d)) and regulations, 
except that the exe mptions from the lottery provisions are omitted, 


consistent with the provisions of section 1301 of title 18 of the United 
States Code. 
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SUBCHAPTER D—OPERATIONS BY DEALERS IN 
TOBACCO MATERIALS 


Section 5731. Shipments and deliveries restricted 
This section is a clarifying restatement of existing law (sec. 5731). 
Section 5732. Inventory, and statement of shipments and deliveries 


This section is a clarifying restatement of existing law (sec. 5732) 
and regulations. 


SUBCHAPTER E—RECORDS OF MANUFACTURERS OF 
TOBACCO PRODUCTS AND CIGARETTE PAPERS AND 
TUBES, EXPORT WAREHOUSE PROPRIETORS, AND 
DEALERS IN TOBACCO MATERIALS 


The title of this subchapter is changed to show clearly the persons 
to whom the subchapter applies, including export warehouse pro- 
prietors. 

Section 5741. Records to be maintained 


This section is a clarifying and conforming restatement of existing 
law (sec. 5741) except that its provisions are extended to include 
specific statutory authority for the Secretary or his delegate to pre- 
scribe records to be kept by export warehouse proprietors, 


SUBCHAPTER F—GENERAL PROVISIONS 


Section 5751. Purchase, receipt, possession, or sale of tobacco products 
and cigarette papers and tubes, after removal 


Subsection (a), “Restriction”: This subsection is a clarifying and 
conforming restatement of existing law (sec. 5751 (a)), revised: (1) to 
make it clear that its restrictions relative to purchase, receipt, pos- 
session, and sale of tobacco products and cigarette papers and tubes 
are applicable to such articles which have been removed without pay- 
ment or determination of tax; (2) to extend the exception in existing 
law in the case of sales of such articles from proper packages directly 
to consumers, to other dispositions of such articles from proper pack- 
ages directly to consumers; and (3) to specifically provide restrictions 
with respect to such articles which, after authorized removal without 
payment of tax, have been diverted from the authorized tax exempt 
purpose or use. 

Subsection (b), “Liability to tax’: This subsection is a clarifying 
and conforming restatement of existing law (sec. 5751 (6)). 


Section 5752. Restrictions relating to marks, labels, notices, stamps, and 
packages 

This section is a clarifying and conforming restatement of existing 
law (sec. 5752), except that it has been revised: (1) to impose restric- 
tions, essential under a return system of taxpayment, to prevent the 
destruction, obliteration, or detachment of any required or authorized 
mark, label, notice, or stamp on any unemptied package of tobacco 
products or cigarette papers or tubes, if such act is with intent to 
defraud the United States; and (2) to limit the penalties applicable 
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to the destruction or detachment of a required stamp to instances 
where there is intent to defraud the United States. 


Section 5753. Disposal of forfeited, condemned, and abandoned tobaceo 
products, cigarette papers and tubes, and tobacco materials 
This section is a clarifying and conforming restatement of existing 
law (sec. 6753). 


SUBCHAPTER G—PENALTIES AND FORFEITURES 


Section 5761. Civil penalties 

Subsection (a), “Omitting things required or doing things for- 
bidden”: This subsection is existing law (see. 5761 (a)), except for the 
omission of the reference to section 6652, which is inapplicable to this 
chapter. 

Subsection (b), “Failure to pay tax”: This subsection is derived 
from existing law (sec. 5761 (c)), and continues its provisions, except 
in respect to interest. ‘The omission of the provisions relating to 
interest makes applicable the general rule with respect to interest 
provided in section 6601 (a) of existing law. 

Subsection (c), “Failure to make deposit of taxes’: This subsection 
is a new provision which changes the penalty provided for the failure 
to make deposit of taxes imposed under this chapter on the date pre- 
scribed therefor (from 1 percent if such failure is for not more than 1 
month plus 1 percent for each additional month or fraction thereof 
not to exceed 6 percent in the aggregate) to a flat penalty of 5 percent. 
‘This change is deemed essential to assure the proper operation of the 
deposit system with regard to these taxes. 

Subsection (d), “Applicability of section 6659’: This subsection is 
derived from existing law (sec. 5761 (c)) and provides that section 6659 
(a) shall govern the assessment, collection, and payment of the penal- 
ties imposed by subsections (b) and (c) of section 5761. 

Section 5762. Criminal penalties 

Subsection (a), “Fraudulent offenses’: 

Paragraph (1), “Engaging in business unlawfully”: This para- 
graph i is a clarifying and conforming restatement of existing law 
(sec. 5762 (a) (1)) except that the provisions have been extended 
to cover engaging in business as an export warehouse proprietor 
without filing the bond and obtaining the permit required by 
this chapter or regulations thereunder. 

Paragraph (2), ° ‘Failing to furnish icernatice or furnishing 
false information”: This paragraph i is existing law (sec. 5762 (a) 
(2)). 

Paragraph (3), “Refusing to pay or evading tax’’: This para- 
graph is existing law (sec. 5762 (a) (3)). 

Paragraph (4), “Removing tobac co products or cigarette papers 
or tubes unlawfully”: This paragraph is a clarifying and conform- 
ing restatement of existing law (sec. 5762 (a) (4)). 

Paragraph (5), ‘Purchasing, receiving, possessing, or selling 
tobacco products or cigarette papers or tubes unlawfully”: This 

aragraph is a clarifying and conforming restatement of existing 

ed (sec. 5762 (a) (5)). 
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Paragraph (6), “‘Affixing improper stamps’’: This paragraph is 
a clarifying and conforming restatement of existing law (sec. 
5762 (a) (6)), except that it is applicable to stamps only. 

Paragraph (7), ‘‘Destroying, obliterating, or detaching marks, 
labels, notices, or stamps before packages are emptied’’: This para- 
graph is new. It provides the penalty for violations of the sub- 
stantive provisions of section 5752 (a). 

Paragraph (8), “Emptying packages without destroying 
stamps”: This paragraph is new. It provides the penalty for 
violations of the substantive provisions of section 5752 (b). 

Paragraph (9), “Possessing emptied packages bearing stamps”’: 
This paragraph is a clarifying and conforming restatement of 
existing law (sec. 5762 (a) (10)), except that it is applicable to 
stamps only. 

Paragraph (10), “Refilling packages bearing stamps”: This 
paragraph is a clarifying and conforming restatement of existing 
law (sec. 5762 (a) (8)), except that it is applicable to stamps only. 

Paragraph (11), ““Detaching stamps or possessing used stamps’’: 
This paragraph is a clarifying and conforming restatement of 
existing law (sec. 5762 (a) (9)), except that it is applicable to 
stamps only. 

Subsection (b), “Other offenses’: This subsection is a clarifying 
restatement of existing law (sec. 5762 (6)). 


Section 5763. Forfeitures 


Subsection (a), “Tobacco products and cigarette papers and tubes 
unlawfully possessed’”’: This subsection is a clarifying restatement of 
existing law (sec. 5763 (a)), with its provisions conformed to section 
5751 (a), to which it relates. 

Subsection (b), ‘Personal property of qualified manufacturers, 
export warehouse proprietors, oak dealers acting with intent to de- 
fraud”: This subsection is a clarifying and conforming restatement of 
existing law (sec. 5763 (b)) except that it has been extended to include 
export warehouse proprietors. 

Subsection (ce), ‘Real and personal property of illicit operators”’: 
This subsection is a clarifying and conforming restatement of existing 
law (sec. 5763 (c)) except that it has been extended to include any 
person engaged in business as an export warehouse proprietor without 
filing the bond or obtaining the permit as required by this chapter. 

Subsection (d), ‘“General’’: This subsection is a clarifying restate- 
ment of existing law (sec. 5763 (d)). 


OMITTED SECTIONS 


The following subsections or paragraphs in chapter 52 of the 1954 
code have been omitted in their entirety: 

(1) Section 5702 (j), ‘“‘Articles’’: This subsection, which pro- 
vides the statutory definition for “articles,” is considered unneces- 
sary, since each provision of the chapter sets forth specifically the 
taxable articles to which it is applicable. 

(2) Section 5713 (b), ‘Posting’: This subsection, which re- 
quires that a permit shall be posted, is considered to be unneces- 
sary. 

(3) Section 5713 (d), ‘Limitation’: This subsection is unneces- 
sary and could create a hardship by prohibiting the issuance of a 
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permit although extenuating conditions might justify issuance 
thereof. Similar provisions restricting the issuance of alcohol 
permits after revocation have been omitted from chapter 51. 

(4) Section 5761 (b), ““Willfully failing to pay tax”: The pen- 
alty in this subsection is omitted in order to conform the law with 
respect to tobacco taxes to the civil penalty provisions of subtitle F. 

(5) Section 5762 (a) (7), “Packaging with improper notices’’: 
This paragraph, which provides the penalty for putting articles 
into any package bearing an improper notice to evidence the tax, 
is considered to be no longer necessary. 


SECTION 203. TECHNICAL AMENDMENTS RELATING 
TO MACHINE GUNS AND CERTAIN OTHER FIRE- 
ARMS 


CHAPTER 53—MAcHINE GUNS AND CERTAIN OTHER FIRE- 
ARMS 


SUBCHAPTER A—TAXES 


Part I—SpecraL (OccupaTIoNAL) Taxes 


Section 5801. Taz 


The changes in section 5801, obviate the present necessity of pro- 
rating the $1 tax. Under the present practice, as required by existing 
law, the proration of the $1 tax often results in a tax payment of only 
a few cents, obviously insufficient to cover the necessary expenses 
attendant upon issuance of the tax stamp. This amendment will 
require payment of $1 tax regardless of the period of time within a 
year for which the stamp is issued. 


Part JI—Transrer Tax 
Section 5811. Tax 


Subsection (a), “Rate”: This amendment clarifies existing law with- 
out substantive change. 


Section 5814. Order forms 


Subsection (c) is stricken in its entirety and subsections (d) and (e) 
are renumbered accordingly. Existing law makes it necessary that the 
owner of a firearm (which has been acquired lawfully by transfer) 
transmit, in addition to the order form required by subsection (b), 
all prior stamp-aflixed orders and/or stamp-affixed declarations (as 
provided in sec. 5821) when he sells the firearm. This present require- 
ment of law places a heavy burden on the owner of a firearm, in that 
he must carefully keep these documents which, if a firearm has been 
transferred several times, would result in responsibility for the care 
and transmission of several order forms and/or declarations. 

The only purpose served in the present requirement is to show that 
the order forms and/or declarations have “National Firearms Act” 
stamps affixed thereto, evidencing payment of transfer tax. How- 
ever, experience has shown that many of these order forms and/or 
declarations are lost, misplaced, or destroyed. When such circum- 
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stances arise it becomes impossible for the transferor to be in technical 
compliance with the law. 

Since the Internal Revenue Service maintains a complete record of 
all lawful transfers of firearms and also has a record of the transfer 
tax payments, it is believed to be unnecessary for a person to possess 
all the presently required stamped documents in order that he may 
later be able to comply with the provisions of subsection (c) of existing 
law should he transfer the firearm. 

It is considered that the ends of proper administration and enforce- 
ment of the law will be served adequately by requiring only that a 
person evidence payment of the transfer tax by producing the docu- 
ment provided by section 5814 (a). 


Part I1I—Tax on MaxkinGa Firearms 


Section 5821. Rate, exceptions, ete. 


Under section 5821 (a) of existing law the tax on the making of a 
firearm is at “that rate provided in section 5811 (a) which would apply 
to any transfer of the firearm so made.’’ This means that if the 
transfer tax on a firearm under section 5811 (a) is only $1 then the 
making tax under section 5821 (a) is only $1. This is a situation 
which rebounds to the advantage of the criminal element, and 
seriously hampers proper enforcement of the law. 

The possible advantage of the $1 rate on the making of a firearm is 
inconsistent with the purpose of these laws. The amendment of 
section 5821 (a) provides a uniform rate of tax of $200 on the making 
of firearms. This change places no hardship on the persons engaged 
in the business of manufacturing firearms, since they are adequately 
protected by the exceptions contained in existing law (sec. 5821 (6)). 

Section 5821 (b) (2) is amended by deleting the reference to section 
6811 (a) as a conforming change to the amendment to section 5821 (a). 


SUBCHAPTER B—GENERAL PROVISIONS 


Section 5843. Identification of firearms 


The amendment of section 5843 is for the purpose of clarifying the 
intent of this section, that firearms be identified + serial number and 
other approved identification marks. This change is in accordance 
with the administrative construction of existing law. 


Section 5848. Definitions 


The amendments of paragraphs (3), (4), and (7) of section 5848 are 
conforming changes in language to clarify the intent of this section 
and are in accordance with the administrative construction of existing 


law. 
SUBCHAPTER C—UNLAWFUL ACTS 


Section 5851. Possessing firearms illegally 


Existing law (sec. 5851) specifically defines as an unlawful act the 
receipt or possession of any firearm which has been transferred or made 
in violation of law, but fails to so define the possession of an unregis- 
tered firearm. The amendment of this section specifically defines such 
possession of an unregistered firearm as an unlawful act and makes 
applicable to such possession the presumption contained in the section. 
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The primary purpose of this change is to simplify and clarify the law 
and to aid in prosecution. 
Section 5854. Failure to register and pay special tax 

The amendment of section 5854 is solely for the purpose of rear- 
rangement in more logical order by dividing the existing section into 
two sections (secs. 5854 and 5855) with more descriptive titles. Sec- 
tion 5854 is the same as section 5854 (a) of existing law. 
Section 6855. Unlawful transportation in interstate commerce 

This section is the same as section 5854 (b) of existing law. 


SECTION 204. AMENDMENTS TO SUBTITLE F OF 
THE INTERNAL REVENUE CODE OF 1954 


Amendments (1), (2), (3), (4), (5), (7), (14), (15), (16), and (19) are 
conforming changes in cross references relating to subtitle E. 

Amendment (6) is a clarification of existing law which specifically 
exempts persons required to register under subtitle E, or persons en- 
gaging in a trade or business on which a special tax is imposed by 
subtitle E, from the provisions of section 7272 (a). Such failures to 
register are covered by specific penalties under subtitle E. 

Amendment (8) restores the provisions of the Internal Revenue 
Code of 1939 with respect to forfeiture of property used to transport, 
or for the deposit or concealment of property which is intended to be 
used in the making or packaging of the taxable articles described in 
section 7301 (a). 

Amendment (9) clarifies the applicability of section 7324 to the dis- 
position of property seized under section 7301. 

Amendment (10) increases from $1,000 to $2,500 the maximum ap- 
praised value of personal property, seized under the provisions of the 
internal revenue laws, which may be disposed of by administrative 
action. This change provides consistency in maximum appraised 
value of seized personal property subject to administrative disposition, 
whether such disposition is under the customs laws or the internal 
revenue laws. 

Amendments (11), (17), and (18) are conforming changes. 

Amendments (12) and (13) provide specific authority for the 
destruction of coin-operated gaming devices (such as slot machines) 
forfeited due to their use in violation of the internal revenue laws. 
Such devices are not disposed of by sale since their sale is not per- 
mitted in many States and would be generally contrary to public 
policy. It is intended that these provisions will permit the destruc- 
tion of substantial numbers of such forfeited devices now being stored 
at Government expense, as well as the destruction of such devices 
forfeited in the future. 


SECTION 205. REPEAL OF ACT OF MARCH 3, 1877, 
ETC. 


The act entitled “An Act relating to the production of fruit brandy, 
and to punish frauds connected with the same”, approved March 3, 
1877 (ch. 114, 19 Stat. 393), and the act entitled “An Act to provide 
for warehousing fruit brandy”, approved October 18, 1888 (ch. 1194, 
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25 Stat. 560), were not codified in the Internal Revenue Code of 1939 
or of 1954 and were not repealed by the enactment of such codes. 
The provisions of chapter 51 are intended to supersede the presently 
effective provisions of such acts, and such acts are repealed because 
they no longer serve any purpose. 


SECTION 206. EXTENSION OF BONDING PERIOD 


This section provides for an interim extension of the bonding period 
between the date of its enactment and the effective date of the revision 
of chapter 51. The extension of the bonding period as to any pro- 
prietor would only be applicable in instances where the proprietor’s 
bond is so conditioned. 


SECTION 207. BEER LOST BY REASON OF FLOODS 
OF 1951 OR HURRICANES OF 1954 


This section makes provision for relief in the case of beer lost, 
rendered unmarketable, or condemned by a duly authorized health 
official by reason of the floods of 1951 or the hurricanes of 1954. This 
relief is substantially the same as was provided in the case of distilled 
spirits by section 498 of the Revenue Act of 1951, and in the case of 
distilled spirits and wines by the act of August 11, 1955 (69 Stat. 685). 


SECTION 208. LOSSES OF ALCOHOLIC LIQUORS 
CAUSED BY DISASTER 


This section contains relief provisions in respect to losses caused 
by disaster, similar to the provisions of section 5064 of the Internal 
Revenue Code as contained in section 201 of this bill. However, the 
provisions of this section are retrospective and apply to disasters 
occurring after December 31, 1954, and not later than the date of 
enactment of this act. 

While such section 5064 provides that payments shall be made to 
the person holding the distilled spirits, wines, rectified products, or 
beer for sale at the time of the disaster, this section provides that 
payments may be made to the possessor, as referred to in subsection 
(a), or to any distiller, winemaker, brewer, rectifier, importer, whole- 
sale liquor dealer, or wholesale beer dealer who replaced (or to any 
distiller, winemaker, brewer, rectifier, or importer who has given credit 
or made replacement to a wholesale dealer who replaced) for the pos- 
sessor the full equivalent of distilled spirits, wines, rectified products, 
or beer so lost or rendered unmarketable or condemned, without com- 
pensation, remuneration, or credit of any kind in respect of the tax, 
or tax and duty, on such spirits, wines, rectified products, or beer. 
Such provision for payment is necessary to conform to industry prac- 
tices of replacing products lost or damaged in the disasters of 1955 
and 1956, which practices were consistent with special relief legislation 
in connection with prior disasters. 

For provisions in respect to disasters which may occur after the 
date of enactment of this act and before the effective date of section 
201 of this act, see section 209 (a) (3). 
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SECTION 209. PUERTO RICAN LIQUORS LOST IN 
HURRICANES OF 1954 


This section contains relief provisions in respect to taxes on distilled 
spirits and wines of Puerto Rican manufacture brought into the 
United States and thereafter lost, rendered unmarketable, or con- 
demned by a duly authorized health official, by reason of the hurri- 
canes of 1954. The act of August 11, 1955 (69 Stat. 685), which pro- 
vided similar relief in respect to domestic and imported distilled spirits 
and wines, has not been construed as applicable to products of Puerto 
Rican manufacture shipped to the United States. This section spe- 
cifically makes such act applicable to these products, and provides 
that refunds or credits made under this section shall be charged 
against taxes collected under section 7652 of the Internal Revenue 
Code of 1954. 


SECTION 210. LOSSES OF TOBACCO PRODUCTS 
CAUSED BY DISASTER 


This section contains relief provisions in respect to losses caused by 
disaster, similar to the provisions of section 5708 of the Internal 
Revenue Code as contained in section 202 of this bill. However, the 
provisions of this section are retrospective and apply to disasters 
occurring after December 31, 1954, and not later than the date of 
enactment of this act. 

While such section 5708 provides that payments shall be made to 
the person holding the tobacco products or cigarette papers or tubes 
for sale at the time of the disaster, this section provides that payments 
may be made to the possessor, as referred to in subsection (a), or to 
any manufacturer, importer, or wholesaler who replaced (or to any 
manufacturer or importer who has given credit or made replacement 
to a wholesaler who replaced) for the possessor the full equivalent of 
the tobacco produets or cigarette papers or tubes so lost or rendered 
unmarketable or condemned, without compensation, remuneration, 
or credit of any kind in respect of the tax, or tax and duty, on such 
tobacco products or cigarette papers or tubes. Such provision for 
payment is necessary to conform to industry practices of replacing 
products lost or damaged in the disasters of 1955 and 1956, which 
practices were consistent with special relief legislation in connection 
with liquors lost or damaged in prior disasters. 


SECTION 211. EFFECTIVE DATE AND RELATED 
PROVISIONS 


The purpose of this section is to specify the effective dates of various 
provisions of title II and to effectuate orderly administration in the 
transition from existing law to the provisions of the general revision 
of subtitle E. 








APPENDIX 


The following tables have been prepared as aids in comparing pro- 
visions of chapters 51 and 52 of the Internal Revenue Code of 1954 
with the proposed revision of such chapters. No inference, implica- 
tion, or presumption of legislative construction or intent shall be 
drawn or made by reason of such tables. 
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(@) Ubi Os 4 5206 (a), (c); 5241. 624} (Ops. .cake 
G)eusuids 5206 (a), (¢): 5214 || 5241 (d)...<-..2 
(a) (5). Gea i eh iiG 5211, 5231. 
(e)......--] 5206 (a), (ce); 5211 || 5243 (a)..u...- 5171 (a), 5172, 5178 
(1)—(3); 5212, (a) (4) (A), 5233 
5213 (a), (b) (1) (CO), 
(Tye .ui.ba 5005 (ce) (1), . 5206 (b) (2). 
(a), (ec); 5212, §243 (b)..cL ii 5202 (g), 5233 (b) 
5223 (a), (d). (1) (A), (B), (b) 
(g)_......-.} 5201 (a), 5204 (a), (3), (4). 
5206 (a), (ec); 5211 5243 (c) issu aud 5233 (e). 
(1)- a, 5212, 3 are 5206 (c). 
() eee 5243 fe)... Li 5175 (a), 5206 (e), 
Bucs sscaae 5201 (ec). 5214 (a) (4). 
Ota eee 5203 (a). ee Os cn aie 
b (b). ceeds 5203 (b). 5243 (g).--.--.. 
b (ec) 7 .ccwet 5203 (ec). G244. 2 Seed dl 5213. 
j » (d) Ss 5203 (d). 9045 251d 5204 (a). 
(e) ....0% 5203 (b), (ec). 624655 2101s) 5212. 
>» (f)_ 6247 (api od 5175 (a), (ce); 5206 
5197 (a) (1) (A). 5207 (a). (a), 5214 (a) (4). 
5197 (a) (B)_| 5207 (d), Sae7 (byv..Ldi 5214 (a) (4) 
) (dots 5207 (a). §247 (e) ec. wc 5214 (a) (4). 
(|) ee 5207 (ce). S847 Cd) 60. bu 5206. (a), 5214 (a) 
Cpsisic ose (4). 
inte erernawahahe §311. 5247 (e).-......| 5008 (f), 5214 (a) 
sucsouanaadee 5204 ( (b). (4). 
5213 (a) (1)_---| 5002 (a) (6) (B), BrOitebdal 
5291. Geeei 2. JJ. d6. 
3213 (a) (2)_..-} 5291. BECO i ecewls 5202 (f), 5205 (b). 
(b) . waclett §250 (a) ic... 222 5206 (c). 
ee 5301 (a). 5250 (b) 2... cee 5204 (c). 
Bsc «cen 5201 (ce), 5312 (a), OSOL ii Seunieweb 
(c); 5373 (a), 5562, ff 5252_....5522.. 5236. 
eral 5222(a). 6271. Lt 6171. (a), 5972) SIVS 
} (a) (1) hk 5501, 5502 (a), ant (a) (1) (A), (4) 
5504 (a), 5505 ( (B), (D). 
5601 (a) (7), is)" | EES SI 5173 (a), (d). 
(9) (A). SSS ok tL 5178 (a) (1) (A), (4) 
(a) (2)....] 5504 (b). (B), (D). 
> (a) (3)_.-_} 5505 (ce). _, —— 5180. 
(a) (4)....| 5601 (a) (7). DE enieneectigl 
$217 (a)...cses2 5005. (c) (1), (2); |} 5281......2..2. 5201 (a). 
5025 (d), (e) (2); S282 (8)..c0 vest 5201 (a), 5251. 
6212, 5223 (a), 6282 (b). sb 5202 (a), 5204 (a), 
5234 (b). | (e); 5205 (d), 5206 
2 Dcewuale 5223 (a), 5561, | (c). 
i ae | 5223 (a), 5561. fee 5205. (d). 








1 
| 
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1954 Code section 
number 


5282 (d) 


304 (a) (1)... 


5304 (a) (2)..-- 
§304 (a) (3).--- 
5304 (a) (4)_.-- 
5304 (a) (5)_--- 


5304 (a) (6)__-- 
6304 (bh)... .2 
5304 (c)...-.... 
eee to. Ss oc 
MD inn aos ae 


RO is tiinw ann nes se 
5310 (a).......- 


5310 (b)....-.. 
Ba10 fo) 2. oe 
5310 (d)...--.- 
es 


Wee. 2k5 55522) 


number number 
| 5317 (ee 
5203 (e), (d). Fa cern ook 
| 5319 (1)___..-.- 
5207 (b), (c). | 5319 (2)__...--- 
5171 (a), (b) (1); |] 5319 (3)_.------ 
5172, 5173 (a). 5319 (4)___....- 
5171 (a), (b) (1); || 5319 (5)_--_..-- 
5172, 5173 (a), |} 5319 (6)__-..-.. 
(c) (1); 5178 (a) || 5319 (7)___.--- 
(3), 5201 (a), 5319 (8)....---- 
5206 (a). SENN Ss. st2 
5171 (a), (b) (1); || 5831 (a)_--_..-- 


(ec). SS a snorcou ell 
pi7s._{e) (G7 (A). tf OS67 25-5. <. 
5201 (a). GOOG no tance 
5212, 5223 (a). S00. C2. 2 ck ts 
5222 (b) (2). Been 2 Se.clek 


5214 (a) (1), 5241, || 5371 


5214 (a) (2), 5313, 
5214 (a) (3). 

5272 (b). 

5232. EL nsec wg uld 


Proposed revision section 1954 Code section 





5172, 5173 (a), (c) 
(1); 5178 (a): (5), 


5381 (a) (1)---- 
5241, 5242, 5273 





(b), (d) 

5171 (s). (b) (1); 

5271 (a), (f). 5331 (a) (2)... 
5271 fb) (2), (h). 5331 (a) (3)... 
5271 (c) 

5271 (b) (1), (2). 
5173 (a), (e) (1); || (5831 (b)_-.. 22 

5272 (a). 

Sauk 0) zs 
5271 (e) (1)-(5). er | 
5271 (e) (7). Been. cake 
Geet. 5 che 


5171 (a), 5472; 6174) |] 5361......4i-ce 
(a),. 6178 (a) °(1)) 1] 8382.2. -- c2-ce 
(A), .(a)_(5)s S200) ) 6253.....25..-26 
(a), (b); 5207 (a), Seek. de cetinkl 
(c), (d) ; 5211, 5223 |) 5355 
(a), 5235, 5273 Bae a wo hd lo 
Gb)... (Bs; 758TE) S387. se ce 
5291, 5312 (b). 5361 

5025 (d), (e) (1); || 5362 (1) (b)__-- 
§103, 5113 (a);\ |] 5362 (7)........ 
5173 (ce) (1), (ce) || 5362 (8)-(10)__- 
(1) (A); 5201 (a), 5363 
(c); 5204 (c), 5234 || 5364_-...------ 
(9) (1). .(A); (G819"}] S365... sue 





5242, 5273 (b), || 5372_----.----- 
(a). 5373 (a)_------- 
5373 (b) (1)-(3)- 
5373 (b) (4)..-- 





on 
i) 
oO 
Qo 








Proposed revision section 
number 


5274. 

5314 (a), (b). 
5002 (a) (6) (A). 
5002 (a) (9). 


5201 (a). 
5002 (a) (11). 


5178 (a) (5), 5241, 
5273 (a), (d). 

5171 (a), 5172, 
5202 (e), 

5214 (a) (1), 5241, 
5242, 5273 (b). 
5241, 5242, 5273 (b). 

5173 (a), (c) (1); 
5207 (a), (c), (d); 
5241, 5275. 

5214 (a) (1), 5241, 
5273 (a), (b). 

5241. 

5373 (c). 

5243. 


5351. 
5352, 
5353. 
5354, 
5355, 
5356, 
5357, 
5361, 
5362, 
5222 (b) (1), 5362. 
5362, 
5363. 
5364, 
5365, 
5366, 
5367, 
5368. 
5369, 
5370. 
5371. 
5372. 
5373 (a). 
5373 (b). 
oa) (a) (9), 5373 


5381, 

5382, 
5383. 
5384. 
5385. 
5386. 
5387, 
5388, 
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1954 Code section Proposed revision section 
number number 
cg Te 5391, 
Pe inicnicnn annie 5392, 
SR wikdiui essa 5401, 
WE toceCaes 5402, 
Gi sian ctniSornimcn 
ik ds eget 5411. 
hae wins cote es 5222 (b) (2), 5412. 
iS ici aan ceati 5413. 
aN Ried wahcsieee 5414 
sc. Sekersinpae 5415, 
Bene teen 5416, 
Sea ciiowniaen 
SR dite wc nke 
GRRE. ciwsuctese 5511. 
SRR sawecdad 
ee 5521. 
5522 (a)_......- 5214 (a) (6), 5522, 
ot ao (f), 5522, 
DOES. cic amae 552° 
GOO). cccaue ama B51. 
Sy ee Ral SD 5503, 5505 (e), 5552. 
5663 (8)......«- 5505 (f), 5553, 
§553 (b).......] 5553. 
ee 5554. 
5555 (a).......- 5207 Bas (ce), (d); 
5555 
5555 (b).....<- 5505 (g), $555 (b). 
SESE... ce etnhe 5505 (h). 
SOG fo alone 5560. 
SOG cea 5505 (i), 5601 (a) (1), 
5615 (1). 
ee 5615 (2), 5687. 
SB iciiercnmcavaiion 5601 (a) (2), (3). 
GSS .wosececce 5601 (a) (4), (5); 
5615 (3). 
hie acisiaiee 
Pee isrttcne 5601 (a) (4), 5602, 
5615 (3). 
ee irkimdatem vial oe (i), 5601 (a) 
5608 (a)....-.- 5508 (i), 5601 (a) 
A), ©), (9) (A), 
§606 (b)...dd82 — (i), 5615 (4) 
B). 
LC) te 5505 (i), 5687. 
Gp00...3cckas 5605. 
ies iiss Greed 5603. 
BOG tates asta en 5603, 
iy ERO G S eee 5687, 
DRG R in tewiacienel 5687. 
O61 4iss 4 adden 5687, 
§619...cch01 440 5687. 
O6tG 546i dais 5687. 
ae 5687. 
66162... 453 45) 5687. 
GOs Ow ctiesatcinnne 5687. 
SORE... <b dad 5603, 5615 (5). 
S021... co 2d 5603. 
WOME necanains 5610. 


1954 Code section 













Proposed revision section 


number number 

ers. 5609, 

sink scnilerte ateed 5611. 

iad: acne ines 5612 (a). 

SS iano 5602, 5615 (3). 

se 5687. 

Sie tes renin 5601 (a) (10), 5687. 

ee 5601 (a) (10), (11). 

Se iiicints ata ceil 5687. 

| m8), 88 (a) os 5615 
(6 

i So wrest oe). @) “i, 5615 

ee 

OES wiieicnn pees rn) (a) (13), 5615 
(7). 

ee ae 5604 (a) oi 

ES SB 5604 (a) ( 3), (7), (8), 
(9), (17 

BR icin edeeie 5604 (a) (N8). 

Ge hie teens 5604 (a) (19). 

ee 5613. 

i nncoemnnaes 5613 (b) 

Es wad deenene 5606. 

Pp ttrenecee 5604 (a) (1), (2), 
(4), (5), (6), (10), 
(12), (13), (14), 
(15), (b). 

GOOD 2c cncateee 5601 (a) (12), 5604 
(a) (11), (12), 
(16); 5615 (6), 
5687. 

| 5604 (a) (4), (5), 
(10). 

Pe wkiannekins 

a ree 

SNTEE Aictainnicunberecbaiis 5273 (b), (d); 
5601 (a) (12), 
5607, 5615 (6). 

a isi 5608. 

Soren 5614, 

$600. .nkia iek 5601 (a) (14), 
5615 (3). 

Beet wnkk dese 5661. 

5667. ...ibi. dake 5662, 

i 

GOT anid dene 5671. 

SO7S. sti dade 5672, 

SIS RR dan 5673. 

GOT4. ele idee 5674, 

SGrat sib dai. 5675. 

DO icacenwhtae 5676. 

Sa 5681 (a), (b), (ce). 

Pik ioits neh isin 5682, 

Bett ke ane 5683. 

5684 (a)_......- 5687, 

5GG4 1). cn ncca 

5664 (6)....0343- 

Gee dati. 5685. 

5686 (a)_....---| 5687. 

S680 (Blxaccnna | 5505 (i), 5686. 
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1854 Code section 
number 


lees os anes 
Seoe ae)... on 
5688 (b)....-..] 
5688 (c) 
5688 (d) 
5689 
5690 
NU as ns saree 
ae te 
a ets 
Pcs cds ier gicate 
5702 (a) 
5702 (b) 
5702 Ri tone. 
5702 (d)- 
cs PC) rs 
TE BT cath atc 
So gt 
ey a a 
Bree dcesseane~ 
STG Mono ken aa 
5702 (k)_- 
§702 (i) (1)-..-- 
§702 (1) (2)_...- 
5702 (m) 
PUN anos nuee 
Brn 48)s.acn con 
5703 (b) 
Bee CO hcvnimwne 
<a 


5704 
oat 





number 





5687. 

5688 (a). 
5688 (b), 
5688 (c). 


| 5689. 


5690. 
5691 (a). 
5603. 


5701. 
5702 (a), 
5702 (b). 
5702 (c), 
5702 (d). 


| 5702 ( (e), 


5702 (f). 


| 5702 (g). 


5702 (i). 
5702 (j). 


5702 (m). 
5702 (n) (1). 
5702 (n) (2). 


5703 (a) (1), (b). 


5703 (c). 
5703 (d). 
5703 (e). 
5704, 
5705. 


Proposed revision section | 
| 








| 5723 (c).....--- | 
| 5731 


1954 Code section 
number 








0 (je 
5762 (a) (1)—(6) 
5762 (a) (7)---- 
5762 (a) (8)... 


| 5762 (a) (9)_..- 


5762 (a) (10)... 
5763 cant diatonic a | 


Proposed revision section 


number 


5706. 
5707. 
5711, 
5712. 
5718 (a). 


5713 (b). 


5721. 
5722. 
5723 (a), (b), 
5723 (ce). 
5723 (d). 
5723 (e). 
5731. 
5732, 
5741. 
5751. 
5752 (b), 
5752 (c). 
5752 (d). 
5753. 
5761 (a). 


5761 (b), (d). 
5762 (a) 


5762 (a) (9). 
5762 (b). 
5763. 


(1)—(). 


5762 (a) (10). 
5762 (a) (11). 





Proposed revision 
section number 





5001 (a) (1)... 
5001 (a) (2)... 
5001 (a) (3)... 
5001 (a) (4)... 
5001 (a) (5).---! 
5001 (a) (6)_.~-} 
5001 (a) (7)-=--] 
5001 (a) (8)=... 
5001 (a) (9). -- 
5001 (a) (10)_--| 
See A i ccc caul 
5001 (c)_-..--.- 
5002 (a) 
5002 (a) 
5002 (a) 
5002 (a) 
5002 (a) 
5002 (a) 


pm, film fll fll fll 





6) (A)-} 


Tasie IL 





1954 Code 
section number 


5001 (a) (1). 
5001 (a) (2). 
5001 (a) (3). 
5001 (a) (5). 


5001 (a) (6). 
5001 (a) (7) 
5001 (a) (9). 
5001 (a) (8). 
5001 (a) 
5001 (b) 


5002 (a). 
5002 (b) (1), 
5319 (1). 


(4) (A). 


i] 





| 5005 (a) 


section number 





5002 (a) (6) (B)-) 


5002 (a) (7 

5002 (a) ( ta) 
5002 (a) 1)... ill 
5002 (a) (10).2- 
5002 (a) (11)---! 
SOR AD) 6 winctws | 
DORR isclkw keel 
5004 (a) (1).-..!| 


Proposed revision cis oe 
| 


“-=-! 





| 5004 (a) (2)... 
| 5004 (b) (1).--- 


5004 (b) (2)_ _-- 
5004 (b) (3) (A). 
5004 (b) (3) (B). 
5004 (b) (4).-.. 
5004 (c) 


1954 Code 


section number 


- 


5002 (b) (2), 
(a) (1). 

5002 ( 

5002 td). 

5319 (2). 


5319 (7). 


5004 
5004 (a) (1), 
5004 (a) (2) 
5004 (a) (3). 


5004 (a) (4). 


| §005 (a), (c) 
5005 (b), (c). 


5213 


(a) (1), (b). 


(b). 





—— 


Proposed revision 


sec 


———— 


5005 (b) (2)_.-- 

5005 (c) (1)----| 5005 (a) (1), (ce); 
5194 (f), 5217 (a), 
5232 (a). 

5005 (c) (2 fae? 5217 (a). 

5005 (ec) (8)-_-- 

5005 ( ‘) soadcue 

Bee Ols 3 caw 

5005 if oe 

5006 (a) (1).._-| 5006 (a) (1). 

5006 (a) (2)_- 5006 (a) (2). 

5006 (2) (3)- 5007 (e) (1). 

5006 (b) a 5006 (b). 

5006 (b) by 75 

5006 (b) (3)__- 

5006 (c) (1).- 5006 (e). 

5006 (e) (2)__-- 

5006.(d) ..<«ce 5006 (d). 

5006 (e)...J23-- 

5007 (a) (1)_.--} 5007 (a), (d). 

5007 (a) (2)_.-. 

5007 (b) (1)__--| 5007 (b) (1). 

5007 (b) (2)_..-| 5007 (b) (2). 

§007 (e)___-.--- 

5008 (a) (1)_..-| 5011 (a) (1), (ec). 

5008 (a) (2)__-_| 5011 (a) (2). 

5008 (a) (3)_.._| 5011 (a) (8). 

5008 (a) (4)..-.| 5011 (a) (3), (4). 

5008 (a) (5)_.-- 

5008 (b) (1)_---}| 5011 (b). 

5008 (b) (2)_.-- 

5008 (c)____---- 

SOGR («cass 

5008 (e)..-.---- 

5008 (f)_.----.- 5247 (e), 5522 (b), 

S006 (#).....2% 

5008 (h)_..--- 

a 5012. 

te 5021 (a). 

GGR2: ..visesct 5022, 

a: 5023. 

OGSS 2 ituiiidd 

5025 (a)___.----] 5025 (a). 
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1964 Code 
tion number 








section number 





5025 (b) 
5025 (e) 
5025 (d) 


5025 (e) (1)...- 
502! » (e) i Ee 
5025 (e) (3)_.-- 
5025 (e) (4)_--- 
5025 (e) (5)..-- 
502! > (e) (6) ep .atde te 
5025 ( e) (7)..-- 
5025 (f needle abu 
5025 
5025 (h) 
5025 (i) 
5025 (j) 





5025 (k)---.--. 


5025 (b). 
5025 (ce). 
5025 (d), 
5306. 
5306. 
5217 (a). 


5023. 


5025 (e). 
5025 (f). 
5025 (g). 
5025 (h). 


5217 (a), 





Proposed revision 
section number 


§025 (1).---.-..- 
GORG eosin he 


Mew ee ee eee 


5044 (a) 
5044 (b) 
5044 (ce) 
5045 
GO ie onic cmeihek 


5052 (a) 


5054 (a) (1).--- 
5054 (a) (2)..-- 


5054 (a) (4).--- 
5054 (b) 
5054 (c) 
5054 (d) 


5066 
5081 
5082 
5083 
5084 
5091 
5092 


5106 (a)_____- 
5106 (b) 
5111 (a) 


SED: (eve 
5113 (a)...----- 


5113 (b)_------ 
5113 (c) (I).--- 
5113 (c) (2)---- 
5113 (ce) (3)-.-- 
5113 (d) 


5054 (a) (3)..--| 


5114 (a) (1)-.-. 


1954 Code 
section number 


5626, 
5041. 
5042. 
5043. 


5044 (a). 
5044 (b). 


5051. 

5052 (a). 
5052 (b). 
5051 (a). 
5053. 
5054, 5055. 
5055. 


5057 (a). 
5055. 
5055. 
5056, 
5057. 
5061. 
5062, 
5063. 


5064, 


5081. 
5082, 


5091. 
5092, 


5101. 
5102. 
5306. 
5104. 
5105. 


5106. 

5111 (a) (1), 
5112 (a). 

5111 (b) (1). 


5112 (a). 

5112 (b). 

5113 (a), (b), (ce); 
5123 (a), 5144 (c), 
5306. 


5113 (d) (1). 
5113 (d) (2). 


5123 (b) (3). 
5123 (ce). 


5114 (a), 
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Proposed revision 
section number 


5114 (a) (2)_.-- 
5114 (b) 


Pee tO se a 


5121 (b)___---- 
5121 (c)_----- di 


| 
| 


5123 (b) (1)__-- 
5123 (b) (2) (A)- 
5123 (b) (2) (B)- 
J} as 


or 
— 
bo bo 
> 
~~ 
- 
— 


ME teat ia aale 


Ol7s (@)...~.<0 


BA7i (b) (2).... 


5171 (b) (2)---- 
5171 (b) (3)_--- 


SITS (e)...~c60% 


Bere (Boiid.cc 
5173 (b) ae tis 
5173 (b) ( A)_ 
§173 (b) ti} (BY. 
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1954 Code 


section number 


5114 (b). 
5116. 


5121 (a) (1), 


5122 (a), (c). 


5121 (b) (1). 
5121 (ec). 
5122 (a). 
5122 (b). 
5121 (c). 


5123 (b) (1). 
5123 (b) (2). 


5124 (a). 

5131. 

5132. 

5133. 

5134, 

5142. 

5144, 

5145. 

5148. 

5114 @), 5124 (b), 
(c) 

5149. 

5172, 5175, 5178, 
5231, 5243 (a), 
5271, 5301, 5302, 
5303, 5304 (a) (1), 
5305, 5331 (a) ay” 

5301, 5302, 5303, 
5304 (a) (1). 

5172, 5175, 5178, 
5231, 5243 (a), 
5271, 5301, 5302, 
5303, 5305, 

5331 (a) (1). 

5172, 5176 (a), 
§232 (a), 5272, 
5301, 5302, 5303, 
5304 (a) (5), 
5305, 5331 (a) (3). 

5176 (a), (d); 5177. 

5176 (a), 5177 (c). 

5177 (b) (1). 

5177 (b) (2). 








Proposed revision 
section number 


5173 (b) (1) (C)- 
5173 (b) (2).--- 
5173 (b) (3)---- 
5173 (ce) (1)---- 


5173 (c) (1) (A)- 
5173 (ce) (1) (B)- 
5173 (c) (2)---- 
‘ive @....-.. 
5173 (e) (1)_--- 
5173 (e) (2)---- 
TS Wisse esac 
5173 (g) 
5174 (a) (1)_--- 
5174 (a) (2)__-- 
5174 (b) 


Gl (atau 
5176 (b) 
Bits 3 ii ito 
5178 (a) (1) (A)- 
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S178 (¢6)......% 
Gis... an ose all 


5202 (d) 
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5203 (a).......- 
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5232 (a), 5302, 5303, 
5306, 5331 (a) (3). 

5232 (a), 5306. 

5232 (a). 


5272, 


5304 (a) (5). 


5176 (b), 5232 (b). 


5243 (e), 5247 (a). 


5247 (a). 
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5232 (c) 


5173, 5231, 5271, 
5273, 5305, 
5171. 
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5231, 5302, 
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5271, 5273. 


5271, 5273. 

303, 5305, 5331 
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5171, 


5174, 
5180, 5274. 
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§241 (a), 5281, 
5282 (a), 5302, 
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5192 (a), (ce); 5241 
(a), (b); 5282 (b). 
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5243 (b). 

5196 (a). 
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S908 (0) ....a2e0 5196 (c), (e); 5283. Bere LD). coeds 
Bie (no dee 5196 (d), 5283. Se erica sre 
S208 (¢)......<Lee SG. ole 
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5904 Giz i2: 5212 5222 (b) (1)_---| 5362 (7). 
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C906 Ges... aie 5193 (ec). See (0). c spe 5243 (c). 
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(a), 5282 (b). 5234 (a) (1) (A)_| 5306. 
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Saree (€) cco 5234 (a) (1) (C)_ 
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5305, 5331 (a) (3). || 5234 (a) (1) (E)- 
5207 (b)_...-..| 5285, 5555 (a). 5234 (a) (2)... 
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5331 (a) (3), 5555 || 5236_....._.._- 5252. 
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(1), (b). 5271 (e) (1)—(5)_| 5804 (b). 
5214 (a) (2).-.-]| 5310 (b). 5271 (e) (6)... 
5214 (a) (3)_-._]| 5310 (c). 5271 (e) (7)_---| 5304 (ce). 
5214 (a) (4)----]| 5193 (b), 5243 (e), 5271 (e) (8)_-.-. 
5247. eg i Sot 5304 (a) (1). 
5214 (a) (5)_..-.] 5194 (d). GEt8 Wa cncoute 
5214 (a) (6)....| 5522 (a). Been Ul bcue eine 5304 (a) (2). 
5124 (a) (7)..--| 19 U.S. C. 1309. Site Cl iucniece 5304 (a) (5). 
5214 (a) (8)_---} 19 U.S. C. 8le. 5272 (b).......|. 5310 (d): 
5214 (a) (9)....!' 5373 (b) (4). S Gee Ue ca cewn 5331 (a), (b). 
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5331 (a) (1), (2), 5413. 
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Peed 5351. a a te 
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ed 5354, AR AT i ede 5523. 
aa al 5355. Ria oy 8 5551, 
ed 5356. A tt 5552. 
NT ee 5357. AMES Abo 5553. 
Se epee 5361. TC ee 5554. 
SS 5362. | 5555 (a).....__- 5555 (a). 
Sed 5363. | 5555 (b)______- 5555 (b). 
a oe 5364. 5555 (c)_....._. 
AR 5365. ina ls 
eo ee 5366. Pe se ct Cet 5314. 
kee ed BOOT. week ee | 5313 (a). 
Re ae 5368. RS 
tie oe 5369. Se 5557. 
ARS ok gill sia 5370. RO ose 5217 (b), (c). 
NS oe ace 5371. Prd eames 5215. 
i ee 5372. | 5601 (a) (1)..--| 5601. 
sy res 5215, 5373(a). | 5601 (a) (2)_.__| 5172, 5603. 
ee 5373 (b). | 5601 (a) (3)____| 5603. 
Bove (eo)... aus 5601 (a) (4)__._| 5172, 5604, 5606. 
Reese 5381. || 5601 (a) (5)____| 5604. 
RB a, 5382. | 5601 (a) (6)____| 5171, 5607. 
Raa | 5601 (a) (7)..-_| 5216 (a) (1), (4); 
eee se. 5384. 5608 (a). 
Ao cae 5385. | 5601 (a) (8)..._| 5216 (a) (1), 
sa She oe 5386. 5608 (a). 
a ares 5387. | 5601 (a) (9) (A)_| 5216 (a) (1), 
ee oe 5388. 5608 (a). 
| RES ¢ 5391. | 5601 (a) (9) (B)- 
eee 5392. 5601 (a) (10)_._| 5628, 5629. 
Ress. at 5401. | 5601 (a) (11)-..| 5629. 
Oe tee. | 5601 (a) (12)_._] 5608 (a), 5631, 
Dee 5632, 5643, 5647. 
be Rai akcardia 5411. | 5601 (a) (13)-..1 5634, 
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5650. 


5606, 5626. 
5610, 5611, 5620, 
5621, 5692. 

5008 (b), 5642. 
5642. 

5636, 

5642, 5644, 

5642, 5644, 

5642. 
5636. 
5636. 
5636. 
5642, 
5643. 
5642, 
5642. 
5642. 
5642. 
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5635, 
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5642, 
5609. 
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5648. 
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5622, 
5624, 
5625. 
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5643. 


5636. 


5639. 

5639, 5640. 

5649. 

5601. 

5602. 

5604, 5606, 5626, 
5650. 


5608 (b). 

5620. 

5631, 5632, 5643, 
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5661. 

5662, 
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5688 (b) 
5688 (c) 
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tect Sar. “Ea 
5691 (a) 
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§701 =< ==-==: 
5702 (a) 
5702 (b) 
5702 (c) 
5702 (d) 
5702 (e) 


GS7ue (m).-=* ce 
5702 (n) (1)--2- 
5702 (n) (2)._.- 
5702 (n) (3)... 
5702 (n) (4). -.- 
5703 (a) (1). .- 
5703 (a) (2)... 
5703 (b) 
5703 (c) 
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5682. 
5683, 


5686 (b). 

5602, 5608 (c), 5612, 
5613, 5614, 5615, 
5616, 5617, 5618, 
5619, 5627, 5628, 
5630, 5631, 5643, 
5684 (a), 5686 (a), 
5687. 

5688 (a). 

5688 (b). 

5688 (c), 

5689, 

5690. 

5691. 


5701. 

5702 (a). 
5702 (b). 
5702 (e). 
5702 (d). 
5702 (e). 
5702 (f). 
5702 (g). 


5702 (h). 
5702 (i). 


5702 (k). 
5702 (1) (1). 
5702 (1) (2). 


5703 (a). 


5703 (a). 
5703 (b). 
5703 (c). 
5703 (d). 
5704. 
5705, 
5706. 


5707. 


5723 (a). 
5723 (b). 
5723 (e). 


5723 (d). 
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5761 (c). 
5762 (a) (1)—(6). 


5762 (a) (10). 
5762 (a) (8). 
5762 (a) (9). 
5762 (b). 
5763. 
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subchapter 
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5505. 
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5008, 5202, 5232, 
5233, 5273, 5391, 


5512. 

5024, 5273, 5291, 
5301. 

5173. 

5004. 

5007, 5008, 5205, 
5231. 

5003, 5006, 5215, 
5373, 5522, 
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5147. 
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seas Pl ee | S108; 5177 5179 | 7273... 2} 3692. 
Baca aed 5207, 5221, 522 | 7302__..-.-----| 5117, 5686, 5763. 
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85TH CoNnGRESS HOUSE OF REPRESENTATIVES { Report 
1st Session No. 482 


————————————————————————————————————————————_______ 


AUTHORIZING FURNITURE AND FURNISHINGS FOR THE 
ADDITIONAL OFFICE BUILDING FOR THE UNITED 
STATES SENATE 


May 27, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Jones of Alabama, from the Committee on Public Works, sub- 
mitted the following 


REPORT 


[To accompany 8. 1428] 


The Committee on Public Works, to whom was referred the bill 
(S. 1428) to authorize furniture and furnishings for the additional 
office building for the United States Senate, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 

The purpose of S. 1428 and the facts which recommend its enact- 
ment are set forth below in the language which is quoted from Senate 
Report No. 136 filed by the Committee on Public Works of the 
Senate: 

PURPOSE 


The purpose of this bill is to authorize and direct the Archi- 
tect of the Capitol, under the direction of the Senate Office 
Building Commission, to provide furniture and furnishings 
for the additional office building for the United States Senate; 
to enter into contracts and make other expenditures necessary 
to carry out the purposes of the act; and authorizes appro- 
priation of necessary sums, providing that any appropriations 
made available under the act may be expended without re- 
gard to section 3709 of the Revised Statutes of the United 
States, as amended, and section 1316 of the Supplemental 
Appropriation Act, 1954 (67 Stat. 439). 


GENERAL STATEMENT 


The act of June 25, 1948, authorizing the construction and 
equipment of an additional office building for the United 
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States Senate, does not authorize the purchase of furniture 
and furnishings for the new building. It has been the pre- 
vailing practice with respect to buildings erected on Capitol 
Hill to provide for furniture and furnishings by separate 
legislation. 

S. 1428 authorizes and directs the Architect of the Capitol, 
under the direction of the Senate Office Building Commis- 
sion, to provide furniture and furnishings for the additional 
Senate Office Building. The furniture and furnishings for 
the three original wings of the Senate Office Building, 
erected in 1905-09, and the First Street wing, erected in 
1931-33, were provided by the Architect of the Capitol under 
the direction of the Senate Office Building Commission. The 
proposed legislation, therefore, adheres to precedent. 

he new Senate Office Building is presently scheduled for 
occupancy about January 1958. The committee believes it 
urgent that this legislation be enacted at an early date in 
order that the Architect of the Capitol and the Senate Office 
Building Commission may (1) be vested with authority to 
rovide the furniture and furnishings required for the new 
building: (2) proceed promptly with a study of the building’s 
needs; (3) determine upon the design, quality, and quantity 
of furniture and furnishings required; (4) prepare an estimate 
of cost for the procurement of such furniture and furnishings, 
based on such design, quality, and quantity; and (5) secure, 
on the basis of such estimate, the necessary appropriation to 
procure the required furniture and furnishings in time to 
award contracts and have the furniture fabricated, delivered, 
and installed in the building by the time the building is ready 
for occupancy. It is estimated that it will require from 6 to 7 
months to manufacture and deliver the required furniture. 

It is considered important that the furniture should be of 
proper design and quality in keeping with the dignity of the 
Senate. In order that the furniture may be selected on such 
basis as may be determined by the Commission to best meet 
the needs of the Senate, and bearing in mind the difficulty 
of writing nonrestrictive specifications that would permit 
open competitive bidding and at the same time result in the 
Senate obtaining the design and quality of product desired, 
S. 1428 permits expenditures to be made without regard to 
section 3709 of the Revised Statutes, as amended, and sec- 
tion 1316 of the Supplemental Appropriation Act, 1954. 

Section 3709 of the Revised Statutes, as amended, requires 
expenditures to be made on the basis of open competitive 
bidding and prohibits proprietary or restrictive specifications. 

Section 1316 of the Supplemental Appropriation Act, 1954, 
vests the General Services Administration with authority 
over furniture procurements by transfer of excess furniture, 
including rehabilitated furniture, from other departments 
and agencies. 

S. 1428 authorizes the appropriation of such sums as may 
be necessary for the procurement of furniture and furnish- 
ings for the additional Senate Office Building, and also 
provides the Architect of the Capitol, under the direction of 
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the Senate Office Building Commission, with necessary con- 
tract and expenditure authority. Under the bill, however, 
being an authorization act, and not an appropriation act, it 
will be necessary to follow the customary procedure and 
secure funds through the Appropriations Committee to 
carry out the purposes of the authorization act, after its 
enactment, before contracts or expenditures thereunder may 
be made. 

The committee desires to emphasize that the furniture and 
furnishings will be selected by the Senate Office Building 
Commission composed of nine Senators, and does not pro- 
hibit awarding contracts for such furniture on the basis of 
competitive bidding. 

The committee urgently recommends enactment of S. 1428 
to permit procurement of the necessary furniture prior to 
occupancy of the new building. 


CHANGING IN EXISTING LAW 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, the existing laws from which the bill is 
exempted are as follows: 

Section 3709 of the Revised Statutes, as amended by section 302 (ce) 
of the Federal Property and Administrative Services Act of 1949, is 
as follows: 


302 (c). All purchases and contracts for supplies and serv- 
ices shall be made by advertising, as provided in section 303, 
except that such purchases and contracts may be negotiated 
by the agency head without advertising if * * * 

Sec. 303. Whenever advertising is required— 

(a) The advertisement for bids shall be made a sufficient 
time previous to the purchase or contract, and specifications 
and invitations for bids shall permit such full and free com- 
petition as is consistent with the procurement of types of sup- 
plies and services necessary to meet the requirements of the 
agency concerned. 


Section 1316 of the Supplemental Appropriation Act, 1954, is as 
follows: 


Sec. 1316. Notwithstanding the provisions of any other 
law, no funds shall be available in this or any other Act for 
the purchase of furniture by any department or agency in 
any branch of the Government if such requirements can 
reasonably be met, as determined by the Administrator of 
General Services, by transfer of excess furniture including re- 
habilitated furniture from other departments and agencies 
pursuant to the Federal Property and Administrative Serv- 
ices Act of 1949, as amended. 











MINORITY VIEWS 


We, the undersigned, opposed committee approval of S. 1428, an 
act to authorize furniture and furnishings for the additional office 
building for the United States Senate. 

8 We respectfully call to the attention of the House, section 2 of 

. 1428: 


There are hereby authorized to be appropriated such sums 
as may be necessary to carry out the provisions of the Act, 
and the Architect of the Capitol, under the direction of the 
Senate Office Building Commission, is authorized to enter 
into contracts and to make such other expenditures, including 
expenditures for personal and other services, as may be necessary 
to carry out the purposes of this Act. 


We opposed this ‘‘blank check” authorization because we have no 
idea how much is to be spent. The only witness, the Architect of the 
Capitol, advised the committee he was not in a position to provide 
this information at this time. The Committee on Public Works of 
the House is without adequate information as to the coverage of this 
legislation and certainly we have no information upon whieh to base 
a reasonably accurate estimate of cost. We firmly believe that cer- 
tainly the time has arrived when the policy of blank check authoriza- 
tions should be stopped so that we may give the taxpayers some relief. 
How can we expect to balance our budget and bring relief to the tax- 
payers when we continue a policy of unlimited authorization? 

J. Harry McGregor. 
Russett V. Mack. 
Husert B. Scupper. 
Myron V. Groree. 
Frank J. Brecker. 
Gorpon H. ScHErer. 
GARDNER R. WirHrow, 
Witutiam C. Cramer. 
Joun F. Barpwin, Jr. 
Frep ScHWENGEL. 

S. Waurer STavuFFER. 
Emmet F. Byrne. 
Epwin B. Dootery. 
Wituiam S. Broomrie.p. 
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IMPROVING ACCOMMODATIONS IN THE EXISTING 
SENATE OFFICE BUILDING 


May 27, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Jones of Alabama, from the Committee on Public Works, sub- 
mitted the following 


REPORT 


[To accompany S. 1429] 


The Committee on Public Works, to whom was referred the bill 
(S. 1429) authorizing the enlargement and remodeling of Senators’ 
suites and structural, mechanical, and other changes and improve- 
ments in the existing Senate Office Building, to provide improved 
accommodations for the United States Senate, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 

The purpose of S. 1429 and the facts which recommend its enact- 
ment are set forth below in the language which is quoted from Senate 
Report No. 137 filed by the Committee on Public Works of the 
Senate: 

PURPOSE 


The purpose of this bill is to authorize and direct the 
Architect of the Capitol, under the direction of the Senate 
Office Building Commission, to enlarge and remodel Sen- 
ators’ suites in the existing Senate Office Building; to make 
necessary structural, mechanical, and other changes and 
improvements therein; and to authorize appropriation of 
necessary sums to carry out the provisions of the act. 


GENERAL STATEMENT 


The Senate Office Building Commission was created by 
Congress in 1904 and since then has been charged by Con- 

ess with responsibility for planning, constructing, and 
urnishing the three original wings of the Senate Office 
Building, together with acquisition of the site therefor, in 
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1904-9; planning, constructing and furnishing the First 
Street wing of the Senate Office Building, alteration of the 
C Street facade and completion of the building approaches, 
in 1931-33; and planning and constructing the additional 
office building for the United States Senate, now underway, 
together with acquisition of the site therefor, in 1947-57. 

The act of June 25, 1948, authorizing the construction and 
equipment of the New Senate Office Building, under the 
direction of the Senate Office Building Commission, makes 
no provision for remodeling or other changes necessary to be 
made in the present Senate Office Building—leaving this 
matter for separate and subsequent consideration by the 
Senate. 

In order to obtain maximum and efficient utilization of 
space in the present Senate Office Building and in order to 
provide 5-room suites for Senators in that building, it is not 
only necessary to effect structural changes and alterations, 
but also to effect mechanical, electrical, plumbing, and other 
changes necessitated thereby; also, to make other needed 
improvements in the present building, which has been 
occupied for nearly 50 years. 

S. 1429 authorizes and directs the Architect of the Capitol, 
under the direction of the Senate Office Building Commission, 
to enlarge and remodel Senators’ suites and to make struc- 
tural, mechanical, and other changes and improvements 
in the existing Senate Office Building to provide improved 
accommodations for the United States Senate, in accordance 
with plans to be prepared by or under direction of the Archi- 
tect of the Capitol and to be submitted to and approved by 
the Senate Office Building Commission. 

The Senate Office Building Commission, in their report of 
July 16, 1954, on the additional Senate Office Building (S. 
Doc. 143, 83d Cong.), indicated that in order to provide a 
5-room suite for each Senator it would be necessary to con- 
vert 280 office rooms in the present Senate Office Building 
into 5-room suites, in addition to the forty 5-room suites to 
be provided in the New Senate Office Building. 

The Commission, in their report, stated that in the present 
Senate Office Building 5 Senators were provided with a 
4-room suite and 1 detached room; 1 Senator a 3-room and 
2 detached rooms; 2 Senators a 3-room suite and a 2-room 
suite; 36 Senators a 4-room suite; 34 Senators a 3-room suite 
and 1 detached room; and 17 Senators a 3-room suite only; 
1 Senator’s suite, consisting of 4 rooms, is located in the 
Capitol. 

The Commission, in their report, also proposed that 83 
rooms in the present Senate Office Building be provided for 
committee, subcommittee, and special committee staffs. 
S. 1429 authorizes the appropriation of such sums as may be 
necessary for such purposes and provides the Architect of 
the Capitol, under the direction of the Senate Office Building 
Commission, with necessary contract and expenditure au- 
thority. Under the bill, however, being an authorization 
act, and not an appropriation act, it will be necessary to fol- 
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low the customary procedure and secure funds through the 
Appropriations Committee to carry out the purposes of the 
authorization act, after its enactment, before contracts or 
expenditures thereunder may be made. The committee 
notes that the estimate of cost cannot be determined until 
the authority granted in this bill is given, the studies made, 
and the plans drawn. 

The committee believes it urgent that the Architect of the 
Capitol be authorized at an early date to engage the necessary 
architectural and engineering assistance to make a detailed 
survey and study of existing conditions and to prepare for the 
consideration and approval of the Senate Office Building 
Commission detailed plans and estimates of cost of changes, 
alterations, and improvements which should be made. 

The committee therefore recommends early enactment of 
S. 1429 to provide the Architect of the Capitol not only with 
necessary authority to proceed with such surveys, studies, 
and plans, but also with authority to carry out such plans 
after they have been considered and approved by the Senate 
Office Building Commission. 


3 











MINORITY VIEWS 


We, the undersigned, opposed committee approval of S. 1429, an 
act authorizing the enlargement and remodeling of Senators’ suites 
and structural, madtiavionl and other changes and improvements in 
the existing Senate Office Building, to provide improved accommoda- 
tions for the United States Senate. 

We note that other legislation provides authorization for the 
appropriation of nearly $24 million for the new Senate Office Building, 
which is now nearing completion. S. 1429 is another authorization 
for an unlimited amount for remodeling the existing Senate Office 
Building. May we respectfully call to the attention of the House 
section 2, page 2, of S. 1429: 


There are hereby authorized to be appropriated such sums 
as may be necessary to carry out the provisions of this Act, 
and the Architect of the Capitol, under the direction of the 
Senate Office Building Commission, is authorized to enter 
into contracts and to make such other expenditures, including 
expenditures for personal and other services, as may be 
nesessary to carry out the purposes of this Act. 


You will note that this is another blank check similar to that proposed 
in S. 1428. 

The only witness appearing before our committee was the Architect 
of the Capitol. We advised the committee that he was not in a 
position at this time to inform the committee regarding details of 
planning or design now contemplated nor an approximate amount of 
money that would be necessary to complete the remodeling. 

We feel, as we stated in the report of S. 1428, that we should stop 
granting authorizations for an unlimited expenditure of money and 
that this Congress, before being called upon to vote for expenditures, 
should have full knowledge of what the ultimate commitment will be. 


J. Harry McGrecor. 
Russett V. Mack. 
Husert B. Scupper, 
Myron V. GEorGE. 
FRANK J. BECKER. 
Gorpon H. ScHEReEr. 
GARDNER R. WirHrow. 
Wiii1am C. CRAMER. 
Joun F. Batpwin, Jr. 
Frep SCHWENGEL. 

S. WALTER STAUFFER. 
Emmet F. Byrne. 
Epwin B. Dootey. 
Wuu1aM S. Broomrie.pD. 
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INCREASING THE LIMIT OF COST FOR CONSTRUCTION 
AND EQUIPMENT OF THE ADDITIONAL SENATE OFFICE 
BUILDING 


May 27, 1957.—Committed to the Committee of the Whole House on the state 
of the Union and ordered to be printed 


Mr. Jones of Alabama, from the Committee on Public Works, 
submitted the following 


REPORT 
together with 
MINORITY VIEWS 


[To accompany S. 1430] 


The Committee on Public Works, to whom was referred the bill 
(S. 1430) increasing the limit of cost fixed for construction and equip- 
ment of an additional office building for the United States Senate, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 

The purpose of S. 1430 and the facts which recommend its enact- 
ment are set forth below in the language which is quoted from Senate 
Report No. 138 filed by the Committee on Public Works of the Senate: 


PURPOSE 


The purpose of this bill is to increase the limit of cost for 
construction and equipment of an additional office building 
for the United States Senate by $2,846,000, from $20,600,000 
to $23,446,000. 

GENERAL STATEMENT 


Construction and equipment for an additional office 
building for the United States Senate was authorized by the 
Second Deficiency Appropriation Act, 1948, approved June 
25, 1948, at an estimated cost of $20,600,000, including sub- 
way and subway transportation. The site was acquired and 
cleared of structures by the Architect of the Capitol in 
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1948-49, under the direction of the Senate Office Building 
Commission. Appropriations totaling $20,600,000 have 
been made available to date under the authorization for the 
building. 

The authorized total of $20,600,000 was, however, fixed 
by Congress in 1948 and the plans for construction and 
equipment of the building were completed in 1949. As no 
increase in the authorized limit of cost was provided when 
the project was resumed in 1954, it was necessary to endeavor 
to absorb a 23-percent rise in construction costs which oc- 
curred during the period 1948 to 1954. 

Effort to absorb this increase was made, upon recom- 
mendation of the Senate Office Building Commission, by 
including the following language in appropriations made 
available for the project: 

“Provided, That no part of the funds herein appropriated 
shall be obligated or expended for construction of the rear 
center wing of said building, from the ground floor up, pro- 
vided for under the building plans heretofore approved by 
such Commission.” 

When the work was resumed the estimated cost of plan- 
ning, construction, and equipment of the building was 
$19,841,500, as compared to a present estimated cost of 
$20,545,000, and the estimated cost of planning and con- 
struction of the subway and subway transportation system 
was $758,500, as compared to a present estimated cost of 
$2,901,000. 

During the period 1954 to 1957, there has been a further 
rise in construction costs of approximately 17 percent. The 
contract for excavation, concrete footings, and mats was 
awarded January 10, 1955. This contract was completed in 
January 1956. The contract for the superstructure was 
awarded September 9, 1955, and work under that contract 
is in progress. A contract is yet to be let for construction 
of two pedestrian tunnels between the old and new buildings 
as part of the building construction. In order to complete 
the new building, it is now estimated that an additional 
amount of $703,500 will be required for construction and 
equipment. 

Obligations, totaling $20,133,607, have been incurred, to 
date, under the $20,600,000 authorized and appropriated, 
leaving a present available balance of $466,393. It is 
estimated that, in order to complete the project, it will be 
necessary to incur additional obligations, totaling $3,312,393, 
resulting in the necessity to request a $2,846,000 increase in 
the authorized limit of cost. 

Of the increase of $2,846,000 required, $703,500 additional 
is necessary for construction and equipment of the building 
and $2,142,500 additional for planning and construction of 
a subway and subway transportation system. 

With respect to the increase of $2,142,500 in the cost of 
the subway and subway transportation system, the following 
explanation is presented: 
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Under the act of June 25, 1948, the Architect of the Capitol 
is authorized, under the direction of the Senate Office Build- 
ing Commission, at a total cost of not to exceed $20,600,000; 
and in substantial accordance with preliminary plans ap- 
proved by the Commission, June 8, 1948, with such modifica- 
tion as may be necessary or advantageous, to construct and 
equip an additional office building for the United States 
Senate, including connections with the present Senate Office 
Building and subway transportation system by suitable 
tunnels and transportation system under First Street and 
Constitution Avenue NE., and structural and other changes 
in the present building and subway system necessitated 
thereby. 

By direction of the Commission, the architects who had 
ee the preliminary plans for the New Senate Office 

uilding were retained by the Architect of the Capitol, by 
contract, August 6, 1948, as consulting architects to prepare 
the final plans and specifications and perform all other 
necessary related services for the design and construction of 
the new building, including the subway and subway trans- 
portation system, in substantial accordance with the ap- 
proved preliminary plans. 

When the New Senate Office Building project was sus- 
pended in 1949, only tentative plans had been prepared for 
a subway system to connect the New Senate Office Building 
with the Capitol. No final decisions had been reached, and 
the consulting architects had not been paid any fees for this 
part of the work. Tentative plans under consideration at the 
time of suspension of the project contemplated construction 
of a tunnel under Constitution Avenue from the First 
Street and Constitution Avenue corner of the New Senate 
Office Building to the Delaware and Constitution Avenues 
corner of the present Senate Office Building, where the new 
system would connect up with the existing system and con- 
tinue on to the Capitol via the existing subway tracks. Such 
tentative plans contemplated a return switch system which 
would permit all cars going to the Capitol to operate on one 
track and all cars returning from the Capitol to the Senate 
Office Building to operate on the second track. 

When the project was resumed in 1954, the Senate Office 
Building Commission, in its report on July 16, 1954 (S. Doe. 
143, 83d Cong.) advised the Senate of these facts and further 
advised that upon resumption of the project the Commission 
would give serious consideration to the subway and subway 
transportation phase of the project, with a view to providing 
the Senate with a system that would be highly satisfactory 
and serviceable. 

In the year following resumption of work under the New 
Senate Office Building project, Congress authorized two 
additional projects which materially affect all operations 
on Capitol Hill—one, the construction of an additional office 
building and other facilities for the House of Representatives, 
under the direction of the House Office Building Commission; 
and the other, the extension of the Capitol and other im- 
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provements related to such extension, under the direction of 
the Commission for the Extension of the United States 
Capitol. With the authorization of these 2 additional proj- 
ects, it became evident that steps should not be taken to 
crystallize plans for a subway and subway transportation 
system between the Senate Office Buildings and the Capitol, 
until studies were first made of the overall transportation and 
other underground requirements of all 3 of the authorized 
projects. 

The additional House Office Building necessitates construc- 
tion of underground garages, security vault, subways and 
subway transportation systems between the three House 
Office Buildings and the Capitol. The extension of the 
Capitol project provides for construction of underground 
garages and security vault; also approaches, underground 
service and delivery facilities, and subways. 

Studies completed to date indicate that, in order to inte- 
grate the Senate Office Buildings’ requirements with those 
of the Capitol and the House Office Buildings and to provide 
the Senate with speedy and efficient service, the original 
tentative subway and subway transportation scheme for the 
Senate Office Buildings should be abandoned and a new 
scheme developed. 

As a result of these studies, the Senate Office Building 
Commission believes that use of the existing Senate subway 
transportation system should be discontinued and that new 
tunnels be constructed from the Senate side of the Capitol to 
the Senate Office Buildings large enough to accommodate 
a separate track system for each of the Senate Office Build- 
ings. The new tunnel would start out from the Senate side of 
the Capitol as a tunnel of sufficient width to contain 4 double- 
rail tracks and after a distance of approximately 320 feet 
from the Capitol would branch out into 2 smaller tunnels, 
each containing 2 double-rail tracks—one of the smaller 
tunnels leading to the present Senate Office Building, and 
the other to the New Senate Office Building. 

The tunnels would be so designed as to fit into the plans 
for the extension of the Capitol, to be carried out at a date 
subsequent to execution of work under the Senate plans. 
A modern, speedy transportation system would be provided 
for operation within the new tunnels. 

Studies made to date indicate that it would be almost as 
costly to retain the present Senate subway, widen it, install 
a new, modern, speedy transportation system in the same, 
and construct a tunnel and subway transportation system 
servicing only the New Senate Office Building, as it would 
be to carry out the plans now under consideration. 

These studies indicate the cost of planning and construc- 
tion of the tunnels and subway transportation system now 
proposed for the Senate Office Buildings to be $2,901,000—or 
$2,142,500 in excess of the amount of $758,500 allocated for 
subway and subway transportation systems for these build- 
ngs in 1954. 

he preliminary layout of the tunnels and rapid transpor- 
tation system, as now proposed, can be readily developed into 








INCREASING LIMIT OF COST OF SENATE OFFICE BUILDING 5 


final construction plans and specifications and, as soon as the 
authorization act has been amended to provide for the 
required increase in the limit of cost of the project, the con- 
struction plans and specifications can promptly be placed in 
the hands of contractors for competitive- id. purposes and 
award of contract. 

The committee realizes that, since the authorization of 
the additional Senate Office Building, plans for buildings in 
the Capitol area have greatly enlarged in scope, and believes 
it desirable to integrate the subway system with the work to 
be done under the direction of the Commission for the Exten- 
sion of the United States Capitol, and also to consider the 
system in connection with House Office Buildings projects. 
This work was not anticipated at the time the original 
authorization was made, and full consideration of all proj- 
ects will probably save money in the overall plan. 

he committee urgently recommends enactment of this 
legislation, as it is believed necessary for early completion, 
occupancy, and full utilization of the additional Senate 
Office Building. 


CHANGES IN EXISTING LAW 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law are shown below 
enclosed in brackets: 


Seconp Dericiency Appropriation Act, 1948, Pustic Law 785; 
80TH ConGREss, 2p Session, APPROVED JUNE 25, 1948 


Construction and equipment of building: To enable the Architect, 
of the Capitol, under the direction of the Senate Office Building 
Commission, at a total cost (exclusive of site and other expenses 
authorized under the preceding paragraph) not to exceed $20,600,000 
[$23,446,000] and in substantial accordance with the preliminary plans 
prepared under the authority of the Act of July 11, 1947 (Public Law 


169, 80th Congress), and approved by the Senate Office Building 
Commission, * * *. 
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MINORITY VIEWS 


We, the undersigned, opposed committee approval of S. 1430 
because no authorization had been previously approved for the 
appropriation of funds for construction of a New Senate Office Building 
by the legislative committees having jurisdiction under the provisions 
of the Legislative Reorganization Act. 

The rules of the House provide that the Committee on Public 
Works shall have jurisdiction of ‘measures relating to the Capitol 
Building and the Senate and House Office Buildings.” On April 10, 
1947, S. 723, to authorize the Senate Office Building Commission 
to prepare preliminary plans and estimates of cost for an additional 
office building for the use of the United States Senate, was referred 
to the Committee on Public Works of the House of Representatives 
pursuant to the rules of the House. The committee subsequentl 
reported S. 723 and it ultimately became Public Law 169, 80t 
Congress, and this constitutes the only authorization for the New 
Senate Office Building considered by the Committee on Public Works 
of the House of Representatives. Public Law 169, 80th Congress, 
authorized $25,000 for preliminary plans and estimates of cost for a 
New Senate Office Building; it will be noted that it carried no authori- 
zation for the appropriation of funds for construction. To date, 
$20,600,000 has been appropriated for the building, and S. 1430 
properly seeks the authorization ‘necessary to support an additional 
appropriation of $2,846,000 in order to complete the building. The 
undersigned wish to point out that a bill similar to S. 1430 for authori- 
zation of appropriation should have preceded the item in the Second 
Deticiency Appropriation Act of 1948. 

Since the Committee on Public Works of the House, in considering 
the basic authorization for the New Senate Office Building, saw fit: to 
limit its authorization to preliminary plans and estimates of cost, it 
is clear that the Committee on Public Works of the House desired 
detailed information regarding plans and estimates of cost before 
entering upon legislative authorization for the construction of the 
building. 

This statement does not presume to relate to procedure in the 
Senate of the United States; it is confined to procedure in the House 
of Representatives. The procedure followed in the House with respect 
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to authorizing legislation for the New Senate and House Office Build- 
ings is not in conformity with House rules. 


J. Harry McGrecor. 
Russet, V. Mack. 
Husert B. ScuppEr. 
Myron V. Greorce. 
Frank J. BEcKER. 
Gorpon H. ScHERER. 
GARDNER R. WirHrow. 
Wiu1am C. CRAMER. 
Joun F. Batpwin, Jr. 
Frep ScHWENGEL. 
Emmet F. Byrne. 
Epwin B. Dootey. 
Witu1aMm S. BRrRoomFtiEtp: 
S. WatTreR STAUFFER. 
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PRENOTIFICATION OF MERGER 





May 28, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 


Mr. Roprno, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 7698} 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 7698) to amend the Clayton Act, as amended, by requiring 
prior notification of certain corporate mergers and acquisitions, havin 
considered the same, report favorably thereon without amendment an 
recommend that the bill do pass. 


HISTORY OF THE BILL 


On January 7, 1957, H. R. 2143 was introduced by Mr. Celler, to 
amend the Clayton Act, as amended, to require advance notification 
of certain corporate mergers and acquisitions, to authorize the Federal 
Trade Commission to seek a court injunction to preserve the status 
quo in merger proceedings before the Commission, and to extend the 
coverage of section 7 of the Clayton Act, as amended by the Celler- 
Kefauver Act, so as to cover bank mergers accomplished by asset 
acquisitions. With certain modifications, the measure was similar to 
H. R. 9424 which was approved by the House in the 84th Congress 
and in amended form recommended favorably by the Judiciary 
Committee of the Senate. 

Specifically, H. R. 2143 would require corporate parties to a pro- 
posed merger or acquisition, whose combined capital, surplus and 
undivided profits exceed $10 million, to furnish the appropriate 
Federal enforcement agency with advance notice of the proposed 
transaction and to wait for a period of 60 days after delivery of suc!) 
notice before consummating the transaction. As part of the notice, 
certain enumerated information would have to be provided the 
agencies to enable them to assess the probable impact of the trans- 
action on competition. For like purpose, the parties would also be 
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required to furnish the appropriate agency within 30 days after 
request, such additional relevant information within their knowled 
or control, as the agency may require. Such agency request would 
have to be made within 60 days after delivery of notice. An extension 
of time for filing the information could, however, be granted. Willful 
failure to file the required notice or to furnish the requested additional 
information would be subject to a penalty ranging from $5,000 to 
$50,000, recoverable in a civil action brought by the Attorney General. 
Failure by the Government to bring suit within the 60-day waiting 
period would not constitute approval of the transaction or prejudice 
the Government’s right at a later date to challenge the legality of the 
merger or acquisition. 

H. R. 2143 exempted from the notification and waiting requirements 
mergers and acquisitions involving small-business enterprises whose 
combined capital, surplus, and undivided profits amounted to $10 
million or less. It also exempted 10 additional categories of corporate 
transactions which technically constituted acquisitions by 1 corpora- 
tion of the stock or assets of another corporation, on the ground that 
notification and a waiting period in such instances was considered 
unnecessary to effectuate enforcement of section 7. Thus exempted 
were: (1) any acquisition or stock not exceeding 10 percent of the 
voting rights of the acquiring corporation; (2) any acquisition of stock 
having a fair market value of $2 million or less; (3) any acquisition of 
nonvoting stock; (4) any acquisition of assets having a fair market 
value of $2 million or less; or any acquisition of “stock in trade’ used 
in the ordinary course of the transferring corporation’s business; (5) 
any acquisition of bonds issued by the United States or any political 
subdivision thereof; (6) any acquisition of real property solely for 
office space or residential use; (7) any acquisition from the Government 
of the United States; (8) any acquisition of assets solely for the pur- 
pose of investment by banking institutions or insurance companies in 
the ordinary course of business; (9) any acquisition by a parent corpo- 
ration of the stock or assets of a subsidiary corporation or acquisitions 
as between subsidiaries of a common parent corporation; (10) any 
merger or acquisition where a Federal regulatory agency is required 
to approve the transaction before it can become lawful and where 
_ approval immunizes the transaction from section 7 of the Clayton 

ct. 

Beyond these statutory exemptions, enforcement agencies would be 
required to waive all or part of the notice and waiting period require- 
ments in appropriate cases and categories of cases having remote anti- 
trust significance. Such waiver would be accomplished by the manda- 
tory issuance of regulations issued 120 days a enactment of the 
bill, at which time the provisions relating to advance notice would 
take effect. 

A second major provision of H. R. 2143 would amend section 15 of 
the Clayton Act to provide the Federal Trade Commission with au- 
thority to seek a district court order preventing and restraining viola- 
tion of section 7, pending issuance of a complaint and completion of 


the Commission’s administrative proceeding. This provision would 
give the Federal Trade Commission, which has concurrent jurisdic- 
tion with the Attorney General to enforce section 7 of the Clayton 
Act, authority similar to that already possessed by the Attorney Gen- 
eral and private parties, to seek a preliminary court injunction to 
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restrain the consummation of a merger or acquisition pending adjudi- 
cation of its legality. 

Finally, the bill was designed to plug a loophole in the provisions 
of section 7 dealing with bank mergers by covering consolidations in 
this area as by asset acquisitions. 

Hearings on H. R. 2143 and on H. R. 264, introduced by Mr. 
Keating, were held by this committee’s Antitrust Subcommittee (Sub- 
committee No. 5) on March 6, 7, 8, 20, and 21, 1957, in the course of 
which, all interested persons and organizations were given opportunity 
to present their point of view. After consideration of the entire . 
record of hearings, comprising some 448 pages, the Antitrust Sub- 
committee recommended favorable consideration of H. R. 2143, with 
amendments. The subcommittee recommended deleting from section 
1 of the bill the provision encompassing bank mergers accomplished 
by means of asset acquisitions. Changes in the substantive standards 
of section 7, the subcommittee believed, should most appropriately be 
considered in separate legislation. 

Other amendments to section 1 of the bill recommended by the 
subcommittee were as follows: 

First, a clarifying amendment to insure that notification and waiting 
requirements would be applicable only if the combined capital, surplus, 
and undivided profits of the acquiring and acquired corporations were 
in excess of a book value of $10 million. 

Second, a change in language to prescribe with greater clarity what 
information was to be furnished pursuant to the notification require- 
ment. 

Third, substantive changes pursuant to which the enforcement 
agencies would be afforded 25 days rather than 60 days to request 
additional relevant information. Beyond this, the parties would be 
required to furnish this information within 25 days in lieu of 30 days 
specified in the bill as introduced. Also it was made clear that time 
for furnishing such additional information could be extended only 
upon request of the parties. 

Fourth, it was made clear that the penalty sanction would be 
applicable only if a transaction has been consummated. It was also 
made clear that the sole remedy for willful failure to give notice or 
to furnish the required information was a civil action which could be 
brought only by the Attorney General. 

Fifth, an amendment declaring it a misdemeanor for any officer 
or employee of an enforcement agency to make public, without author- 
ity, any information furnished pursuant to the bill. 

In addition, the subcommittee recommended a provision making 
it mandatory for the enforcement agencies to waive all or part of 
the notification and waiting requirements in appropriate cases. It 
also recommended insertion of a new section 3 providing that enact- 
ment of notification and waiting requirements was not to affect or 
impair any rights heretofore legally acquired or to make lawful any- 
thing heretofore prohibited or made illegal by the antitrust laws. 

Finally the Antitrust Subcommittee recommended exempting cer- 
tain additional categories of transactions on the basis that notification 
and waiting requirements in such cases was unnecessary for effective 
enforcement of section 7 or had little antitrust significance. For this 
reason the exemptions of H. R. 2143 were extended of include: (1) 
any acquisition of an interest in land for the purpose of constructing 
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plants for use in the conduct of business; or any acquisition of vacant 
industrial property; (2) any acquisition of stock of a corporation 75 
percent of whose assets consisted of undeveloped or partially developed 
mineral, mining, or timberland properties; or any acquisition of the 
whole or any part of such properties; (3) any acquisition from the 
Government of any State or political subdivision thereof; (4) any 
acquisition by a banking institution of the assets of another banking 
institution; (5) any acquisition by a subsidiary corporation of the 
stock or assets of the parent corporation; (6) any acquisition of stock 
or assets pursuant to judicially or Government-agency supervised 
reorganization or dissolutions; (7) any acquisition by a corporation 
engaged wholly in religious, educational, or charitable activities; (8) 
any acquisition of stock or assets by any corporation in connection 
with financing or underwriting transactions where title to such stock 
or assets is acquired solely for collateral, underwriting, or security 
purposes. 

This committee approved the various amendments recommended 
by the subcommittee and adopted two additional amendments. The 
first would enable the enforcement agencies to prescribe exemptions 
only from the waiting period provisions but not from the notification 
requirements. The second would exempt any acquisitions of stock 
or assets of any foreign corporation unless such foreign corporation 
transacts business in the United States and has a permanent establish- 
ment in the United States; or has stock or other share interest in a 
corporation transacting business in the United States. 

The provisions of H. R. 2143 as thus amended were incorporated 
in the present bill, H. R. 7698, whose passage is recommended by the 
committee. 


REASONS FOR BILL 


Since 1949 the pace of important mergers and acquisitions has been 
rising steadily. During 1956, for example, the number of such trans- 
actions set a 26-year record and proceeded at a rate 4 times that of 
1949. As the President pointed out in his Economic Report trans- 
mitted to the Congress, January 24, 1956 (p. 78): 


[Mergers have become more numerous of late and an eye, at 
once vigilant and discriminating, must be kept on such develop- 
ments. Many mergers have a solid economic justification and 
serve the general interest by increasing competition; others 
have neutral effects; while still others place obstacles in the 
path of effective competition. Over the years Americans have 
wisely viewed excessive business concentration, or any other 
undue concentration of economic power, with uneasiness. 

To serve the basic American desire for an economy in which 
business opportunities are increasing and in which economic 
control is widely diffused, it is desirable to strengthen our 
antitrust laws and provide larger appropriations for their 
enforcement. [Emphasis supplied.| 
Against this background, the pending bill strengthens provisions of 
the Clayton Act dealing with corporate mergers and acquisitions. 
This is accomplished by adding certain procedural provisions for the 
purpose of enabling the Federal enforcement agencies to cope more 


effectively with important corporate mergers and acquisitions that 
may be of doubtful legality. 





i 
f 


.~ 


PRENOTIFICATION OF MERGER 5 


Experience over a period of 6 years in administering section 7 of 
the Clayton Act, as amended in December 1950 by the Celler-Kefauver 
Act, has demonstrated a basic need for requiring companies to provide 
advance notification of merger and acquisition plans to the Attorney 
General and the Federal Trade Commission (or other appropriate 
body), and to wait for a period of 60 days before consummating the 
transaction. With such notification and waiting period requirements, 
not only will the Government agency be adequately informed in ad- 
vance of important mergers and acquisitions, it will be able to make a 
preliminary determination as to whether or not the proposed trans- 
action is of doubtful legality and, if so, to undertake court action to 
restrain consummation of the transaction pending adjudication of this 
question. 

In the absence of a provision requiring the submission of advance 
notification and a waiting period, many companies can obtain the 
benefits of a completed merger or acquisition even though the trans- 
action not only is of doubtful legality, but has caused the very damage 
to the competitive structure which the Celler-Kefauver Act was in- 
tended to safeguard. Further, once the transaction has been con- 
summated and the assets commingled, difficult, if not impossible; is 
reversion to the prior status. 

It is recognized that at present the staff of the antitrust enforce- 
ment agencies search through newspapers, financial periodicals, trade 
journals, and other publications, for information regarding proposed 
mergers and acquisitions. But these enforcement procedures are un- 
satisfactory in obtaining advance information since many significant 
mergers and acquisitions are not publicized in advance of consumma- 
tion. Thus the Attorney General testified: ! 


A survey of those 165 mergers which, since 1953, have 
merited special inquiry reveals that in almost 30 percent— 
or 47—the Department did not know of the merger prior to 
its consummation. This means that in almost 30 percent of 
these special inquiries we had no chance to even consider 
moving for a preliminary injunction. Beyond that, in those 
47 instances where this Department was in the dark prior to 
consummation, we had no choice appraising the wisdom of 
suit, but to face the quite understandable judicial reluctance 
to tear asunder what has already been joined. Notification 
in advance, thus would insure a chance to move for prelimi- 
nary injunction as well as avoid practical difficulties in- 
volved in ‘‘unscrambling the omelet.” 


Similarly, the Chairman of the Federal Trade Commission testified 
that he was certain “there are many mergers” that the Commission 
“does not know about”; that he was inclined to think that the 
number was “something like” the Attorney General’s figures.’ 

The enforcement agencies also are confronted with the problem of 
collecting elementary information about the companies involved in a 
proposed merger or acquisition in order to determine the transac- 
tion’s impact upon competition and whether full-scale investigation 
should be made. This information includes the nature of the busi- 

1 Hearings before the Antitrust Subcommittee of the House Committee on the Judiciary on H. BA 2148 


and H. R. 264 (85th Cong., Ist sess.), pp. 51, 75 (hereinafter cited as ‘‘Hearings’’). 
9 Hearings, p. 95. 











6 PRENOTIFICATION OF MERGER 


ness of the companies involved in the merger or acquisition, products 
or services sold or distributed, the total assets, net sales, location of 

lants and trading areas of the acquired and acquiring corporations. 
W hile this type of information is ordinarily requested from companies 
involved in mergers or acquisitions publicized in advance of consum- 
mation, the companies have no legal obligation to furnish the infor- 
mation requested, or make it available expeditiously. 

In light of these considerations, the measure will enable the anti- 
trust enforcement agencies to be informed of mergers or acquisitions 
not publicly announced beforehand and thus make unnecessary re- 
liance on haphazard methods of screening newspapers and trade pub- 
lications to determine where mergers and acquisition threats to com- 
petition are arising. More important, it will afford the enforcement 
officials a reasonable period of time to study the competitive implica- 
tions of a proposed merger or acquisition in order to determine whether 
to seek a preliminary injunction restraining its consummation pending 
adjudication of its legality or illegality. The bill will, therefore, help 
avoid the practical problems of unscrampling corporate mergers 
entered into in violation of section 7. Because of problems involved 
in an unscrambling process, the courts have been understandably 
reluctant to order divorcement, divestiture, or dissolution to remedy 
violations of the antitrust laws. Indeed, in the more than 60 years of 
Sherman Act history, courts have entered decrees requiring divorce- 
ment, divestiture or dissolution in only 24 cases, taking the position 
that judicial restraint should prevent the imposition of divestiture 
where other effective remedies, less harsh, are available? It is pre- 
cisely because of difficulties in restoring the previous status and the 
attendant reluctance of courts to undo what has been done, that 
makes necessary the present provisions for evaluating prospective 
mergers and acquisitions before they have become accomplished facts 
—before they have developed to the point where it becomes necessary 
to debate whether a surgical remedy may be too drastic. 

Beyond that, testimony before the committee indicates that even- 
handed enforcement requires notification. With that requirement 
incorporated in the statute, the company that tries to obey the law 
and seek advance clearance from the Department of Justice or the 
Federal Trade Commission will no longer stand by and watch its 
competitor who chooses to remain silent, consummate a merger or 
acquisition and thereafter rely on the natural indisposition of the 

3 See, for example, Timken Roller Bearing Co. v. United States, 341 U. 8. (1951); United States vy. National 
Lead Co., 332 U. 8. 319, 352 (1947); United States v. United Shoe Machinery Corp., 110 F. Supp. 295 (D. Mass. 
1953); United States v. Aluminum Co. of America, 91 F. Supp. 333 (§. D. N. Y., 1950). Asa District Court 
stated: ‘A dislike for useless waste and destruction makes one loath to follow the authority which may 
be understood as requiring the breaking up of defendant’s organization, in spite oi its ora rrcs for 
ge albeit with serious possibilities of evil.” United States v. American Can Co., 230 Fed. 859, 904 (D. 
Md. 1916). The difficulty of divestiture after the transaction has been consummated is illustrated by 
United States v. Schenley Industries, Inc. (Civil No. 1686, D. Del.). This case brought by the Attorney 
Genera! in February 1955 charged Schenley with having acquired controlling stock interest in one of its 
prominent competitors, Park & Tilford Distillers Corp., in violation of the Celler-Kefauver Act. Purpose 
of the complaint was to require Schenley to dispose of its stock interest in Park & Tilford. A consent 
decree entered April 3, 1957. did not require divestiture because of changed circumstances resulting from 
the fact that foreign suppliers in the interim had canceled their agency agreements with Park & Tilford 
as a result of which Park & Tilford had become a mere shell. Thus relief was limited to a 10-year prohibi- 
tion against Schenley acquiring any other distilling concern unless it first makes disclosure to the Attorney 


General and then upon objection applying to the court and demonstrating that the effect of the proposed 


=, will not be substantially to lessen competition or tend to create a monopoly in the distilling 
usiness 
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enforcement agency to bring a suit to unscramble the commingled 
assets at some later time.* 

The measure imposes no burden upon small-business mergers or 
acquisitions since advance notification and a waiting period is required 
only where the combined capital, surplus, and undivided profits of 
the acquiring and acquired corporation are in excess of $10 million, 
This figure was recommended by the Department of Justice and the 
Federal Trade Commission and will probably cover most transactions 
that have a significant economic effect. Of course, there may be 
mergers or acquisitions which have a substantial effect on competition, 
where the aggregate capital structure is less than $10 million. While 
these would not have to be reported, the antitrust authorities would 
not be foreclosed against taking action. In the committee’s opinion 
the possibility of such transactions having a substantial competitive 
effect does not justify burdening all corporations with notification and 
reporting requirements. 

Further minimizing the possibility of hardship, the bill specificall 
exempts from the notice and waiting period requirements of the bi 
a number of transactions where notification and a waiting period are 
unnecessary for proper enforcement of section 7. In addition, the 
Government agencies are required to establish procedures for the 
waiver of, and to waive all or part of the waiting requirements in 
additional cases and categories of cases. For example, if a corporation 
is in bankruptcy and a quick sale of the assets is proposed, no 
purpose would be serve by requiring a waiting period of 60 days, 
assuming the transaction will have no competitive significance. There 
may be a wide variety of other types of transactions where a 60-day 
waiting period is unnecessary. In these circumstances, it is the spe- 
cific intention of the committee that the waiver procedures prescribed 
by the bill will be fully utilized by the agencies. 

Equally necessary is the provision giving the Federal Trade Com- 
mission authority to seek a preliminary court injunction to prevent 
consummation of mergers, or after consummation, to preserve the 
status quo until completion of administrative proceedings before the 
Commission. 

The authority sought is fully consistent with existing authority of 
the Federal Trade Commission and is not at all unusual. It is similar 
to authority which the Federal Trade Commission now has under 
section 13 (a) of the Federal Trade Commission Act; under section 
7 (b) of the Wool Products Labeling Act; under section 9 (b) of the 
Fur Products Labeling Act; and under section 6 (a) of the Flammable 
Fabrics Act. In short, in many fields of activity, the Commission is 
already authorized by statute to seek injunctive relief to insure pro- 
tection of the public interest. 

Moreover, the authority sought is similar to that of the Department 
of Justice under section 15 of the Clayton Act, which permits the 
Attorney General to seek injunctive relief in the Federal courts to 

‘ It will be noted that advance notice and a waiting period with respect to corporate mergers and —- 
tions is not a novel concept. For instance, under the Securities Act of 1933 (15 U. S. C. sections 77{-77h), 
parties proposing a corporate merger or soguieliten involving the issuance of new securities for sale to the 
Pannsiat tnforimation.. ‘infortustion required ts te submitted eet be in accordance not sty with seata- 
tory provisions but with rules or regulations deemed appropriate by the Commission in the e public interest 
for the protection of investors. In situations such as these, a 20-day waiting period is req’ before the 
statement can become effective and the transaction consummated. It will be noted that by Be the greatest 
number of mergers and tions are accomplished thro the exchange of securities. FTO 


acquisi 
on Corporate Mergers and Acquisitions (May 1955, p. 9). transactions are not subject to registra 
‘and waiting requirements. 
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prevent and restrain violations of section 7. Since the Federal Trade 
Commission has concurrent responsibility with the Attorney General 
to enforce that act, logic and policy dictate that the Commission have 
coextensive authority to invoke the injunctive powers of a district 
court upon an appropriate showing. The necessity for this is under- 
scored by the fact that the Commission now lacks authority which 
even private parties have to petition a Federal district court to enjoin 
the consummation of a reasonably probable illegal merger in order to 
avert irreparable injury.® 

Lack of a provision to enable the Commission to prevent mergers or 
acquisitions prior to consummation, or after consummation, to take 
action to preserve the status quo until completion of proceedings, has 
created a serious loophole in section 7, as amended. Without such a 
provision, companies can obtain the benefits of a completed merger or 
acquisition even though its legality has been challenged by the Federal 
Trade Commission. ‘This is true notwithstanding the fact that pend- 
ing disposition of the complaint, the transaction may have caused 
serious damage to competition in the industry. Then, too, in many 
acquisitions the acquired competitor is completely swallowed up and 
disappears as an identifiable entity, making it impossible thereafter 
to restore the preexisting competitive situation. 

This situation is graphically illustrated by reference to a recent 
merger case before the Conn aeini where events following the issu- 
ance of complaint have made it impossible to issue an effective order 
of divestiture. In this case (In the Matter of Farm Journal, Docket 
6388), the Federal Trade Commission, following the issuance of its 
complaint, went before the United States Court of Appeals for the 
Third Circuit and attempted to obtain an injunction requiring the 
respondent to maintain the status quo and thus to protect the Bier 
mission’s ability to enter an effective order. The Commission’s 
petition was summarily denied by the court. At the conclusion of 
the administrative proceeding in that case, although a violation of 
section 7 had been proved, the Commission, in the words of its hearing 
examiner was, by reason of the hopeless scrambling of the assets, in a 
position to do little more than strew ‘“‘bare corn cobs” on the grave of 
a dead horse. The examiner stated: 


It would be difficult, indeed, to find an acquisition which 
would point up the procedural inadequacy and ineffectiveness 
of section 7 of the Clayton Act as amended, when its objec- 
tives are considered, than that presented here. It is not 
just a case of too little and too late, from a trial standpoint. 
A preacquisition waiting and examination period, made 
mandatory by statute, coupled with the power to seek in- 
junctive relief from the courts, would have kept the eggs in 
the basket until it had been determined whether it was to the 
public’s interest to scramble them, instead of, as here, trying 
to unscramble them. If the record now before this examiner 
had been presented for precontract approval, this proceeding 
would probably have been unnecessary. General equity 
power likewise would accomplish much. 

Divestiture is only half the objective of the statute, as 
the examiner construes it, and its legislative history and 


See Hamilton Watch Co. v. Benrus Watch Co., 114 Fed. Supp. 307 (D. Conn. 1953), affirmed 206 F. (24 
138 (2d Cir. 1953)). 
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purpose. It does take away, and prevent the further use of 
competitive tools and weapons illegally acquired, but the 
aim, it would seem, is broader than that—namely, to restore 
to the relevant markets those competitive weapons to an 
active and vigorous use in the hands of the seller, or into 
those of a new entrant, so that competition may continue 
with its former vigor. This, as respondent contends, is 
impossible. Country Gentleman is dead, and the ‘‘assets’’ 
which it turned over to respondent are now without value to 
any newcomer or, indeed, to any farm publication now in 
the field. When his corn is taken from him and the horse 
dies, it is the height of vanity to strew the bare corncobs on 
his grave. All that can be accomplished, then, is simple 
divestiture of the 2 trade names and the 2 lists, although, in 
the examiner’s opinion, this at most may only disturb, but 
will not diffuse the coalescence which has taken place. It 
is in that belief, then, that possibly such divestiture may 
accomplish that limited purpose, that the order hereinafter 
set our is entered” (pars. 59 and 60, Initial Decision). 


Two other cases in which the Commission has sought injunctive 
relief pendente lite are pending before the Commission. Jn the Matter 
of International Paper Company, docket 6676, the Commission pro- 
ceeded for an injunction in the United States Court of Appeals for the 
Second Circuit. Denying the Commission’s application, the court 
held that the Commission had no standing in court to seek inter- 
locutory relief by way of injunction to maintain the status quo during 
the pendency of a proceeding before the Commission. Jn the Matter 
of A. G. Spalding & Bros., Inc., docket 6478, the Commission pro- 
ceeded for injunction in the Court of Appeals for the First Circuit. 
While an injunction was not obtained, the Commission was successful 
in obtaining from the respondent a commitment that it would not 
significantly alter the status quo during the pendency of the Com- 
mission’s administrative proceeding without giving 30 days prior 
notice to the Commission. 

In light of the purpose of section 7 of the Clayton Act, in light of 
the fact, that in a relatively short period of time an acquiring cor- 
poration can completely swallow up an acquired competitor by, for 
example, absorbing and integrating completely its sales organization 
and otherwise destroying the name and good will of an acquired 
corporation, and in light of the fact that when this is done the acquired 
corporation disappears as an identifiable entity, making restoration 
of effective competition impractical and impossible, it is essential for 
the Federal Trade Commission to have authority to go into district 
court to seek an injunction pendente lite where the Commission 
believes that such action would be to the interest of the public. The 
conclusion is inescapable that the Federal Trade Commission cannot 
successfully perform its statutory function of administering the 
amended section 7 of the Clayton Act without authority to seek 
injunctions to maintain the status quo. 

It has been suggested that, since the Department of Justice already 
has power to seek injunctions under section 15 of the Clayton Act, 
slenilae power in the Federal Trade Commission is unnecessary. The 
injunctive power possessed by the Attorney General by virtue of 
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section 15 is a very general power to proceed in equity with respect 
to any possible violation of the Clayton Act. The Federal Trade 
Commission would merely be given power applicable only to merger 
cases. 

It is clear that since 1914 Congress intended the Federal Trade 
Commission to be a primary protector of the public interest in the 
merger field. Furthermore, the history of the 1950 Celler-Kefauver 
amendment clearly indicates the important role which the Federal 
Trade Commission was intended to play in the prevention of substan- 
tial lessening of competition caused by certain mergers. Again last 
year, the Congress reemphasized the Commission’s responsibility in 
the corporate merger field by increasing its appropriation by $1 mil- 
lion, at the same time specifically allocating this increase for merger 
enforcement work. As a result approximately one-fourth of the total 
Commission budget is designated for such activity. In these circum- 
stances, it is necessary that the Federal Trade Commission be given 
adequate statutory authority to make its merger enforcement efforts 
effective. 

Moreover, careful scrutiny of the language of section 15 of the 
Clayton Act empowering the Attorney General to seek injunctions 
reveals that its provisions are not sufficient to carry out the intent of 
Congress in amended section 7. Under the provisions of section 15, 
if the Attorney General were successful in obtaining an injunction 
from a district court in aid of the Federal Trade Commission, the 
court itself would be required to “proceed, as soon as may be, to the 
hearing and determination of the case.’”’ Thus, upon the obtaining 
of a district court injunction, the administrative proceeding before 
the Federal Trade Commission would be at an end and the Commis- 
sion would no longer have any power to hear and determine the case. 
This would defeat the statutory intent expressed in sections 7 and 11 
of the Clayton Act of having the Federal Trade Commission hear and 
decide merger cases. 

Transferring of injunctive cases by the Federal Trade Commission 
to the Department of Justice for processing would also be a very 
impractical operation for the reason that it would involve an unneces- 
sary duplication of effort by Justice Department attorneys. The need- 
less lapse of time, the difficulty and the unnecessary expense involved 
in having a completely new set of attorneys familiarize themselves 
with the facts in the usually complicated merger case for the purpose 
of seeking an injunction cannot be justified on a practical basis. 

Against this background, while advance notification and a waiting 
period is a necessary preliminary step, it is of equal importance to 
provide the corollary power to seek an injunction preventing the com- 
mingling of the assets, management, and productive facilities to a 

int where they cannot be effectively unscrambled. Without the 
atter provision there would be little if any purpose served by advance 
notification to the Federal Trade Commission. 

The provision may well benefit the business community itself since 
according to testimony of the Attorney General, representatives of 
some merging companies have advised that disruption of business 
pone is lessened by agency action before merger consummation. In 
act, some companies take the position that if the agencies are to 
proceed at all, they should sue before consummation. 

The present bill has been recommended by the President, the Presi- 
dent’s Cabinet Committee on Small Business, the Attorney General, 
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the Federal Trade Commission, the Department of Commerce and the 
Small Business Administration. The President, in his Economic Re- 
port transmitted to the Congress on January 23, 1957, had this to say 
(p. 51): 


To perform their purpose fully, the antitrust laws require 
not only vigorous enforcement but adaptation to changing 
economic conditions. This fact was recognized by the ap- 
pointment in 1953 of the Attorney General’s National Com- 
mittee To Study the Antitrust Laws, and by the enactment, 
in substance, of three of the Committee’s proposals. Fur- 
ther recommendations were made last year in the Economic 
Report and in the Progress Report of the Cabinet Commit- 
tee on Small Business. The Congress is urged to take favor- 
able action on these proposals, * * * Third, a series of inter- 
related measures would strengthen the Government’s ability 
to deal specifically with mergers: requirement of advance noti- 
fication of proposed mergers that are likely to have significant 
effect on competition; * * * authorization of the Federal Trade 
Commission, in merger cases where it believes violation is likely, 
to seek a preliminary injunction before a complaint is filed.” 
[Emphasis supplied.] 


In his Economic Report transmitted to the Congress, January 24, 
1956 (p. 79), the President urged revision of antitrust legislation so 
that: 


all firms of significant size that are engaging in interstate 
commerce and plan to merge should be required to give 
advance notice of the proposed merger to the antitrust 
agencies, and to supply the information needed to asses its 
probable impact on competition * * *. 


Likewise the President’s budget message to the Congress, for the 
fiscal year ending June 30, 1958, stated (p. M-19): 


Of particular importance are recommendations to protect 
and foster the initiative of the small-business man * * *. 
(T)he Congress should enact legislation providing for notifi- 
cation to the Federal Government of proposed business 
mergers, and should amend the fioeddikl provisions of the 
antitrust laws to facilitate their enforcement. 


Also, the President’s Cabinet Committee on Small Business in its 
Progress Report of August 7, 1956, stated (pp. 8-9): ° 


The vitality of the American economy has depended in 
the past, and may be expected to depend in the future, 
upon the continuous infusion of new firms, new entrepreneurs, 
and new ideas. 
In the interest of maintaining and extending free com- 
petitive enterprise, the Committee recommends: 
11. That legislation be enacted to enable closer Federal 
scrutiny of mergers. 
Some mergers serve the public interest, as when two weak 
firms are jomed in an enterprise that can offer vigorous 
* Members of this committee are the Secretaries of Defense, Commerce, and Labor, the Director of the 
Office of Defense Mobilization, the Administrators of the Housing and Home Finance Agency and of the 
Bmall Business Administration. C of the committee is the Ohairman of the Council of Economie 
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competition. Other mergers, however, place obstacles in 
the path of effective competition. For this reason, continuous 
and close scrutiny by the Federal Government is desirable. 

The Economic Report of the President, transmitted to 
the Congress on January 24, 1956, contained several impor- 
tant recommendations with regard to proposed mergers, 
which require legislative action. They are as follows: 
“First, all firms of significant size that are engaging in inter- 
state commerce and plan to merge should be required to give 
advance notice of the proposed merger to the antitrust 
agencies, and to supply the information needed to as- 
sess its probable impact on competition. Second, Federal 
regulation should be extended to all mergers of banking 
institutions. Combined with the requirement for advance 
notice, this extension of the law would give the Government 
an opportunity to prevent mergers that are likely to result 
in undue restraint of banking competition. Third, * * * 
the Clayton Act should be amended to make explicit the 
Federal Government’s authority to take action in merger 
transactions in which either party is engaged in interstate 
commerce.” Another helpful measure would be to empower 
the Federal Trade Commission to seek an injunction before 
filing a formal complaint, when it seems likely that a proposed 
merger would result in a substantial impairment of 
competition. 


It is important to observe that passage of the bill would have the 
effect of saving time and money. Furthermore, the Chairman of the 
Federal Trade Commission and the Assistant Attorney General in 
charge of the Antitrust Division each has specifically assured the com- 
mittee that no additional appropriation would be needed to imple- 
ment this measure. 

EXPLANATION OF BILL 


The first paragraph of section 1 of the bill makes no substantive 
change in existing law. It removes a redundancy resulting from the 
fact that all transactions prohibited by the first paragraph of section 7, 
as amended by the Celler-Kefauver Act, are st prohibited by 
the second paragraph of that section. For that reason, the first 
paragraph of present section 7 is stricken as unnecessary. 

The second paragraph of section 1 is a new provision. It requires 
that, if a corporation subject to the Clayton Act acquires the stock of 
another corporation engaged in commerce, where the combined capital, 
surplus, and undivided profits of the 2 exceed a book value of $10 
million, the Attorney General and the Federal Trade Commission (or 
other appropriate commission or board) must be notified 60 days in 
advance of the transaction. The notice must set forth separately as 
to the acquiring and acquired corporations the name and address, 
nature of business, products or services sold or distributed, net sales 
for the last accounting year, a copy of the last annual report and bal- 
ance sheet, and location of plants and trading area in which each 
product or service is sold. 

Pursuant to this provision, corporations subject to the jurisdiction 
of the Federal Trade Commission (i. e., nonregulated corporations) 
would have to notify the Federal Trade Commission and the At- 


| 
‘ 








PRENOTIFICATION OF MERGER 13 


torney General 60 days in advance. Different considerations are 
applicable with respect to corporations subject to the jurisdiction of a 
Federal regulatory agency. Under section 11 of the Clayton Act, 
authority to enforce compliance with sections 2, 3, 7, and 8 of the act 
is vested in the Interstate Commerce Commission with respect to 
common carriers subject to the Interstate Commerce Act; in the 
Federal Communications Commission with respect to common car- 
riers engaged in wire or radio communications or radio transmission 
of energy; in the Civil Aeronautics Board with respect to air carriers 
subject to the Civil Aeronautics Act of 1938; in the Federal Reserve 
Board with respect to banks, banking associations, and trust compa- 
nies; and in the Federal Trade Commission with respect to all other 
characters of commerce. In addition, the last paragraph of Clayton 
Act, section 7, exempts therefrom corporate mergers or acquisitions 
duly consummated pursuant to authority given by the Civil Aero- 
nautics Board, the Federal Communications Commission, the Federal 
Power Commission, the Interstate Commerce Commission, the 
Securities and Exchange Commission in the exercise of its jurisdiction 
under section 10 of the Public Utility Holding Company Act of 1935, 
the United States Maritime Commission, or the Secretary of Agricul- 
ture, under any statutory provision vesting such power in such com- 
mission, secretary or board. 

By virtue of these provisions, together with the fact that mergers 
and acquisitions among regulated corporations are in the great 
majority of instances subject to approval by the appropriate regulatory 
agency upon advance notice, section 7 of the Clayton Act has only 
limited application in this area. In view of these considerations, 
it is unnecessary for the notice and waiting period provisions of 
the bill to be extended to any transaction which requires the advance 
approval of a Federal regulatory agency, where such approval im- 
munizes the transaction from the provisions of section 7. Section 1 
(15) accordingly exempts such transactions from the requirements 
of the bill. Similarly where a Federal regulatory statute affords 
parties to a proposed merger or acquisition the right to seek advance 
agency approval and such approval is in fact sought; it is exempted 
from the notification and waiting requirements should the transaction 
as approved be immunized from the reach of section 7. By reason 
of the fact that the Attorney General has a right to intervene before 
the regulatory agency in a merger or acquisition proceedings, provision 
is made for assuring that the Attorney General is adequately informed 
of all such proposed transactions. This is accomplished by requiring 
the appropriate agency promptly to notify the Attorney General of 
any application for agency approval of a merger or acquisition. 

There are isolated instances where approval by the regulatory 
agency for a merger or acquisition is not required, or where parties, 
in contravention of the statute, proceed without agency approval, or 
where agency approval does not immunize the transaction from sec- 
tion 7. In such cases the requirements of the present bill would be 
applicable so that advance notification would have to be furnished 
the appropriate regulatory agency and the Attorney General. 

It will be noted that common carriers or other public utilities whose 
rates and practices are regulated by State or local regulatory bodies, 
rather than by Federal regulatory agencies are not covered by this 
measure. Consequently, the bill would not require notification in the 
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case of any acquisition of stock or assets by any common carrier or 
other public utility which under any specific provision of State or 
local law requires the approval in advance of a State or local regulatory 
agency. 

eWith further reference to the second paragraph of section 11 of 
the bill, a corporate merger or acquisition soaks not take place until 
60 days after delivery of notice to the Federal Trade Commission 
(or other appropriate commission or board in the instances noted 
above) and the Attorney General. The 60-day period would begin to 
run immediately after delivery to the 2 agencies of the notice contain- 
ing the prescribed information, although it would be sufficient if one 
agency were sent a copy of the notice sent the other. However, 
submission of part rather than all the information specifically enumer- 
ated in the notice provision would not constitute “delivery * * * of 
notice of the proposed acquisition.” 

In the case of a merger or acquisition requiring stockholder approval, 
the required 60-day notice may be given prior to final approval of 
the terms of the acquisition at the stockholder meeting. However, 
the required 60 days’ notice need not be given until after stockholder 
approval, so long as 60 days are allowed to elapse after notice and 
before the effective date of the merger or acquisition. Likewise, 
notice of an acquisition of stock or assets need not be given until after 
execution of a contract for the acquisition provided the parties, before 
the consummation becomes effective, allow the required 60 days to 
elapse after giving notice. 

ye aL the acquiring corporation will obtain all the information 
necessary to comply with the notification provision and will undertake 
to make delivery to the appropriate enforcement agencies. In that 
event the acquired corporation will have no obligation to notify the 
agencies of the proposed transaction. On the other hand, if a com- 
pany which is party to a merger or acquisition refuses to make avail- 
able to the other party information necessary to satisfy the notifica- 
tion requirement, then that company would have to submit its own 
notification to the enforcement agencies. Of course, should a cor- 
poration not know that its stock or assets are being acquired, it would 
not be subject to liability for failure to file notification. 

Within 25 days after delivery of the notice, the enforcement agenc 
may request from either party additional relevant information whic 
is within that party’s knowledge or control and the party must furnish 
such information within 25 days’ after request. As a convenience to 
business, an extension of time may be provided. By placing a 25-day 
limit on agency request for additional information, it will be necessary 
for the agency to examine the notification promptly and to determine 
without delay whether additional information is needed to assess the 
transaction’s probable impact on competition. A similar responsi- 
bility is placed on the companies to furnish the information expedi- 
tiously. It is contemplated that in the normal case, the agency will 
obtain the additional information within 50 days after delivery of 
notice, which will afford it a 10-day period to determine whether 
action seeking preliminary injunction prior to consummation of the 
transaction is justified. 

It is particularly important that the Federal Trade Commission or 
the Attorney General not make a request for additional information 
where the other agency has already made such request. In this con- 
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nection it must be observed that under section 7, as under other pro- 
visions of the antitrust laws, the statutory mechanism contemplates 
concurrent enforcement by the Federal Trade Commission and the 
Attorney General. Experience over a number of years has demon- 
strated an absence for the most part of duplicative effort on their 
art. In the enforcement of section 7 as amended, for example, 
iaison procedures have been worked out so that either the Commission 
or the Department of Justice will have investigative and enforc»ment 
responsibility for a given merger or acquisition, but not both. This 
avoids the burdening of business with duplicating Government investi- 
ation and enforcement. The committee emphasizes that these 
liaison procedures must be complied with meticulously in the adminis- 
tration of this measure in order that there not be a duplicate request 
for additional information in any case. As soon as notice has been 
delivered, agreement should be reached as to which agency will 
handle the transaction and thereafter only the agency having respon- 
sibility in accordance with the agreement should take any action 
whatever. 

As to the information which a company is required to furnish, 
not only must it be relevant to section 7, it must be within the knowl- 
edge or control of that company. The provision does not authorize 
the agency to require a concern to undertake new studies or to make 
market surveys. However, if such material has been compiled in 
the past and is available in the company’s files at the time of request, 
it would, if relevant, fall within the category of information required 
to be furnished. 

In the event an acquisition has been consummated and there has 
been willful failure to file notification or to furnish additional relevant 
information, the bill provides a civil penalty of not less than $5,000 
or more than $50,000 which may be recovered only in an action brought 
by the Attorney General. On the other hand, if the parties to a 
proposed merger or acquisition decide against its consummation, no 
sanction is provided for failure to file notification or to submit addi- 
tional information. Compliance with the reporting and Waiting re- 
quirements does not constitute a condition precedent to a merger or 
acquisition, and consequently no action may be instituted challenging 
the legality of a transaction on the ground of such noncompliance. 
Moreover, a private party may not bring an action for damages or 
injunctive relief ened on willful failure to notify or to furnish addi- 
tional information; remedy for such failure is available only in a suit 
brought by the Attorney General. 

In order that the corporate transactions affected by this bill might 
not be jeopardized by premature disclosure, the bill contains safe- 

ards against unauthorized disclosure by Government personnel of 
information required to be furnished. It would be a misdemeanor 
for employees of the agencies receiving information to make it public 
without the authority of the appropriate Commission or Board or 
Attorney General. This prohibition against unauthorized disclosure 
does not apply, however, where the information furnished has already 
been made public in one form or another, or where a court directs the 
publishing of such information. It is not the purpose of this section 
of the bill to restrict in any way the use of this information in a court 
proceeding, or in any other manner necessary for the enforcement of 
the statute. Accordingly, the bill does not prohibit making public 
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the information where this is done under the specific authority of the 
Commission or Attorney General. Nor does the bill prohibit making 
such information available to committees of the Congress. 

An important feature of the bill is the declaration that failure of 
any of the enforcement agencies to request information or to interpose 
objection to a proposed merger during the 60-day period shall not 
constitute a bar to any subsequent action, proceeding, or investigation 
concerning the transaction in question. The reason for this provision 
is to make it clear that neither silence nor inaction by the enforcement 
agencies during the 60-day period is to be interpreted in any sense as 
constituting approval of the legality of the merger or acquisition; 
nor does the bill in any sense confer authority upon the enforcement 
agencies to give legal approval to any proposed merger or acquisition, 
either within or subsequent to the 60-day period. 

The bill provides no authority for the enforcement agencies to 
exempt from the notification requirements any transactions beyond 
those specified in the bill itself. However, the bill provides broad 
authority to the enforcement agencies to waive, and requires them to 
waive, all or part of the waiting period requirements in situations 
where the competitive significance is remote. Such waivers may be 
granted on the basis of broad categories of cases, as well as on an 
individual case basis. 

In the establishment of procedures or regulations for the granting 
of waivers, ample opportunity will be provided for full public hearings. 
Such procedures or regulations are to be established within 120 days of 
the date of enactment of this measure, and the taking effect of the 
notice and waiting period provisions is to be delayed until the end of 
this interval. The waiver procedures should also make adequate 

rovision for processing waiver requests with a minimum of redtape 
or avoiding duplication of effort between enforcement agencies, an 
for fixing the responsibility for administrative action by each agenc 
so as to avoid giving those seeking waivers an election as to whic 
agency to deal with. 

In order to avoid interference with legal rights acquired prior to 
enactment of the amendments of section 7 contained in the present 
bill, section 3 reenacts protection for such rights in the same language 
as contained in section 7 when first enacted in 1914. The effect of 
this provision is to maintain without legal impairment any con- 
tractual right which was lawfully obtained by a corporation before 
this measure shall have become law. At the same time, as in the 
similar provision contained in the original section 7, the bill makes it 
clear that such protection of existing legal rights does not make lawful 
anything which before the enactment of this measure was in violation 
of the antitrust laws. 

Section 4 of the bill authorizes the Federal Trade Commission to 
bring suit in the United States district court, before a merger is con- 
summated, to restrain and prevent violations of section 7. It also 
authorizes the Federal Trade Commission to seek maintenance of the 
status quo after the merger or acquisition has been completed. It is 
the specific intent of the committee that the Commission, under this 
provision, should not have greater authority than that enjoyed by the 
Attorney General under section 15 of the Clayton Act. By providing 
that in an injunctive proceeding brought by the Federal Trade Com- 
mission, the court shall have power to make such order as may be 
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deemed just, it is made clear that the courts in acting upon a petition 
by the Commission for a stay will be guided by precisely the same 
considerations which obtain in a similar proceeding brought by the 
Attorney General under section 15. 

If a preliminary injunction should be granted by the court, the 
Federal Trade Commission is required to proceed as soon as may be 
to a hearing and determination of the case. However, the court will 
retain jurisdiction to issue such further orders as may be appropriate 
at various stages of the Commission’s administrative procedure. 
Thus, should the Commission be dilatory in the issuance of a com- 
plaint or in the determination of the case, the corporate parties could 
file a motion with the court at any time for an order vacating any 
preliminary injunction or restraining order or for such other action 
as the court in its discretion may deem necessary in the circumstances. 

In addition to a broad exemption for proposed mergers and acquisi- 
tions where the combined capital, surplus, and undivided profits of the 
acquiring and acquired corporations are $10 million or less, the bill 
exempts from notification and waiting requirements a number of 
specific types of transactions that are not likely to have substantial 
antitrust significance, or that need not be reported in the interest of 
effective enforcement of section 7. These exemptions are set forth in 
15 subparagraphs of section 1 of the bill. 

Subparagraph (1) exempts any acquisition by a corporation of 10 
percent or less of the voting rights of another corporation. The 10 

ercent figure includes stock currently acquired plus that already 
held by the acquiring corporation. Thus, where a corporation owns 
5 percent of the voting stock of another and then purchases an addi- 
tional 6 percent of the latter’s voting stock, the transaction would not 
be excluded from the notification and waiting requirements since the 
acquisition would give the acquiring concern more than 10 percent of 
the voting rights in the acquired. 

Subparagraph (2) excludes from notice and waiting requirements 
any acquisition of stock, in a single transaction or series of related 
transactions, where the fair market value of the consideration paid for 
such stock by the acquiring corporation is $2 million or less. This 
exemption seeks to insure exclusion of routine, de minimis stock 
acquisitions. 

Subparagraph (3) exempts any acquisition of stock which does not 
increase, directly or indirectly, the acquiring corporation’s share of 
voting rights in another corporation. For instance, if corporation A 
owned 25 percent of the voting stock of corporation B and then ac- 
quired nonvoting preferred stock in B for $4 million, the transaction 
would be exempt. However, if, in the same situation, A purchased 
preferred stock in B for $4 million which stock could be converted 
into voting stock, the transaction would not be exempt by this pro- 
vision since A’s share of voting rights in B would be indirectly in- 
creased. Moreover, the exemption excludes transactions such as the 
receipt of stock dividends, certain assertions of preemptive rights, as 
well as purchase by a corporation of any of its own outstanding stock. 

Subparagraph (4) excludes any acquisition in a single transaction 
or series of related transactions, by one corporation of assets of 
another corporation if the fair market value of the consideration paid 
for such assets is $2 million or less. The amount of consideration 
paid by the acquiring corporation for any assets comprising stock in 
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trade is excluded in computing the $2 million limitation. This means 
that any acquisition of assets comprising stock in trade, regardless of 
the amount involved, is exempted. On the other hand, asset ac- 
quisitions not consisting of stock in trade are exempted only if they 
are in the amount of $2 million or less. To illustrate, if a corporation 
should purchase $3 million in assets from another concern and $1\% 
million of those assets were to constitute stock in trade, the trans- 
action would be exempted under this provision since the assets not 
comprising stock in trade would be less than $2 million. 

The term “stock in trade’’ covers supplies and materials which the 
transferring corporation sells in the ordinary course of its business. 
It includes the sale of locomotives by a locomotive manufacturer to a 
railroad company; the sale of ships by a shipbuilding concern to a 
shipping line; and the sale of aircraft by a manufacturer to an airline. 
It is immaterial whether the equipment is manufactured to 
specification. 

Subparagraph (5) exempts the acquisition by any corporation of 
bonds or other obligations without voting rights of any other cor- 
poration. It also exempts the acquisition of securities issued by the 
United States, or by any State, Territory, or insular possession 
thereof, or by any political subdivision, public agency or instru- 
mentality of the foregoing. Excluded by this provision would be 
countless transfers of bonded indebtedness which do not involve 
acquisition of voting rights. 

Subparagraph (6) affects three types of transactions. First, it 
exempts any acquisition of real property, primarily for office space or 
nontransient residential use. 

Second, the provision excludes any acquisition of an interest in 
land primarily for the purpose of constructing plants or other facilities 
for use in the conduct of business. This provision is designed to 
remove from advance notification any purchase of land which is to 
be used by the purchasing corporation for the building of facilities 
essential to the operation of its business. 

Finally, any acquisition of vacant industrial property is exempted; 

Subparagraph (7) pertains to corporations engaged in mineral, 
mining, or timberland operations. Such companies constantly acquire 
properties to hold in reserve for future operations. In some instances 
the corporation will, in the ordinary course of business, obtain an 
interest in such property by acquiring stock or other share capital 
in the corporation which owns the property. In other instances it 
will purchase the property directly from the owner, or acquire a lease 
in the property. In this context the bill exempts any acquisition of 
(1) stock or other share capital of a corporation, 75 percent or more 
of the market value of the assets of which consist of undeveloped or 
partially developed mineral, mining, or timberland properties, or (2) 
the whole or any part of such undeveloped or aeliy developed 
mineral, mining, or timberland properties. 

The term “mineral’’ includes oil, gas, and coal properties. The 
phrase ‘“‘partially dexeapes mineral, mining or timberland properties” 
includes properties which have been exploited to a limited extent, but 


which are not being operated as business properties at the time they 
are acquired. For instance, it is common in the mining industry for 
@ mine to be operated for a time and then shut down. The acquisition 
by a corporation of a shutdown mine for the purpose of increasing 
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its reserves would be considered partially developed mining property 
and, therefore, would be exempted from the reporting requirements 
of the bill. Also in the category of partially developed mining prop- 
erty would be a situation where the discoverer of a new mineral deposit 
produces only a limited amount of mineral to determine the size, 
nature and scope of the mineral property. On the other hand, if a 
mine were acquired while it was producing ore on a commercial scale, 
the transaction would not be exempt. 

Subparagraph (8) covers acquisitions from governmental agencies. 
It excludes from the notification and waiting period requirements 
any acquisition by a corporation from the Government of the United 
States, or from the government of any State, Territory, or insular 
possession thereof, or from any political subdivision or public agency 
or instrumentality of one or more of the foregoing. This provision 
would insure that premerger notification would in no way conflict 
with notification and clearance procedures Congress has specified for 
disposal of particular Government property. Each separate disposal 
aos not this general premerger notification provision, would 
control. 

Subparagraph (9) has two purposes. The first is designed to exempt 
ordinary investments by any bank, banking association, trust com- 
pany or insurance company. Specifically, it exempts acquisitions of 
assets, other than voting oe capital, by such companies which are 
solely for the purpose of investment. For example, the acquisition of 
property, solely for investment, under a purchase and lease-back 
arrangement would be exempt. As a further example, this provision 
would exempt asset acquisitions pursuant to the exercise of remedies 
provided in a security instrument in the event of default, such as the 
remedies of foreclosure or power of sale as authorized by the laws of 
the various States. 

The second purpose of subparagraph (9) is to exempt bank mergers 
accomplished by asset acquisitions. Since neither the Attorney Gen- 
eral nor the Federal Reserve Board is given authority by this bill to 
proceed against such transactions under section 7, enforcement of the 
section would not be effectuated by having these agencies notified in 
advance of such transactions. 

Subparagraph (10) is aimed at excluding transactions between a 
parent corporation and subsidiary, as well as between two subsidiaries 
with a common parent. Thus, if a corporation owning more than 
50 percent of the outstanding voting stock of a subsidiary corporation, 
acquires additional stock or assets from the subsidiary, such trans- 
action would be exempted. Moreover, if more than 50 percent of the 
outstanding voting stock of 2 corporations is owned, directly or 
indirectly, by a single parent corporation, stock or asset acquisitions 
as between the subsidiaries Would be exempt. Finally, the provision 
exempts stock or asset acquisitions by subsidiary corporation from 
the parent corporation where the parent owns more than 50 percent 
of the outstanding voting stock of the subsidiary. 

Subparagraph (11) exempts any acquisition of stock or assets 
pursuant to judicially or Government-agency supervised reorganiza- 
tions or dissolutions. 

: Spbpersgreph (12) exempts any acquisition, solely ~ po of 
investment, of stock or assets by any corporation engaged wholly in 
religious, educational, or chariteble activities, 
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Subparagraph (13) exempts transactions which involve the trans- 
fers of title to stock, other share capital, or assets by one corporation 
to another solely for collateral, underwriting, or security purposes. 
Thus, the provision exempts a transaction where an underwriter, 
dealer, or broker acquires title to stock in connection with the market- 
ing of such securities; or a transaction where a corporation acquires 
title to assets of another corporation only as security for a loan. 

Subparagraph (14) pertains to acquisition by American corporations 
of the stock or assets of foreign corporations. If a foreign corporation 
does not transact business in the United States and has no stock or 
share interest in a corporation transacting business in the United 
States, acquisition of its stock or assets would be exempted. Con- 
versely, if the foreign corporation transacts business and has a per- 
manent establishment in this country, acquisition of its stock or 
assets would be subject to the requirements of this measure. Simi- 
larly, if a foreign corporation owns any stock in a concern transacting 
business in the United States, the provisions of the bill would be 
applicable. 

Finally, subparagraph (15) exempts any merger or acquisition where 
a Federal regulatory agency is required to approve the transaction 
before it can become lawful and where such approval immunizes the 
transaction from section 7. However, it is incumbent upon the ap- 
propriate regulatory body promptly to notify the Attorney General of 
any application or request for such approval. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the House of Repre- 
sentatives, there is printed below in roman existing law in which no 
new change is proposed, the matter proposed to be stricken out is 
enclosed in black brackets, and new matter proposed to be added is 
shown in italic: 


Sections 7 AND 15 or aN Act Approvep OcToper 15, 1914, as 
AmenpDeED (15 U. S. C. 18 anp 25) 


Sec. 7. [That no corporation engaged in commerce shall acquire, 
directly or indirectly, the whole or any part of the stock or other 
share capital and no corporation subject to the jurisdiction of the 
Federal Trade Commission shall acquire the whole or any part of the 
assets of another corporation engaged also in commerce, where in any 
line of commerce in any section of the country, the effect of such 
acquisition may be substantially to lessen competition, or to tend to 
create a monopoly. 

[No corporation shall acquire, directly or indirectly, the whole or 
any part of the stock or other share capital and no corporation sub- 
ject to the jurisdiction of the Federal Trade Commission shall ac- 
quire, directly or indirectly, the whole or any part of the assets of one 
or more corporations engaged in commerce, where in any line of com- 
merce in any section of the country, the effect of such acquisition, of 
such stocks or assets, or of the use of such stock by the voting or 
granting of proxies or otherwise, may be substantially to lessen com- 
petition, or to tend to create a monopoly. 

[This section shall not apply to corporations purchasing stock 
solely for investment and not. using the same by voting or otherwise 
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to bring about, or in attempting to bring about, the substantial 
lessening of competition. Nor shall anything contained in this sec- 
tion prevent a corporation engaged in commerce from causing the 
formation of subsidiary corporations for the actual carrying on of 
their immediate lawful business, or the natural and legitimate branches 
or extensions thereof, or from owning and holding all or a part of the 
stock of such subsidiary corporations, when the effect of such forma- 
tion is not substantially to lessen competition. ] 

No corporation shall acquire, directly or indirectly, the whole or any 
part of the stock or other share capital and no corporation subject to the 
qurisdiction of the Federal Trade Commission shall acquire, directly or 
indirectly, the whole or any part of the assets of one or more corporations 
engaged in commerce, where in any line of commerce in any section of 
the country the effect of such acquisition of such stock or assets, or of the 
use of such stock by the voting or granting of proxies or otherwise, may be 
substantially to lessen competition or to tend to create a monopoly. 

No corporation subject to the provisions of this Act shall acquire, 
directly or indirectly, the whole or any part of the stock, other share capital 
or assets of one or more corporations engaged in commerce, where the 
combined capital, surplus, and undivided profits of the acquiring and the 
acquired corporations are in excess of a book value of $10,000,000, until 
sixty days after delivery to the Commission or Board vested with jurisdic- 
tion under the first paragraph of section 11 of this Act and to the Attorney 
General of notice of the proposed acquisition. This notice shall include, 
separately as to the acquiring and acquired corporations: (1) the name and 
address; (2) the nature of business and products or services sold or dis- 
tributed; (3) net sales for the last accounting year; (4) copy of last annual 
report and balance sheet; and (5) location of plants and trading area in 
which each product or service is sold. The parties shall furnish within 
twenty-five days after request therefor, such additional relevant informa- 
tion within their knowledge or control as may be requested within twenty- 
five days afier delivery of notice of the proposed acquisition by the Com- 
mission or Board vested with gurisdiction under section 11 of this Act or 
by the Attorney General: Provided, That wpon request of the parties the 
Commission or Board or Attorney General may extend the time for 
furnishing such additional relevant information. If any party to an 
acquisition which has been consummated, has willfully failed to give the 
required notice or to furnish the required information, such party shall be 
subject to a penalty of not less than $5,000 or more than $50,000, which 
may be recovered in a civil action brought by the Attorney General. No 
other person shall be entitled to sue either party to the acquisition for 
failure under this paragraph to give notice or to furnish the required 
information and such penalty shall be the sole remedy for willful failure 
to give notice or to furnish the required information. Any officer or 
employee of the Commission or Board vested with jurisdiction under 
section 11 of this Act or of the Department of Justice, who shall make 
public any anformation furnished to the Commission or Board or Attorney 
General pursuant to the provisions of this paragraph, without the authority 
of the Commission or Board or Attorney General, unless directed by a 
court, or unless such information has already been made public, shall be 
deemed guilty of a misdemeanor and upon conviction thereof, shall be 
punished by a fine not exceeding $5,000 or by imprisonment not exceeding 
one year, or both. Failure the Federal Trade Commission, the 
Attorney General or other appropriate agency io request additional 
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relevant information pursuant to this paragraph or to interpose objection 
to such acquisition unthin the sizty-day period shall not bar the institution 
at any time of any action or proceeding with respect to such acquisition 
under any provision of law. The Commission or Board vested with 
jurisdiction under section 11 of this Act, after consultation with and upon 
approval of the Attorney General, shall establish procedures for the waiver 
by the appropriate Commission or Board and Attorney General and 
such Commission or Board and the Attorney General shall waive all or 
part of the waiting requirements in appropriate cases and in categories 
of cases where a waiting period is deemed unnecessary to effectuate 
enforcement of this section of this Act: Provided, however, That such 
procedures may be amended from time to time as the Commission or 
Board, upon the approval of the Attorney General, considers appropriate. 

The notification and waiting period provisions of the preceding para- 
graph shall not apply to the following: 

(1) Any acquisition of stock when the stock acquired or held does not 
exceed 10 per centum of the voting rights, as represented by the voting 
stock or other voting share capital, of the corporation in which the stock 
ww acquired; 

(2) Any acquisition of stock in a single transaction or series of related 
transactions, unless the fair market value of the consideration paid for 
such stock in such transaction or transactions exceeds $2,000,000; 

(3) Any acquisition of stock which does not increase, directly or 
indirectly, the acquiring corporation’s share of voting rights in any 
other corporation; 

(4) Any acquisition, in a single transaction or series of related trans- 
actions, by one corporation of assets of any other corporation if the fair 
market value of the consideration paid for such assets in such transaction 
or transactions (after deducting the portion thereof comprising stock in 
trade used in the ordinary course of the transferring corporation’s busi- 
ness, and transferred by such acquisition) does not exceed $2,000,000; 

(6) Acquisition by any corporation of bonds or other obligations with- 
out voting rights of any other corporation, securities issued by the United 
States, or by any State, Territory, or insular possession thereof, or by any 
political subdivision or public agency or instrumentality of one or more 
of any of the foregoing; 

(6) Any acquisition of real property, primarily for office space or 
nontransient residential use; any acquisition of an interest in land pri- 
marily for the purpose of constructing plants or other facilities for use in 
the conduct of business; or any acquisition of vacant vndustrial property; 

(7) Any acquisition of (i) stock or other share capital of a corporation, 
75 per centum or more of the market value of the assets of which consist of 
undeveloped or partially developed mineral, mining, or timberland 
properties, or (ii) the whole or any part of such undeveloped or partially 
developed mineral, mining, or timberland properties; 

(8) Any acquisition by any corporation from the Government of the 
United States, or from the Government of any State, Territory, or insular 
possession thereof, or from any political subdivision or public agency or 
enstrumentality of one or more of any of the foregoing; 

(9) Acquisition, solely for the purpose of investment, of assets, other 
than voting stock or other voting hat capital, by any bank, banking as- 


sociation, trust company, or insurance company, in the ordinary course 
of its business; acquisition by any bank, banking association, or trust 
company of the assets of another bank, banking association, or trust 
company; 
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(10) Acquisition of stock, other share capital, or assets of any corpora- 
tion, if the acquiring corporation, prior to such acquisition, owned, di- 
rectly or indirectly, more than 50 per centum of the outstanding voting 
stock of the corporation whose stock, other share capital, or assets are 
acquired, or if more than 50 per centum of the outstanding voting stock 
of the acquiring corporation is owned, directly or indirectly, by a corpo- 
ration which, prior to such acquisition, owned, directly or indirectly, 
more than 50 per centum of the outstanding voting stock of the corpora- 
tion whose stock, other share capital, or assets are acquired, or if more 
than 50 per centum of the outstanding voting stock of the acquiring cor- 
poration is owned, directly or indirectly, by the corporation from which 
the stock, other share capital, or assets are acquired; 

(11) Any acquisition of stock, other share capital, or assets pursuant to 
gudicially or government-agency supervised reorganizations or dis- 
solutions; 

(12) Any acquisitions of stock, other share capital, or assets, solely for 
the purpose of unvestment, by any corporation engaged wholly in religious, 
educational, or charitable activities; 

(18) Any acquisition of stock, other share capital, or assets by any 
corporation in connection with financing, refinancing, borrowing, or 
underwriting transactions where title to such stock, other share capital, or 
assets is acquired solely for collateral, underwriting, or security purposes; 

(14) Any acquisition of stock, other share capital, or assets of any 
foreign corporation unless such rem. corporation: (1) transacts 
business in the United States, its Territories, or possessions, and has a 
permanent establishment in the United States, its Territories, or posses- 
sions; or (2) has a stock or other share interest in a corporation which 
transacts business in the United States, its Territories, or possessions; 

(15) Any acquisition of stock or assets which, under any specific 

rovision of law, requires the approval im advance of a commission or 

oard or other agency of the United States, and when so approved is 
exempt under any specific provision of law from the provisions of this 
section: Provided, however, That any commission, board, or agency of 
the United States which is authorized by law to approve the acquisition 
by one corporation of the stock or assets of another corporation where 
by virtue of such approval such acquisition is exempted from the provisions 
of this section shall promptly notify the Attorney General of any applica- 
tion or request for such approval. 

Except for the provisions of the two preceding paragraphs this section 
shall not apply to corporations purchasing seal solely for investment 
and not using the same by voting or otherwise to bring about, or in at- 
tempting to bring about, the substantial lessening of competition. Nor 
shall anything contained in this section prevent a corporation engaged in 
commerce from causing the formation of subsidiary corporations for the 
actual carrying on of their immediate lawful business, or the natural and 
legitimate branches or extensions thereof, or from owning and holding all 
or a part of the stock of such subsidiary corporations, when the effect of 
such formation is not substantially to lessen competition. 

The second and third paragraphs of section 1 of this Act shall take 
effect one hundred and twenty days after their enactment. The procedures 
Sor the waiver by the appropriate commission or board and the Attorney 
General of all or part of the waiting requirements in appropriate cases 
and categories of cases required by the second enial of section 1 of 
this Act shall be established within one hundred and twenty days after 
enactment of this Act. 
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Nothing contained in the first and second paragraphs of section 1 of 
this Act shall be held to affect or impair any right heretofore legally 
acquired: Provided, That nothing in this section shall be held or construed 
to authorize or make lawful anything heretofore prohibited or made 
illegal by the antitrust laws, nor to exempt any person from the penal 
provisions thereof of the civil remedies therein provided. 

Sec. 15. That the several district courts of the United States are 
hereby vested with jurisdiction to prevent and restrain violations of 
this Act, and it shall be the duty of the several district attorneys of 
the United States, in their respective districts, under the direction of 
the Attorney General, to institute proceedings in equity to prevent 
and restrain such violations. Such proceedings may be by way of 
petition setting forth the case and praying that such violation shall 
be enjoined or otherwise prohibited. When the parties complained 
of shall have been duly notified of such petition, the court shall 
proceed, as soon as may be, to the hearing and determination of the 
case; and pending such petition, and before final decree, the court 
may at any time make such temporary restraining order or prohibi- 
tion as shall be deemed just in the premises. Whenever it shall 
appear to the court before which any such proceeding may be pending 
that the ends of justice require that other parties should be brought 
before the court, the court may cause them to be summoned, whether 
they reside in the district in which the court is held or not, and sub- 
= ” that end may be served in any district by the marshal 
thereo 

Whenever the Federal Trade Commission has reason to believe— 

(1) that any corporation subject to its jurisdiction 1s acquiring 
or has acquired stock or assets of another corporation in violation 
of the provisions of section 7 of this Act; and 

(2) that the enjoining of such acquisition or the maintenance 
of the status quo after acquisition pending the issuance of a com- 
plaint or the completion of proceedings pursuant to a complaint 
by the Commission under this section oe until such complaint is 
dismissed by the Commission or set aside by the court on review, 
would be to the interest of the public, 

the Commission, by any of us atiorneys designated by it for such pur- 
pose, may bring suit in a district court of the United States to prevent 
and restrain violation of section 7 of this Act or to require maintenance 
of the status quo. Any such suit may be brought wn any district in 
which the acquiring or the acquired corporation resides or transacts 
business. Such proceedings may be by way of petition setting forth the 
case and praying that such violation shall be enjoined or otherwise pro- 
hibited, and the court may make such temporary restraining order or 
prohibition as shall be deemed just in the premises. In any case where 
anjunction or restraining order is granted under this paragraph, the 
Federal Trade Commission shall proceed as soon as may be to the 
issuance of the complaint and to the hearing and determination of the 
case. 


O 
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SCHOOL CONSTRUCTION ASSISTANCE ACT OF 1957 


May 28, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 


Mr. Barpen, from the Committee on Education and Labor, submitted 
the following 


REPORT 


[To accompany H. R. 1] 


The Committee on Education and Labor, to whom was referred the 
bill (H. R. 1) to authorize Federal assistance to the States and local 
communities in financing an expanded program of school construction 
so as to eliminate the cational shortage of classrooms, having con- 
sidered the same, report favorably thereon with an amendment and 
recommend that the bill as amended do pass. 

The amendment is as follows: 

Strike out all after the enacting clause and insert the lan are 
agreed upon by the committee as printed in italics in the Crierted tel 4 


EXPLANATION OF AMENDMENT 


The amended bill retains many of the features of H. R. 1 as origi- 
ay introduced as well as many of the features of H. R. 3976 and 
. kh. 3986. 


BacKGROUND oF LEGISLATION 


The shortage of classrooms in our Nation has been a concern of the 
Committee on Education and Labor since the end of World War II. 
During the depression years few schools were built. During the war 
years even fewer schools were built on account of the shortage of 
materials. These facts, coupled with an increasing birthrate, create 
. serious classroom problem in practically every community in the 

ation. 

The interest and concern on the part of Congress was reflected in the 
enactment of Public. Law 815 in the 81st Congress, which was serene 
to assist local school districts to meet their classroom shortage problem 
insofar as that problem was aggravated by the loss of State and local 


1 
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tax revenue by Federal programs and activities in or near the local 
school districts. 

During the 82d Congress a subcommittee of this committee gave 
further study to the problem and recommended that the type of 
program provided for such impacted areas be expanded to assist other 
distressed local school districts in financing needed school construction. 
In the 83d Congress another subcommittee of this committee con- 
ducted extensive hearings in an effort to determine the extent of the 
need for additional classrooms at that time. 

This subcommittee unanimously recommended on December 2, 
1954, that “legislation be enacted providing for Federal payments to 
enable the States and local communities to expand their school- 
construction programs.” In its report the subcommittee found that 


the hearings held by the subcommittee have demonstrated 
that the national interest requires that the Federal Govern- 
ment join with State and local governments in solving this 
pressing problem. 


On February 8, 1955, the President sent a message to the 84th 
Congress in which he pointed out the problem with respect to the 
classroom shortage then existing in the United States and recom- 
mended that the Congress enact legislation authorizing the Federal 
Government to assist in the financing of school construction in several 
ways without interference with the responsibility in State and local 
school systems. After extensive hearings the Committee on Edu- 
cation and Labor reported H. R. 7535 to the House of Representatives. 
It was defeated on July 5, 1956, by a vote of 224 to 194, 


85TH CONGRESS 


At the beginning of the first session a number of bills were intro- 
duced and referred to the Committee on Education and Labor. 
Hearings were conducted by the General Education Subcommittee 
consisting of the following members: Hon. Cleveland M. Bailey, 
chairman; Hon. Augustine B. Kelley, Hon. Lee Metcalf, Hon. Stewart 
L. Udall, Hon. Ralph W. Gwinn, Hon. Peter Frelinghuysen, Jr., 
and Hon. Harry G. Haskell, Jr. 

On January 28, 1957, the President again sent a message to the 
Congress in which he once more asked for quick action upon the 
classroom shortage problem. He proposed legislation which would 
allow the Federal Government to assist in the financing of school 
construction in several ways and would not interfere with the respon- 
sibility of State and local school systems. 

On February 4, 1957, the General Education Subcommittee started 
hearings which continued through March 14. The record was kept 
open through March 23 for the inclusion of statements, letters, charts, 
and supplemental material. The published hearings are contained in 
3 volumes of 1,301 pages which include testimony or statements of 
nearly 400 individuals or organizations. 

There was considerable testimony that States and local school 
agencies are making a splendid effort to construct classroom facilities 
at a rate sufficiently rapid to keep abreast of enrollment increases 
and to some extent reduce the backlog. 

Conflicting testimony was presented regarding the extent of the 
classroom shortage. It was concluded that it is probably impossible 
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to obtain an absolutely accurate figure as to the number of classrooms 
needed throughout the Nation. However, a majority of the full 
committee believes that the estimates made by the various State 
school agencies and issued by the United States Office of Education 
are as accurate as any that may be obtained. A majority of the 
committee believes that pockets of need exist in virtually every State. 

The Office of Education has compiled a statistical table (circular 490) 
based on the data submitted to it by the various State school agencies. 
A summary of that information indicates that at the beginning of the 
1956-57 school year a total of 159,000 additional instruction rooms 
were needed. Estimates submitted by the appropriate State officials 
indicate that 69,200 instruction rooms were scheduled to be completed 
during the 1956-57 school year. 

The effort on the part of State and local school agencies, as reflected 
by the statistics, indicates there has been no diminution in effort as 
compared to the past, but that it falls short of meeting the require- 
ments resulting from excess enrollment for the 1956-57 school year 
and the replacement of inadequate or obsolete facilities. 

H. R. 1 is the result of this testimony and information. It is 
designed to provide a method whereby the Federal Government can 
join with the States in meeting the classroom shortage problem. It 
was the intention of the majority that there be no Federal interference 
in the direction of the Nation’s educational system. 


ALTERNATIVE PRoGRAMS PROVIDED 


Local school districts, of which there are more than 50,000 in the 
country, finance new school construction in several ways. Some get 
loans from State sources to supplement local funds., Some rent schools 
from State school-construction authorities. Most districts borrow 
funds by issuing bonds. 

They operate under widely varying laws which in many cases may 
make it difficult to finance school construction. As of last year, there 
are constitutional debt limits in 26 States and statutory limitations in 
21 others beyond which a local school district may not issue bonds. 
There are tax rate limitations in 16 States. These well-known 
difficulties are often aggravated by underassessment of property and 
varying types of local school districts. For example, in some cities 
children attend schools in districts with low property values while 
adjacent industrial districts with high property value may not be 
taxed to finance school construction costs. 

The most common method of school financing by issuing bonds is an 
involved process. The cost of the building must be estimated, plans 
may have to be cleared with some State authorities, and approval by 
the voters obtained. Thereafter the bonds must be sold. Sometimes 
bonds from certain districts cannot be sold at an interest rate which is 
considered reasonable for such securities. 

The financing of school construction has many facets. There is 
no one method which can meet the different problems involved. 

Therefore, H. R. 1, as amended, is designed to provide alternative 
programs for the solution of these different problems by authorizing— 

(1) Payments to State educational agencies for assistance on 
a grant basis to local school districts where this type of assistance 
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can be most cfeckvedy utilized as determined by a priority 
system established by the State; 

(2) Purchases by the Federal Government of bonds issued by 
school districts which are capable of financing their own school 
construction, but cannot obtain financing from ordinary sources 
on reasonable terms; and 

(3) Credit assistance to State school-financing agencies to 
provide schools and related facilities in those States where such 
agencies exist or may be created. 


PAYMENTs TO State EpucaTIoNaAL AGENCIES 


Title I of H. R. 1, as amended, authorizes an annual appropriation 
of $300 million for 5 consecutive years beginning July 1, 1957. One- 
half of the funds appropriated are to be allotted among the States on 
the basis of school-age population between the ages of 5 and 17, 
inclusive. The remaining half of the funds appropriated are to be 
allotted among the States on the basis of relative State income per 
child of school age and school-age population. The precise formula 
to be used by the Commissioner of Education results in the least 
prosperous States receiving twice as much per child of school age as 
the most prosperous States. 


EFFORT INDEX 


The allotment to which each State is eligible may be modified where 
the State falls below the national average both in the proportion of its 
income spent for public education and the amount spent per public 
schoolchild. The total amount of such reductions in State allot- 
ments is to be reallotted proportionately among the other States. 


ALLOTMENT TO STATES 


The allotments to the States under the provisions of the bill with- 
ee Te the effect of the effort index are shown in the following 
table: 








SCHOOL CONSTRUCTION ASSISTANCE ACT OF 1957 5 


H. R. 1, as Ammnpgp, Scpoot Construction Assistance Act or 1957 


Allotment of $150,000.000 to States on basis of school-age population plus 
$150,000, 000 on an equalization basis 









Allotment of $150,000,000 | Allotment of 

























000, 
tentative 
ederal 
allotment 
Region and State (before 
7 
of effort 
index) 
(sum of co! 
2 and 3) 
(4) 
Thousands Thousands 
piitimctinamtininn teil ipeiyninastinengioinnntitaiedgeiimnsiailetelll $150, 000 $300, 000 
1, 798 703 2, 496 
842 1,027 1, 869 
3, 965 2, 832 6, 797 
480 516 996 
4, 254 2, 061 6, 315 
12, 297 5, 901 18, 198 
9, 415 8, 196 17, 611 
667 502 1, 169 
362 470 832 
7, 593 4, 405 11, 998 
3, 835 3, 536 7, 871 
2, 408 2, 645 5, 053 
1, 781 1, 794 3, 575 
6, 397 5, 201 11, 598 
2, 887 3, 213 6, 100 
3, 440 3, 221 6, 661 
1, 208 1, 294 2, 502 
647 957 1, 604 
7, 589 5, 839 13, 428 
647 885 1, 532 
3, 3, 300 6, 578 
3, 363 5, 347 8, 710 
1, 993 3, 209 5, 202 
313 139 452 
2, 859 3, 085 5, 044 
3, 839 5, 667 9, 506 
3, 119 4, 607 7, 726 
3, 034 4, 358 7, 392 
2, 326 1,943 4, 269 
2,440 4, 223 6, 663 
4, 567 6, 974 11, S41 
2, 143 2, 803 4,946 
2, 627 4, 232 6, 859 
3, 440 5, 087 8, 527 
8, 243 9, 929 18, 172 
3, 453 4, 305 7, 758 
2, 155 3, 184 5, 339 
602 662 1, 264 
952 1, 169 2,121 
10, 330 5, 468 15, 798 
1,354 1, 345 2, 699 
634 844 1,478 
598 636 1, 234 
175 73 248 
870 1, 252 2, 122 
1, 460 1,371 2, 831 
813 1, 086 1, 899 
2, 249 1, 853 4, 102 
Outl s of the U ted St Yo = mene ” re = 
‘u earls of t ni tates: 
itn 146 241 387 
26 4h 70 
57 94 151 
8, 176 5, 237 8, 413 
Territory er WEIGEL... .eccacceccossecséacuoedsaaansealee 529 581 1,110 
Ween SN 601.5 00b6sndnsctenindatinediedaaietieadial 37 60 97 
Sources: Basic data on school-age population, from Bureau of the Census ees of Commerce, 
Basic data on State income, from Office of Business Economics, Department of Commerce, 
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Strats PLans 


To participate in this program a State is required to submit to the 
United States Commissioner of Education a State plan setting forth 
a program under which the grants will be distributed. Among other 
things, such as adequate reporting and accounting controls and pro- 
cedures, a State plan must set forth principles for determining the 
priority of projects within the State for assistance under this title 
which will assure that first priority will be given to local school dis- 
tricts that are making an effort commensurate with their economic 
resources and are unable to finance the full costs of needed facilities, 
taking into consideration the financial resources, the efforts being 
made to meet needs on a local basis, and the urgency of their needs 
for school facilities. 

These State plans are made by the States; they are their own plans 
and cannot be finally disapproved by the United States Commissioner 
of Education without affording the State an opportunity for a hearing. 


PAYMENTS TO STATES 


Payments under this title are made to the States in an amount not 
to exceed one-half of the total costs of constructing the projects to be 
assisted during the first 2 years of the program. The bill is designed 
to permit the extent of Federal participation to vary with the need of 
particular school districts. For example, it is intended some of the 
projects receiving Federal assistance under this title within a State 
may receive as much as 80, 90, or conceivably even 100 percent of 
Federal money and others receive as low as 10, 15, or 20 percent. 
The only requirement is that the Federal Government shall not pay 
more than 50 percent of the total costs of constructing all of the 
projects receiving Federal assistance within the State. 

This means that Federal grants are matched in the aggregate dollar 
for dollar by State and/or local funds on a statewide basis during the 
first 2 fiscal years of the program. During the remaining 3 years of 
the Federal program, the dollar-for-dollar matching must come from 
State funds only. 

The bill provides that if any State is dissatisfied with any final action 
by the Commissioner of Education the State may appeal to the United 
reves cent court for the district in which the capital of the State is 
ocated. 

It also provides that in order to receive grant payments a State must 
provide assurances that the school construction shall be subject to the 
provisions of the Davis-Bacon Act. 


PurcHaAss oF Osiications or ScHoout Districts 


Title IT of the bill establishes a second alternative method to assist 
communities to provide the school rooms. It authorizes the Commis- 
sioner of Education to purchase school bonds of local communities 
which are capable of financing their own school construction, but 
which cannot obtain such financing from other sources on reasonable 
terms. 

Many of the districts to which this may be of value are districts 
with unexplored credit standings or small districts with low assessed 
valuations. Others are areas where a sudden expansion of population 
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has resulted in an increase in the public expenditures and debt more 
rapid than the increase in assessed valuation. Others may be subject 
financial uncertainties created by shifts in population or local industry. 

Title II enables the Federal Government to help these communities 
finance their own school construction. Under it, the districts which 
qualify will be able to sell their bonds at reasonable rates to the 
Federal Government. 

Appropriations aggregating $750 million would be authorized for 
the 5 fiscal years ending June 30, 1962. The obligations purchased 
will bear interest at the current rate for long-term Federal obligations 
(maturities of 15 years or more) plus one-half of 1 percent. 

To be eligible for Federal purchase of obligations the State educa- 
tional agency must certify that a community after a public offering 
is unable to market its obligations on reasonable terms and at the 
interest rate applicable under this title. It will also have to show 
that the bonds were legally issued and that the classrooms to be 
constructed are for current and reasonably anticipated enrollments 
and are consistent with applicable State laws. 

The total of the obligations of local educational agencies in any one 
State which the Commissioner could purchase would be limited 
through use of an allocation formula based on school-age population. 


FrepEerRAL Crepit AssISTANCE TO STATE ScHoo.t-BuILDING AGENCIES 


Title II] of the bill enables the Federal Government to assist States 
desiring to do so to issue and market obligations to finance the con- 
struction of public elementary and secondary school facilities for use 
by local educational agencies. 

The basic purpose of this title is to improve the marketability of 
obligations issued by State school-financing agencies. Lower rates of 
interest on these obligations would result in a saving for the local 
school districts who use the school buildings constructed under pro- 
grams of this kind. It establishes a program for assistance to State 
school-financing agencies through sharing equally with the State in 
the cost of establishing and maintaining a reserve fund equal to 1 
year’s payment of principal and interest on the bonds issued by such 
agencies to build schools. 

Appropriations are authorized for 5 fiscal years beginning July 1, 
1957, not to exceed an aggregate of $150 million, in order to provide 
the initial Federal advances to the basic reserve funds of State school- 
financing agencies. If this were fully utilized the Federal Government 
could assist in the issuance of approximately $6 billion of State school- 
financing agency bonds. 

The bill authorizes the Commissioner, when necessary that there 
be additional payments to reserve funds in order to maintain the full 
Federal share of the basic reserve fund, to issue obligations to be 
purchased by the Secretary of the Treasury. The total amount of 
such obligations to be outstanding at any one time is limited to $10 
million. It is highly unlikely that this provision will be used to any 
great extent since few school districts will fail to pay for their school 
facilities. In order to support the pledge of the United States Gov- 
ernment to maintain in the reserve funds an amount equal to one-half 
of the annual debt service of the eae it is necessary to authorize 
appropriations not to exceed $10 million, plus interest, for this purpose. 
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This title is designed to assist those States, such as Georgia and 
Pennsylvania, which have State school-financing agencies, and to 
assist other States, such as New York, where such State school- 
financing agencies are contemplated. 

The role of the Federal Government is to advance to the State 
school-financing agency for each issue of its bonds one-half of a basic 
reserve fund equal to 1 year’s debt service on the bonds. The State 
will be required to advance an equal amount to the basic reserve fund. 
Should deficits occur and be paid out of this fund, the Federal Govern- 
ment will undertake to restore its half of this reserve to its initial level, 
up to a maximum of one-half the annual debt service, subject to the 
limitations in this title. 

Some of the classroom shortages are in many rapidly growing sub- 
urban areas. It is in the suburban areas that the population growth 
has been the fastest. Population in these areas grew between 1940 
and 1950 at a rate 2% times as great as the rate of growth for the 
United States. 

These areas can generally be expected to finance the cost of con- 
struction of their school buildings over a period of time. Their diffi- 
culties result from their inability to finance this construction now. 
Their potential resources are adequate; but, because of restrictive 
debt limits or because the need for schools, sewers, water, streets, 
and so forth has occurred simultaneously, or for all of these reasons 
many of these localities cannot now pay for all the necessary school 
construction. 

This program is principally designed to facilitate immediate con- 
struction oF achinele for localities such as these. It is keyed to the 
establishment of a State school-financing agency, coordinated with 
the State’s educational authorities, which will issue bonds to finance 
schools for local school districts. The school districts will pay annual 
rentals (or other payments for the use of the buildings) sufficient to 
cover the interest and principal on the bonds, make payments to a 
reserve fund, and pay the administrative costs of the State agency. 
Each district can thus have the use of the building through these 
rental or other payments over a period of years when it may not have 
title to such building. 


Uss or Oruer AGENCIES 


The Commissioner of Education is granted authority under terms of 
H. R. 1, as amended, to utilize the services and facilities of other agen- 
cies of the Federal Government and of any other public or nonprofit 
agency or institution. 


SECTION-BY-SECTION ANALYSIS 


H. R. 1 is reported with an amendment which strikes out everything 
after the enacting clause and inserts in lieu thereof a new text. The 
following sectional analysis is of the provisions of the committee 
amendment: 

SECTION 1. SHORT TITLE 


Section 1 of the bill provides that it may be cited as the School Con- 
struction Assistance Act of 1957. 
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SECTION 2. FINDINGS AND PURPOSE OF ACT 


Section 2 of the bill summarizes the conditions which have created a 
need for emergency Federal assistance in financing school construc- 
tion, and provides that the purpose of the bill is to authorize three 
alternative programs for furnishing this assistance: (1) Payments to 
State educational agencies, (2) purchases of local school bonds, and 
(3) credit assistance to State school-financing agencies. These three 
programs are authorized in titles I, II, and III of the bill. 


TITLE I—PAYMENTS TO STATE EDUCATIONAL AGENCIES 


SECTION 101. AUTHORIZATION OF APPROPRIATIONS 


Section 101 of the bill would authorize appropriations of up to $300 
million for each of the 5 fiscal years in the period beginning July 1, 
1957, for making payments to State educational agencies. 


SECTION 102, ALLOTMENTS TO STATES 


Subsection (a) provides that the funds appropriated in any year 
under this title shall be allotted among the States in two parts. One- 
half of the funds so appropriated would be apportioned under sub- 
section (b) on the basis of school-age population. The remainin 
one-half would be apportioned under subsection (c) on the basis o 
school-age population, as weighted by relative income per school-age 
child. The sum of these two amounts would be subject to adjust- 
ment, if necessary, under section 103 on account of the State’s school 
effort index, and that sum (so adjusted) for each State would be the 
State’s allotment for purposes of the title. 

The method of allotting the funds under subsections (b) and (c) each 
year would be as follows: The Commissioner of Education shall, from 
one-half of the appropriation for that year, apportion to each State 
an amount bearing the same ratio to such one-half as the State’s school- 
age population bears to the school-age population of all the States. 

e shall also apportion to each State an amount bearing the same 
ratio to one-half the appropriation for the year as the product of (1) the 
State’s school-age population, multiplied by (2) the State’s allotment 
ratio bears to the sum of the corresponding products for all the States. 

A State’s allotment ratio would vary according to the income per 
child of school age for the State as compared with the income per child 
of school age for the United States, with the ratio for the State at the 
national average being 0.55. The ratio for Hawaii and the District of 
Columbia would be set at 0.50, and for Alaska, Puerto Rico, Guam, 
American Samoa, and the Virgin Islands would be 0.75. 

The income per child of school age for any State would be the total 
personal income for the State divided by the number of school-age 
children in the State. The income per child of school age for the 
continental United States would be similarly computed. 

The allotment ratios for the first 3 years will be promulgated as 
soon as possible after enactment, and those for the last 2 years will be 
issued during the third quarter of 1959. In each case, they will be 
based on data averaged for the three most recent consecutive years 
for which satisfactory data from the Department of Commerce are 
available. 
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Allotments to a State under this title would be available for reserva- 
tion of funds for projects in the State until the end of the second 
fiscal year following the year for which the allotment is made. 


SECTION 103. STATE SCHOOL EFFORT INDEX 


It is provided in section 103 that the sum of the two amounts ap- 
portioned as provided in section 102 would be reduced by the percent- 
age (if any) that the State’s school-effort index was less than the na- 
tional index, and the total of the reductions would be reapportioned 
among the States not subject to such reductions by increasing the 
sum of the amounts originally apportioned to them for the year. 

A State’s school-effort index would be determined on the basis of 
the ratio of school expenditures per child in average daily attendance 
in public elementary and secondary schools to the State’s income per 
child of school age. The national index would be based on these 
figures for the continental United States (which excludes Alaska and 
the District of Columbia). 

The State index would be deemed equal to the national index in the 
case of (1) Alaska, Hawaii, Puerto Rico, the Virgin Islands, Guam, 
American Samoa, and the District of Columbia and (2) any State 
whose expenditures per child in average daily attendance in public 
elementary and secondary schools were not less than those for the 
continental United States. 

The school expenditures referred to above would include expendi- 
tures by States and subdivisions for elementary and secondary edu- 
cation made from current-revenue receipts derived from State and 
local sources as determined by the Commissioner of Education for the 
most recent school year for which satisfactory data from the States 
are available to him. The number of children in average daily attend- 
ance would be similarly determined. 

The income per child of school age for the States and the continental 
United States (mentioned above) would be determined on the basis 
of data for the most recent year for which satisfactory data are avail- 
able from the Department of Commerce. 


SECTION 104. STATE PLANS 


Payments under title I would be made to the State educational 
agency in each State. Section 104 provides that the State educational 
agency must use the funds so 0 to assist school-building projects 
in accordance with a plan established by the State. 

Subsection (a) sets forth certain standards to be followed by the 
States in establishing their State plans. The State plan would be 
administered by the State educational agency, which would determine 
which school projects in the State are to receive assistance under the 
plan. The plan must assure that first priority will be given to local 
educational agencies which, upon making an effort commensurate with 
their economic resources, are unable, solely because of lack of such 
resources, to finance from the resources available to them the full cost 
of needed schools. The priority system established under the plan 
must take into account the financial resources of the local educational 
agencies in the State, past and present efforts to meet their needs for 
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schools, and the urgency of their needs for schools. In addition, the 
plan must contain provisions for accounting and reports, establish- 
ment of standards for planning and constructing schools, and hearings 
for local educational agencies which apply for assistance under the 
plan. The Commissioner may modify or make inapplicable the pro- 
visions of the section to the extent he deems appropriate because of 
the special governmental and school organization of a State in which 
a State agency has exclusive responsibility for the financing of the 
construction of schools. 

Subsection (b) requires the Commissioner of Education to approve 
any plan which meets the standards described in the preceding 
paragraph. The Commissioner could disapprove a plan only after 
affording the State educational agency reasonable notice and oppor- 
tunity for hearing. Hearings under this section will be conducted in 
accordance with the requirements of the Administrative Procedure Act. 

Subsection (c) provides that if a State changes its approved State 
plan so that it no longer meets the required standards, or if there is a 
failure to comply substantially with any provision of an approved 
State plan, the Commissioner shall reserve no more funds for payment 
to the State, and shall make no further payments for any project 
directly affected by such failure, until compliance is achiotal or, if 
compliance is impossible, the Federal funds involved have been 
repaid or arrangements for repayment have been made. 


SECTION 105. PAYMENTS TO STATES 


Subsection (a) provides that payments under the title shall be made 
to a State, after its State plan has been approved, on the basis of 
statements furnished the Commissioner of Education by the State 
educational agency. Each such statement would set forth one or more 
construction projects and the estimated cost of each project. The 
statement would also set forth the amount of the Federal-State grant 
to be made by the State educational agency for the project and would 
contain a certification that State funds will be available to cover the 
State share of such grant. In lieu of this certification, it is provided 
(in subsec. (c)) that the Commissioner may accept a certification that 
an amount equivalent to the State share of the grant has been ar- 
ranged through provisions for State payments toward the debt service 
on the loan (if any) to help finance part of the construction of such 
project, provision for waiver of payments due the State or its agencies 
with respect to the project, or other provision which the Commissioner 
believes is equivalent to the State share. 

Subsection (b) provides that the Commissioner of Education shall 
issue a commitment for each such project, in the amount requested 
by the State educational agency, if the matching requirements of sec- 
tion 106 are met. Payment of this amount would be made upon 
certification by the State educational agency that the financing of the 
remainder of the cost of constructing the project had been arranged. 

Subsection (d) provides that if a project for which funds have been 
paid under the title is abandoned, or not completed within a reason- 
able time, the State shall repay to the United States the full amount 
of such funds, or such lesser amount as may be reasonable as de- 
termined by agreement or by court action. 
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SECTION 106. MATCHING OF FEDERAL GRANTS 


The Federal share of the Federal-State grant toward the cost of 
construction of projects in a State will be determined on a cumulative 
basis. Under the bill, the reservation of funds for a project after the 
second year (see below for discussion of special provisions applicable 
to the first and second years) plus the amounts reserved for earlier 
projects after the first year could not exceed one-half of the sum of the 
following: (1) the combined Federal-State grant toward the cost of 
construction of the project in question, plus (2) the total of these 
combined grants for the earlier projects. 

The ‘Federal share’’ for projects in the State after the second year 
shall not exceed one-half (on a cumulative basis) of the ‘Federal- 
State grant” of funds toward a project. In short, the amount of 
Federal funds which may be reserved and paid toward the cost of 
construction of projects in a State would depend on the amount of 
State funds paid toward the cost of that construction. The total 
cost of construction in the case of any project would not affect the 
Federal share, although no Federal funds would be paid unless there 
is assurance of sufficient local funds to meet the balance of the cost 
not met from the State and Federal funds. 

The State’s one-half of the combined ‘Federal-State grant” could 
be provided in several ways. It could be provided through payment 
of funds by the States to the local educational agency to help meet 
the cost of construction of the project. However, if it did not wish 
to provide its share in this manner, it could provide its share through 
arranging for payments toward the debt service on a loan secured 
to finance part of the cost of construction, through waiver of pay- 
ments due the State on account of the project, or through any other 
provision which the Commissioner judged to be equivalent to the 
State share. 

Subsections (c) and (d) contain special provisions for determining 
the Federal share for a project during the fiscal year beginning July 1, 
1957, and the next year, which differ in several respects from those 
applicable to subsequent years. In the case of projects for which 
Federal funds are reserved during these first 2 years, ‘the Federal 
one-half or Federal share would not be related solely to the amount 
of State funds to be paid toward the cost of projects. It would, in- 
stead, be related to the total cost of such projects, with the remaining 
one-half of the cost being comprised, as the State might determine, 
of State or local funds, or a combination of both. As is true in the 
case of projects for which Federal funds are reserved in future years, 
the matching provisions applicable to the first 2 years would be ap- 
— cumulatively, with the amount of funds reserved for a project 

eing limited to an amount which, when added to the Federal funds 
previously reserved for projects in the State, does not exceed one-half 
of the cost of construction of the project in question and the earlier 
projects. In addition, during these first 2 years no Federal funds 
oan be reserved or paid for a project under the bill if Federal funds 
are or will be paid toward the cost of such project under Public Law 
815, 8lst Congress (relating to financial aid for school construction 
in federally affected areas by individual school districts). 
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SECTION 107. JUDICIAL REVIEW 


Section 107 provides that if a State is dissatisfied with any final 
action taken by the Commissioner under title I, it may obtain a 
review of such action by the United States district court for the dis- 
trict in which the State’s capital is located. Such review would be 
obtained by filing a petition within 60 days after the final action of 
the Commissioner complained of, containing a concise statement of 
the facts and designating the part of the Commissioner’s decision to 
be reviewed. 

The section provides that all appeals from orders of the Commis- 
sioner shall be heard anew on the record filed, except that the court 
may, for good cause, order that other evidence be received. 

The judgment of the court under this section would be subject to 
review as are other decisions of Federal district courts. 


SECTION 108. LABOR STANDARDS 


Under this section, the Commissioner would require assurance, 
before making any payment to a State for a school-construction 
project, that prevailing wage rates would be paid to workers employed 
on the project. Prevailing wage rates would be determined in accord- 
ance with the Davis-Bacon Act by the Secretary of Labor, who would 
be authorized to enforce compliance with the requirements of the 
section. 


TITLE II—PURCHASE OF OBLIGATIONS OF SCHOOL DISTRICTS 
SECTION 201. AUTHORITY TO PURCHASE; REVOLVING FUND 


Subsection (a) authorizes the Commissioner of Education to pur- 
chase local school bonds, during the 5 fiscal years in the period begin- 
ning July 1, 1957, to assist in financing school construction by local 
educational agencies which are unable to obtain such financing on 
reasonable terms from other sources. 

Subsection (b) authorizes an aggregate appropriation of $750 million 
for the 5-year period the program is in effect. In order to limit the 
total of the obligations of local educational agencies in any one State 
which the Commissioner may purchase, the funds appropriated each 
year will be so allocated among the States that the amount allocated 
to each State will bear the same ratio to the sums appropriated as 
the school-age population of each State bears to the’ school-age 
population of all the States. A State’s allotment for a year would 
remain available until 90 days after the end thereof for purchase of 
obligations pursuant to applications filed during the year. 


SECTION 202. TERMS OF OBLIGATIONS 


Obligations purchased under title II would be purchased at par or 
face value, would mature in 30 years or less, and would bear interest 
at the annual rate determined by the Secretary of the Treasury 
(on the basis of the rate for United States obligations with a maturity 
date of 15 years or more) to be applicable to the calendar quarter in 
which the application for their purchase is filed, plus one-half of 1 
percent. Said obligations shall include such provisions as may be 
agreed upon by the State educational agency and the Commissioner. 
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SECTION 203. CONDITIONS TO PURCHASE OF OBLIGATIONS 


The Commissioner would be authorized to purchase obligations only 
upon application by the State educational agency certifying that 
the local educational agency issuing the obligations is unable, as 
evidenced by a public offering, to obtain financing from other sources 
upon reasonable terms and at the interest rate provided for in the bill. 

Such purchase by the Commissioner would also be conditioned on 
certification by the State educational agency that the schools to be 
built with the proceeds of the obligations are needed to meet current 
or reasonably anticipated enrollments, are consistent with any appli- 
cable State redistricting plans or policies, and will be built in com- 
pliance with applicable State laws and standards; and that, in the 
opinion of a licensed attorney-at-law, the obligations are legally issued 
and binding. 

The State educational agency is also required to certify that the 
local educational agency is entitled to priority over others with similar 
requests pending. The requests of the other local educational agencies 
would be considered to be pending only if the above requirements, 
relating to inability to obtain financing for the facilities from other 
sources, need for the facilities and their consistency with State redis- 
tricting plans and policies and with applicable State laws and stand- 
ards, and legality of the obligations involved in the requests, were met. 

The above priority of a local educational agency over other agencies 
in the State would have to be determined ce the State educational 
agency under standards, established by the State and approved by 
the Commissioner, which are designed to assure reasonable oppor- 
tunity for local educational agencies to request purchase of their 
obligations and which take into account relative financial resources, 
relative urgency of the need for facilities, and relative difficulty of 
marketing the obligations at reasonable rates of interest. In a State 
in which a State agency has exclusive responsibility for financing con- 
struction of public elementary and secondary schools, the above pro- 
visions on priority would not be applicable. 

The State educational agency could also be required to submit to 
the Commissioner additional information to show the financial ability 
’ the local educational agency to pay its obligations as they become 

ue. 


SECTION 204. DISPOSAL OF PAYMENTS 


This section provides that principal and interest paid with respect to 
obligations purchased by the Commissioner under the title and any 
proceeds from the sale or exchange of such obligations shall be de- 
posited in the Treasury as ilseeliiiovis receipts. 


SECTION 205. ADMINISTRATIVE PROVISIONS 


The Commissioner would be authorized to sell or exchange the 
obligations purchased and agree to modifications in the obligations to 
protect the financial interest of the United States. His financial 
transactions under the title, while subject to audit by the General 
Accounting Office, would be conclusive on all Government officials. 
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TITLE III—FEDERAL CREDIT ASSISTANCE TO STATE SCHOOL- 
FINANCING AGENCIES 


SECTION 301. AUTHORIZATION TO ENTER INTO AGREEMENTS 


This section would authorize the Commissioner of Education to 
enter into agreements with State school-financing agencies under 
which the State and the Commissioner would make advances to the 
State school-financing agency for the establishment of reserve funds 
to support obligations issued by the agency to finance the construc- 
tion of school facilities for use by local educational agencies. 

The term “State school-financing agency” is defined by section 
401 (d) to cover any agency, official, governmental entity, or instru- 
mentality designated by the State and empowered to construct school 
facilities and otherwise carry out the provisions of an agreement 
entered into under title III. There could be only one such agency for 
a State for purposes of the title. 


SECTION 802. BASIC CONDITIONS TO ENTERING INTO AGREEMENTS 


This section sets forth two requirements which must be met before 
an agreement may be made with a State school-financing agency. 
The agency must be authorized under State law to enter into the 
agreement and otherwise comply with the provisions of the title, and 
the governor must certify that methods of securing effective coordi- 
nation between the State school-financing agency and the State 
educational agency have been provided if they are different agencies. 


SECTION 3803. ESTABLISHMENT OF RESERVE FUNDS 


This section provides for the establishment of a basic reserve fund 
and a supplemental reserve fund for each issue of obligations (or, if 
so provided in the agreement, for two or more issues). These funds 
would be irrevocably pledged to the payment and retirement of the 
outstanding obligations, and to the repayment of the State and Fed- 
eral advances. 


SECTION 304. STATE ADVANCES TO BASIC RESERVE FUND 


This section would require that the basic reserve fund for an issue 
of obligations be established before the obligations are delivered to 
buyers. An amount equal to one-half of the maximum annual debt 
service on the issue would be advanced by the State to the basic 
reserve fund. This advance, and any subsequent advances by the 
State to the reserve fund, plus increments, would be known as the 
“State account.” 


SECTION 305. FEDERAL ADVANCES TO BASIC RESERVE FUND 


The Commissioner would also advance, to each basic reserve fund, 
an amount equal to one-half of the maximum annual debt service on 
the obligations supported by the fund. This advance and any sub- 
sequent advances by the Commissioner to the fund, plus increments, 
would be known as the Federal account. After any withdrawal from 
the Federal account pursuant to the agreement, the Commissioner, 
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subject to the limitations in section 312, would be obligated to make 
an additional advance equal to the amount withdrawn. The faith 
of the United States would be pledged to the making of all such ad- 
vances. Amounts in the Federal account would be invested in 
United States securities, or securities guaranteed by the United 
States, or in obligations which are lawful investments for fiduciary, 
trust, and public funds of the United States. 


SECTION 306. PAYMENT TO SUPPLEMENTAL RESERVE FUND 


There would also be established for each issue of obligations a sup- 
plemental reserve consisting of amounts collected for that purpose 
pursuant to section 309 (d) (2). That section requires that for 
the use of the school facilities financed with such obligations, rentals 
or other charges must be collected in amounts sufficient to cover, 
among other things, an annual deposit in the supplemental reserve 
fund of one-fourth of 1 percent of the original principal amount of 
the issue. 


SECTION 307. USE OF SUPPLEMENTAL AND BASIC RESERVE FUNDS 


If there are insufficient funds available to meet the annual debt 
service on any issue of obligations, the State school-financing agency 
would draw on the supplemental reserve fund to pay the deficit. 
After exhaustion of that fund, the State and Federal accounts in the 
basic reserve fund would be equally available for payment of the an- 
nual debt service. If the State account is inadequate to bear its share 
of the unpaid annual debt service, the deficiency could be made up 
from the Federal account, to the extent of any balance therein. The 
Federal account could not be drawn upon, however, for more than 
half of the annual debt service for any year. 


SECTION 308. REPAYMENTS OF ADVANCES 


If at the end of any year the balance in the supplemental reserve 
fund plus the balance in the basic reserve fund is more than twice 
the maximum annual debt service for any ensuing years on the issue of 
obligations involved, a portion of the excess would be applied to 
repayments of the Federal advances. Repayments would first be 
made to the extent of any Federal advances after the original advance. 
These repayments would be made in the proportion that such addi- 
tional Federal advances bore to any advances made by the State 
after its original advance. 

After the subsequent advances of the Federal Government had 
been repaid, any such excess would be used to repay the Federal 
Government’s original advance to the basic reserve fund, in the 
poopentes that the total of all advances by the Federal Government 

ore to the total of all advances made by the State. 

Whenever any repayment is made to the Federal Government, the 
balance, if any, in the excess would be paid to the State, or left in 
the reserve, or disposed of in such other manner as may be provided, 
at the request of the State school-financing agency, under the agree- 
ment. 

Repayments to the Federal Government under the section would 
be used to retire any obligations issued by the Commissioner under 
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section 312, and any excess would be deposited in the Federal Treasury 
as miscellaneous receipts. 


SECTION 309. ADDITIONAL CONDITIONS OF AGREEMENT 


This section sets forth additional standards for agreements between 
the Commissioner of Education and the State school-financing 
agencies. 

Under such an agreement, all obligations in any issue for which a 
basic reserve fund is established would be required to mature in not 
more than 32 years from their earliest date, and the initial payment 
of principal would have to be due within 3 years from such date. 
The proceeds from the sale of the obligations could be available only 
for construction of school facilities for use by local educational agencies 
requesting them. 

The agreement would have to provide that the school facilities 
constructed would be certified by the State educational agency to be 
needed for current or reasonably anticipated school enrollments and 
to be consistent with applicable State redistricting plans and policies 
and that construction thereof will be in accord with State applicable 
laws and standards. 

The agreement would also have to provide for payments for the use 
of such facilities which in the aggregate produced sufficient funds 
(together with other funds available) to pay, to the extent not other- 
wise provided for, the annual debt service, one-quarter of 1 percent of 
the original principal amount of the issue of obligations (for payment 
into the supplemental reserve fund), the cost of maintenance, repair, 
replacement, and insurance, as well as the administrative and other 
expenses of the State school-financing agency. 


SECTION 310. AUTHORIZATION OF APPROPRIATIONS 


This section authorizes the appropriation for the 5 fiscal years in the 
period beginning July 1, 1957, of an aggregate of not to exceed 
$150,000,000 for making initial advances under title III. 


SECTION 311. PERIOD DURING WHICH OBLIGATIONS ISSUED 


This section provides that advances may be made only to support 
obligations issued in the period beginning July 1, 1957, and ending 
June 30, 1962. 


SECTION 312. OBLIGATIONS ISSUED BY COMMISSIONER 


Subject to the limitations described in the next paragraph, this 
section would authorize the Commissioner of Education to issue 
obligations to the extent necessary to obtain funds for any advances 
which he might have to make to a reserve fund after the initial 
advance. The Secretary of the Treasury would be directed to pur- 
chase such obligations, which would bear interest at a rate determined 
by him after considering the current average market yields on out- 
standing marketable obligations of the United States. 

In exercising his authority under this section, the Commissioner 
would be subject to two limitations. The total amount of such 
obligations outstanding at any one time could not exceed $10 million. 
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Also, the total amount which may be appropriated, in addition to 
repayments made by State school-financing agencies, for payments on 

bligationa issued by the Commissioner may not exceed $10 million 
for payments on principal and an additional amount for such interest 
as may be due. 


SECTION 313. ADMINISTRATIVE PROVISIONS 


The Commissioner would be authorized to waive and compromise 
claims arising under title III, and his financial transactions under the 
title, while subject to audit by the General Accounting Office, would 
be conclusive on all Government officials. 


SECTION 314. SUITS AGAINST THE UNITED STATES 


This section would authorize suits in the Federal district courts, by 
the State school-financing agency or any bondholder, to enforce any 
undertaking of the United States under title III. 


SECTION 315. TAX EXEMPT STATUS OF OBLIGATIONS 


Under this section, obligations of State school-financing agencies 
for which reserve funds are established under title III, and the income 
of these agencies in connection with facilities financed by such obliga- 
tions, would be exempt from all Federal taxation except estate, inherit- 
ance, and gift taxes. 


TITLE IV—GENERAL PROVISIONS 
SECTION 401. DEFINITIONS 


This section defines the terms ‘‘Commissioner,” “State,” “State 


educational agency,” “State school-financing agency,” “local educa- 
tional agency,’’ “school facilities,” “constructing” and “construction,” 
“annual debt service,” and ‘school-age population.”’ Most of these 


definitions are self-explanatory or have been explained earlier in this 
report. Two definitions, however, should be specially noted. 

The term “State” is defined so that Alaska, Hawaii, Puerto Rico, 
Guam, and the Virgin Islands would be eligible to participate in all 
programs authorized by the bill. The District of Columbia and 
American Samoa, however, would be eligible for payments under title 
I only. 

The term “school facilities” is defined so that Federal assistance 
under all three programs would be used to provide classrooms and 
related facilities for education which is provided as elementary and 
secondary education in the State involved and at public expense and 
under public supervision and direction. Facilities intended primarily 
for events for which admission is to be charged would be ineligible 
for assistance under any title of the bill. A special definition applying 
only to title I prevents the use of Federal funds paid under that title 
to pay for land, offsite improvements, or special facilities such as 
single-purpose auditoriums or gymnasiums. 
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SECTION 402. UTILIZATION OF OTHER AGENCIES 


This section would authorize the Commissioner of Education to 

utilize the services and facilities of other Federal agencies, and other 
public or nonprofit agencies, in carrying out the act, under agreements 
with the heads of such agencies. 


SECTION 403. APPROPRIATION FOR ADMINISTRATION 


This section would authorize necessary appropriations for admin- 
istering the act. 


SECTION 404. DELEGATION TO FUNCTIONS 


This section would authorize the Commissioner to delegate his 
functions under the act, except the making of regulations, to personnel 
of the Office of Education. 


SECTION 405. ASSURANCE AGAINST FEDERAL INTERFERENCE IN SCHOOLS 


This section provides that in the administration of the act, no 
department, agency, officer, or employee of the United States shall 
exercise any direction, supervision, or control over the personnel, 
curriculum, or program of instruction of any school or school system. 


CHANGES IN Existina Law 


H. R. 1, as reported, does not contain any amendments to existing 
law; however, in order to comply with clause 3 of rule XIII of the 
Rules of the House of Representatives, changes in existing law made 
by the bill, as introduced, are shown as follows (existing law proposed 
to be omitted is enclosed in black brackets, new matter is printed in 
italics, existing law in which no change is proposed is shown in roman): 


Last SENTENCE OF PARAGRAPH SEVENTH OF SECTION 6136 OF THE 
ReEvisEeD Statutes, Aas AMENDED (12 U. S. C. 24) 


Seventh. * * * The limitations and restrictions herein contained 
as to dealing in and underwriting investment securities shall not apply 
to obligations issued by the International Bank for Reconstruction 
and Development or a State school-financing agency (but only in the 
case of obligations, of such an agency, with respect to which advances 
have been made pursuant to title III of the School Construction Assistance 
Act of 1957) which are at the time eligible for purchase by a national 
bank for its own account: Provided; That no association shall hold 
obligations issued by [either of said banks] ' [said bank] any of said 
banks or State school-financing agencies as a result of underwriting, 
dealing, or purchasing for its own account (and for this purpose 
obligations as to which it is under commitment shall be deemed to be 
held by it) in a total amount exceeding at any one time 10 per centum 
of its capital stock actually paid in and unimpaired and 10 per centum 
of its unimpaired surplus fund. 


1 The phrase ‘‘either of said banks” (on line 11, page 26, of the bill as introduced) should read “‘said bank’”’ 
to conform with existing law. See Public Law 809, 84th Congress, § 201 (e). 











SUPPLEMENTAL VIEWS 


The following members of the committee, including all the members, 
with one exception, of the Subcommittee on General Education which 
drew up the bill (H. R. 1, as amended), feel it advisable to submit this 
supplementary report. We feel that the need for this legislation 
should be more fully explained and that its essential principles and 
the issues involved be defined in more detail, 


THE NEED 


Millions of American children are handicapped in their education 
today because of a serious and continuing shortage of adequate class- 
rooms. Without Federal assistance this shortage will persist for more 
than a generation of students. 

Background of the shortage 


The shortage began to develop more than 20 years ago, during the 
depression, when a lack of funds in the States and communities 
severely limited school construction. It developed more rapidly dur- 
ing World War II, when shortages of labor and materials restricted 
the building of needed schools. 

In more recent years, the problem has been greatly compounded by 
an unprecedented increase in school enrollments—an increase which 
far exceeds any previous experience in our history. In the past 5 
years alone, enrollment in public schools has increased by about 
5% million children. This is greater than the enrollment increase in 
the previous 33 years. 

Faced with this doubly difficult situation—a backlog of shortage 
and record new enrollments each year—State and local governments 
have notably increased their rate of school construction. The num- 
ver of classrooms built has increased from about 9,000 in 1946-47 to 
about 63,000 during the 1955-56 school year. 


The situation today 


Despite this commendable increase in State and local effort, it is 
unmistakably clear that the need for adequate classrooms is still not 
being met. Although there are many evidences of this need, perhaps 
the most telling data are in the reports by State and local school au- 
thorities on the number of children in excess of normal capacity of 
classrooms in use. Every State reporting on this item (45 of the 48) 
has indicated an overflow of students in certain areas. For the third 
year in a row, the national total is about the same—about 2% million 
students above capacity. These children are forced to pursue their 
education in half-day sessions, overcrowded rooms, or makeshift facili- 
ties. And it is important to remember that not only the 2% million 
students are affected, but millions of their classmates. In a class of 
50 children, for example, only 15 or 20 might be counted as excess; but 
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all of the 50 children would suffer from the overcrowding or half-day 
sessions or whatever expedient the school is forced to turn to. The 
State and local school authorities reported that 80,000 classrooms were 
needed this year simply to accommodate the overflow of students. 

A second factor in the shortage, of course, is the number of class- 
rooms which may not be overcrowded but which are too old, unsafe, 
or otherwise inadequate. Although this factor is more difficult to 
measure, it is nonetheless real and substantial. Mr. Robert R. 
Martin, superintendent of public instruction in Kentucky, testified, 
for example, that in his State— 

7,620 out of 18,700 rooms in use are unfit. 

80 percent of the State’s schools do not have central heating. 

38 percent of the children have outdoor toilets. 

And 50 percent of the children are in overcrowded classes 
with many rooms ranging from 50 to 70 pupils. 

In Rhode Island, 14 out of 19 schools in 1 district were found to be 
fire hazards, and 9 of these schools are now being abandoned. Alto- 
gether, State and local school authorities have reported that 79,000 
classrooms in use this year are unfit for our children and should be 
replaced immediately. 

Thus, counting both the overflow of students and obsolescence, 
school authorities across the country have reported a total shortage 
this year of about 159,000 classrooms. 


Prospects for the future 


The classroom problem, however, involves more than this backlog 
of existing shortage. Enrollments will continue to increase at the 
rate of about 1% million students each year for the next several years. 
About 45,000 new classrooms will be needed each year simply to 
accommodate this additional enrollment. Further, conservative esti- 
mates indicate that about 14,000 to 20,000 additional rooms will be 
needed each year to replace rooms that become obsolete or for replace- 
ments resulting from population shifts, school consolidations, or losses 
due to fire or natural disasters. 

Thus, altogether, 59,000 to 65,000 new classrooms will be needed 
each year simply to maintain the current very unsatisfactory status 
of classroom facilities. State school authorities estimate a record- 
breaking 69,000 classrooms will be built this year (1956-57). But 
even if this rate is achieved, it would still make only a small dent 
in the shortage accumulated over many past years. At this rate, the 
shortage would continue to handicap the education of children for many 
years to come. 

Effects on education 


The classroom shortage should be considered not only in terms of 
broad national statistics, but in terms of its actual effects on American 
children. Studies have shown, for example, that the average child 
forced to attend half-day sessions is retarded in his progress in such 
basic subjects as reading, writing, and arithmetic. The loss in ‘hese 
subjects amounts on the average to about 2 months of schooling each 
year. Further, many other subjects or activities—health programs, 
speech correction, remedial reading, and music, for example—must 
either be abandoned or severely restricted. 

Studies also have shown that children suffer in their education when 
forced into overcrowded rooms. Both students and teachers tend to 
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become more tense and nervous, more easily fatigued. Discipline 
problems are greatly increased. Individual attention, crucially im- 
portant to good education, must be sacrificed to regimentation. 
Exceptionally bright children are held back and weak students are 
denied the special help they need. Recruitment of good teachers 
becomes more difficult than ever. Juvenile delinquency increases and 
more students tend to drop out of school before completing a high- 
school education. 


The national interest 


These conditions represent a serious loss not only to the individual 
students and parents involved, and to their communities, but to the 
Nation asa whole. Never before has the national interest in education 
been stronger. Well-educated and well-trained citizens are needed 
more than ever before to continue our advances in science and tech- 
nology, to maintain our expanding prosperity, to strengthen our 
national security, and to uphold our free, democratic system of gov- 
ernment in these difficult times. 

It is clear that Soviet Russia is placing far greater emphasis on 
education than ever before and is now completing the greatest expan- 
sion in any major nation’s educational system in our times. In any 
age, to fall behind in education is penny wise and pound foolish. 
Under today’s circumstances, to permit grave deficiencies in educa- 
tion to continue indefinitely could be tragic for the future of our 
country. 

The States and communities have demonstrated, in a decade of 
steadily increasing effort, that they still are not meeting the unprece- 
dented need for school classrooms. Unquestionably they could do 
more. The Nation could make no better investment at this time 
than to encourage and assist the States and communities in a greater 
effort to eliminate the classroom shortage and dispel this shadow over 
the future of our children. 

THE BILL 


H. R. 1 as amended authorizes Federal assistance to help build 
more public-school classrooms while emphasizing the traditional 
American concept of State and local responsibility for education. 
It accomplishes this through two broad forms of aid: 

1. Provisions to help communities help themselves. Under this 
concept, the bill authorizes the Federal purchase of local school- 
construction bonds when local districts cannot market these bonds on 
reasonable terms; and it authorizes Federal support for the bonds of 
State school-financing agencies, which would finance needed schools 
for use by local districts. 

2. Grants to each State to help districts which otherwise cannot 
meet school needs. The bill authorizes grants of Federal funds, to be 
administered by the States. The States would determine priorities 
and distribute these funds to the neediest school districts which have 
the most acute shortages and which do not have the resources to meet 
their needs without further outside help. 


The grant program 

Title 1 of H. R. 1 as amended authorizes an annual appropriation of 
$300 million for 5 consecutive years beginning July 1, 1957, for the 
grant program. One-half of the amount is to be allotted by the 
United States Office of Education among all the States on the basis of 
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school-age population, ages 5 through 17, inclusive. The other half 
is to be allotted among all the States on the basis of a formula which 
includes both school-age population and relative per capita income of 
the States. The tentative allotment to any State is reduced if the 
State is below the national average both in its dollar expenditures per 
student and in the proportion of its income spent for education. ‘The 
method of distribution thus gives fair recognition to numbers of 
children, financial ability, and relative effort being made within the 
State. 

The Federal funds are to be matched dollar for dollar by State 
and/or local funds during the first 2 years of the program. The Federal 
Government shall not pay more than 50 percent of the total costs of 
all the projects receiving Federal assistance within any State. In 
administering the program, however, the States may decide to provide 
varying proportions of Federal funds to individual communities, 
according to their individual needs. Thus some individual projects 
could receive 80 or 90 or even, conceivably, 100 percent Federal funds, 
while others could receive 10, 15, or 20 percent. During the last 3 
years of the program the Federal funds are to be matched dollar for 
dollar by State funds. The combined Federal-State grants still could 
be distributed by the States in varying proportions to the cost of local 
projects. 

In allocating the Federal funds within the States, the States are to 
give first priority to those local school districts that are making an 
effort commensurate with their economic resources and are unable to 
finance the full costs of needed facilities, taking into account the 
financial resources of the community, the efforts being made to meet 
needs on a local basis, and the urgency of the need for additional 
facilities. It is contemplated that the Federal funds would be suffi- 
cient to help only those districts where the shortage is most acute and 
where local economic resources are inadequate. ‘The basic purpose of 
the grant program, therefore, is to help those communities which are 
making an effort in accord with their ability but still have little or no 
prospect of meeting the needs of their children. 


Bond purchases 


Title II of the bill establishes the second of the alternative methods 
of assisting communities to provide needed schoolrooms. This title 
authorizes the Commissioner of Education to purchase bonds issued 
by local communities which are capable of financing their own school 
construction, but which cannot obtain such financing from other 
sources on reasonable terms. 

Many of the districts to which this title of the bill is directed are 
districts with unexplored credit standings—generally small districts 
with low assessed valuations. Others are areas where a sudden 
expansion of population has resulted in an increase in the public 
expenditures and debt more rapid than the increase in assessed valua- 
tion. Some are subject to financial uncertainties created by shifts 
in population or local industry. 

Title II of the bill enables the Federal Government to help these 
communities finance their own school construction. Under it, the 
districts which qualify will be able to sell their bonds at reasonable 
rates to the Federal Government. 


23010°—58 H. Rept., 85-1, vol. 2——-48 
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Appropriations aggregating $750 million would be authorized for 
the 5 fiscal years ending June 30, 1962. The obligations purchased 
will bear interest at the rate for long-term Federal obligations (maturi- 
ties of 15 years or more) plus one-half of 1 percent. 

To be eligible for Federal purchase of obligations under this title 
a community will have to demonstrate through a public offering 
of bonds that it is unable to market its obligations on reasonable 
terms and at the interest rate applicable under this title of the bill. 
It will also have to show that the bonds were legally issued and that 
the classrooms to be constructed are for current and reasonably 
anticipated enrollments. Finally, it would have to be entitled to 
priority over other communities under State standards which take 
into account financial need, need for facilities, and difficulty of 
marketing bonds. 

The funds for bond purchases would be allocated among all the 
States on the basis of school-age population. 


Support for bonds of State agencies 


Title III of the bill enables the Federal Government to support 
bonds issued by State agencies which finance the construction of 
public elementary and secondary school facilities for use by local 
school districts. The local districts would pay rentals or make other 
payments for use of the building. Revenue from these payments 
would be used to pay interest and principal on the bonds, make pay- 
ments to a reserve fund, and pay the administrative cost of the 
State agency. Title to the building eventually passes to the local 
district. 

This plan is designed to help those local districts which have suffici- 
ent annual revenue to pay for rental or a lease but which cannot raise 
the initial capital to embark on a construction project. This should 
be helpful particularly to some rapidly growing suburban areas. 
Population in suburban areas grew between 1940 and 1950 at a rate 
2% times as great as the rate of growth for the country as a whole. 
Many of these areas have serious shortages of classrooms. These 
areas can generally be expected to finance the cost of construction of 
their school buildings over a period of time. Their difficulties result 
from their inability to finance this construction now. Their potential 
resources are adequate; but, because of restrictive debt limits or be- 
cause the need for schools, sewers, water, streets, and so forth, has 
occurred simultaneously, or for both of these reasons, many of these 
localities cannot now issue bonds to pay for all the necessary school 
construction. 

Under title III the role of the Federal Government is to advance to 
the State school-financing agency for each issue of its bonds one-half of 
a basic reserve fund equal to the maximum annual debt service on the 
bonds, Should deficits occur and be paid out of this fund, the Federal 
Government will undertake to restore its half of this reserve to its 
initial level, up to a maximum of one-half the annual debt service, 
subject to a ceiling of $10 million on the Federal funds invested for 
restoration of reserves at any one time. The State will be required to 
advance an equal amount to the basic reserve fund. Appropriations 
are authorized for 5 fiscal years beginning July 1, 1957, not to exceed 
an aggregate of $150 million in order to provide the initial Federal 
advances to the basic reserve funds of State school-financing agencies, 
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The purpose of this title is to improve the marketability of the bonds 
of the State school-financing agencies, and thus achieve lower interest 
rates and lower costs to the local districts. The use of such State 
school-financing agencies already has helped build many schools in 
some States. The proposed bill would help other States establish 
similar agencies if they should chose to do so. 


Essential principles 

H. R. 1 as amended embraces several principles which are vital if 
Federal assistance for classroom construction is to serve the cause of 
education most effectively. 

First, it strongly forbids any Federal control of education. The 
bill declares: 

In the administration of this act, no department, agency, 
officer, or employee of the United States shall exercise any di- 
rection, supervision, or control over the personnel, curriculum 
or program of instruction of any school or school system. 


Second, it recognizes the prudence and the simple logic of giving 
assistance where it is needed most. The States would administer the 
grants on a priority basis to those communities which have the most 
acute shortages and the least local resources to meet their needs. 
Financial need is also taken into account in allocating funds among 
the States themselves. 

Third, the bill provides assurances that Federal funds will not be 
used merely to replace State and local funds, but instead will actually 
serve to encourage still greater State and local effort for school con- 
struction. This is accomplished through matching provisions and 
through recognition of effort commensurate with ability at both the 
State and local level. A local community which is making an inade- 
quate effort on its own generally would not be expected to qualify for 
grants under this program. ‘The requirement for State participating 
should encourage increased State effort for school construction in 
many States. Out of about $2% billion spent for school construction 
in 1955-56, only about $160 million came from State funds. The 
bond support provisions also will help States and communities in- 
crease school construction from their own resources. 

Fourth, the bill provides temporary, emergency assistance. It 
recognizes that, once the backlog of accumulated shortage is elimi- 
nated, the States and communities can meet future needs on their own 
simply by maintaining approximately their current rate of construc- 
tion. 

THE ISSUES 


The Subcommittee on General Education carefully considered 
testimony opposing any Federal assistance, presenting various amend- 
ments to H. R. 1, and proposing other approaches to the problem. 
In this report we shall review briefly the principal issues raised in this 
testimony. 

Is the shortage real? 


It was argued by some witnesses that there is no serious shortage 
of classrooms and, hence, no need for Federal assistance. After 
careful investigation, we are convinced that the estimates of the short- 
age as reported by State and local school authorities are actually 
conservative. We are impressed with the steps taken to obtain 











26 SCHOOL CONSTRUCTION ASSISTANCE ACT OF 1957 


accurate reports from State education authorities, and with statements 
by many of the State officials reaffirming their reports. Further, 
several committee members, on their own initiative, made inspection 
trips in a number of representative States and found that actual 
conditions in the schools are worse than they had expected. 

We note that those who deny the existence of a serious shortage 
have offered little or no new data of theirown. They quote fragments 
of data from surveys made by others, but these bits and pieces are 
used out of context, or only in part. ‘This is done in an effort to prove 
precisely the opposite of the conclusion reached by the very sources 
they purport to quote. Every responsible nationwide survey of 
actual conditions has concluded that there is a serious, widespread, 
and continuing shortage. 

We regret that confusing and misleading information concerning 
the classroom shortage has been widely presented to the public. One 
witness, for example, testified that school bonds issued in October 
through January of the current school year—projected over a full 
year—indicated that 96,600 classrooms would be built this year in 
addition to the 69,000 estimated by State school authorities, for a total 
of 165,000 classrooms. This analysis is obviously in error on three 
grounds: First, the schools to be built from these bonds are part of 
the 69,000 estimate, not an addition to it; second, in computing the 
number of rooms to be provided, this analysis reliéd on a figure of 
$30,000 for the average cost of a classroom, while a correct minimum 
figure would be at least $35,000; third, in recent years more bonds 
have been marketed in October through January than in other periods 
and, thus, a full-year projection based on these months is somewhat 
misleading. When corrections are made for these errors, the projec- 
tion of bond sales during this period would indicate a building rate 
generally consistent with the 69,000 estimate. 

A further example is the report by the United States Chamber of 
Commerce that Office of Education figures show that 490,000 class- 
rooms were built during the past 10 years, while only 291,000 were 
needed for increased enrollment. The committee feels the best source 
for Office of Education figures would be the Office itself. The Office 
of Education reports that the chamber has left out information needed 
to give an accurate and complete figure, and has used other data incor- 
rectly. The Office concludes that some 444,000 to 504,000 rooms were 
needed to meet enrollment increases and replacement needs develop- 
ing during the past 10 years, while only 406,000 were built. 

We have confidence in the information supplied by State and local 
school authorities. These authorities are closest to the scene; they 
know best how many pupils are enrolled and how many and what 
kind of classrooms are available. Unless we want to send outside 
investigators to check into every classroom in more than 50,000 school 
districts throughout the country, these authorities must be the basic 
source of nationwide information. We are convinced that these 
authorities have reported the facts as they found them, to the best of 
their ability, with full integrity. 

It has never been contended that the shortage of 159,000 classrooms 
reported by school officials is a precise measurement, correct down to 
the last classroom. There can be no reasonable doubt, however, that 
this figure confirms again the broad outline of a very serious problem. 
Even if this figure were too generous—and we feel it actually may be 
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too conservative—Federal aid still would be justified for the neediest 
districts and in limited amounts as proposed in H. R. 1, as amended. 

Some witnesses have contended that, even if there is a serious 
shortage, the States and communities should.-meet the need without 
Federal assistance. We believe completely in the fundamental 
responsibility of the States and communities for education. But the 
hard fact is that the shortage has been apparent for many years. The 
States and communities have made an effort to meet the unprece- 
dented needs, but still the shortage persists. If we continue to say 
“Let the States do it,” if we vetnes to recognize that the Federal 
Government has any responsibility, we shall continue indefinitely to 
impose a grave handicap to the education of many children. 


Federal control of education 


It has also been argued that Federal assistance in building more 
classrooms would lead to Federal control of education in this country. 
We have found no basis whatsoever for this contention. 

Even in the building of a school, Federal funds would be adminis- 
tered by the States and the Federal connection would be remote. 
More important, before children or teachers actually enter the school, 
the Federal connection would be ended altogether and the school 
would be operated just as any other school in the local district. How 
could this possibly mean Federal control? 

There is, in fact, less danger of Federal control in this program 
than in other programs of Federal assistance to education which have 
operated successfully for many years. Aid to land-grant colleges, to 
vocational education, and to Federally impacted areas, for example, 
involves actual instruction of students and not just the providing of 
bricks and mortar. And yet there is little argument that these pro- 
grams should be abolished because they might lead to Federal control 
of education. 

Many of the most vigorous supporters of this legislation—in Con- 
gress, in the Federal executive branch, and in the State and local 
school systems—would most strongly oppose any move which in 
reality could lead to Federal control. We would never report a bill 
which opened a door to Federal control of education. 


The “round trip” to Washington 


Another fallacy sometimes voiced in opposition to Federal assistance 
for school construction is that large amounts of funds would be 
wasted in administrative expense or redtape in Washington and some- 
how would never get back for the direct benefit of the people in the. 
States and communities. The President’s budget for this prograrn 
specifically provided that only two-tenths of 1 percent of the proposed 
funds would be used for administrative expenses. Counting all 
reasonable overhead expenses, it is clear that 99 percent of the Federal 
appropriations would be distributed for actual use by States or local 
districts to help build needed schools. 


The proposed income tax allocation plan 


We have carefully considered proposals for a different approach to 
Federal assistance which would provide an allocation of a portion of 
the Federal income taxes collected in each State back to that State for 
educational purposes. This approach is gravely deficient in meeting 
problem of classroom shortages. It would return by far the greatest 
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amounts of funds to the wealthiest States which have the least shortage 
and which are best able to meet their own needs. It would return a 
articularly disproportionate share of funds to those States which 
ave the home offices of large corporations which operate throughout 
the country but which pay Federal income taxes in only a single 
State. It provides only for grant assistance and does not include the 
bond-support features of H. R. 1, as amended. It would tend to use 
Federal funds to displace State and local effort and provides no 
incentives for greater State and local effort. 
We call attention to the following quotation by the late Senator 
Taft when a similar amendment was under consideration in the Senate 
in 1949: 


This amendment violates every principle of Federal finance. 
It is based on the supposition that in some way a State has 
some property right to the taxes collected from sources 
within its boundaries. If for one moment we admitted such 
a principle, the entire Federal financial system will crash, 
because a State has no such interest. 
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MINORITY VIEWS 


INTRODUCTION 


We, the undersigned minority of the Committee on Education and 
Labor, are opposed to the passage of H. R. 1, as reported, for the 
following reasons: 

(1) Based on evidence presented to the committee in 1955 there 
was a claimed shortage of 407,000 classrooms. ‘Testimony presented 
this year claimed a shortage of 159,000 classrooms. This figure, when 
reduced by 69,200 classrooms scheduled for completion during 1956-57 
as reported by the Department of Health, Education, and Welfare 
and further reduced by the 18,116 classrooms supplied in Department 
of Health, Education, and Welfare Circular 490 for States that refused 
to report shortages leaves an estimated shortage of 71,684 classrooms. 

Thus the existing shortage estimated by the United States Office of 
Education has been cut to one-fifth of the original reported 407,000 
classrooms during the past 24 months—conclusive proof that the 
communities and States are able to do the job of building their own 
classrooms. 

(2) At no time during the hearings of 1955 or 1957 did any respon- 
sible official of a sovereign State claim that his State was unable to 
take care of its own classroom needs. 

(3) The legislation presented by the proponents does not, as claimed, 
assist those school districts wherein a temporary shortage exists. 

For example, of the $2,250 million authorized for grants-in-aid and 
bond purchases out of the Federal Treasury, $520,450,000, or 23 
percent of the total, will be set aside for distribution to 9 States which, 
as of June 1957, have no reported shortages of classrooms whatsoever. 

It was admitted in the full committee that the only reason the bill 
was drafted to provide classrooms not needed or wanted was to get 
the necessary votes to pass this legislation. 

Of the $2,250 million authorized for grants-in-aid and bond pur- 
chases out of the Federal Treasury, only $313,575,000, or 14 percent, 
is provided for 7 States where 57 percent of the reported “shortages” 
are supposed to be on the basis of the Government’s figures. ‘They 
will still have serious need for classrooms long after this legislation is 
supposed to terminate. 

(4) Of all the divisions of government, the Federal Government is 
the most impoverished (to the extent of $276 billion in debts) and 
least able to bear the financial burden under the provisions of this 
bill. The villages, towns, cities, counties, and States, the sources of 
all Federal revenue, are the more able to build schoolhouses. 

(5) Nowhere in the Constitution of the United States is there a 
requirement upon the Federal Government to enter into the field of 
general education. All of the States specifically assume by their State 
constitutions the responsibility for education. 
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(6) The grave danger, which has been ignored by the proponents 
of H. R. 1, of creating a centralized education system in the United 
States is self-evident in this legislation. 

(7) We have considered and thoroughly rejected the idea that this 
proposed legislation is to be temporary and would be used to stimulate 
action by the States to do what they ought to do in meeting school- 
room needs. 

On the contrary, we believe it will induce the States to let the 
Federal Government assume the responsibility for education so that 
the States may use their money for other State purposes. 


SECTION I. WHAT IS THE NEED? 


Tue OveRALL STATISTICAL PIcTURE 


All of the statistical evidence in support of H. R. 1 comes from the 
professional educators. All of the data as to classroom shortages, 
classrooms being built, and classroom need originates from just such 
source and from no other. 

Here are such facts as we have: 

Ever since the drive for Federal aid to education began, its sup- 
porters have been hard put to create and maintain the “‘crisis’”’ atmos- 
phere surrounding its consideration. 

On April 30, 1954, Secretary Hobby, of the Department of Health, 
Education, and Welfare, testified before the Senate Committee on 
Labor and Public Welfare that: 


The school facilities survey conducted, under title I of 
Public Law 815 shows an existing shortage of instruction 
rooms for public elementary and secondary schools of 
approximately 340,000 in 1953. 


The President, in his special message to Congress on February 8, 
1955, says: 


The latest information submitted by the States to the 
Office of Education indicates that there is a deficit of more 
than 300,000 classrooms. 


All of this was accepted as sound information but not for long. 
The very next month, on March 29, 1955, from Mrs. Hobby: 


On the basis of the reports * * * received * * * we find 
a substantially different picture of classroom needs from the 
projections previously made on the basis of the 1951 survey 

* * Our rate of classroom construction has increased 
since 1953 from 50,000 to 60,000 classrooms per year * * *. 
We find that the estimated classroom deficit by the year 
1959-60 would be 176,000 classrooms, rather than 407,000. 


If the Government’s statistics were reliable, we would be further 
encouraged as to our progress, without. Federal aid to education, from 
Secretary Folsom’s testimony on February 5, 1957: 


Thus, the latest estimates by the State education agencies 
place the total shortage at approximately 159,000 classrooms 
at the start of this sc ta year. 


' 
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Earlicr in his testimony, Secretary Folsom tells the Committee on 
Education and Labor that: 


The States will build even more this year—perhaps up to 
69,000. 


This is, indeed, a picture of progress instead of inability of the people 
to meet their own needs. 

From Mrs. Hobby’s earlier predictions of a 407,000 classroom short- 
age in 1959-60—3 years away—we note that by the end of this school 
year, 1956-57, the classroom shortage has been reduced to less than 
90,000 (after deducting the 69,200 scheduled for completion by June 
1957), a reduction of more than 80 percent in slightly more than 2 short 
years—without 1 dime of general Federal aid such as is proposed by 
the bill we are being asked to approve. 

Further study of the reports reveals that a total of 18,116 ‘‘needed” 
classroom were “supplied” here in Washington by the Office of 
Education as their “estimates” of need in those instances where the 
States themselves reported no shortages. 

Thus, if the shortage was 159,000 last fall (as Secretary Folsom 
testified) the 69,200 classrooms scheduled for completion this year 
reduces that shortage te 89,800; if we take out the “estimates for non- 
reporting States” “supplied” by the Office of Education amounting 
to 18,116, the classroom shortage as of this June becomes 71,684, 
according to Government figures. 


INVESTMENT BONDS SALES 


The House should be aware of some nongovernmental statistics 
which are decidedly illuminating. 

Mr. William M. Adams, chairman of the municipal securities 
committee of the Investment Bankers Association of America has 
furnished the Committee on Education and Labor with some really 
exact information in this field. 

First, Mr. Adams furnished statistics showing that school bond 
sales between October 1, 1956 and the end of last year amounted to 
$684,606,000. Next he noted that this sum, at $30,000 per classroom, 
allowing for the fact that approximately 29 percent of the cost of school- 
room construction has always been paid out of current revenues 
and cash balances,’ would provide an additional 32,600 classrooms 
over and above the 69,200 classrooms the Department of Health, 
Education, and Welfare reports had already been scheduled for con- 
struction during the school year 1956-57. Mr. Adams made the 
obvious assumption which we believe to be valid that any classrooms 
scheduled for completion between October 1, 1956, and June 1957, 
would have already been financed prior to that date. 

Second, the school bond sales statistics from the same source for 
the first quarter of 1957 amount to $694,581,000. This will provide 
another 33,000 classrooms in addition to the 69,200 scheduled for 
completion as of October 1, 1956, and in addition to the 32,600 pro- 
vided by the bonds sold between October 1 and the end of 1956, for 
an overall total of 134,800 classrooms which should be completed by 
the end of this calendar year or shortly thereafter. This should be 


1 Construction Review, U. 8. Department of Commerce and U. S. Department of Labor. 
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compared with the reported shortages of “emergency” proportions of 
159,000. 

It should also be noted that the rate of bond sales for the first 
quarter, 1957, of $694,581,000, projected on an annual basis, would 
result in an annual rate of schoolroom construction of 132,000 class- 
rooms per year. Past history indicates that sales of school bonds 
are sf of a seasonal nature, but continue steady from month to 
month.? 


SALES OF BONDS INCREASING 


Further basis for our belief that most of the States and local school 
districts are meeting and will meet their own needs for schools can be 
found in the fact that sales of school bonds are steadily increasing and 
have been for almost a year, in spite of the promise of Federal aid. 

Here are the figures: 

School bond sales 


Dry RO heise seeks cil cie ee oe eae, Stee $370, 688, 000 
PINE DINU. chs wnieuin scape habuin bile donenaleneeie 435, 667, 000 
i ON TN tei cn tyes cepa waif coreg am es it dated aiming 694, 581, 000 


This is progress we can rely on and believe in; these figures are not 
estimates, not guesswork, were not issued by any agency or organiza- 
tion whose future welfare depends on the enactment of H.R.1. These 
are the actual figures of bonds sold by State and local school districts 
to provide the nioney with which schools are now being built. 

In spite of this record, however, we are convinced that the very 
existence of this legislation is delaying the construction of some school 
buildings. 

There are few members of this House who have not received in- 
quiries from back home as to whether or not the chances of gettin 
Federal aid would be jeopardized if the community went ahead with 
some pending school construction proposal. We all know there are 
school districts which are waiting right now, today, to see what this 
Congress is going to do about Federal aid to education. 

In conclusion, therefore, we are opposed to the enactment of H. R. 1 
because we are convinced that the need for additional classrooms is 
nowhere near as serious as the supporters of H. R. 1 would have us 
believe, and, further, that whatever need there may be is being met 


in the vast majority of the States by the States and local school 
districts themselves. 


SECTION II. DOES H. R. 1 MEET THE “NEED”? 


We do not believe that it does. 

A casual reading of the bill would indicate that the funds it author- 
izes are for the purpose of helping the ‘‘needy”’ States and districts to 
build schools. 

Such phrases as “limited financial resources,” “restrictive debt 
and tax limits,” “State plans” which must contain a “priority of 
projects” provision, “State school effort index,” all these and more 
would certainly lead to that conclusion. 

But it just isn’t the way the bill will have to be administered. 

We will now turn to the “official” United States Government 


statistics, table 1, which may be found in the appendix of this report. 
3 Daily Bond Buyer, p. 462, Hearings. 
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This table is better known as Circular No. 490. It was issued by the 
Department of Health, Education, and Welfare. 
here are two points we want to note at the outset. 

(1) We do not believe these figures are reliable. We prepared 
a detailed analysis of what they reveal as “shortages”; the sole purpose 
of the analysis is to show that if these figures are correct, then the 
Federal money authorized by this bill will be spent in the wrong places. 

(2) The following tables do not take into account possible increases 
in classroom requirements which may occur at some time in the future 
because of possible increases in school attendance. We cannot take 
such possible increases into account because we don’t know where 
such increases may occur. Neither does anyone else, which includes 
the majority of the House Committee on Education and Labor, the 
Department of Health, Education, and Welfare, the Office of Educa- 
tion, and the National Education Association. 

Nobody knows now how many children will report for school or 
— next fall. The same thing goes for all the Septembers there- 
alter. 

However, the absence of facts as to future requirements does not 
bother the supporters of H. R. 1. They assert that this bill is an 
“emergency” measure, of “limited” duration to meet the existing 
“backlog” of classroom shortages. The States, they argue, may be 
expected, once the “backlog’’ has been eliminated by the enactment of 
H. R. 1, to take up the load thereafter. 

We accept the premise that this legislation is supposed to wipe out 
the “backlog” and no more. It is not supposed to provide funds for 
sono a which may be needed sometime and somewhere in the 
uture. 

The President has justified his support of it as a “get-in-and-get-out 
emergency plan solely to overcome a school deficit created by depres- 
sion and wars.” ! 

Wuere ARE THE SHORTAGES? 


Turning to the “official” United States Government statistics, 
table 1 [see appendix of this report], where are the ‘“‘shortages’’? 


GROUP I. NO CLASSROOMS NEEDED 


By the end of the school year in June 1957 five States will have com- 
pleted sufficient new classrooms to take care of all shortages due either 
to increased enrollment or replacement requirements: 


Total class- | Scheduled for 
State rooms needed} completion 
(fall, 1956) (1956-57) 


TUN asia ciln vn nee cea caisanedenseunninbniienseliiiesltedinsceneiaeilem NU a acs ae 470 2, 000 
ONC iain ccdvivs ents ninnisiccidiiepadiuyhuuhiiidaciaiada i santics aaan seats 25 138 
ohn nagvisintiithe budanntabne-dyidicuieii baie Rs taiiadiaeineadal del 500 1, 200 
WRI cin incetotenintanops a nstatipdbeioanies nanan aaeaidnaeemdaeaaien 205 2 
QO. 655 binicibdeducsétiinnntdaddbikbusthluthinelh stad AcdbS 2 bab 10, 000 10, 000 
DORR i ccwcdttbiticadidddidacthottiinetnbdaaiatttbdddeabcbiiebaddind 11, 200 13, 588 





1 Broadcast, May 15, 1957. 











34 SCHOOL CONSTRUCTION ASSISTANCE ACT OF 1957 


These 5 States, with no current shortages of classrooms according 
to Circular No. 490, will have available to them during the initial 5 
years of this legislation, the following sums of Federal money: 














State Grants (title I) | Bond purchase 
(title IL) 
Wisconsin $32, 890, 000 $16, 390, 000 
Delaware 2, 260, 000 1, 565, 000 
Oklahoma... 24, 730, 000 10, 715, 000 
Arizona 10, 605, 000 4, 760, 000 
RI nc Bsn bl ra enlistees daninteirceinnieeeiaiaeaimibtanied 78, 990, 000 51, 650, 000 
149, 475, 000 | 85, 080, 000 
Grand total, both tit) 


WR ag ha coc ok bo vbasenaanibitcenandal $234,555,000 
| 


These figures come from the tables which will be found in the 
appendix, table 2. The figures in the tables are on an annual basis. 
To arrive at our statistics these figures have been converted to 5-year 
totals by multiplying. 

In these States H. R. 1 makes nonsense. It provides almost a 
quarter of a billion dollars for five States which, as of the end of this 
school year in June 1957 have no schoolroom shortage whatsoever. 

This amounts to more than 10 percent of the total authorization. 


GROUP II. NO CLASSROOM NEED REPORTED 


Turning again to Circular No. 490, we find that four States are 
building more classrooms than the report reflects as being required, 
as follows: 














State Classrooms | Scheduled for 
needed completion 
iid cibinteidiscednctesectnbeidntbiberniadndmbtamaneenan 1 2, 200 7, 000 
REL nnn. age don wade ansndidmpnaenigianibe ncaa aaimE teed amie (?) 1, 100 
TIE, end. nntibbiich LL cacdtvtiniet titichitetinbwhamapiditnan pilbimbsminbivnie (2) @) 
EE Bh nenenibeninnbodiennnitinmgnaibianinninbiailiiiidimpitpiiimiaaiadaaineia ' 680 | 700 
Ne cinch ci dtenid a dianeiccetate evant sibenime tas! 2, 880 8, 800 


1 Needed to accommodate excess enroliment; no data available as to unsatisfactory facilities. 
No data available. 


No Data AVAILABLE 


If this business of ‘‘No data available” bothers the Members of the 
House, we will have to admit that it also bothered us when we first 
ran into it. 

It doesn’t bother the Department of Health, Education, and Wel- 
fare. When their statisticians got around to adding up the totals in 
these columns, they “supplied” figures for the purpose of arriving at a 
“national” picture. So where there is a blank in Circular No. 490 we 
must remember that the totals at the head of each column include 
an unknown figure in each blank. We don’t know what the figures 
used by HEW may be, but the so-called shortage of 159,000 (col. 20 
in table 1 of the appendix) actually adds to 140,884 as being the exact 
number of classrooms the States said they needed; the Ae a of 


18,116 ‘‘needed” classrooms included in the total of 159,000 have 
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been “supplied” by the Department of Health, Education, and Wel- 
fare. (See footnote 4, table 1 of the appendix.) 

Similarly, the total of 80,000 classrooms at the top of the next 
column (col. 21, table 1 of appendix) representing the number of 
classrooms needed to accommodate excess enrollment includes 73,718 
actually reported by the States and printed as such, plus an additional 
6,282 ‘“‘supplied”’ “‘estimates for nonreporting States” to arrive at the 
nice round figure of 80,000. 

Likewise, the total of 79,000 classrooms at the top of the next 
column (col. 22, table 1 of appendix) representing the number of 
classrooms needed to replace unsatisfactory facilities includes 69,533 
actually reported by the States, plus an additional 9,467 “supplied” 
to arrive at the equally nice round figure of 79,000. 

There is one thing to be said for their method. Their figures 
balance nicely; our totals do not balance, but we can only add up 
the figures in the tables and be sure we are right. 

These 4 States, as listed above, which will have no classroom short- 
ages by the time this bill reaches the floor of the House, insofar as we 
can determine from the “official” statistics, will nonetheless have 
available to them during the initial 5 years of this legislation, the 
following sums of Federal money: 














State Grants (title I) | Bond purchase 
(title II) 
DEON E GUNA. iia dttinntibinocctdtacdatstecumbhtsina ie $90, 990, 000 $61, 485, 000 
EEE TIS LOE TRD CPE CR PEALE BS 3 PNR oP 36, 960, 000 15, 170, 000 
Pr cinsbiaibinininccchactiasahn otdbasics tah diddtekamaaa ee adalet ase iatehetanteannnal 42, 635, 000 17, 200, 000 
te EE ee ee ee eh Sie eee 14, 155, 000 7, 300, 000 
otal...) Sst ek ok ao eee ee 184, 740, 000 | 101, 155, 000 
Grand tobel; etl Uiled...<..-<acunocesvansoisaiclacckBladieccanall D3! $235,895,000 
\ 


. bar here is another part of our answer as to the effectiveness of 
. &. 1. 

A second group of States, which for one reason or another have not 
reported fully or at all as to their classroom needs, and which, insofar 
as we know now have no shortage of classrooms, will have available 
nonetheless $285,895,000 to build schools they may or may not need. 

This amounts to more than 10 percent of the total authorization 
contained in H. R. 1. 


RECAPITULATION AS TO GROUPS I AND II 


If we consider the 2 groups as a whole, we find that $520,450,000, 
amounting to more than 23 percent of the total of $2,250,000,000, 
will be set aside for spending in these 9 States. We want to emphasize 
that these States have no shortages that we know of at this moment. 
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GROUP III. STATES WHICH WILL MEET THEIR REQUIREMENTS 
WITHIN A YEAR 


Turning again to Circular No. 490, we find another group of 10 
States, if they continue their present building programs at the same 
rate for another year, will have more than replaced all unsatisfactory 
facilities and supplied enough schools for excess enrollments. They 
are: 


Classrooms | Scheduled for Classrooms | Scheduled for 


State neer.ed (fall | completion, State needed (fall | completion, 
1956) 1956-57 1956) 1956-57 

Connecticut__........ 2, 600 2,102 || South Dakota-....... 246 125 
Massachusetts........ 2, 240 cL e  Seerever every: 7, 561 5, 064 
Pennsylvania......... 8, 366 5, 454 || Colorado. ............ 1, 197 1,000 
RR atirccnd dicen 3, 435 2, 809 ——_- -— 
NN 4,170 2, 100 | 33, 533 23, 376 
TO cecil 3, 290 3, 000 Balance as of 
Nebraska............. 418 302 June 1957..... 10, 157 


These 10 States, which are obviously well on their way toward 
eliminating their classroom shortages without Federal aid, will none- 
theless have available to them during the initial 5 years of this ‘‘tem- 
porary” legislation, the following sums of Federal money: 


Grants Bond pur- Grants Bond pur- 

State (title ED chase State (title I) chase 
(title IT) (title ID) 
Connecticut_......... $12, 480, 000 $8, 965,000 || South Dakota........ $7, 660, 000 $3, 235, 000 
Massachusetts........ 33, 985, 000 19, 825,000 || Texas................ 90, 860, 000 41, 215, 000 
Pennsylvania._....... 88, 055, 000 47,075,000 || Colorado............. 13, 495, 000 6, 770, 000 
NR sons deere ee 59, 990, 000 37, 965, 000 —_——————_ | ———- 
DIOR. cccdiuaescsces 36, 855, 000 19, 175, 000 413, 880, 000 222, 250, 000 
Se 57, 990, 000 31, 985, 000 Grand total, 


I cscmaniesieningee 12, 510, 000 6, 040, 000 both titles_... $636, , 000 


Thus, 10 States whose classroom needs as of this June 1957 are just 
over 10,000 by their own figures, will have available the vast sum of 
$636,130,000 in Federal money to build schools. 

This amounts to more than 28 percent of the total authorized 
spending for titles I and II of this bill. At least one of the above 
at Pennsylvania, is entitled to share in the $150 million provided 

title IIi. 
. Recapitulation, Groups I, I, and III 


Our analysis thus far brings us to this point: 

Nineteen States, all told, which now have little or no need for addi- 
tional classrooms, will nonetheless find themselves entitled to share 
in a Federal handout of well over $1 billion over the next 5 years. 
The exact total is $1,156,580,000, or more than one-half of the $2,250 
million provided by titles I and II, for States whose classroom needs 
as of now are just over 10,000. 

Or, to state it another way, these States whose current requirements 
amount to slightly more than 6 percent of the “shortage” of 159,000 
relied on to pass this “crisis” legislation, will get more than half the 
Federal money it provides. 
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GROUP IV. STATES WHO WILL MEET THEIR REQUIREMENTS WITHIN THB 
NEXT 5 YEARS 


Turning once again to Circular No. 490, we find another group of 
22 States are now building schools with their own money at a rate 
which will eliminate all known shortages within the initial 5 years this 
legislation is supposed to cover. They are: 








Classrooms | Scheduled for Classrooms | Scheduled for 
State needed (fali | completion, State needed (fall | completion, 
1956) 1956-57 1956) 1956-57 

ae 900 391 3, 150 831 
New Hampshire.....- 690 330 4, 867 2, 076 
New Jersey........... 8, 841 1, 436 1,823 450 
Rhode Island... . 700 202 613 208 
Vermont...... “ 862 207 Be 661 309 
SL  sstclbigeytmmesienn 1, 000 450 271 106 
NR os adicnetdnnee 1, 800 500 || New Mexico.........-. 1 487 100 
Minnesota............ 4,345 1,200 |} Washington.......... 3,344 1,417 
I nic cations 4, 000 1,300 || Wyoming............ 210 100 
North Dakota........ 570 223 Sh 
Oe ine meer 4, 460 1, 500 ate nkian 50, 708 17, 620 
FRU scLicdicutéoce 4, 643 1, 584 || Balance required as 
QO Rss istoceteines 7,471 2, 700 of June 1957........ 33, 088 





1 Needed to accommodate excess enrollment; no data available as to unsatisfactory acilities. 


These 22 States have only to continue building schools at the same 
rate they are now doing it to eliminate all known shortages, with their 
own money, by the time this legislation is supposed to expire. Yet in 
spite of this record, the supporters of H. R. 1 propose to make available 
to these States the following amounts: 








Grants (title| Bond = Grants (title | Bond pur- 
State Hh chase (title State Db chase (title 
I} I) 
ENN. «nisms abn $9, 340, 000 $4, 210, 000 |} Maryland............ $21, 345, 000 $11, 630, 000 
New Hampshire...... 4, 980, 000 2, 400, 000 57, 705, 000 22, 000 
New Jersey..........- 31, 575, 000 21, 270, 000 26, 695, 000 10, 775, 000 
Rhode Island_........ 5, 845, 000 3, 335, 000 7, 390, 3, 170, 000 
Vermont... G 4, 160, 000 1, 810, 000 6, 170, 000 2, 490, 000 
Towa. ...... a 25, 265, 000 12, 040, 000 1, 240, 000 875, 000 
Kansas. __.. . 17, 875, 000 8, 905, 000 10, 610, 000 4, 350, 000 
Minnesota...........- 30, 500, 000 14, 435, 000 20, 510, 11, 245, 000 
GEL. «6 sccnaune 33, 305, 000 17, 200, 000 2, 1, 465, 000 
North Dakota........ 8, 020, 000 3, 235, 000 
IED. os snitserdobadailal 67, 140, 000 37, 940, 000 469, 905, 000 229, 100, 000 
RO. cinatwonbimames 29, 720, 000 14, 290, 000 
Be isnccnantnannal 47, 530, 000 19, 195, 000 





Thus, 22 additional States, whose classroom needs as of this June 
1957 amount to 33,128 classrooms, will be provided with $699,005,000 
in Federal money to build schools. These same States are now build- 
ing schools without Federal money at a rate which will take care 
of their backlog by the end of the school year 1961-62, when this 
legislation by its own terms, is supposed to expire. 

Are these then the “needy” States for which extra money is needed? 

Not if they are already building schools at this rate. 

If they can, and these statistics show they can, build enough schools 
so as to eliminate their shortages and replace what they consider 
unsatisfactory facilities within the next 5 years, this bill only makes 
it possible for them to get money from the Federal Treasury to do the 
same thing. 
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If they can wipe out the “emergency” and get out of the ‘“‘crisis’’, 
by June 1962 what’s the point of enacting H. R.1? These 22 States 
will do it anyway. If we give them Federal funds they’ll put up less 
of their own money to reach the same place. Is it reasonable to 
expect them to do anything else other than reduce their own expendi- 
tures and accept the Federal handout? 

But do they need it? 

We say they don’t. 


RECAPITULATION, Groups I THrovucna IV 


Group I. 5 States with no shortages as of June 1957 will get-_._. $234, 555, 000 
Group II. 4 States with no reported shortages as of June 1957 
WE MOG.) Fb. kamen ae lcs Lees awd eked arn 285, 895, 000 
Group III. 10 States with only 10,157 needed classrooms as of 
June 1957 and none as of June 1958 will get__..._...-_-_--_- 636, 130, 000 
Group IV. 22 States with 33,088 needed classrooms as of June 
1957 and none as of June 1962 will get..._-.-_-------. 699, 005, 000 
Wid si wrwewe nnn ntcsnsecd ache cbunduecdh bases 1, 855, 585, 000 


Our analysis draws to a close. Thur far we have shown how 
$1,855,585,000 in Federal funds, or 82 percent of the $2,250,000,000 
provided by titles I and II will be distributed to 41 States, not one 
of which on the basis of the record is not building schools fast enough 
to meet its own requirements just as soon as it will under the provisions 
of H. R. 1. 

However, as of June 1957, these 41 States account for 43,245, or 
20 percent of the 159,000 ‘“‘needed” classrooms. 

Let’s repeat that: 41 States with 20 percent of the shortages will 
receive 82 percent of the money. 

We now turn to the last group of States. 


GROUP V.—STATES WITH INADEQUATE BUILDING PROGRAMS 


Classrooms Scheduled 
State needed for comple- 
(fall 1956) tion (1956-57) 


I ii saic cic Cin thits dhlno noe cteoe se swentcetebinmndiiedy adam aegaatniedbitaewiied 11, 354 407 


TS soba tie, Sa a teen an nadiinnnniatintiiinind dd ona 8, 324 350 
IL... 3 en ae. wd on ance hanna dmenieenaiadiwbae deus ccoLiaee 7, 000 800 
RS SPS ERE ID eee agape a SE EY Ses as NE! Orns 6, 579 600 
ERROR tie cas dina dcdesoceseosakes ite shpdont des chehihnendeting 6, 453 1, 186 
WEES cba sekthbbindch Ju cuuvcdde dic dqubbvhyaertdedstocdsWeyadniiphigbistabennd 4, 974 993 
ik ier Oe, Bae, ss nonongunwnsaliibuhtaleeusucucudcusaeniabdbinsabbaing 709 124 


Welhe san os catos oes cc wrteen ce eeeewamanredrack demeogenbend 45, 393 | 4, 460 
40, 933 


The term “inadequate” means that the present rate of building is 
not sufficient, in and of itself, to wipe out the “backlog” of needed 
classrooms within the next 5 years. In that sense these, then, are 
the ‘‘needy” States, because, for whatever the reason, on the basis of 
these statistics, they are just not building enough schools at the present 
time. 

What does the bill do for these States? 
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Here is what they will have available under the provisions of H. R. 1: 


State Grants Bond purchases 
(title I) (title Il) 


BIROIIL 6 sidiletiamevadsc dice idadensbcontss supihsshobentbndibsddediaint $43, 550, 000 $16, 815, 000 
IIE, ch taste ptnas<dteiineaitmiaianiaiidl dia dicate Ea ict Otte , 460, 000 9, 965, 000 
BRET 6 coscectpicacnccuscuypnesstinliddesdpndassbleonga tae seeane 38, 630, 000 15, 595, 000 
PEE, b; cemeicncbinabinedbitin cbt seceded chitin dk doeabehtesbeeiee 33, 315, 000 12, 200, 000 
I I i ce 34, 295, 000 13, 135, 000 
eS oo ULL. A cl iden abidalivuetetadbhile an besanidoate kaki 38, 790, 000 17, 265, 000 
INS ctl wcities senate kita ie ce lai Ns Re 9, 495, 000 4, 065, 000 
Tete cs 4h.0- hid ded dbs aatehseadaeeébanebad 224, 535, 000 89, 040, 000 
Grane teted; DOGE Cisne qniceconddensntnn-geetddunncasdkinadianioiel 313, 575, 000 


Thus, $313,575,000—or 14 percent—is provided under H. R. 1 for 
the use of these States where the greatest shortages appear to be; in 
fact, 57 percent of the current shortage of 71,684 is concentrated in 
this relatively small group of States. As of June of this year, this 
group still has shortages totaling 40,933 classrooms. 

Let’s examine them State by State: 

Alabama is entitled to $43,550,000 in outright Federal grants. This 
will build, on the basis of the “‘official’’ $30,000 per classroom figure, 
1,451 classrooms during the 5-year period. Alabama’s present rate of 
building will provide an additional 2,035 for a total of 3,486 classrooms. 
This will still leave Alabama with a classroom shortage of 7,461 at 
the end of June 1962. 

If this legislation is then allowed to expire, and Alabama continues 
the present rate of construction of 407 classrooms per year, by the 
end of the school year 1979-80, Alabama will have caught up with 
her present requirements. If H. R. 1 is not enacted, the shortage will 
not be eliminated until 1984. 

Arkansas is entitled to $26,460,000 in Federal grants. This will 
build 882 classrooms during the 5-year period. Arkansas’ present 
rate of building will provide an additional 1,750 during the same period 
for a total of 2,632. This will still leave Arkansas with a classroom 
shortage of 5,342 at the end of June 1962. 

If this legislation is then allowed to expire, and Arkansas continues 
her present rate of construction of 350 classrooms per year, by the 
end of the school year 1976-77, Arkansas will have caught up with 
her existing requirements. If H. R. 1 is not enacted, the shortage will 
not be eliminated until 1982. 

Kentucky is entitled to $38,630,000 in Federal grants. This will 
build 1,287 classrooms during the 5-year period. Kentucky’s pres- 
ent rate of building will provide an additional 4,000 classrooms for a 
total of 5,287. This will still leave Kentucky with a classroom short- 
age of 913 at the end of June 1962. 

If this legislation is then allowed to expire, and Kentucky continues 
her present rate of construction of 800 classrooms per year, by the 
end of the school year 1963-64, Kentucky will have caught up with 
her current requirements. If H. R. 1 is not enacted, the shortage 
will not be eliminated until 1965. 

Mississippi is entitled to $33,315,000 in Federal grants. This will 
build 1,110 classrooms during the 5-year period. Mississippi’s present 
rate of building will provide an additional 3,000 during the same period 
for a total of 4,110. This will leave Mississippi with a classroom short- 
age of 1,869 as of June 1962. 
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If this legislation is then allowed to expire, and Mississippi con- 
tinues her present rate of building 600 classrooms per year, by the 
end of the school year 1965-66, Mississippi will have caught up with 
her present requirements. If H. R. 1 is not enacted, the shortage 
will not be eliminated until 1967. 

South Carolina is entitled to $34,295,000 in Federal grants during 
the 5-year period. This will build 1,143 classrooms. South Caro- 
lina’s present rate of building will provide an additional 5,930 for a 
total of 7,073. Passage of H. R. 1, therefore, would make it possible 
for South Carolina to catch up with her present shortages by June 
1961, or 1 year earlier than would be possible under the present rate 
of 1,186 classrooms per year. 

Virginia is entitled to $38,790,000 in Federal grants during the 
5-year period. This will build 1,293 classrooms. Virginia’s present 
rate of building will provide an additional 4,965 during the same 
period for a total of 6,258. Passage of H. R. 1, therefore, would 
make it possible for Virginia to catch up with present requirements 
by June 1961, or 1 year earlier than would be possible under the 
present rate of 993 classrooms per year. 

Utah is entitled to $9,495,000 in Federal grants during the 5-year 
period. This will build 316 classrooms. The present rate of con- 
struction will provide an additional 620 during the same period for 
a total of 936. Passage of H. R. 1, therefore, would make it- possible 
for Utah to catch up with present requirements. by June 1960, or 3 
years earlier than would > possible under the present rate of 
construction. 

In summary as to this group of States, if they spend every cent of 
Federal grants provided, they will still have the following shortages 
of classrooms after this legislation is supposed to expire: 





Classroom 

shortages, 

State June 1962 
maeaiees 2681674. ai. Wee SLi, tihibeh sbiseiaes he de 7, 461 
ENON 3.005 3st OSs. j.ladecivdenwsnaeh senemel ons eoniionee 5, 342 
ONE. ciicicl rinp <p mpnitileeils spitynieglc Sisto Ak inde t AUR seed earns terse 913 
NIN iin oi nna cnccus cenegembnapaa eee samen een aed eee 1, 869 
Thee UAW io Od Dees ied acd Le ieial au 15, 585 


This shortage, it should be noted, after all the provisions of H. R. 1 
have been exhausted, is more than 21 percent of the current “‘shortage’’ 
of 71,684 upon which the “crisis’’ is built. 


CoNcLUSION 


Here are the conclusions which must be drawn: 


$234, 555, 000 is provided for 5 States which, as of June 30, 1957, have no school- 

room shortages whatsoever. 

285, 895, 000 is provided for 4 States which have no reported shortages as of 

une 30, 1957. 

636, 130, 000 is provided for 10 States which are able, by their own efforts to 
satisfy all their requirements by the end of next year, June 1958. 

699, 005, 000 is provided for 22 States which are able, by their own efforts, to 
satisfy their requirements by the end of the period provided in 
this bill, June 1962. 

813, 575, 000 is provided for 7 States which, after using all the funds provided 
in the legislation will still have classroom shortages totaling 
15,585 after the legislation has expired. 


$2,169, 160,000 total. 





wr 
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The balance of the money is to be allotted to the District of Colum- 
bia, Puerto Rico, and other Territories and possessions, _ : 
Something is wrong with this legislation. Let’s look at it again: 
In terms of percentages: 
23 percent is = for 9 States with no reported shortages as of June 
195 


28 percent is provided for 10 States which will be able to meet all current 
needs by June 1958. 


31 percent is provided for 22 States which are able to meet all current needs 
by June 1962. 


14 percent is provided for 7 States where more than half of the shortages 
are located and which will still have shortages of roughly 
16,000 after the program is ended in June 1962. 

If the supporters of H. R. 1 want to build schoolrooms where hey 
may be needed, then this legislation is poorly conceived. It wi 
enable many of the States to shift part of their onden to the Federal 
Government, but it will in no way serve to increase the amount spent 
above the amounts now being spent. There is no reason whatsoever 
to believe that the sums provided for Alabama, Arkansas, Kentucky, 
or Mississippi in this legislation will serve to bring about the tre- 
mendous increase in school construction which must occur in those 
States if they are to ever wipe out their claimed ‘‘need”’ for classrooms. 
Only the citizens of those States can force the public officials of those 
States to act to build schools. 

Passage of H. R. 1 won’t build the schools these States claim they 
need. 

We are opposed to the enactment of H. R. 1 because we are con- 
vinced that even if there should be such a need as is described by the 
Government, this bill will not meet that need. 

A bill that will provide 23 percent of the money for States that have 
no shortages but only 14 percent of the money for States with more 
than half the shortages cannot be seriously presented or considered as 
designed to give aid to “‘needy”’ States or to “needy” school districts. 


SECTION III. THE PEOPLE DON’T WANT A FEDERAL-AID 
BILL 


Tue Opposition to H. R. 1 


It is difficult to describe the extent of the opposition to Federal aid 
to education legislation. The printed hearings are packed with testi- 
mony, statements, correspondence, telegrams. To repeat them here 
would unduly burden this report. Nonetheless, the following ex- 
cerpts will serve to indicate the broad scale opposition. The people 
are all against it, that is businessmen, doctors, farmers, bankers, 
governors, State legislatures, taxpayers, school-board members, the 
American Legion, great numbers of patriotic societies from one end of 
the country to the other, chambers of commerce, taxpayers’ associa- 
tions, industrial councils, women’s clubs, and the rank and file of such 
organizations. They reported their opposition in a great number of 
meetings across the country. 

The statements filed also reported rank-and-file opposition at the 
grassroots. The character of this opposition is quoted below. Many 
individual school-board members testified and filed statements in 
opposition: so did State and county school-board members. 
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Fear of control by the Federal Government was general and out- 
spoken. There was bitterness, too, that the Federal Government 
should try to shove Federal aid down the throats of the people whether 
they wanted it or not. 

They insisted that they, the parents, the producers of all the wealth 
of the country, are taking care of their children and are building the 
necessary schoolrooms for an increasing population. The school 
taxes, they said, are very burdensome, ith more burdensome than 
they should be because of the intolerable and inexcusable Federal 
taxes. 

NO SCHOOL DISTRICT ASKED FOR FEDERAL AID 


It should be noted that not a single school district out of some 
62,969 sent a representative to plead in favor of Federal aid to educa- 


tion because it was too poor to meet its own need with local and State 
aid. 


THE AMERICAN LEGION OPPOSED AFTER CONSIDERATION THROUGHOUT 
THE STATES 


Mr. Richard C. Cadwallader, a member of the National Amer- 
icanism Commission of the American Legion, pointed out that— 


The tremendous scope of the youth and educational 
activities of the American Legion in about 18 programs 
have given it an insight and an informed opinion based on 
experience with the elementary and secondary schools in 
each of the several States through its 17,000 posts and the 
American Legion Auxiliary and have earned it the right to 
speak authoritatively on this matter. 


He went on: 


One of the primary objectives of the American Legion is 
to teach an understanding * * * of our American philosophy 
of government. * * * The American Legion believes that 
real freedom for the individual cannot be safeguarded unless 
the power of government is decentralized and restrained. 
* * * Federal aid is not the way to get good schools * * * 
the respective States have the capacity to meet their educa- 
tional requirements if they wish to do so * * * it would 
seem impossible to have Federal aid * * * without at least 
the minimum of Federal control * * * and it invites the 
danger that in time the Federal agencies will want to pre- 
scribe the curricula, textbooks, other instructional materials, 
teacher qualifications, methods, and standards * * * and 
accounting and fiscal procedures. * * * History indicates 
that once Federal appropriations are made for any purpose, 
the tendency is for the affected groups to lobby for their 
continuation * * * the expenditures by States and local 
governments for education are already the largest and most 
expensive of any of their activities * * * State and local 
activities need no stimulating. 


The conclusion of the American Legion is that— 


Any objective analysis of the public-school system of the 
local communities * * * will inevitably lead to the con- 
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clusion that the pending proposals for Federal usurpation 
of the prerogatives of local school districts is unnecessary, 
unreasonable, unsound, and dangerous to the preservation 
of local vitality and initiative * * * if it should pass it 
would represent a tragic attack on the sovereignty of the 
States, the welfare of our people, our freedom as a nation, 
and our economic stability. * * * Above all, it would repre- 
sent a surrender to the basic collectivist philosophy of 
communism. * * * The American Legion urges the Con- 

ess to reject * * * proposals to appropriate any Federal 
funds to general public education in elementary or secondary 
schools. 


THE ASSOCIATION OF AMERICAN PHYSICIANS AND SURGEONS, INC.; 
OPPOSE 


Pointing out that this program is held out to cover an emergency— 
to cure a temporary schoolroom shortage, the statement of the 
doctors showed that this is pure deception. They pointed out that 
last year, Dr. William G. Carr, executive secretary of the National 
Education Association testified before the Senate committee that— 


As long as our schools are cut off from the most powerful 
and efficient and productive form of taxation that we have 
(Federal taxation, of course) so long will they fail to receive a 
reasonable share of the great wealth and income of our 
country. 


Does this sound temporary? They g° on to quote Dr. John K. 
Norton, head of the department of educational administration at 
Teachers College, Columbia University, who said: 


Even if $500 million (a year) were voted for school build- 
ing aid, it would represent only a first step toward adequate 
Federal participation in the financial support of education in 
the United States. 

To the planners, the emergency is always permanent. 

Once the new educational bureaucracy has established its 
foothold in the Federal Government, the bureaucratic em- 
ployees will perpetuate themselves in their jobs by em- 
ploying statistics to prove the existence of new emergencies— 


To show Federal control, the doctors cited an 108-page booklet; 
Administration of Vocational Education, and a sentence on page 4 
which reads: 


Each State is required to submit a plan which must meet 
with the approval of the Federal Office of Education. 


THE AMERICAN FARM BUREAU FEDERATION 


_ Mr. John C. Lynn, legislative director of this largest farm organiza- 
tion with a membership of 1,600,000 farm families in 48 States, said: 


We recognize the problem * * * we are convinced that the 
poe in the local counties and communities, we have farm 
ureaus in 2,600 of these 3,000 counties in the United States, 
can do this job * * * the result of intervention by the Fed- 
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eral Government could be to stymie initiative on the part 
of local people who will get the impression that if they wait 
long enough, the all-powerful Federal Government will come 
in and assist them. * * * Even though this legislation is 
labeled a temporary measure, we know from long experience 
that there is nothing so permanent as a temporary Federal 
cones Federal aid to education will certainly be followed 

y Federal intervention. * * * I cannot read pages 7, 8, 9, 
10, and 11 without getting the impression that there is a tre- 
mendous amount of control there in every opportunity under 
the provisions of this bill for the Federal Government or 
Commissioner of Education to dictate who is qualified 
personnel. 


The Virginia Farm Bureau’s executive secretary, Mr. M. A: 
Hubbard, testified that— 


Our Farm Bureau members have continued to express firm 
and undiminished opposition to Federal aid to education. 


The Massachusetts Farm Bureau, Inc., sent its executive secretary, 
Mr. Carlton I. Pickett, who testified in part: 


When the School Building Assistance Act expires on 
June 30, 1959, it is estimated that about $525 million in 
school construction in Massachusetts will have been ap- 
proved and built * * * our century old * * * school 
foundation program will continue * * * the foundation is 
there to see that every last child in Massachusetts gets a 
required standard of education and the State must help 
any city or town to provide it * * * my group flatly holds 
suspect the encroachment of big Federal sic veradeat as a 
solution of all local problems. 


NATIONAL CONFERENCE OF STATE TAXPAYERS ASSOCIATION EXECU- 
TIVES AND OKLAHOMA PUBLIC EXPENDITURES COUNCIL 


Mr. Steve Stahl, executive vice president and ee of both 
organizations, made the trip to Washington to tell the subcommittee 
that Oklahoma does not need Federal aid to education and he carried 
a fistful of facts. Among them was the information that under- 
privileged Oklahoma has increased its school revenues by 50 percent 
in 5 years, raised teacher salaries by one-third, increased school-bond 
issues more than 300 percent. The Evening World-Herald of Omaha; 
Nebr., March 23, commenting on Mr. Stahl’s testimony in an editorial 
entitled ““Throw the Bum Out,” recounted an old familiar story: 


A man who goes to Washington to reject a handout from 
Uncle Sam might expect at least a courteous hearing. * * * 
But Mr. Stahl ran into 2 hours of heckling * *.* they in- 
terrupted his prepared statement at every comma with 
scathing questions, wrote Allan Cromley of the Daily 
Oklahoman Washington bureau. * * * Mr. Stahl finally 
sat. down, thoroughly frustrated, much of his typewritten 
statement unread. * * * Back home * * * he reported to 
his fellow Oklahomans that people who go to Washington 
with a tincup in their hand are welcomed royally, while those 
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who don’t want anything are given the ““bum’s rush.” - We 
hope Mr. Stahl is not too disheartened, and that others will be 
encouraged to join in his fight. ‘The day may come when the 
“‘bum’s rush”’ will be given to those who deserve it. 


Public Affairs Research Council of Louisiana, Inc., sent Mr. Edward 
J. Steimel, its executive director, to testify about the financial capacit 
of the State of Louisiana, district by district, for meeting its school- 
construction needs and of the willingness of the people to do that. 
He summarized: 


I present information to show clearly that Louisiana— 
one of the poorest States according to the administration 
bill—not only does not need Federal aid but has unused 
bonding capacity after meeting its needs to equal almost 
oes the total 4-year appropriation in the administra- 
tion . 


Mr. Steimel read a newspaper report quoting the assistant super- 
intendent of schools of Louisiana as saying: 


Louisiana can support her schools without Federal aid 
* * * of course, we would take it * * * but the control 
issue is very much present. 


Connecticut Public Expenditures Council’s executive director, Mr. 
Carter W. Atkins, showed that Connecticut was producing “a surplus 
of 547 classrooms for the school year —s September 1959 and a 
surplus of 521 for 1960. Connecticut has been and is now taking 
care of its school building needs without Federal aid. There is not 
the slightest doubt that it can and will continue to do so.” 

The Southern. States Industrial Council was represented by Mr: 
Tyre Taylor, who stated this was an organization of industrial and 
business concerns in 16 Southern States from Maryland to Texas, 
including Virginia, West Virginia, and Oklahoma: 


The council opposes Federal aid to education, including 
Federal aid to school construction * * * because public 
education is a matter which should be controlled by the - 
States and localities and not by the Central Government. 
We think the Federal Government is already too big * * * 
and that what is needed is some regard for the provision of 
the Constitution reserving the rights that are not delegated 
to the Federal Government to the States or to the people 
* * * The council believes that Federal aid for schools, 
in whatever amount and however applied, and irrespective 
of the number and kind of so-called safeguards adopted, is 
the first step toward the nationalization of the schools * * * 
assuming the need * * * the States and localities are in a 
far better position to supply it than is the Federal Govern- 


ment—quoting Senator Byrd—“which.is mortgaged to the 
hilt.” 


The United States Chamber of Commerce, was represented by Mr. 
Thomas A. Ballantine, chairman of the committee on education, and 
Dr. John R. Miles, manager of the education department. Mr, Bal- 
lantine testified in detail and Mr. John S. Coleman, president of the 
chamber of commerce, showed in a letter that as a result of a series of 
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legislative clinics, and discussing this Federal-aid issue with thousands 
= businessmen, it was the overwhelming consensus of every group 
that— 


The States and their communities are responsible for, and 
able to, finance the development of the school systems re- 
quired of their citizens. 

The national chamber regards as unwise and unnecessary 
the legislation now being considered by this committee * * * 
neither local reports nor the research of the national chamber 
indicates that an emergency now exists which would justify 
nationwide Federal intervention in the construction of school 
facilities * * * our investigations indicate * * * that no 
critical national shortage in classrooms has been or can be 
demonstrated to exist. 


The New Jersey Chamber of Commerce spokesman was Mr. Leon- 
ard E. Best of the education committee. He pointed out that— 


New Jersey does not need Federal aid, since it is one of 
the highest spenders on education among the 48 States. 


a that New Jersey does not want Federal aid, Mr. Best 
said: 


In fiscal year 1955 Federal funds for education cost New 
Jersey $2.93 for each dollar received * * *. Federal tax 
relinquishment would provide a permanent source of Federal 
aid for school construction without the danger of Federal 
control over education * * * and would render unnecessary 
the creation of a Federal unit to administer the program. 


The New Jersey Taxpayers Association, Inc., said: 


There is no gainsaying the fact that much of the drive for 
Federal school aid comes from those who think the funds 
will be devoted * * * to equalization between the States. 
Most of the funds would not be used for such equalization. 


They reported: 


Of the $3.3 billion distributed in Federal aid programs in 
fiscal 1956, only 23 percent was channeled into the stream 
of equalization. The rest—77 percent—merely took a 
roundtrip to and from Washington. 


The Illinois Chamber of Commerce was represented by Mr. Joseph 
W. Cavataio, who described in detail the Illinois need and the school 
problems commission recommendations to meet the need. He sum- 
marized by saying: 


Illinois plans and is able to take care of its own problems. 


The Wisconsin State Chamber of Commerce general manager, Mr. 
Frank A. Hausheer, said: 


The job can and will be completed by those who know 
Wisconsin’s needs best—State and local governments work- 
ing in concert with the citizenry * * * we do not want this 
assistance at the expense of our neighbors * * * may not 
aid be solicited next to provide funds for school maintenance 
and teachers’ salaries? 
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The Sheboygan County wee Association and Sheboygan 
Falls Chamber of Commerce, Wisconsin, was represented by Mr. 
Andrew J. Houwers, vice a of the former and president of the 
Sheboygan Falls School Board. He left with the subcommittee a 
study made to refute a national study purporting to show Wisconsin 
deficient in its ability to finance school construction. Wisconsin 
amended its constitution to liberalize local school-debt limitations and 


recognizes its responsibilities toward its children. I believe 
your function is to develop that recognition and willingness in 


the States that may be lagging. Handing out Federal aid 
will not do it— 


he said. 

The Ohio State Chamber of Commerce research director, Mr. Arch 
D. Schultz, presented a 61-page booklet, Facts About Ohio Schools, 
by Dr. C. J. Botte, of the research department, and a legislative report, 
Financing Ohio’s Public Schools. Both indicate that Ohio can and 
will solve its own school problems. 

The West Virginia Chamber of Commerce managing director, Mr. 
H. A. Stansbury, said: 


The estimates of need are grossly exaggerated * * * 42 
percent of the total present enrollment are housed in school- 
rooms less than a dozen years old * * * the program 
continues during the current school year with $3,800,000 
of county omit funds in hand on July 1, 1956, with 
$2,066,000 of such bonds having been approved and issued 
subsequently, and with more than $6 million of current 
or special revenues budgeted for buildings all of which adds 
up to another $12 million being expended by the 55 county 
school boards for school construction during the 1956-57 
school year. The people of West Virginia are fully facing 
up to the responsibilities * * * of building their own 
schools without Federal help. 


The Empire—New York—State Chamber of Commerce witness 
was Mr. Phillip C. Wolz, chairman of their education committee, 
Mr. Wolz has been a commissioner of education in Rochester, N. Y.,; 
for 14 years and past president of the New York School Boards 
Association, Inc., so he speaks with experience and research knowledge 
of his subject. He points out that: 


One of the bills you have under consideration proposes to 
make available $15,700,000 of Federal funds that we do 
not need for school buildings that we are going to build 
anyway. To get the $15,700,000 you propose to impose 
a tax of $48,100,000 upon our citizens as our share of the 
$325,000,000 program. * * * In order to qualify for the aid 
we do not need we are required to appropriate an additional 
$32,400,000 in matching funds. * * * Last calendar year the 
residents of our State spent $282,569,800 which was used to 
build 4,660 classrooms in 366 projects. * * * The whole 
proposal is a political hoax as far as providing additional 
education facilities for New York. Under the terms of this 
bill we would be able to provide 309 additional classrooms, 
which would cost us, under the tax burden we would be called 


| 
; 
| 
| 
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upon to assume, $155,700 per classroom. * * * Without the 
benefit of Federal aid we are providing classrooms at an 
average cost of $51,000 * * * the aid formula * * * per- 
omen the fiction that through such Federal aid the 
tates with the highest per capita income contribute heavily 
to the needs of other States. * * * The fact is * * * that 
less than one-third of these funds actually will be channeled 
from some States to others, while more than two-thirds 
just makes a round trip to Washington and back * * * and 
ane ee on the trip, as the cost of administration is 
educted. 


A supplemental statement by the department of governmental 
affairs of the Empire State Chamber of Commerce, in answer to specific 
questions showed that all New York school districts are able to meet 

eir own needs. 

The New York State Federation of Women’s Clubs’ president, 
Mrs. William S. Shary, testified that 15 States do not levy a corpora- 
tion income tax and 13 of these do not levy a personal income tax 
either—16 other States although they tax their own industry, will 
grant 5- to 15-year business tax exemptions to firms in New York and 
elsewhere which move to or expand within their borders. She said: 


If tax money is collected in New York and spent for schools 
in other States, it would enable those States to build their 
schools partly at our expense and thus keep their own taxes 
low. * * * They use the lure of those low taxes to induce tax- 

aying, job-making business and industry to move from New 

ork State. * * * Another danger * * * it could lead to 
Federal control * * * as in vocational education as set forth 
in House Document No. 529 of the 75th Congress * * * 
(this) “federally supported program has to a considerable 
degree become a federally dictated program * * *” until it is 
demonstrated that other States have exerted similiar effort, 
there is no justification for a Federal aid bill which would take 
millions of dollars away from the people of New York and give 
to other States. 


The Defenders of the American Constitution, represented by Lt. 
Gen. Pedro DelValle, and the Constitution Party of Virginia, repre- 
sented by Mr. B. M. Miller, were opposed. They feared control and 
the States were willing and able to do their own school-construction 
obs. 

Mrs. Edith Stafford, president of the Los Angeles School Board of 
Education, and Mrs. Ruth C. Cole, member of the Board of Education 
of Los Angeles, Calif., reported: 


We have a very great paiieies program * * * we may be 
taxing ourselves more than other States are oe Is it 
fair to be called upon to support programs in other States? 


Mr. Carruthers A. Coleman, member of the Fayette County (Ky.) 
Board of Education: 


The Fayette County Board of Education has gone on 
record as opposed to any further extension of Federal aid in 
the common school education system of our country * * * 
we have a * * * problem * * * we intend to settle it in 
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our own State in our own way. * * * We feel the State of 
Kentucky has the means within its boundaries to furnish the 
kind of education its people want * * * and the kind of 
education which has produced some of our country’s greatest 
people * * * some of whom never had any schoolroom at 
all * * * it is not our intention to shirk * * * responsi- 
bility * * * nor is it our intention to abdicate these powers 
by seeking Federal aid. 


Mrs. Earl Maughmer, Jr., secretary, board of education, Houston; 
Tex., testified: 


The Texas official delegation to the White House Con- 
ference on Education went on record unanimously in opposi- 
tion to Federal aid to education. * * * We im Houston 
have * * * been passing enough bond issues * * * for 
school construction. 


Mr. George P. Whitman, Jr., chairman, State School Buildin 
Authority of Georgia, and Mr. John Sims, director, State schoo 
building authority, State of Georgia, said: 


We have either under construction or completed at the 
present time 14,461 schoolrooms and our present needs are 
5,340 which we estimate will cost the State of Georgia approx- 
imately $88 million beyond the $200 million program we 
already have financed. Now, we plan to finance that pro- 
gram ourselves. I speak for the State board of education 
and the State administration. We do not believe in Federal 
aid to education in Georgia * * * we believe that when we 
come up with our hands out to Washington * * * that who 
controls the pocketbook controls the operation in the end. 


Mr. Louis H. Schimmel, president, board of education, Pontiac, 


Mich., after ee a unique plan for financing schools by the 
State of Michigan, said: 


I feel that every State should make the effort to demon- 
strate that it is doing all it can to solve its own problem, such 
as Michigan has done; and if they do that, they may discover, 
as Michigan has, that they can do the job without any out- 
side assistance. 


The only evidence we have on the hearing record from any local 
school boards or districts is that they do not want or need Federal aid 
to school construction. 

It is significant that when a resolution in favor of Federal aid to 
school construction was presented to the National School Boards 
Association meeting in Atlantic City, N. J., in February 1957 it was 
tabled by a 4-to-1 vote. This association is made up for the most 
part of nonprofessionals. They are the local officials Thien the people 
elect or appoint to manage and finance the school districts in which 
they found the money for classroom construction. 

In addition to the witnesses who appeared in opposition, the follow- 
ing national organizations and individuals ciueed daa on the 
hearing record of our committee in opposition to more Federal aid 
to school construction: 

The National Society Daughters of the American Revolution; the 
American Coalition of Patriotic Societies—100; and the Thirty-first 
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Women’s Patriotic Conference on National Defense, Inc.—18, in 
serted their resolutions in opposition to Federal aid to school con- 
struction in the hearing record with accompanying letters. 

Listed by States, the following statements in opposition to Federal 
aid to school construction were entered in the record: 

Alabama State Chamber of Commerce, quoting State Superin- 
tendent of Education: 


We do not know how many school classrooms are in use in 
Alabama. 


Arizona Farm Bureau Federation. 
Dr. George S. Benson, president, Harding College, Searcy, Ark. 
California School Boards Association. 
California Taxpayers Association. 
Facts in Education, Inc., Pasadena, Calif. 
Educational News Service, Fullerton, Calif. 
C. T. Richardson, teacher, San Mateo, Calif. 
California State Chamber of Commerce. 
California Farm Bureau Federation. 
Colorado Public Expenditures Council. 
Colorado Farm Bureau, Denver. 
“ - Paso County Republican Women’s Club, Colorado Springs, 
olo. 
Connecticut Chamber of Commerce. 
Karl E. Brandt, Wilmington, Del. 
Georgia State Chamber of Commerce. 
Associated Taxpayers of Idaho, Mr. Max Yost, executive manager: 


The above information clearly shows Idaho does not need 
Federal aid for construction of * * * school facilities. 


Taxpayers Federation of Illinois. 

Illinois PTA Study Group. 

We, the People, Mr. Harry T. Everingham, vice president, Chicago: 

Association of American Physicians and Surgeons, Inc., Chicago, Ill. 

Indiana Legislature, memorial of, against. 

Dr. D. L. Sharp, Anderson, Ind. 

Henry Weis Mfg. Co., Inc., Elkhart, Ind., Mr. Paul W. Kerr; 
president representing. 

Indiana State and Indianapolis Chambers of Commerce. 

lowa Taxpayers Association, Mr. Lyle R. Mercer, president: 


Iowa has the borrowing capacity to finance the construc- 
tion of these 550 classrooms, and many more. 
Sioux City Journal Tribune editorial February 13, 1957: 
But Either Way the Richer States Lose. Same February 
14, 1957, Woodbury Co., taxpayers conference against. 


Kansas State Chamber of Commerce. ; 
Associated Industries of Kentucky, Inc., Mr. Rayburn Watkins, 
managing director: 
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Here are the facts that demonstrate * * * Kentucky not 
only can, but * * * already has faced up to its * * * 
problems. 


Mrs. Paul L. Young, Kentucky teacher. 

Free Men Speak, r. Kent Courtney, editor, New Orleans, La. 
Madison Parish Farm Bureau, Tullulah, La. 

Public Affairs Research Council of Louisiana, Inc. 
Louisiana Farm Bureau Federation. 

Baton Rouge Chamber of Commerce, ‘La. 

Baltimore, Md., Association of Commerce. 
Massachusetts Federation of Taxpayers Associations, 
Greater Lansing Chamber of Commerce, Michigan. 
Citizens Research Council of Michigan. 

Detroit Board of Commerce, Michigan. 

Missouri State Chamber of Commerce: 


State is creating a temporary school building construction 
fund to demonstrate that Missouri is able, ready, and willing 
to take care of its own school construction shortages without 
any control, interference, or assistance from Washington. 


Missouri Public Expenditures Survey. 
Mississippi: Telegrams from Lt. Gov. Carroll Gartin; Mr. Louis 
Alford, chairman, State educational finance committee; Mr. William 


B. Neal, director of finance, State educational finance commission, 
Jackson, Miss.: 


All districts can meet needs with State aid. * * * Fed- 
eral aid not needed. 


Mississippi Daughters of the American Revolution. 

Mississippi Economic Council. 

Clarion (Miss.) Ledger and Daily News editorial, March 17, 1957, 
the Folly of Federal Aid. 

Montana Taxpayers Association, Mr. S, Keith Anderson, executive 
secretary, lists unused bonding capacity and comments: 


Needs have not been great enough to put before the people 
for their vote. 


Bozeman Chamber of Commerce, Montana. 

Chamber of Commerce, North Platte, Nebr. 

Hastings (Nebr.) Chamber of Commerce. 

Nebraska Citizens Council, Inc. 

Nevada, Ely White Pine Chamber of Commerce. 

New Jersey Taxpayers Association, Inc. 

Kingston Area Chamber of Commerce, Kingston, N. Y. 

Glens Falls Chamber of Commerce, New York. 

Citizens Public Expenditure Survey Inc., New York. 

North Carolina, Chatham Motors, Inc., Siler ap 

McDaniels Lewis of McDaniels Lewis & Co., supporting Invest- 
ment Bankers Association testimony, Greensboro, N, C. 











52 SCHOOL CONSTRUCTION ASSISTANCE ACT OF 1957 


Mooresville Chamber of Commerce, Inc., Mooresville, N. C. 
Editorials, the Plain Dealer, January 29, 1957, “Too Costly”; 
February 7, 1957, ““They’d Have To Take It (Ohio).” 
eer eee Federation of Independent Farm Organizations, Lucas, 
io. 
Editorials, Columbus (Ohio) Dispatch, January 31, 1957, “Con- 
ess Well Advised To Kill School Bill”; Columbus (Ohio) Citizen, 
anuary 29, 1957, ‘‘More Schools at More Cost.” 
Oklahoma City Times, March 5, 1957, editorial, The Federal Aiders’ 
Sorry Case. 
Pennsylvania State Chamber of Commerce. 
Pennsylvania Farmers Association, Mr. G. A. Biggs, president, 
Lemoyne, Pa. 
Editorials in Catholic Standard and Times, by Archbishop John F. 
O’Hara, Philadelphia. 
Mr. Graham Miller, Meriod, Pa. 
Indiana (Pa.) Chamber of Commerce. 
Associated Industries of Rhode Island, Inc. 
South Carolina’s Governor, George Bell Timmerman, Jr., made a 
strong statement against Federal aid. 
Sumter (S. C.) Chamber of Commerce. 
South Carolina Chamber of Commerce. 
Governor Price Daniel, of Texas, a telegram and memorial of legis- 
lature against. 
Angelina County Chamber of Commerce, Lufkin, Tex. 
Catholic State League of Texas. 
Texas Manufacturers Association. 
Anderson County Chamber of Commerce, Palestine, Tex. 
East Texas Chamber of Commerce. 
West Texas Chamber of Commerce. 
Utah Taxpayers Association, Mr. M. H. Harris, executive secretary: 


Report of the Utah Conference on Education * * * and 
informed opinion is that Utah can and will take care of her 
own school building needs. 


Salt Lake City Chamber of Commerce, Utah. 

Virginia’s Gov. Thomas B. Stanley opposed. 

Virginia, Arlington School Board member, Mrs. Helen S. Lane. 

Virginia teacher, Suzanne R. Dickson, Falls Church, Va. 

West Virginia, Southern Coal Producers, Charleston, Mr. Walter 
R. Thurmond, secretary: 


Disturbed by huge budget * * * (it is) outside province 
of Federal Government and need for school construction has 
been tremendously exaggerated. * * * Governor Under- 
wood * * * said what West Virginia needed was not a tre- 


mendous building program so much as it needed improved 
teaching. 


Wyoming, Gov. Milward L. Simpson, and a joint memorial of the 
State Legislature of Wyoming, against. 
Casper (Wyo.) Chamber of Commerce. 
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OTHER PUBLIC STATEMENTS 


Governor Timmerman, of South Carolina, in flatly refusing Federal 
aid to schools is outraged by Washington which he says is possessed 
“with a blind prejudice against representative government, with which 
the moguls of centralization go left-winging along in a frenzied rush 
to outdo the other side of the Iron Curtain in nationalizing everything 
presently involving a free people’s choice.” Referring to the quickie 

uestionnaire the United States Office of Education put out to prove 
that the generous, and most-kind Uncle Sam taxpayers’ own money, 
should build our classrooms, he said: 


The figure 1953 (classrooms needed reported on Circular 
490 of the U. S. Office of Education) is not a statistic of a 
shortage that is not being met. * * * In no sense does it re- 
flect a need for Federal aid * * * it is an estimate of a need 
which was being met. We in South Carolina are opposed 
to Federal aid for education. 


His testimony describes what he calls the guess-estimate figures and 
how, if the questions answered by the States did not suit the United 
States Office of Education, it fired back the questionnaire maybe to 
someone who would give the United States Office the kind of answer 
it wanted. This is one case in point. It happened in other States. 
Some of these were North Carolina, South Carolina, Colorado, Michi- 
gan, West Virginia, and Oklahoma. 

A copy of a letter from the superintendent of Pinal County schools, 
Superior, Ariz., to the president of the American Association of School 
Administrators, March 20, 1957, confirms the suspicion that some 
pressure was put on school superintendents to report maximum need 
which would result in a panic starter: 


I do know that our own State department of public instruc- 
tion used its best persuasive powers to encourage local super- 
intendents to paint as dark a picture of the school housing 
situation as possible here in Arizona. This was done with 
the avowed purpose of encouraging Federal aid for school 
building and at the same time establishing as high a claim 
as possible on any Federal funds that might be set aside for 
school building. * * * If the United States Chamber of 
Commerce has challenged the veracity of some of these sta- 
tistics and of some school men by inference, perhaps you 
should be a bit careful calling their hand. It just could be 
that they could prove their position. * * * When it comes 
to inflating a minor fact into a mountain of fancy, our broth- 
ers in education do not have any trouble holding their own 
with a California real-estate salesman or even Arizona dude 
wranglers. 
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GOVERNORS AND SOME LEGISLATURES HAVE SAID “NO’”’ 


Gov. James E. Folsom, of Alabama, a so-called poor State, is strictly 
opposed, saying: 
Federal school aid would mean they’d try to control our 
schools. 


Gov. William G. Stratton, of Illinois, publicly declared: 
We do not need Federal aid for schools in Illinois. 
Gov. Price Daniel, of Texas, in his message: 


I shall continue to fight with all the vigor at my command 
against further encroachment by the Federal Government 
upon the rights of our State and our people. 


In a telegram he said: 


Texas is meeting the problem * * * without reliance or 
help from Washington. 


The Texas Legislature bas memorialized Congress in opposition to 
Federal aid to school construction. 

Gov. Harold Handley, of Indiana, told the legislature that the 
shortage of classrooms is not as critical as the advocates of Federal aid 
to education have indicated: 


We are providing these new classrooms twice as fast 
as the advocates of federalized education say we should be 
building them. 


The Indiana Legislature memorialized Congress against this 
legislation. 
Gov. Milward L. Simpson, of Wyoming: 


We do not need any more Federal aid to education, and 
memorialized their legislature against Federal aid. 


Gov. Thomas B. Stanley, of Virginia, said in New York, February 
2, 1957: 
, : 


I am vigorously opposed to any Federal-aid program in 
this field under whatever guise it may be offered. The States 
and localities are capable of meeting their needs at much 
greater economy to the taxpayer without Federal aid or 
intervention in building and operating their public schools. 


The late Congressman Lesinski, of Detroit, Mich., a former chairman 
of the Education and Labor Committee, said as chairman of the 
committee when it refused to vote out a bill: 


It is impossible to draft a general Federal-aid bill which 
will not contain a great degree of Federal control over local 
school systems. * * * I am convinced, after the hard study 
we have put to the question, that no acceptable bill prevent- 
ing Federal domination of local schools can be drawn. I 
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reluctantly come to that conclusion, but I had to face the 
facts. 


TIME MAGAZINE 


As further evidence of the opposition of all segments of the econ- 
omy, with the exceptions of the professional educators and labor 
leaders, the last issue of Time magazine for May 13, 1957, contains an 


up-to-the-minute survey. The introduction to this article contains 
a summary of this survey. 


FrepERAL Scnoot Arip—Do tHe Srates Want Ir? 


Of all the items in President Eisenhower’s domestic 
program, few seem less likely to succeed than Federal 
aid for school construction. But would the defeat 
of this proposal be as great a calamity as its backers 
ensist? Last week Time surveyed the 48 States to 
Sind out. The answer: No. 

Though the Nation as a whole must keep building 
classrooms faster than ever before, a surprisingly big 
proportion of the States do not need—or do not want— 
any help from the Government. 


SECTION IV. ADDITIONAL CONSIDERATIONS 
States Ricuats 


Anyone who reads title I of this bill cannot fail to be impressed 
with the degree and extent of Federal control over the infinite details 
of each State education department. It requires two and one-half 
pages to set up the standards and provide for Federal approval of 
State plans. Four pages are required to govern the payment of 
money by and to each State. 

Title II is equally packed with requirements, specifications, reports, 
statements for the approval of the Commissioner of Education. 

There is little doubt but that the State educational agencies will, 
under the provisions of this bill, become mere departments of the 
United States Office of Education. 

After all, if the Federal Government is putting up the money, why 
not? 

We are opposed to this invasion of the traditional rights of the 
States and localities to handle their own affairs. 


DiIscRIMINATION 


The bill is essentially unfair and discriminatory in the manner by 
which State allotments are computed. 

In title I, section 102, half of the $300,000,000 in grants er year is 
allocated on the basis of “school- -age population.” The balitice j is 
allocated on the basis of an “allotment ratio” figured out partially on 
the basis of the “income per child of school age.’ 
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In. title II, section 201, all of the total of $750,000,000 for bond 
purchases is allocated on the basis of “school-age population.” 

“School-age population” includes all the children in each State 
between the ages of 5 and 17. These are counted even if they don’t 
go to school. 

The State’s allotment thereafter is subject to “adjustment” by 
what is termed a “State school effort index’’ (title I, see. 103) deter- 
mined on the basis of “school expenditures per public school child,” 
based in turn on ‘“‘the number of children in average daily attendance 
* * * in public elementary and secondary schools. 

When the money is paid out of the Federal Treasury it must be in 
accordance with a “State plan” (sec. 104) which must provide that 
funds paid to the State ‘will be expended solely for school facilities” 
which are limited (sec. 401) to facilities for ‘education which is pro- 
vided as elementary (or) secondary education * * * at public ex- 
pense and under sablic supervision and direction.” 

This is the result: 

(1) All children of school age are counted in determining the initial 
Federal allotment; 

(2) In determining the “school effort index” for the State, no credit 
whatsoever is given for the vast sums which the citizens of that State 
spend out of their own pockets for private and parochial schools; . 

(3) In handing out the Federal money, none whatsoever can be used 
for private or parochial schools. 

Thus, the enactment of H. R. 1 means simply that the parents of 
children who attend private and parochial school will have an addi- 
tional burden of Federal taxes in addition to the State and local taxes 
they are already paying for the purpose of building public schools 
from which they get no benefit whatsoever. Yet the same children 
are counted to determine how much money each State gets. 

This is unfair and discriminatory. 


SEGREGATION 


We take no position, pro or con, on the question of egated 
schools. We do believe that with or without the so-called Powell 
amendment that there is a serious legal question as to whether or not 
this money can be spent in those States which continued to operate 
their schools on a segregated basis. 

In this connection we wish to quote the following remarks of Rep- 
resentative William M. Colmer of Mississippi, taken from the Con- 
gressional Record of February 11, 1957: 


Mr. Speaker, the drive is on again to revive the old proposal 
for Federal aid for our public schools. Last year this same 
roposal to grant Federal aid to States to construct school 
buildings was overwhelmingly defeated in the House. This 
was done largely through the cooperation of Southern and 
conservative Republican Members. But, this year the ad- 


vocates of this program feel more optimistic. This optimism 
is based almost entirely upon the hope that the new or ‘‘mod- 
ern republicanism” emanating from the White House will be 
strong enough to whip the Republicans into line. 
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Moreover, they hope to keep the so-called Powell amend- 
ment out of the bill this time. But, with or without the 
Powell amendment, Southerners will consistently oppose the 
invasion of the Federal Government into our public school 


system. 

Tt all boils down to this. The Powell amendment is im- 
material in either form. For, whether adopted or not, no one 
could be so trusting as to believe that the Federal Govern- 
ment officials charged with administering the program would 
allocate funds in violation of the Supreme Court decree to 
States not complying therewith. Even if they so desired 
they would in all probability be enjoined by the Federal 
courts. The end result, if such legislation were passed, 
would be that the people of Southern States, who are deter- 
mined to have segregated schools, would be taxed to build 
schools in other wealthier States without receiving any aid 
themselves. 


Also in connection with this issue, the House should note that out 
of the 159,000 classrooms which the supporters of this legislation main- 
tain must be built with Federal aid, 74,724 are located in that group 
of States where segregation is still more or less of an issue. (See 
circular 490, table 1, in appendix.) 

We would like to add that the money set aside for this group of 
States for grants and for bond purchases amounts to a total of 
$845,045,000 which may never be made available for school con- 
struction. 

TEMPORARY LEGISLATION? 


Many of the supporters of H. R. 1 sincerely believe that this is 
temporary legislation. They are convinced that it will be allowed to 
expire on June 30, 1962. 

Temporary? In our opinion this bill, if enacted, is just the begin- 
ning. This program, once begun, will grow and grow. There is no 
end. What is temporary today becomes the most permanent form 
of legislation tomorrow. 

Turn to section 312 (b) of the bill. It authorizes appropriations 
for payments on obligations issued by the Commissioner of Education 
to obtain funds for additional advances to the Federal money available 
for paying off State school bonds if the State itself does not do so. 
These advances are made in connection with bonds issued by State 
school financing agencies which “shall mature in not more than 
thirty-two years” (sec. 309 (a)). 

In other words, the Commissioner of Education, under the terms 
of title III, could be coming to Congress for an appropriation for the 
fiscal year 1994 to pay off some of the obligations of this bill. 

Temporary? Until 1994? 


CoNcLUSION 


We are opposed to the enactment of H. R. 1, as reported, for the 
many reasons contained herein, but we want to make it emphatically 
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clear that we are just as much in favor of “boys and girls” and are 
just as concerned for their welfare as is any Member of this House. 

In summary: 

(1) We are convinced that the need for additional classrooms is 
nowhere near as serious as the supporters of H. R. 1 would have 
us believe, and that whatever need there may be is being met in the 
vast majority of the States by the States and local school districts 
themselves. 

(2) We are convinced that even if there should be such a need as is 
described by the Government, this bill will not meet that need. 

For example, of the $2,250,000,000 authorized for grants-in-aid and 
bond purchases out of the Federal Treasury, $520,450,000 will be set 
aside for distribution to 9 States which, as of June 1957, have no 
reported shortages whatsoever. 

On the other hand, of the $2,250,000,000 authorized for grants-in- 
aid and bond purchases out of the Federal Treasury, only $313,575,000 
is provided for 7 States where 57 percent of the claimed “shortages” 
are supposed to be, and which on the basis of the Government’s own 
figures will still have serious need for classrooms long after this 
legislation is supposed to terminate. 

(3) We are convinced that the vast majority of Americans who have 
studied this problem and who understand the far-reaching effects of 
this kind of legislation are opposed to Federal aid to education. 

(4) We are convinced that this legislation, if enacted, will not 
result in the construction of even one additional classroom that would 
not be built without it. It is only reasonable to assume that when 
the States find that the Federal Government has funds for school 
construction, even if the State now has a State assistance program, 
they will simply find other ways to use the funds now set aside for 
school construction and substitute the Federal money. 

This legislation could not be better designed to destroy State ini- 
tiative if that had been its purpose from the outset. 

We believe that whatever shortages there may be have been caused 
by a few States which are waiting to see what the Federal Government 
is going to hand them. Once they are convinced that there is not 

oing to be any Federal aid to education, then and then only will they 
= ra action of their State and local governments. 

(5) Weare convinced that any proposal for Federal aid to education 
will constitute a serious invasion of the rights of the States. 

This bill should be defeated. 

If it is not defeated, at the very least it should be recommitted with 
instructions to— 

(1) Find out where there is a shortage of classrooms, if any. 
To date the testimony does not show what or where any shortages 
e 


xist. 
(2) Draft a bill to take care of such shortages, even if it merely 
ends up in the form of direct appropriations to certain States. 
No one would deprive any boy or girl of an education if he or she 
should live in a district unable to provide him or her with an 
education. 


aso 
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But it should be defeated without recourse. In that manner the 
country will know, once and for all, that Federal money is not going 
to be used to build schools and the people can get on with the job. 


Respectfully submitted. 


Rates W. Gwinn. 

Criare E. Horrman. 
Ausert H. Bosca. 
StuyvEsSANT WAINWRIGHT, 
Donatp W. NIcHOLSON. 
Wiuiam H. Ayres. 











ADDITIONAL VIEWS 
(By Clare E. Hoffman and Albert H. Bosch) 


Notwithstanding arguments to the contrary, the fact remains that, 
when the Federal Government furnishes funds to aid a local activity, 
it always exercises some degree of control as to the purpose and the 
manner in which the funds shall be expended. 

It is also apparent that once a Federal dollar goes into a State or 
local project, Federal contributions and control inevitably grow until 
ultimately the views of the Federal bureaucracy are supreme, even 
though the funds expended either by the State, the local organization, 
or the Federal Government always come from tax payments—the 
Federal Government having no other source of income. 

During the 1930’s, Communists in policymaking positions in the 
Government exerted a powerful influence in all government operations. 
They were welcomed at the White House, on Capitol Hill. In many 
of the activities of the Government, they were in control of Federal 
policies, methods, and expenditures. 

It would be an absurdity, as well as an untruth, even to hint that 
the many patriotic, sincere, devout Americans who support Federal 
aid to education even realize—much less advocate—the participation 
of Communists in this program. 

Nevertheless, as has been frequently stated by our colleague from 
Minnesota, Dr. Judd, a member of the House Committee on Foreign 
Affairs—a long-time missionary in China, a consistent advocate of 
participation of the Federal Government in foreign aid programs— 
there are, even today, Communists in influential positions in the State 
Department, which directs the program. 

Our colleague has waged an incessant war to eradicate them. His 
candor and knowledge of the facts force him to admit communistic 
influence is still powerful in the State Department. The same may be 
said of some other Government operations. 

Communists are shrewd. From time to time, they change the 
label on the remedy which they always offer, but which, basically, 
is invariably the same. 

They have been wise enough, farsighted and efficient enough, to 
inject themselves into policymaking and administrative positions 
in the Federal Government. 

They were the controlling influence in the sitdown strikes which 
inaugurated a program of overthrow of the Government—that is, 
its law-enforcing agencies—by force. Their influence in some unions 
has been all-powerful. 

They realize that they can further their cause quickly and effectively 
if they control the teaching of our youth. 

Just as in the labor movement, when it was dominated by Com- 
munists like Lee Pressman, John Abt, Nathan Witt—who were 
holding at one time or another, influential positions in the Federal 
Government—the Communists now have deceived many a patriotic 
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and sincere supporter of the drive to place the Federal Government in 
control of our educational program. 

Well is it remembered that, during the early fight on the Com- 
munists, one of the major dailies in Michigan made the charge 
slightly veiled, that I was mentally deranged and saw a Communist 
under every bed. In answer, it might be said that I have never 
dreamed of one under the bed of the average citizen, but that, all too 
frequently, Communists have been uncovered when under the pro- 
tection of those in authority, or well-meaning citizens who were promi- 
nent in a crusade for what was labeled “the betterment of humanity.” 
It is unfortunate that, so often, so many advocates of a worthwhile 
coasts are so blinded to the facts of life that they refuse to accept 
realities. 

Because bitter experience has taught me that some of the principal 
advocates of Federal aid to education are, at the worst, furthering the 
Communist purpose—at the best, advocates of socialism or paternal- 
ism—I cannot go along with the proposed legislation. 

The truth of the statement that “the hand that rocks the cradle 
rules the world” has seldom been questioned. 

“‘Just as the twig is bent, the tree’s inclined.” 

If the shrewd, determined, and ever-persistent Communists can 
gain a foothold in the education of our children, they can forget their 
efforts to overthrow our Government by force, for the future will 
bring the accomplishment of their objectives. 

If the foregoing paragraph seems farfetched and unjustified, silently 
contemplate for a few moments the power exercised by the Communists 
in our Government from 1930 on—not forgetting their part in the 
successful silencing of Dr. William Wirt, Senator Joseph McCarthy, 
and other opponents of communism. 

Cuare E. Horrman, 
Ausert H. Boscu. 
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TABLE 2 


ANCE ACT OF 1957 65 


H. R. 1, as Amenpep, Scnoot Construction Assistance Act 


oF 1957 
Allotment of $150,000,000 to States on basis 


of school-age population plus 


$150, 000,000 on an equalization basis 












Allotment of $150,000,000 | Allotment of 
























,000,000— 
tentative 
Federal 
allotment 
Region and State On basis of (before 
school-age population | application 
population and of effort 
State index) 
income (sum of cols, 
and 3) 
(1) (2) (3) (4) 
(Thousands) | (Thousands) | (Thousands) 
ON, scnisisinantitttiintiuivilalibicnaindinhiscatiegsilemmiaaaiaael $150, 000 $150, 000 $300, 000 
Northeast: 
CT assiiissice-aidanbbvealisdtstiicaciatasMintaadmselis Diana 703 2, 496 
eT eT FE 1,027 1, 869 
PEI 50a. nennudeuadencednalexshaatiiemémbasmmnaal 2, 832 6, 797 
New Hampshire...... ist apace i il ea Mi 516 996 
SOUT SOUND, «tsi: ds cccirindenbinbendicdiaiaainiiiaahuleninantcasdeaasalnial 2, 061 6, 315 
DOOU, 2 NIE. culiiniissnisicisaenchceitegediaiaiaianmaaiaianaiaaamalae 5, 901 18, 198 
PRG iccadinitscainedcnncdementendaedend aobeeaeeeine 8, 196 17, 611 
POS THE nec ccccuncecisccisnccteaiaedaneaneas 502 1, 169 
WU. c: stacnicistsceceasablbasirsehstinicinisdasenenia tind daeetietie nme eee 470 832 
North Central: 
a aa ee Pa en EN 4, 405 11, 998 
3, 536 7, 371 
2, 645 5, 053 
1, 794 3, 575 
5, 201 11, 598 
3, 213 6, 100 
3, 221 6, 661 
1, 294 2, 502 
957 1, 604 
5, 839 13, 428 
885 1, 532 
3, 300 6, 578 
5, 347 8, 710 
3, 299 5, 292 
139 452 
3, 085 5, 944 
5, 667 9, 506 
PENIUEII sic in:t:icndhdietndinies shaban tlnsiiaouttheentilisiaedna ania taleindead 4, 607 7, 726 
IS, cies tacriniteitintiadicasnbciatiabsheanticainidibanindatlatiteiiinldaanhitac 4, 358 7, 392 
PTE: sciccininsenestatcasabtinciallind Aaicanddaaiaeiiia te ataianentel 1, 943 4, 269 
IN inc vntinetzentiis ditties tatiana ila 4, 223 6, 663 
DONTE GH iic:.Atmacinineeainaniininieacmmmadicbdecnmanlidad 4, 567 6, 974 11, 541 
NR: « -., - <n sinukiRinmidadingeapeilieenima tek aaa 2, 143 2, 803 4, 946 
a a Eee LS eT" 2, 627 4, 232 6, 859 
"TID cris bis dissdiiduiin ns d.samstbibanceaitlninainddicataemnamenieadiaaaiale 3, 440 5, 087 8, 527 
i a re 8, 243 9, 929 18, 172 
Willie disidectigntcsnckinhneadlniisbaasinntamamammiediiie 3, 453 4, 305 7, 758 
Wee: VE... ch Seindondnddbabtaddiindnccaaasi 2, 155 3, 184 5, 339 
SEUSS a ssn tilciensicesantitisniins asia Malian aattaaasieel 602 662 1, 264 
West: 
REN. ccecintntbebidinsiasisiieniiaiieiiidmm imal 952 1, 169 2, 121 
CINE. .ncdametcsisiidatnhiesneginduininatiedaeinaamnnte 10, 330 5, 468 15, 798 
SD a snnclstiliabid dibs ditiehiiaiiibininnaiidatiaiiniainsainaiinlaenatigilae ai 1, 354 1, 345 2, 699 
Ti ascnsssensestasectgeicesmdititiviaie eisai cecil cee daltalidaciaiat lace 634 R44 1, 478 
DEORE. .. arcttndivnaiidaieuteniindsedabtinnenradnsaminid 598 636 1, 234 
) REST 175 7 248 
New Mexico.. 1, 252 2, 122 
Oregon. ...... 1, 371 2, 831 
a a ea a 1, 086 1, 899 
Washington sss ect lin et tai laden lonteaesonatbecdaniaaee 1, 853 4, 102 
We FOG isan peondninitinncmsinpusnuncanecessmniiinseeeibcitin 304 597 
Outlying oats of the United States: 
RRMA: 2c) 155.5 nt idtbhana bane tae eamaaedl 241 387 
PAE GU ieccctntiacnatintinedynnenmpepenaaiinintl 44 70 
UGE. .. ...csndonsncgpdtbignindinntaténmgiake dn aied 94 151 
Peateh). RIOD... wiinccnanticndiddeiineacanadinnubiidaiiiile 5, 237 8, 413 
"RUUTOROET C8 TNO cccitiguintnacinsenedaiimanensitancmsindnd) 681 1,110 
Vien Dns. .o.cacnnscouscctumenssiguscecbisedsieiodes 60 97 





Sources: Basic data on school-age population, from Bureau of the Census, Department of Commerce, 
Basic data on State income, from Office of Business Economics, Department of Commerce. 
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VIRGINIA TOBACCO 


Mar 28, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cootery, from the Committee on Agriculture, submitted the 
following 


REPORT 


[To accompany H. R. 7259] 


The Committee on Agriculture, to whom was referred the bill 
(H. R. 7259) relating to marketing quotas and price supports for fire- 
cured, dark air-cured, and Virginia sun-cured tobacco, having con- 
sidered the same, report favorably thereon without amendment and 
recommend that the bill do pass. 

The bill amends section 301 (b) (15) of the Agricultural Adjustment 
Act of 1938, as amended, to provide that beginning with the 1958 crop, 
Virginia fire-cured tobacco, type 21, shall be treated as a ‘“‘kind”’ of 
tobacco for all provisions of title III of the act with the exception of 
section 312 (c) which provides for treating all fire-cured types 21, 22 
and 23 as one “‘kind” of tobacco in a referendum of growers. 

Marketing quotas for the 1958 and subsequent crops of Virginia 
fire-cured tobacco, type 21, would be determined and proclaimed on 
the basis of its own supply and demand situation separately from the 
other fire-cured types. Growers would approve or disapprove the 
marketing quotas for fire-cured tobacco as a “kind” of tobacco in a 
combined referendum. As such, two-thirds of all fire-cured growers 
voting in a referendum must favor marketing quotas before acreage 
allotments and price supports on any fire-cured tobacco would be 
effective. 

Section 2 of the bill amends section 2 of the act of July 28, 1945, 
Public Law 163, to provide that beginning with the 1958 crop the 
levels of support for fire-cured, dark air-cured and Virginia sun-cured 
tobaccos shall not be higher than the level applicable to the 1957 crop 
or 90 percent of parity. This eliminates any further increase in sup- 
port levels for fire-cured, dark air-cured, and Virginia sun-cured 
tobaccos arising out of increases in the 10-year moving average price 
of burley tobacco. Further increase in support levels of these tobaccos 

86006 











2 VIRGINIA TOBACCO 


would be made whenever 90 percent of the parity price exceeded the 
1957 support level. This would be consistent with the modernized 
parity concept. 
Parity for Virginia fire-cured, type 21, will be computed separately. 
Other fire-cured tobacco, types 22 and 23, will be combined in one 
arity. Beginning with the 1958 crop and subsequent years, support 
evels for Virginia fire-cured, type 21, fire-cured types 22-23, dark 
air-cured types 35-36, and Virginia sun-cured, type 37, will be (1) 
the 1957 level or (2) the percentage of burley provided in Public Law 
163 if lower but in no event less than 90 percent of their own parity. 
Support levels for 1957 based on a percentage of the burley rate and 
90 percent of parity for these tobaccos are compared below. 


Support level 


Kind or type as percent 90 percent 
of 1957 or parity ? 
burley rate ! 


Cents per Cents per 
pound pound 


Werwinie Gre - cated, Sy 06 Bh nn ccccccccecctcssenttl i Bi iistccdsceensaees 38. 6 3.9 
SE RII EPO 55 sic one dbinesnwnbinkeboemkdaakcdesnmebaaadameianaen 38. 6 34.6 
eas CUE IUD (URIIIIOIID SUIIDIPIIEN scsi incnconepaphinebies isaneuasehanac cance ineilias akc hese pal cacao 34.3 29.9 
Es SINE, BDO TE co indncnn.ccncatenteintndimpadtiaaiiiaeasiineetle 34.3 32.0 


175 percent of burley rate for fire-cured tobacco, types 21, 22, 23; 6635 percent of burley rate for dark air- 
cured, types 35-36, and Virginia sun-cured type 37 
2 According to April 1957 parity index. 


DEPARTMENTAL APPROVAL 


Following is letter from Department of Agriculture recommending 

approval of this measure: 
DEPARTMENT OF AGRICULTURE, 
Washington, D. C., May 22, 1957. 
Hon. Harotp D. Coo.ey, 
Committee on Agriculture, 
House of Representatives. 

Drar ConeressMAN Coo.tey: This is in reply to your request of 
May 9, 1957, for a report on H. R. 7259, a bill to amend section 301 
of the Agricultural Adjustment Act of 1938, as amended, so as to 
make Virginia fire-cured tobacco, type 21, a separate kind of tobacco 
except for referendum purposes and to amend the act of July 28, 
1945 (Public Law 163, 79th Cong., 59 Stat. 506), so as to provide 
that price support levels for fire-cured, dark air-cured, and sun-cured 
tobacco shall not be increased above the level prevailing for the 1957 
crop by reason of provisions of Public Law 163 which “‘tie’” the 
support levels for these tobaccos to the burley support level. 

As we understand it, this bill is intended to supersede and replace 
H. R. 5002 upon which we reported March 29, 1957. As we indicated 
in that report, the separation of Virginia fire-cured tobacco from other 
fire-cured types for marketing quota purposes, while undesirable from 
an administrative standpoint, poses no significant administrative prob- 
lem. ‘The change incorporated in H. R. 7259 under which the separa- 
tion would not be applicable for referendum purposes is a desirable 
one. Section 2 of H. R. 5002 provided for reduction of the support 
level for Virginia fire-cured tobacco to 90 percent of parity rather than 
a percentage of the burley support level. We indicated in our letter 
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of March 29 that we would consider this a desirable corrective measure 
provided it was made applicable to other types of fire-cured, dark 
air-cured and sun-cured tobacco. H. R. 7259 does not provide for 
this same degree of correction in that the 1957 support level is above 
90 percent of parity, with the result that the prospects of placing the 
dark tobacco support program on a sound basis and of maintaining the 
export market for these kinds of tobacco will be reduced. 

Although we believe that establishing the support level for these 
kinds of tobacco as a percentage of the burley support level is in- 
herently inconsistent with the modernized parity concept, this bill 
provides a partial correction in that the possibility of further increases 
in the support levels because of unrelated supply and demand factors 
and market conditions is eliminated. Accordingly, the Department 
would favor passage of the bill. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
True D. Morsz, Acting Secretary. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill are shown 
as follows (existing law proposed to be omitted is enclosed in black 
brackets, new matter is printed in italic, and existing law in which no 
change is proposed is shown in roman): 


AGRICULTURAL ADJUSTMENT AcT oF 1938, As AMENDED 
~ * * * * ” © 


Sec. 301. (a) Generat Derinitions * * * 

(b) Derinitions AppLicaBLE TO ONE oR More CommopiTIEs.— 

For purposes of this titl— * * * 

(15) “Tobacco” means each one of the kinds of tobacco listed 
below comprising the types specified as classified in Service and Reg- 
ulatory Announcement Numbered 118 of the Bureau of Agricultural 
Economics of the Department: 

Flue-cured tobacco, comprising types 11, 12, 13, and 14; 

Fire-cured tobacco, comprising types 21, 22, 23, and 24; 

Dark air-cured tobacco, comprising types 35 and 36; 

Virginia sun-cured tobacco, comprising type 37; 

Burley tobacco, comprising type 31; 

Maryland tobacco, comprising type 32; 

Cigar-filler and cigar-binder tobacco, comprising types 42, 43, 44, 
45, 46, 51, 52, 53, 54, and 55; 

Cigar-filler tobacco, comprising type 41. 

The provisions of this title shall apply to each of such kinds of 
tobacco severally: Provided, That any one or more of the types com- 
prising any such kind of tobacco shall be treated as a “kind of tobacco” 
for the purposes of this Act if the Secretary finds there is a difference 
in supply and demand conditions as among such types of tobacco 
which results in a difference in the adjustments needed in the market- 
ings thereof in order to maintain supplies in line with demand: Provided 
further, That with respect to the 1958 and subsequent crops, type 21 











4 VIRGINIA TOBACCO 


(Virginia) fire-cured tobacco shall be treated as a “kind of tobacco”’ for 
the purposes of all of the provisions of this title, except that for the purposes 
of section 312 (c) of this title, types 21, 22, and 28, fire-cured tobacco 
shall be treated as one “kind of tobacco’’. 


Act oF JuLy 28, 1945 


* * * *” * * * 


Sec. Notwithstanding any other provision of law, the Commodity 
Credit Corporation is authorized and directed, beginning with the 
1945 crop, to make available upon any crop of fire- cured, dark air- 
cured and Virginia sun-cured tobacco, if producers have not disap- 
— marketing quotas for such tobacco for the marketing year 

eginning with the calendar year in which such crop is harvested, 
loans or other price support at, in the case of fire-cured tobacco, 75 per 
centum of the loan rate for burley tovacco for the corresponding crop 
and, in the case of dark air-cured and Virginia sun-cured tobacco, 
at 66% per centum of such burley tobacco loan rate: Provided, That, 
beginning with the 1958 crop, the levels of support for such kinds of 
tobacco shall not exceed the higher of (a) the level applicable to the 1957 
crop or (b) 90 per centum of the parity price. 
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EES 


REINSURANCE OF PUERTO RICAN COFFEE CROP 
INSURANCE 





May 28, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 


Mr. Cootey, from the Committee on Agriculture, submitted the 
following 


REPORT 


[To accompany H. R. 632] 


The Committee on Agriculture, to whom was referred the bill 
(H. R. 632) to amend the Federal Crop Insurance Act, as amended, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 

The purpose of this bill is to authorize the Federal Crop Insurance 
Corporation to reinsure the crop insurance on the Puerto Rican coffee 
crop which is written by an agency of the Puerto Rican Government. 
The Federal Crop Insurance Act now authorizes the Corporation to 
reinsure crop insurance written on crops grown in continental United 
States by private insurance companies but does not authorize such 
reinsurance for that written in Puerto Rico. 

The determination as to whether or not reinsurance is to be provided 
for the Puerto Rican program is entirely a decision to be made by the 
Corporation and that such reinsurance is not to be issued unless the 
Corporation determines that it cannot be obtained from recognized 
private sources at a reasonable cost. 


DEPARTMENTAL APPROVAL 


Following is a letter from the Department of Agriculture approving 
the enactment of this bill: 

DEPARTMENT OF AGRICULTURE, 
Washington, D. C., April 25, 1957. 
Hon. Harotp D. Cooter, 

Chairman, Committee on Agriculture, 
House of Representatives. 
Dear ConearessMaNn Cootey: This is in reply to your request of 
February 5, 1957, for a report on H. R. 632, a bill to amend the 
Federal Crop Insurance Act, as amended. 
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The Department would have no objection to passage of the bill. 

The type of coverage that would be provided by this bill is now 
available from private insurance companies. We understand that 
the sponsors of this bill would like to have the authority on a standby 
basis in the event private companies now furnishing the reinsurance 
should suddenly terminate their reinsurance contracts. If this were 
to occur and reinsurance could not be immediately obtained elsewhere, 
the financial status of the Puerto Rican coffee insurance program 
would be jeopardized. 

The basic objective of the Federal crop insurance program is to 
develop a sound insurance program on a national basis for crops com- 
monly grown in the continential United States. Therefore, a rein- 
surance contract would be considered only after it had been definitely 
determined that such reinsurance was not available from private 
companies at reasonable rates. To do otherwise would unduly place 
the operations of the Federal crop insurance program in competition 
with private companies. 

Enactment of this legislation would have no effect on the Federal 
Crop Insurance Corporation’s budgetary requirements unless it ac- 
tually developed that a reinsurance contract was consummated. The 
Federal Crop Insurance Corporation’s available capital funds are 
quite limited. If a contract were negotiated and a heavy loss oc- 
curred, it is probable that restoration of the Corporation’s capital 
funds thus depleted would have to be made by an additional appro- 
priation. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
True D. Morss, Acting Secretary. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill are 
shown as follows (new matter is printed in italic and existing law in 
which no change is proposed is shown in roman): 


FrprerRAL Crop INsuRANCE Act, AS AMENDED 


* * ” * * - * 

Sec. 508: * * * 

(f) Notunthstanding any other provision of this title, the Corporation 
is hereby authorized, under such terms and conditions as it deems con- 
sistent with sound reinsurance principles, to provide reinsurance on any 
crop or plantation insurance provided in Puerto Rico by a duly authorized 
agency of the Commonwealth of Puerto Rico: Provided, That no appli- 
cation for reinsurance authorized herein shall be approved, unless the 
Corporation shall have determined that the reinsurance deemed necessary 
is not available from recognized private sources at reasonable cost. 


O 
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DEPARTMENTS OF STATE AND JUSTICE, THE JUDICIARY, 
AND RELATED AGENCIES APPROPRIATION BILL, 1958 


May 28, 1957.—Ordered to be printed 


Mr. Roonery, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 


[To accompany H. R. 6871] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H. R. 6871) 
making appropriations for the Departments of State and Justice, the 
Judiciary, and related agencies, for the fiscal year ending June 30, 1958, 
and for other purposes, having met, after full and free conference, have 
agreed to recommend and do recommend to their respective Houses 
as follows: 

That the Senate recede from its amendments numbered 4, 5, 6, 7, 
10, 12, 13, 17, 18, 19, 20, 23, 24, 26, 28, 31, 32, 33, 36, and 37. 

That the House recede from its disagreement to the amendments 
of the Senate numbered 1, 8, 9, 11, 16, and 22, and agree to the same. 

Amendment numbered 2: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 2, and agree to the same with an amendment 
as follows: 

In lieu of the figure stricken and inserted by said amendment insert 
fifteen; and the Senate agree to the same. 


Amendment numbered 3: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 3, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $98,088,500; 
ond the Senate agree to the same. 
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Amendment numbered 14: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 14, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $20,800,000; 
and the Senate agree to the same, 


Amendment numbered 15: 


That the House recede from its disagreement to the amendment 
of the Senate numbered 15, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $1,387,500; 
and the Senate agree to the same. 


Amendment numbered 21: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 21, and agree to the same with an amendment as 
follows: 

In lieu of the sum proposed by said amendment insert $49,600,000; 
and the Senate agree to the same. 


Amendment numbered 25: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 25, and agree to the same with an amendment as 
follows: 

In lieu of the sum proposed by said amendment insert $12,000; and 
the Senate agree to the same. 


Amendment numbered,29: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 29, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $95,100,000; 
and the Senate agree to the same. 


Amendment numbered 34: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 34, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $12,400,000; 
and the Senate agree to the same. 


Amendment numbered 35: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 35, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $6,500,000; 
and the Senate agree to the same. 
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The committee of conference report in disagreement amendments 
numbered 27 and 30. 
JoHN J. Rooney, 
Prince H. Preston, 
Rosert L. F. Srxss, 
Don Magnuson, 
CLARENCE CANNON, 
F. R. Coupert, Jr., 
Frank T. Bow, 
Curr CLEVENGER, 
JoHn TABER, 
Managers on the Part of the House. 


Lynvon B. JoHNson, 
Auten J. ELLENDER, 
JoHN McCLe.uan, 
J. W. Fu.sricnst (except 
as to amendments Nos. 
14 and 29), 
Stytes BrivGes, 
LEVERETT SALTONSTALL, 
B. B. HickENLoopeEr, 
Managers on the Part of the Senate; 











STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendments of the Senate 
to the bill (H. R. 6871) making appropriations for the Departments of 
State and Justice, the Judiciary, and related agencies for the fiscal 
year ending June 30, 1958, and for other purposes, submit the following 
statement in explanation of the effect of the action agreed upon and 
recommended in the accompanying conference report as to each of 
such amendments, namely: 


TITLE I—DEPARTMENT OF STATE 
ADMINISTRATION OF ForEIGN AFFAIRS 
SALARIES AND EXPENSES 


Amendment No. 1: Deletes House language, as proposed by the 
Senate. 

Amendment No. 2: Provides for the purchase of 15 passenger 
motor vehicles instead of 10 as proposed by the House and 20 as 
proposed by the Senate. 

Amendment No. 3: Appropriates $98,088,500 instead of $93,088,500 
as proposed by the House and $99,088,500 as proposed by the Senate. 

The conferees were not in agreement on the wisdom of using appro- 
priated funds for official residence allowances for deputy chiefs of mis- 
sions, for medical benefits for dependents, or for recreational facilities. 
Therefore, it is the consensus of the committee that before utilizing 
any funds for these purposes more detailed presentations and justifica- 
tions should be made to the Appropriations Committees of the House 
and the Senate. 

“Transfer allowances” are not to exceed a total of $75,890. No 
specific amount is earmarked for the Passport Office. 

Amendments Nos. 4, 5, and 6: Restore House language relative to 
the purchase of motor vehicles. 


REPRESENTATION ALLOWANCES 


Amendment No. 7: Appropriates $600,000 as proposed by the 
House instead of $800,000 as proposed by the Senate. 


INTERNATIONAL ORGANIZATIONS AND CONFERENCES 
MISSIONS TO INTERNATIONAL ORGANIZATIONS 


Amendment No. 8: Appropriates $1,357,500 as proposed by the 
Senate instead of $1,350,000 as proposed by the House. 
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INTERNATIONAL .COMMISSIONS 
PASSAMAQUODDY TIDAL POWER SURVEY 


Amendment No. 9: Inserts Senate language limiting to 10 the 
number of temporary employees that may be hited at any one time, 

Amendment No. 10: Permits payment of not to exceed $50 per day 
for temporary employees as proposed by the House instead of $75 as 
proposed by the Senate. 


Amendment No. 11: Appropriates $1,344,000 as proposed by the 
Senate instead of $935,000 as proposed by the House. 


INTERNATIONAL FISHERIES COMMISSIONS 


Amendment No. 12: Appropriates $1,600,000 as proposed by the 
House instead of $1,654,000 as proposed by the Senate. 


EpvucATIONAL EXCHANGE 


INTERNATIONAL EDUCATIONAL EXCHANGE, ACTIVITIES 


Amendment No. 13: Places a limitation of $1,000 on entertainment 
as proposed by the House instead of $5,000 as proposed by the Senate. 

Amendment No. 14: Appropriates $20,800,000 instead of $17,575,- 
000 as proposed by the House and $24,000,000 as proposed by the 
Senate. 

Amendment No. 15: Provides that not to exceed $1,387,500 may be 
used for administrative expenses instead of $1,275,000 as proposed by 
the House and $1,500,000 as proposed by the Senate. 


GENERAL PROVISIONS 


Amendment No. 16: Inserts language as proposed by the Senate 
relating to household and personal effects. 


TITLE II—DEPARTMENT OF JUSTICE 
Leeau AcTIVITIES AND GENERAL ADMINISTRATION 
SALARIES AND EXPENSES, GENERAL ADMINISTRATION 


Amendment No. 17: Appropriates $3,250,000 as proposed by the 
House instead of $3,175,000 as proposed by the Senate. 


SALARIES AND EXPENSES, GENERAL LEGAL ACTIVITIES 


Amendment No. 18: Appropriates $10,800,000 as proposed by the 
House instead of $10,650,000 as proposed by the Senate. 


SPECIAL TEMPORARY ATTORNEYS AND ASSISTANTS 


Amendment No. 19: Appropriates $150,000 as proposed by the 
House instead of $300,000 as proposed by the Senate, 
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Freperat Bureau OF INVESTIGATION 


SALARIES AND EXPENSES 


Amendment No. 20: Appropriates $101,450,000 as proposed by the 
House instead of $101,300,000 as proposed by the Senate. 


IMMIGRATION AND NATURALIZATION SERVICE 


SALARIES AND EXPENSES 


Amendment No. 21: Appropriates $49,600,000 instead of $50,000,- 
000 as proposed by the House and $49,500,000 as proposed by the 
Senate, 


FreprERAL Prison System 


BUILDINGS AND FACILITIES 


Amendment No. 22: Appropriates $1,000,000 as proposed by the 
Senate instead of $1,750,000 as proposed by the House. 


GENERAL PROVISIONS 


Amendment No. 23: Deletes Senate proposal to pay up to $75 per 
diem. 


Amendment No. 24: Deletes Senate proposal relative to transfer 
authority. 
TITLE HI—THE JUDICIARY 
Courts or Apprats, District Courts, AND OTHER JUDICIAL SERVICES 
TRAVEL AND MISCELLANEOUS EXPENSES 


Amendment No. 25: Provides not to exceed $12,000 for expenses 
of attendance at meetings instead of $10,000 as proposed by the House 
and $17,500 as proposed by the Senate. 


ADMINISTRATIVE OFFICE OF THE UNITED States Courts 


Amendment No. 26: Appropriates $840,450 as proposed by the 
House instead of $915,450 as proposed by the Senate. 


TITLE IV—UNITED STATES INFORMATION AGENCY 
SALARIES AND EXPENSES 


Amendment No. 27: Reported in disagreement. 

Amendment No. 28: Provides a limitation of $500 on entertainment 
as proposed by the House instead of $3,000 as proposed by the Senate. 

Amendment No. 29: Appropriates $95,100,000 instead of 
$105,000,000 as proposed by the House and $89,100,000 as proposed 
by the Senate. 

Amendment No. 30: Reported in disagreement. 

Amendment No. 31: Provides not to exceed $50,000 may be used 


for representation abroad as proposed by the House instead of $250,000 
as proposed by the Senate. 
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Amendment No. 32: Restores House language and deletes Senate 
language relative to purchase of passenger motor vehicles. 

Amendment No. 33: Deletes language proposed by the Senate. 
The conferees unanimously agreed that no part of this appropriation 
shall be used by the Information Agency to duplicate or compete in 
the general news, film, or picture coverage activities at home or abroad 
with the services of independent American news, film, or picture 
agencies. 

The Agency is further directed to investigate and act promptly 
upon any complaint made to them that their Information Services are 
competing with such private services. 


TITLE V—FUNDS APPROPRIATED TO THE PRESIDENT 
PRESIDENT’s SPECIAL INTERNATIONAL PROGRAM 


Amendment No. 34: Appropriates $12,400,000 instead of $10,900,000 
as proposed by the House and $14,390,000 as proposed by the Senate. 

Amendment No. 35: Provides that $6,500,000 shall be available for 
the Universal and International Exhibition of Brussels instead of 
eae as proposed by the House and $8,490,000 as proposed by 
the Senate. 


Amendment No. 36: Deletes Senate language relating to purchase 
of uniforms. 
Amendment No. 37: Restores House limitation relating to repre- 
sentation. 
JouN J. Rooney, 
Prince H. Preston, 
Rosert L. F. Srxzs, 
Don Maenuson, 
CLARENCE CANNON, 
F. R. Coupert, Jr., 
Frank T. Bow, 
Curr CLEVENGER, 
JOHN TABER, 
Managers on the Part of the House. 


O 
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CONSIDERATION OF H. R. 7125 
May 29, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Dexaney, from the Committee on Rules, submitted the following 


REPORT 


[To accompany H. Res. 270] 


The Committee on Rules, having had under consideration House 
Resolution 270, report the same to the House with the recommenda- 
tion that the resolution do pass. 
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CONSIDERATION OF H. R. 7168 
May 29, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Manpswn, from the Committee on Rules, submitted the following 
REPORT 
|To accompany H. Res. 271) 


The Committee on Rules, having had under consideration House 
Resolution 271, report the same to the House with the recommenda- 
tion that the resolution do pass. 

O 
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DEPARTMENT OF COMMERCE AND RELATED AGENCIES 
APPROPRIATION BILL, 1958 


May 29, 1957.—Ordered to be printed 


Mr. Preston, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 


{To accompany H. R. 6700] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H. R. 6700) 
making appropriations for the Department of Commerce and related 
agencies for the fiscal year ending June 30, 1958, and for other purposes, 
having met, after full and free conference, have agreed to recommend 
and do recommend to their respective Houses as, follows: 

That the Senate recede from its amendments numbered 3, 9, 15, 16, 
17, 21, 23, 25, 30, and 31. 

That the House recede from its disagreement to the amendments of 
the Senate numbered 6, 8, 12, 22, 24, 27, 28, and 29, and agree to the 


same. 
Amendment numbered 1: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 1, and agree to the same with an amendment 
as follows: 


In lieu of the number proposed by said amendment insert 44; and 
the Senate agree to the same. 


Amendment numbered 2: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 2, and agree to the same with an amendment as 
follows: 

In lieu of the sum proposed by said amendment insert $675,000; 
and the Senate agree to the same. 
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Amendment numbered 4: 


That the House recede from its disagreement to the amendment 
of the Senate numbered 4, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $181,747 ,800; 
and the Senate agree to the same. 


Amendment numbered 5: 


That the House recede from its disagreement to the amendment of 
Senate numbered 5, and agree to the same with an amendment as 
follows: 


In lieu of the sum proposed by said amendment insert $124,603,526; 
and the Senate agree to the same. 


Amendment numbered 7: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 7, and agree to the same with an amendment as 
follows: 


In lieu of the sum proposed by said amendment insert $218,000; 
and the Senate agree to the same. 


Amendment numbered 10: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 10, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $2,353,250; 
and the Senate agree to the same. 


Amendment numbered 19: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 19, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $9,428,250; 
and the Senate agree to the same. 


Amendment numbered 20: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 20, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $37,880,100; 
and the Senate agree to the same. 


Amendment numbered 26: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 26, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $5,489,400; 
and the Senate agree to the same. 
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The committee of conference report in disagreement amendments 

numbered 11, 13, 14, and 18. 
Prince H. Preston, 
Ausert THOMAs, 
JoHN J. Rooney, 
Sripney R. Yatszs, 
Joun F, SHELLEY, 
Daniet J. Fioop, 
CLARENCE CANNON, 
Currr CLEVENGER, 
Frank T. Bow, 
Watt Horan, 
Me vin R. Larrp, 
JoHn TABER, 


Managers on the Part of the House. 


Spessarp L. Houuanp, 
ALLEN J. ELLENDER, 
Warren G. Maanuson, 
JOHN STENNIS, 

Lynvon B. JoHNSON, 
JoHN O. Pastore, 
Car.L Haypen, 
MarGARET CHASE SMITH, 
StyLes BrinGes, 
Wituiam F, Know.anp, 
Epwarp J. THys, 
Cuar.es E. Porter, 


Managers on the Part of the Senate. 
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STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendments of the Senate 
to the bill (H. R. 6700) making appropriations for the Department of 
Commerce and related agencies for the fiscal year ending June 30, 
1958, and for other purposes, submit the following statement in ex- 
planation of the effect of the action agreed upon and recommended in 


the accompanying conference report as to each of such amendments, 
namely: 


TITLE. I—DEPARTMENT OF COMMERCE 
Civiz AERONAUTICS ADMINISTRATION 


Amendment No. 1: Authorizes the replacement of 44 passenger 
motor vehicles instead of 40 as proposed by the House and 49 as 
proposed by the Senate. 

Amendment No. 2: Provides $675,000 for hire of aircraft instead 
of $600,000 as proposed by the House and $750,000 as proposed by 
the Senate. 

Amendment No. 3: Authorizes operation and maintenance of 92 
aircraft as proposed by the House instead of 100 as proposed by the 
Senate. 

Amendment No. 4: Appropriates $181,747,800 for “Operation and 
regulation” instead of $177,747,800 as proposed by the House and 
$190,201,000 as proposed by the Senate. 

Amendment No. 5: Appropriates $124,603,525 for “Establishment 
of air-navigation facilities” instead of $116,561,860 as proposed by 
the House and $132,645,190 as proposed by the Senate. 

Amendment No. 6: Appropriates $25,000,000 for “Grants-in-aid 
for airports’ as proposed by the Senate instead of $30,000,000 as 
proposed by the House. 

Amendment No. 7: Authorizes $218,000 for administrative ex- 
penses, air navigation development, instead of $192,000 as proposed 
by the House and $255,000 as proposed by the Senate. 


BusINnEss AND DEFENSE SERVICES ADMINISTRATION 


Amendment No. 8: Appropriates $5,682,000 as proposed by the 
Senate instead of $3,515,000 as proposed by the House. 


Orrice oF ArEA DEVELOPMENT 


Amendment No. 9: Appropriates $395,000 as proposed by the 
House instead of $200,000 as proposed by the Senate. 
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Bureau or Foreign CoMMERCE 


Amendment No. 10: Appropriates $2,353,250 instead of $2,261,500 
as proposed by the House and $2,445,000 as proposed by the Senate. 


Maritime Activities 


Amendment No. 11: Reported in disagreement. 

Amendment No. 12: Appropriates $35,000,000 for ' operating- 
differential subsidies as proposed by the Senate instead of $100,000,000 
as proposed by the House. In view of the language agreed to which 
transfers $65,000,000 from the inactive account “War Shipping 
Administration Liquidation, Treasury Department,” the amount 
available for expenditure in fiscal year 1958 under this action will be 


$100,000,000, the same amount as would have been expended under 
the House bill. 


Amendments Nos. 13 and 14: Reported in disagreement. 


Bureau or Pustic Roaps 


Amendments Nos. 15 and 16: Appropriate $25,000,000 for “Forest 
highways” as proposed by the House instead of $23,000,000 as pro- 
posed by the Senate. 

Amendment No. 17: Eliminates language proposed by the Senate 
relating to a limitation on employment of consultants. 

Amendment No, 18: Reported in disagreement. 


NATIONAL BUREAU OF STANDARDS 


Amendment No. 19: Appropriates $9,428,250 instead of $8,908,500 
as proposed by the House and $9,948,000 as proposed by the Senate. 


WEATHER BurEAU 


Amendment No. 20: Appropriates $37,880,100 instead of $37,480,100 
as proposed by the: House and $38,252,200 as proposed by the Senate. 
The additional $400,000 agreed to in conference is to be used for the 
rental of a high-speed electronic computer for meteorological research. 


GENERAL PROVISIONS 


Amendment No. 21: Eliminates language proposed by the Senate 
to authorize additional supergrade positions. 


TITLE II—THE PANAMA CANAL 


Amendment No. 22: Appropriates $15,765,600 for operating ex- 
penses of the Canal Zone Government as proposed by the Senate 
instead of $15,648,600 as proposed by the House. 

Amendment No. 23: Appropriates $1,000,000 for capital outlay, 
Canal Zone Government as proposed by the House imstead of 
$1,025,000 as proposed by the Senate. 

Amendment No. 24: Authorizes maximum of $100 per diem for 
consultants as proposed by the Senate. 
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TITLE HI—INDEPENDENT AGENCIES 


Amendment No. 25: Strikes out language proposed by the Senate 
to appropriate $250,000 for the Advisory Committee on Weather 
Control. 

CIVIL AERONAUTICS BOARD 


Amendment No. 26: Appropriates $5,489,400 for salaries and ex- 
penses instead of $5,255,400 as proposed by the House and $5,725,000 
as proposed by, the Senate. 

endment No. 27: Appropriates $37,228,000 for payments to air 
carriers as proposed by the Senate instead of $38,754,000 as proposed 
by the House. 
TarirF CoMMISsION 


Amendment No. 28: Appropriates $1,700,000 as proposed by the 
Senate instead of $1,640,000 as proposed by the House. 
Amendment No. 29: Corrects printing error. 


TITLE IV—GENERAL PROVISIONS 


Amendments Nos. 30 and 31: Restore language as proposed by the 
House restricting the employment of management experts and con- 
sultants. 

Prince H. Preston, 
ALBERT THOMAS, 
Joun J. Rooney, 
Sipney R. Yares, 
Joun F. SHELLEY, 
Danie J. Fioop, 
CLARENCE CANNON, 
Curr CLEVENGER, 
Frank T. Bow, 
Watt Horan, 
Me vin R. Larrp, 
JoHN TABER, 
Managers on the Part of the House. 
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PUBLIC ASSISTANCE MEDICAL CARE PROVISIONS OF 
SOCIAL SECURITY ACT 


May 31, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Coorrr, from the Committee on Ways and Means, submitted 
the following 


REPORT 


[To accompany H. R. 7238] 


The Committee on Ways and Means, to whom was referred the 
bill (H. R. 7238) to amend the public assistance provisions of the 
Social Security Act so as to provide for a more effective distribution 
of Federal funds for medical and other remedial care, having consid- 
ered the same, report favorably thereon without amendment and 
recommend that the bill do pass. 


PURPOSE OF THE BILL 


Your committee’s bill, H. R. 7238, is designed to correct an unin- 
tended result stemming from the public assistance medical care pro- 
visions of the 1956 amendments to the Social Security Act. 

The bill would amend the public assistance titles of the Social 
Security Act with respect to Federal participation in expenditures 
which the States make in the form of payments to suppliers of medical 
care for needy public assistance recipients. The purpose of this bill 
is to permit the States to have these expenditures for such care taken 
into account for purposes of determining Federal participation: 

(1) under the present matching formula a lisehia to both 
unrestricted money payments to the individual and medical care 
on his behalf, 

(2) under the new averaging formula (which becomes effective 
July 1, 1957) which applies solely to medical care expenditures, or 

(3) partly under one such formula and partly under the other. 

Under the Social Security Amendments of 1956 it was provided that, 
effective July 1, 1957, such expenditures could be taken into account 
only under the averaging formula referred to in paragraph (2) above. 
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BACKGROUND AND NEED FOR LEGISLATION 


Prior to the 1950 social security amendments, Federal matchin 
for State expenditures for old-age assistance, aid to the blind, oe | 
aid to dependent children was limited to unrestricted money payments 
made directly to the needy recipients of such assistance. The 1950 
amendments added a new public assistance program, aid to the 
permanently and totally disabled, to the then existing three programs 
mentioned above. In addition, these amendments included a defini- 
tion of assistance for each of the four programs which expanded the 
area of Federal participation beyond unrestricted money payments 
made directly to recipients, and permitted the inclusion of payments 
to suppliers of medical care in determining the amount of assistance 
for each individual recipient with respect to which the Federal Gov- 
ernment would participate financially. The 1950 amendments per- 
mitted the payment for medical care to be made cither directly to the 
person or persons rendering the medical care (the so-called vendor 
payment) or, as had previously been the case, to be included in the 
unrestricted. money payment to the recipient. The unrestricted 
moncy payment was added to the medical-carc payments to suppliers, 
and the statutory maximum matchable amount per recipient per 
month applied to that total. 

The 1956 Social Security Amendments institute, effective July 1, 
1957, a new formula for matching expenditures for medical care for 
public assistance recipients under the four programs. Under the new 
formula, Federal matching for ‘“‘vendor payments” for medical care 
will be limited solely to Federal participation in one-half of the cost of 
such care up to an average expenditure of $6 a month per adult ($3 a 
month in the case of a dependent child) receiving assistance either in 
the form of money payments or medical care. There will be no 
Federal matching for “vendor payments” for medical care for recipi- 
ents within the maximums per individual recipient as has been true 
since October 1950. This means that, in the absence of further legis- 
lation, beginning July 1, 1957, Federal matching for individual recipi- 
ents will be limited to unrestricted money payments to the recipients 
within the individual maximums and there will be no Federal matching 
for ‘‘vendor payments” within these limitations. 

The 1956 amendments would, effective July 1, 1957, limit Federal 
matching of payments to suppliers of medical care to the method 
set outin the new formula. However, the States would still be able, 
if they chose to do so, to include in money payments to recipients 
amounts needed to meet medical needs within the maximums specified 
on the money payments (at present $60 for adult recipients and 
$32 or $23, whichever is applicable, in the case of aid to dependent 
children), in addition to expenditures in the form of “vendor pay- 
ments.” 

Information presented to your committee indicates that a few 
States are faced under the 1956 amendments with substantial losses 
of Federal funds. Moreover the 1956 amendments have created 
problems for some other States which have well-developed programs 
for medical care. These States will have to use an undesirable and 
administratively costly procedure (that is, to substitute for some of 
their vendor payments the inclusion of an amount in the unrestricted 
money payments made to recipients for some items of medical care), 
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in order to prevent the loss of Federal funds to. which the use of such 
procedure would entitle them. 

In those instances where the States at the present time have an 
average medical payment of more than $6 and Federal matching is 
more than $3, there will result a loss of available Federal funds unless 
the law is amended, as proposed in the bill. 

While these amendments will be of immediate benefit only to those 
States which now expend more than $6 per adult recipient and $3 per 
dependent child recipient on ‘‘vendor payments” for medical care in 
one or more of the four public assistance programs, they will be of 
potential benefit to all other States, since as the medical-care pro- 
grams in the various States develop, other States may find their aver- 
age “vendor” medical payments exceeding the $6 and $3 maximums. 


ANALYSIS OF THE BILL 


The first section of the bill repeals part I of title III of the Social 
Security Amendments of 1¢°6 (including the amendments made 
thereby) effective as of August 1, 1956, the date of the enactment of 
the Social Security Amendments of 1956. 

Sections 2, 3, 4, and 5 of the bill amend the same sections as were 
arended by the 1956 amendments. Section 6 of the bill provides 
that these changes are to become effective July 1, 1957. The bill, 
in effect, provides the same matching formulas as those provided by 
the 1956 amendments, except that the matching formulas applicable 
to money payments applies both to unrestricted cash payments to 
recipients and to expenditures for medical care on their behalf. In 
determining the amount of the Federal contribution under the bill 
for any assistance program, expenditures for medical or any other 
type of remedial care (including expenditures for insurance premiums 
for such care or the cost thereof) may be taken into account (at the 
option of the State) (1) under the matching formula applicable to 
both unrestricted cash payments and medical care, (2) under the 
medical care matching formula, or (3) partly under one such formula 
and partly under the other formula. In order to assure the maximum 
benefit to a State where the total expenditures by it for medical care 
for any month exceed the amount which may be counted under the 
medical care matching formula, the bill makes it clear that the ex- 
penditures for medical care are to be taken into account for purposes 
of the matching formula applicable to both unrestricted cash pay- 
ments and expenditures for medical care only after the unrestricted 
cash payments have been taken into account. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 
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Part I or Tite III or rae Soctat Securrry AMENDMENTS OF 1956 
(Public Law 880, 84th Cong.) 
TITLE III—PUBLIC ASSISTANCE AMENDMENTS 


* * * * * * = 


[Part I—Marcuine or Assistance Exprenpirurges FoR MEDICAL 
CarE 


[MEpIcaL CARE FOR OLD-AGE ASSISTANCE RECIPIENTS 


[Sec. 301. (a) Clauses (1) and (2) of section 3 (a) of the Social 
Security Act are each amended by striking out “during such quarter 
as old-age assistance under the State plan” and inserting in lieu thereof 
“during such quarter as old-age assistance in the form of money pay- 
ments under the State plan’’. 

[(b) Section 3 (a) (1) (A) of such Act is amended by striking out 
“who received old-age assistance for such month” and inserting in 
lieu thereof ‘‘who received old-age assistance in the form of money 
payments for such month’. 

[(c) Section 3 (a) of such Act is further amended by inserting the 
following new clause immediately before the period at the end thereof: 
** and (4) in the case of any State, an amount equal to one-half of 
the total of the sums expended during such quarter as old-age assist- 
ance under the State plan in the form of medical or any other type of 
remedial care (including expenditures for insurance premiums for such 
care or the cost thereof), not counting so much of such expenditure 
for any month as exceeds the product of $6 multiplied by the total 
number of individuals who received old-age assistance under the State 
plan for such month”. 


[MEDICAL CARE FOR RECIPIENTS OF AID TO DEPENDENT CHILDREN 


[Sec. 302 (a) Clauses (1) and (2) of section 403 (a) of the Social 
Security Act are each amended by striking out “during such quarter 
as aid to dependent children under the State plan” and inserting in lieu 
thereof “during such quarter as aid to dependent children in the form 
of money payments under the State plan’’. 

[(b) Section 403 (a) (1) (A) of such Act is amended by striking out 
‘with respect to whom aid to dependent children is paid for such 
month” and inserting in lieu thereof “with respect to whom aid to 
0 children in the form of money payments is paid for such 
month’’. 

[(c) Section 403 (a) of such Act is further amended by inserting the 
following new clause immediately before the period at the end thereof: 
“*; and (4) in the case of any State, an amount equal to one-half of 
the total of the sums expended during such quarter as aid to dependent 
children under the State plan in the form of medical or any other type 
of remedial care (including expenditures for insurance premiums 
for such care or the cost thereof), not counting so much of such expend- 
iture for any month as exceeds (A) the product of $3 multiplied by 
the total number of dependent children = received aid to dependent 


children under the State plan for such month plus (B) the product 
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of $6 multiplied by the total number of other individuals who received 
aid to dependent children under the State plan for such month’’. 


[MEDICAL CARE FOR RECIPIENTS OF AID TO THE BLIND 


[Sec. 303. (a) Clauses (1) and (2) of section 1003 (a) of the Social 
Security Act are each amended by striking out “during such quarter 
as aid to the blind under the State plan” and inserting in lieu thereof 
“during such quarter as aid to the blind in the form of money pay- 
ments under the State plan”. 

[(b) Section 1003 (a) (1) (A) of such Act is amended by striking 
out “who received aid to the blind for such month” and inserting in 
lieu thereof “who received aid to the blind in the form of money pay- 
ments for such month”. 

[(c) Section 1003 (a) of such Act is further amended by insertin 
the following new clause immediately before the period at the en 
thereof: “‘; and (4) in the case of any State, an amount equal to one- 
half of the total of the sums e:.pended during such quarter as aid to 
the blind under the State plan in the form of medical or any other 
type of remedial care (including expenditures for insurance premiums 
for such care or the cost thereof), not counting so much of such 
expenditure for any month as exceeds the product of $6 multiplied by 
the total number of individuals who received aid to the blind under 
the State plan for such month”. 


[MEDICAL CARE FOR RECIPIENTS OF AID TO PERMANENTLY AND TOTALLY 
DISABLED 


[Sec. 304. (a) Clauses (1) and (2) of section 1403 (a) of the Social 
Security Act are each amended by striking out “during such quarter 
as aid to the permanently and totally disabled under the State plan” 
and inserting in lieu thereof “during such quarter as aid to the per- 
manently and totally disabled in the form of money payments under 
the State plan”. 

[(b) Section 1403 (a) (1) (A) of such Act is amended by striking 
out “who received aid to the permanently and totally disabled for such 
month” and inserting in lieu thereof ‘“‘who received aid to the perma- 
nently and totally disabled in the form of money payments for such 
month”’. 

[(c) Section 1403 (a) of such Act is further amended by inserting the 
following new clause immediately before the period at the end thereof: 
‘*- and (4) in the case of any State, an amount equal to one-half of the 
total of the sums expended during such quarter as aid to the ake 
nently and totally disabled under the State plan in the form of medi- 
cal or any other type of remedial care (including expenditures for 
insurance premiums for such care or the cost thereof), not counting 
so much of such expenditure for any month as exceeds the product of 
$6 multiplied by the total number of individuals who received aid 
to the permanently and totally disabled under the State plan for such 
month’’. 

(EFFECTIVE DATE 


[Sec. 305. The amendments made by this part shall become effec- 
tive July 1, 1957.] 
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Sections 3 (a), 403 (A), 1003 (A), AND 1403 (A) OF THE 
Sociat Security Act 


TITLE I—GRANTS TO STATES FOR OLD-AGE ASSISTANCE 


* * * * * * * 


PAYMENTS TO STATES 


Src. 3. (a) From the sums appropriated therefor, the Secretary of 
the Treasury shall pay to each State which has an approved plan for 
old-age assistance, for each quarter, beginning with the quarter com- 
mencing October 1, 1952, (1) in the case of any State other than Puerto 
Rico and the Virgin Islands, an amount, which shall be used exclusively 
as old-age assistance, equal to the sum of the following proportions of 
the total amounts expended during such quarter as old-age assistance 
under the State plan, not counting so much of such expenditure with 
respect to any individual for any month as exceeds $55— 

(A) A four-fifths of such expenditures, not counting so much 
of any expenditure with respect to any month as exceeds the 
product of $25 multiplied by the total aumber of such individuals 
who received old-age assistance for such month; plus 

(B) one-half of the amount by which. such expenditures 
exceed the maximum which may be counted under clause (A); 

and (2) in the case of Puerto Rico and the Virgin Islands, an amount, 
which shall be used exclusively as old-age assistance, equal to one-half 
of the total of the sums expended during such quarter as old-age 
assistance under the State plan, not counting so much of such ex- 
penditure with respect to any individual for any month as exceeds $30, 
and (3) in the case of any State, an amount equal to one-half of the 
total of the sums expended during such quarter as found necessary 
by the Secretary of Health, Education, and Welfare for the proper and 
efficient administration of the State plan, which amount shall be used 
for paying the costs of administering the State plan or for old-age 
assistance or both, and for no other purpose [.] , and (4) im the case 
of any State, an additional amount equal to one-half of the total of the 
sums expended during such quarter (but not counted in computing the 
amount payable to such State for such quarter under clause (1) or clause 
(2)) as old-age assistance under the State plan in the form of medical or 
any other type of remedial care (including expenditures for insurance 
premiums for such care or the cost thereof), not counting so much of such 
expenditure for any month as exceeds the product of $6 multiplied by the 
total number of individuals who received old-age assistance under the 
State plan for such month. In computing the amount payable to any 
State for any quarter under clause (1) or clause (2), sums expended under 
the State plan during such quarter as old-age assistance in the form of 
money payments shall be taken into account before sums expended under 
such plan in any other form. 


- * * * * * * 
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TITLE IV—GRANTS TO STATES FOR AID TO DEPENDENT 
CHILDREN 


* * * * *« * * 
PAYMENT TO STATES 


Src. 403. (a) From the sums appropriated therefor, the Secretary 
of the Treasury shall pay to each State which has an approved plan 
for aid to dependent children, for each quarter, beginning with the 
quarter commencing October 1, 1952, (1) in the case of any State other 
than Puerto Rico and the Virgin Islands, an amount, which shall be 
used exclusively as aid to dependent children, equal to the sum of the 
following proportions of the total amounts expended during such 
quarter as aid to dependent children under the State plan, not counting 
so much of such expenditure with respect to any dependent child for 
any month as exceeds $30, or if there is more than one dependent child 
in the same home, as exceeds $30 with respect to one such dependent 
child and $21 with respect to each of the other dependent children, 
and not counting so much of such expenditure for any month with 
respect to a relative with whom any dependent child is living as 
exceeds $30— 

(A) four-fifths of such expenditures, not counting so much of 
the expenditures with respect to any month as exceeds the product 
of $15 multiplied by the total number of dependent children and 
other individuals with respect to whom aid to dependent children 
is paid for such months, plus 

(B) one-half of the amount by which such expenditures exceed 
the maximum which may be counted under clause (A); 

and (2) in the case of Puerto Rico and the Virgin Islands, an amount, 
which shall be used exclusively as aid to dependent children, equal to 
one-half of the total of the sums expended during such quarter as aid 
to dependent children under the State plan, not counting so much of 
such expenditure with respect to any dependent child for any month 
as exceeds $18, or if there is more than one dependent child in the same 
home, as exceeds $18 with respect to one such dependent child and $12 
with respect to each of the other dependent children; and (3) in the 
case of any State, an amount equal to one-half of the total of the sums 
expended during such quarter as found necessary by the Secretary of 
Health, Education, and Welfare for the proper and efficient admin- 
istration of the State plan, which amount shall be used for paying 
the costs of administering the State plan or for aid to dependent 
children, or both, and for no other purpose[.] ; and (4) in the case of 
any State, an additional amount equal to one-half of the total of the sums 
expended during such quarter (but not counted in computing the amount 
payable to such State for such quarter under clause (1) or clause (2)) 
as aid to dependent children sider the State plan in the form of medical 
or any other type of remedial care (including expenditures for insurance 
premiums for such care or the cost thereof), not counting so much of such 
expenditures for any month as exceeds (A) the product of $3 multiplied 
by the total number of dependent children who received aid to dependent 
children under the State plan for such month, plus (B) the product of $6 
multiplied by the total number of other indinduals who received aid to 
dependent children under the State plan for such month. In computing 
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the amount payable to any State for any quarter under clause (1) or 
clause (2), sums expended under the State plan during such quarter as 
aid to dependent children in the form of money payments shall be taken 
into account before sums expended under such plan in any other form. 


+ * * * * * * 
TITLE X—GRANTS TO STATES FOR AID TO THE BLIND 
x * * * * * * 


PAYMENT TO STATES 


Src. 1003. (a) From the sums appropriated therefor, the Secretary 
of the Treasury shall pay to each State which has an approved plan 
for aid to the blind, for each quarter, beginning with the quarter com- 
mencing October 1, 1952, (1) in the case of any State other than Puerto 
Rico and the Virgin Islands, an amount, which shall be used exclusively 
as aid to the blind, equal to the sum of the following proportions of 
the total amounts expended during such quarter as aid to the blind 
under the State plan, not counting so much of such expenditure with 
respect to any individual for any month as exceeds $55— 

(A) four-fifths of such expenditures, not counting so much 
of any expenditure with respect to any month as exceeds the 
product of $25 multiplied by the total number of such individuals 
who received aid to the blind for such month, plus 

(B) one-half of the amount by which such expenditures exceed 
the maximum which may be counted under clause (A); 

and (2) in the case of Puerto Rico and the Virgin Islands, an amount, 
which shall be used exclusively as aid to the blind, equal to one-half of 
the total of the sums expended during such quarter as aid to the blind 
under the State plan, not counting so much of such expenditure with 
respect to any individual for any month as exceeds $30; and (3) in 
the case of any State, an amount equal to one-half of the total of the 
sums expended during such quarter as found necessary by the Secre- 
tary of Health, Education, and Welfare for the proper and efficient 
administration of the State plan, which amount shall be used for pay- 
ing the costs of administering the State plan or for aid to the blind, 
or both, and for no other purpose[.]; and (4) in the case of any State, 
an additional amount equal to one-half of the total of the sums expended 
during such quarter (but not counted in computing the amount payable to 
such State for such quarter under clause (1) or clause (2)) as aid to the 
blind under the State plan in the form of medical or any other type of 
remedial care (including expenditures for insurance premiums for suc 

care or the cost thereof), not counting so much of such expenditure for any 
month as exceeds the product of $6 multiplied by the total number of ind1- 
viduals who received aid to the blind under the State plan for such month. 
In computing the amount payable to any State for any quarter under 
clause (1) or clause (2), sums expended under the State plan during such 
quarter as aid to the blind in the form of money payments shall be taken 
anto account before sums expended under such plan in any other form. 


* * * * * * * 
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TITLE XIV—GRANTS TO STATES FOR AID TO THE PER- 
MANENTLY AND TOTALLY DISABLED 


* * * * * « a 
PAYMENTS TO STATES 


Sec. 1403. (a) From the sums appropriated therefor, the Secretary 
of the Treasury shall pay to each State which has an approved plan 
for aid to the permanently and totally disabled, for each quarter, 
beginning with the quarter commencing October 1, 1952, (1) in the 
case of any State other than Puerto Rico and the Virgin Islands, an 
amount, which shall be used exclusively as aid to the permanently and 
totally disabled, equal to the sum of the following proportions of the 
total amounts expended during such quarter as aid to the permanently 
and totally disabled under the State plan, not counting so much of 
such expenditure with respect to any individual for any month as 
exceeds $55— 

(A) four-fifths of such expenditures, not counting so much of 
any expenditure with respect to any month as exceeds the product 
of $25 multiplied by the total number of such individuals who 
received aid to the permanently and totally disabled for such 
month, plus 

(B) one-half of the amount by which such expenditures exceed 
the maximum which may be counted under clause (A); 

and (2) in the case of Puerto Rico and the Virgin Islands, an amount, 
which shall be used exclusively as aid to the permanently and totally 
disabled, equal to one-half of the total of the sums expended during 
such quarter as aid to the permanently and totally disabled under the 
State plan, not counting so much of such expenditure with respect to 
any individual for any month as exceeds $30; and (3) in the case of any 
State, an amount equal to one-half of the total of the sums expended 
during such quarter as found necessary by the Secretary of Health, 
Education, and Welfare for the proper and efficient administration 
of the State plan, which amount shall be used for paying the costs of 
administering the State plan or for aid to the permanently and totally 
disabled, or both, and for no other purpose[.] ; and (4) in the case of 
any State, an additional amount equal to one-half of the total of the sums 
expended during such quarter (but not counted in computing the amount 
payable to such State for such quarter under clause (1) or clause (2)) as 
aid to the permanently and totally disabled under the State plan in the 
form of medical or any other type of remedial care (including expenditures 
for insurance premiums for such care or the cost thereof), not counting so 
much of such expenditure for any month as exceeds the product of $6 
multiplied by the total number of individuals who received aid to the 
permanently and totally disabled under the State plan for such month. 
In computing the amount payable to any State for any quarter under 
clause (1) or clause (2), sums expended under the State plan during such 
quarter in the form of money payments shall be taken into account before 
sums expended under such plan in any other form, 
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SERGEANT BLUFF CONSOLIDATED SCHOOL DISTRICT 


June 3, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Buroick, from the Committee on the Judiciary, 
submitted the following 


REPORT 


[To accompany H. R. 1942] 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 1942) for the relief of the Sergeant Bluff Consolidated School 
District, having considered the same, report favorably thereon with 
amendment and recommend that the bill do pass. 

The amendment is as follows: 

Page 2, line 4, strike out “‘in excess of 10 per centum thereof”. 

The author of the bill advises the committee that no attorney is 
involved in connection with this claim. 

H. R. 1942 would direct the payment of the sum of $15,215.53 to 
the Sergeant Bluff Consolidated School District of the State of lowa 
in full settlement of all claims of the said school district against the 
United States for tuition for children of Air Force personnel stationed 
at Sioux City Air Force Base, lowa, for the school years 1951-52, 
1952-53, and 1953-54. 

Based on assurances received from the procurement and contracting 
officer at the Sioux City Municipal Airport, on March 17, 1952, that 
the Air Force was in a position to pay the tuition of certain children 
dependents of Air Force personnel stationed there, the School Board 
of the Sergeant Bluff Consolidated School District agreed to and did 
educate these children. Considerably later it was found that the 
Air Force was not authorized to make such payments. The Direc- 
torate of Finance of the Air Force then attempted to arrange for pay- 
ment through the Department of Health, Education, and Welfare. 
On May 31, 1955, that Department informed the Directorate of 
Finance that it was not permissible to make payment for the school 
vears 1951-52, 1952-53, and 1953-54 for the reason that Public Law 
874, 8ist Congress, the controlling authority for aid to schools edu- 
cating federally connected children, required that a time limit be 
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established for submission of application for payment. In this in- 
stance the application had not been filed within the time limit. 

On June 28, 1955, this claim was submitted to the Director, Claims 
Division, General Accounting Office, for consideration under the Meri- 
torious Claims Act of April 10, 1928 (45 Stat. 413). The Comptroller 
General in Decision B-124678, August 31, 1955, denied the request. 

The Department of the Air Force, in its report dated May 3, 1957, 
states: 


The Department of the Air Force favors enactment of 
H.R. 1942. Educational services were provided to Air Force- 
connected children by this school district in good faith and 
upon. the assumption that payments would be received from 
the United States Government. Payment was authorized 
by Public Law 874, 81st Congress, and would have been re- 
ceived by the school district had there not been a lack of 
knowledge of required procedures to obtain payment under 
that.law. Paymient of $15,217.53 would permit the school 
district to provide needed facilities which have been denied 
to the school because of the unavailability of funds with which 
to purchase them. 


Therefore, your committee concurs in the recommendation of the 
Air Force and recommend favorable consideration of the bill. 


DEPARTMENT OF THE AIR Force, 
Washington, May 3, 1957. 


Hon. EmManvet CELuLeEr, 
Chairman, Commitiee on the Judiciary, 
House of Representatives. 

Dear Mr. CuarrmMan: Reference is made to your request for a 
report from the Department of the Air Force on H. R. 1942, 85th 
Congress, a bill for the relief of the Sergeant Bluff Consolidated School 
District. 

H. R. 1942 would direct the payment of the sum of $15,215.53 to 
the Sergeant Bluff Consolidated School District of the State of Iowa 
in full settlement of all claims of the said school district against the 
United States for tuition for children of Air Force personnel stationed 
at Sioux City Air Force Base, lowa, for the school years 1951-52, 
1952-53, and 1953-54. 

Based on assurances received from the procurement and contracting 
officer at the Sioux City Municipal Airport, on March 17, 1952, that 
the Air Force was in a position to pay the tuition of certain children 
dependents of Air Force personnel stationed there, the school board 
of the Sergeant Bluff Consolidated School District agreed to and did 
educate these children. Considerably later it was found that the 
Air Force was not authorized to make such payments. The Direc- 
torate of Finance of the Air Force then attempted to arrange for 
payment through the Department of Health, Education, and Welfare. 
On May 31, 1955, that Department informed the Directorate of 
Finance that it was not permissible to make payment for the school 
years 1951-52, 1952-53, and 1953-54 for the reason that Public Law 
874, 8ist Congress, the controlling authority for aid to schools edu- 
cating federally connected children, required that a time limit be 
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established for submission of application for payment. In this in- 
stance the application had not been filed within the time limit. 

On June 28, 1955, this claim was submitted to the Director, Claims 
Division, General Accounting Office, for consideration under the Meri- 
torious Claims Act of April 10, 1928 (45 Stat. 413). The Comptroller 
General in decision B-124678, August 31, 1955, denied the request. 

The Department of the Air Force favors enactment of H. R. 1942. 
Educational services were provided to Air Force-connected children 
by this school district in good faith and upon the assumption that 

ayments would be received from the United States Government. 
Payment was authorized by Public Law 874, 81st Congress, and would 
have been received by the school district had there not been a lack of 
knowledge of required procedures to obtain payment under that law. 
Payment of $15,217.53 would permit the school district to provide 
needed facilities which have been denied to the school because of the 
unavailability of funds with which to purchase them. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
Davin S. Sarra, 
Assistant Secretary of the Air Force. 





ConsoLIDATED INDEPENDENT ScuHoot District, 
Sergeant Bluff, Iowa. 
AFFIDAVIT 
State or Iowa, 
County of Woodbury: 

I, James C. Harris, Jr., after being duly sworn on oath depose and 
state: 

That I am the duly qualified, appointed, and acting superintendent 
of schools of the Sergeant Bluff Consolidated School District of 
Sergeant Bluff, Iowa. 

hat the following is a true and accurate copy of the report to the 
Air Force of money owed the Sergeant Bluff Consolidated School of 
Sergeant Bluff, Iowa, for education of federally connected children of 
the Sioux City Municipal Airport. This report was prepared by me 
and filed with the United States Air Force January 14, 1955, 


DEPARTMENT OF THE Arr Force, 
Headquarters United States Air Force, 
Washington, D. C. 


To Whom It May Concern: 


INTRODUCTION 


This report is being submitted because the Sergeant Bluff Con- 
solicated School did not receive tuition for 1951-52, 1952-53, and 
1953-54 for federally connected children at the Sioux City Municipal 
Airport which is a part of said school district. This tuition is normally 
paid by the Department of Education under Public Law 874 (81st 
Cong.). The deadline date for each year makes it impossible for the 
Department of Education to pay us for this back tuition. Since an 


23010°—58 H. Rept., 85-1, vol. 2——53 
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official representative of the Air Force at the Sioux City Municipal 
Airport directed the school district to submit the request for tuition 
aid to the Air Force instead of the Department of Education it is 
requested that the Air Force pay this tuition if it is legally possible 
for it to do so. 

HISTORY 


The Sioux City Municipal Airport was activated March 1, 1952, 
as an Air Force base under the Air Defense Command. On !March 
17, 1955 (see enclosed certificate), the School Board of the Sergeant 
Bluff Consolidated School District called a meeting to discover the 
method of educating and the means of procuring tuition payment of 
federally connected children of the Sioux City Municipal Airport. 
Ist Lt. Jack B. Kunberger, the purchasing and contracting officer of 
the Sioux City Municipal Airport, represented the Air Force at this 
meeting. He insisted that the United States Air Force was in posi- 
tion to pay the tuition for Air Force connected children and gave the 
eg Bluff School Board the method for submitting their request 
or aid. 

Mr. H. O. Peterson was the superintendent of the school at the 
time and he submitted the request for tuition aid to cover the period 
March 1, 1952, to June 1, 1952, according to Lieutenant Kunberger’s 
instruction (see enclosed copy of this request). Since it was not 
known at the time that federally connected children living off the 
base were eligible for partial aid no record was kept and so no request 
could at that time or now be made for that money. No money was 
ever received and no trace of the request has been found in Air Force 
files. 

Mr. H. O. Peterson resigned as Superintendent effective July 11, 
1952, and the undersigned became Superintendent at that time, I 
submitted the request to the Sioux City Municipal Airport for tuition 
of federally connected children for the year 1952-53 in practically 
the same manner as was done the previous year. (See enclosed 
request.) Once again it was not known that federally connected 
children living off the base were eligible for partial tuition so records 
were not kept and no request was made for tuition for such children. 

In December 1953, an investigation was made as to the reason 
why the Sergeant Bluff School District had not received any tuition 
for federally connected children. At this time no trace was found 
of the request for the school year 1951-52 and 1952-53. On the 
request of the base commander another statement was submitted 
(see enclosed January 8, 1954 statement) for the year 1952-53. The 
base commander made telephone and telegraph inquiries and found 
that the Air Force was not authorized to make such payments. 

It was March 1954 before it was discovered that such tuition was 
to be paid by the Office of Education under Public Law 874 (81st 
Cong.). By the time the required information was compiled and 
submitted to the Office of Education, the deadline of March 31, 1954, 
had passed so we were ineligible for tuition aid for federally connected 
children for 1953-54. (See enclosed certificate for amount.) 

This situation is now corrected and we have received a partial 
payment of tuition for federally connected children for the school 
year 1954-55 and will receive the remainder at the close of the school 
year. 


Gum wh eh ak, a «ee 


an, 


i ele ee 








SERGEANT BLUFF CONSOLIDATED SCHOOL DISTRICT 5 


ADDITIONAL INFORMATION 


During the time that the Sergeant Bluff Consolidated School 
District was educating these federally connected children and not 
receiving the tuition the school had a substantial additional expense. 
This came from the school district by raising the mill levy on the 
districts property. 

To keep from raising the mill levy too high there were several places 
where economy methods were used and the money could now be used 
to increase the educational facilities of the school district. 

The federally connected children are largely congregated in the 
primary grades. We are about to the place where some of these 

ades will have to be split and additional teachers will have to be hired. 

his money could be used to pay these teachers. 

It has been a problem to explain the additional mill levy and the 
economy measures to the people of the school district. Such a condi- 
tion has created ill feelings between the community and the Air Force 
installation in the community. 

I would like to state that there was in no way lack of cooperation 
on the part of the Air Force personnel at the Sioux City Municipal 
Airport. From the base commander on down everyone was willing to 
aid us in solving this problem. Even Ist Lt. Jack B. Kunberger was 
sincere in his belief that the Air Force could pay the tuition. Since 
the last time he had been confronted with such a problem Public Law 
874 (8ist Cong.) had been passed without his knowledge. 

I would like to also state that the Sergeant Bluff School Board 
sincerely thought that they were following the honest procedure to 
obtain tuition aid for federally connected children. We assume 
that the delay in receiving the money was caused by the channels 
through which the request had to pass. 


Unpaid federally connected tuition 


1, Unpaid federally connected tuition 1951-52_..2.-2--2-- el $650. 41 
2. Unpaid federally connected tuition 1952-53_......-..--.----2 4, 019. 66 
3. Unpaid federally connected tuition 1953-54. .........-.-----..- 10, 547. 46 

POU . ocnn cn dcddncvcendadsaddsouuseen ORLA caeeeeee 15, 217. 53 


FINAL REQUEST 


Since the difficulty was created by the fact that all parties concerned 
were attempting to get this tuition in the way that was thought best; 
since the Sergeant Bluff Consolidated School District, Sergeant 
Bluff, Iowa, has spent district money to educate the federally con- 
nected children of the Sioux City Municipal Airport; since the Office of 
Education cannot legally pay this back tuition because of the dateline 
requirement set up in Public Law 874 (81st Cong.) ; it is requested that 
the United States Air Force pay the Sergeant Bluff Consolidated 
School District the $15,217.53 tuition due them for education of feder- 
ally connected children for the years 1951-52, 1952-53, 1953, 1954. 


JameEs C. Harris, Jr., 
Superintendent of Schools, Sergeant Bluff Consolidated School. 
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SERGEANT Buiurr Consonmpatep ScHoot, 
Sergeant Bluff, Iowa. 
This is to certify that I attended the school board meeting of the 
Sergeant Bluff School District on March 17, 1952, at which time the 
school problems connected with the opening of the Sioux City Munic- 
ipal Airport were discussed. 1st Lt. Jack B. Kunberger represented 
the Sioux City Municipal Airport at this meeting. 1st Lt. Jack B. 
Kunberger insisted that the Air Force could pay tuition for federally 
connected children and told the board how it was to be done. On 
the basis of his information the school board decided to follow his 
plan for tuition aid for federally connected children. 
Cartes N. Wootery, President of Board, 
Mrs. C. W. Perkins, Secretary of Board. 
M. M. Morrison, Member. 
Jess Corriz, Member. 
Guenn Camerer, Member. 


O 
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AMENDING TITLE 10 OF THE UNITED STATES CODE TO AUTHOR- 
IZE THE SECRETARY OF DEFENSE AND THE SECRETARIES OF 
THE MILITARY DEPARTMENTS TO SETTLE CERTAIN CLAIMS 


June 3, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 


Mr. Lang, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 1061] 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 1061) to amend title 10, United States Code, to authorize the 
Secretary of Defense and the Secretaries of the military departments 
to settle certain claims for damage to, or loss of, property or personal 
injury or death, not cognizable under any other law, having considered 
the same, report favorably thereon with amendments and recommend 
that the bill do pass. 

The amendments are as follows: 

Page 3, line 5 insert a period after the word “accrues”, 

Page 3, line 8 strike the figure “651” and insert “653”, 


PURPOSE 


The purpose of the proposed legislation is to grant to the Secretary 
of the Army and the Secretary of the Air Force the power now 
possessed by the Secretary of the Navy to settle claims for damages 
to or loss of private property. The bill expands this settlement power 
to include settlement of claims for personal injury and death within 
the limitations set forth in the proposed section. 


STATEMENT 


The Secretary of the Navy has had the power to settle claims for 
roperty damage caused by naval personnel for more than 25 years. 
he act of July 11, 1919 (ch. 9, 41 Stat. 132), as amended, granted 
the Secretary of the Navy this authority; and the provisions of that 
act were classified as section 600 of title 34 of the United States Code. 


86006 
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The act of July 11, 1919, was repealed by Public Law 1028 of the 84th 
Congress which codified title 10, Armed Forces, of the United States 
Code; and the provisions of the repealed act were reenacted as section 
7625 of the new title 10. 

The Secretary of the Navy in the exercise of this authority now 
contained in section 7625 of title 10 of the United States Code has 
experienced some difficulty due to the fact that the power of settlement 
was limited by the following factors: 

(a) The tortfeasor has to be a member of the naval service 
and no provision is made for damage caused by civilian employees 
of the Navy. 

(6) The present law contains no provision for the delegation 
of the authority to settle the claims which are for relatively small 
amounts. 

(c) The $500 limitation presently contained in section 7625 is 
unrealistic in view of present property values. 

The provisions of H. R. 1061 are intended to cure these defects, and 
to extend the authority to settle such claims to the Secretary of 
Defense and the other Secretaries of the military departments as well 
as the Secretary of the Navy. The bill provides that a new section 
2736 be added to chapter 163 of title 10 which would make these 
improvements, and the new section would then take the place of 
present section 7625 which would be repealed. 

The provisions of H. R. 1061 were contained in a draft of a bill 
which accompanied a report of the Department of the Navy to this 
committee on a bill introduced during the 84th Congress which was 
similar in purpose to H. R. 1061. Therefore the provisions of H. R. 
1061 have been recommended by the Department of the Navy and 
the report of that Department which is attached to this report shows 
that the provisions of the bill are favored by the Department of De- 
fense. The bill provides that the Secretary of Defense and the Secre- 
taries of the military departments would be given the power to settle 
claims covered by the bill which include those arising out of the 
operation of Government vehicles by civilian employees, and the 
settlement authority is increased to $1,000. In addition the bill 
would permit the various Secretaries to delegate the settlement 
authority. 

The authority to settle claims under the bill would also extend to 
claims for personal injury or death. As has been noted, the present 
law only provides authority for settlement of claims for damage or 
loss of privately owned property for which men in the naval service 
or Marine Corps are found to be responsible. ‘The authority to settle 
claims for personal injury or death provided for in H. R. 1061 is limited 
to the payment of the cost of reasonable medical, hospital, and burial 
expenses actually incurred, and not otherwise furnished or paid by 
the United States. 

This committee has carefully considered this bill, and has concluded 
that there is a very practical need for the Secretaries of the military 
departments to exercise the authority to settle the type of claims 
contemplated under the bill. Actually the granting of this authority 
would obviate the necessity of numerous private bills which are intro- 
duced each year. As is expressly stated in subsection (a) of the 
proposed section 2736 set out in H. R. 1061, the claims to be settled 
under the proposed language would be those which are not cognizable 
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under any other provision of law. ‘These would be claims for damage 
or loss of property, or for personal injury or death, which are caused by 
a civilian officer or employee of a mitre department or by a member 
of the Army, Navy, Air Force, or Marine Corps incident to the use or 
operation of Government property. These are claims which would 
not be cognizable under the tort claims provisions of title 28 of the 
United States Code, or any other claims provisions presently in the 
law. The provisions of section 1346 (b) of title 28 of the United 
States Code illustrate how certain catagories of claims cannot be 
settled under the tort-claims provisions of that title. Section 1346 (b) 
states that tort claims may be asserted against the United States for 
injury, loss of property, personal injury, or death when it is caused by 
“the negligent or wrongful act or omission of any employee of the 
Government while acting within the scope of his office or employment 
under the circumstances where the United States, if a private person, 
would be liable to the claimant in accordance with the law of the place 
where the act or omission occurred.” Not all claimants are able to 
bring their claims within this framework, and yet the circumstances 
surrounding the injury or damage giving rise to their claim may estab- 
lish a degree of responsibility on the part of the United States. Under 
the present state of the law a private bill may be the only recourse for 
persons whose claims might be settled under the amendment to title 10 
proposed in the bill. ‘Therefore this committee feels that the smaller 
claims of the sort which can be settled for amounts of not more than 
$1,000 should be settled within the limited authority proposed in 
H. R. 1061. This would be a more expeditious and efficient manner 
of handling these claims than if the claimants were required to seek 
legislative relief through a private bill. Accordingly, this committee 
recommends that the bill be considered favorably. 

The report of the Department of the Navy which recommends the 
enactment of a bill embodying these provisions is as follows: 


DEPARTMENT OF THE Navy, 
OFrFriIcE OF THE SECRETARY, 
Washington D. C. December 10, 1956. 
Hon. Emanvuet Cetier, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

My Dear Mr. CuHarrMan: Your request for comment on H. R. 
7876, a bill to provide that the United States shall pay certain claims 
for death, personal injury, and property damage for which personnel 
in the Armed Forces are found to be responsible, has been assigned to 
this Department by the Secretary of Defense for the preparation of a 
report thereon expressing the views of the Department of Defense. 

The purpose of this bill is to grant to the Secretary of the Army and 
the Secretary of the Air Force the power now possessed by the Secre- 
tary of the Navy to settle claims for damages to or loss of private 
property. The bill further expands this settlement power to include 
settlement of claims for personal injury and death. 

The Department of Defense favors enactment of this bill but believes 
it could be made much more effective if several changes were made in 
the bill so as to correct some difficulties encountered by the Navy in 
administering the power it now has to settle such claims. 

The Secretary of the Navy pursuant to the act of July 11, 1919 
(ch. 9, 41 Stat. 132), as amended (repealed by Public Law 1028, 84th 
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Cong., and reenacted as sec. 7625 of title 10, U. S. C.), has had the 
power to settle claims for property damage caused by naval personnel 
for more than 25 years. Since the enactment of the Tort Claims Act 
this settlement power has been utilized only in those cases which were 
caused by the use of Government vehicles by unauthorized personnel 
or where the driver has substantially deviated from the authorized 
mission. ‘The Navy has experienced some difficulty in the administra- 
tion of this act due to the fact that the power of settlement was 
limited by the following factors: 

(a) The tort-feasor must be a member of the naval service and 
no provision is made for damage caused by civilian employees of 
the Navy. 

(6) There is no provision for the delegation of the authority 
to settle these claims which are for relatively small amounts. 

(c) The limitation of $500 on the settlement power would 
appear to be unrealistic in view of present property values. 

There is herewith submitted a draft ha bill which would cure the 
above defects by including the power to settle claims which arise out 
of the operation of Government vehicles by the civilian employees of 
the military departments and the Office of the Secretary of Defense; 
raise the settlement authority to $1,000; and allow the various Secre- 
taries to delegate the settlement authority. 

If the Congress feels that the expansion of this authority, as sug- 
gested above, is desirable and feasible, it could be accomplished by 
substitution of the attached draft for H. R. 7876. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the 
Budget that there is no objection to the submission of this report to 
the Congress. 

Sincerely yours, 

E. C. SrrepHan, 
Rear Admiral, United States Navy, 
Chief of Legislative Liaison 
(For the Secretary of the Navy). 


A BIL. 


To amend title 10, United States Code, to authorize the Secretary of Defense and 
the Secretaries of the military departments to settle certain claims for damage 


to, or loss of, property or personal injury or death, not cognizable under any 
other law 


Be it enacted by the Senate and House of Representatives of the United 
States in Congress assembled, That title 10, United States Code is 
amended as follows: 

(1) Chapter 163 is amended— 

(A) by adding the following new section at the end thereof: 


““§ 2736 Property loss; personal injury or death; incident to use and 
operation of government property and not cognizable 
under other law 

*‘(a) Under such regulations as the Secretary of a military depart- 
ment may prescribe, he or any officer designated by him may settle 
and pay in an amount not more than $1000, a claim against the United 

States, not cognizable under any other provision of law, for damage 
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to, or loss of, property, or for personal injury or death, caused by a 
civilian officer or employee of that department or a member of the 
Army, Navy, Air Force, or Marine Corps, as the case may be, incident 
to the use or operation of Government property. 

“(b) Under such regulations as the Secretary of Defense may 
prescribe, he or any officer designated by him has the same authority 
as the Secretary of a military department with respect to a claim for 
damage to, or loss of, property, or for personal injury or death, 
caused by a civilian officer or employee of the Office of the Secretary 
of Defense, incident to the use or operation of Government property. 

“‘(c) A claim for personal injury or death under this section may 
not be allowed for more than the cost of reasonable medical, hospital, 
and burial expenses actually incurred, and not otherwise furnished 
or paid by the United States. 

“(d) No claim may be allowed under this section unless it is 
presented in writing within two years after it accrues’’; and 

(B) by adding the following item at the end of the analysis: 


“§ 2736. Property loss; personal injury or death; incident to use and 
operation of government property and not cognizable 
under other law.” 

(2) Chapter 653 is amended— 
(A) by repealing section 7625; and 
(B) by striking out the following item in the analysis: ‘‘Claims 
against the United States: private property; loss or damage.” 


1. TEXT OF STATUTES FOR REPEAL 


In compliance with clause 3 (1) of rule XIII of the Rules of the 
House of Representatives, the text of the statutes or parts thereof 
which are proposed to be repealed by the bill are set out below: 

§ 7625. Claims against the United States: private property; loss or 
damage. 

(a) The Secretary of the Navy may settle and pay in an amount 
not more than $500 a claim against the United States for damage to 
or loss of privately owned property caused by a member of the naval 
service. 

(b) This section does not apply to claims for damage caused by a 
vessel in the naval service or caused by the negligent or wrongful act 
or omission of a member of the naval service acting within the scope 
of his office or employment.” 
and the following item is proposed to be stricken from the analysis of 
chapter 653 of title 10 U.S. C.: 

Claims against the United States: private property; loss or damage. 


2. COMPARATIVE TEXT OF STATUTES AMENDED 


In compliance with clause 3 (2) of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill 
are shown as follows with existing law in which no change is proposed 
shown in roman type, and new matter printed in italics, 
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CuapTer 163. Miurrary Ciarms 


* ¥ a * * * * 


§ 2736. Property loss; personal injury or death; incident to use "and 
eens of government property and not cognizable under 
other law 


* * * is * * * 


§ 2736. Property loss; personal injury or death; incident to use and 
operation of government property and not cognizable under 
other law 

(a) Under such regulations as the Secretary of a military department 
may prescribe, he or any officer designated by him may settle, and pay 
awn an amount not more than $1,000, a claim against the United States, 
not cognizable under any other provision of law, for damage to, or loss 
of, property, or for personal injury or death, caused by a cwilian officer 
or employee of that department or a member of the Army, Navy, Air 
Force, or Marine Corps, as the case may be, incident to the use or 
operation of Government property. 

(b) Under such regulations as the Secretary of Defense may prescribe, 
he or any officer designated by him has the same authority as the Secretary 
of a military department with respect to a claim for damage to, or loss of, 
property, or for personal injury of death, caused by a civilian officer or 
employee of the Office of the Secretary of Defense, incident to the use or 
operation of Government property. 

(c) A claim for personal injury or death under this section may not be 
allowed for more than the cost of reasonable medical, hospital, and burial 
expenses actually incurred, and not otherwise furnished or paid by the 
United States. 

(d) No claim may be allowed under this section unless it is presented 
tn writing within two years after it accrues, 


O 
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POSTAL RATE READJUSTMENT AND POLICY 


June 3, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Murray, from the Committee on Post Office and Civil Service, 
submitted the following 


REPORT 


[To accompany H. R. 5836] 


The Committee on Post Office and Civil Service, to whom was 
referred the bill (H. R. 5836) to readjust postal rates and to establish 
@ congressional policy for the determination of postal rates, and for 
other purposes, having considered the same, report favorably thereon 
with amendments hn recommend that the bill, as amended, do pass. 


AMENDMENTS 


The amendments are as follows: 

(1) Page 2, line 2, immediately before the semicolon, insert “‘and 
postal service will be improved”. 

(2) Page 9, strike out lines 14 to 24, inclusive, and insert in lieu 
thereof the following: 


Sec. 108. Eighty-two per centum of the gross postal re- 
ceipts of all classes of post offices accruing on or after the 
effective date of the rate of postage prescribed by section 
102 (a) of this Act shall be counted for the purpose of deter- 
mining the classes of the respective post offices and the com- 
pensation and allowances of postmasters and other employees 
whose compensation or allowances are based on the annual 
gross receipts of such post offices. Nothing contained in this 
section shall operate to relegate a post office to a class or re- 
ceipts category below the class or receipts category to which 
such post office may be assigned on the basis of gross postal 
receipts accruing during the last complete calendar year prior 
to the effective date of the rate of postage prescribed by sec- 
tion 102 (a) of this Act or, in the case of a newly established 
post office, on the basis of gross postal receipts accruing 
during the last full quarter prior to the effective date of the 
tate of postage prescribed by such section 102 (a). 
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(3) Page 10, lines 21 to 23, inclusive, strike out “3 per centum the 
costs thereof, or (2) that the costs of such fourth-class mail service will 
not exceed by more than 3 per centum” and insert in lieu thereof “1 - 
centum the costs thereof and (2) that the costs of such fourth-class 
mail service will not exceed by more than 1 per centum”’. 


Purpose or AMENDMENTS 


AMENDMENT NO. (1) 


The purpose of this amendment is to include improved postal service 
as one of the objectives to be accomplished through adjustment of 
existing postal rates. 

AMENDMENT NO. (2) 


The purpose of this amendment is to maintain, as nearly as pos- 
sible, the present classes of post offices and the present levels of com- 
ee and allowances of postmasters and certain other employees, 

oth of which are based on postal receipts. 

The amendment provides, in effect, that the determination of classes 
of post offices and the determination of such compensation and allow- 
ances shall be made on the basis of 82 percent of the gross receipts of 
the respective offices. The introduced bill contained substantially 
the same provision, except that such determinations would have been 
made on the basis of 80 percent of gross receipts. The Post Office 
Department recommends this amendment as appropriate to maintain 
the present classes of post offices and the present levels of such com- 

ensation and allowances after the postal rate adjustments provided 
y the bill become effective. The committee concurs. 


AMENDMENT NO. (3) 


The purpose of this amendment is to facilitate the operation and 
administration of the established policy of the Congress that fourth- 
class mail pay its own way. 

This policy, contained in the Supplemental Appropriation Act, 1951 
(64 Stat. 1050; Public Law 843, 81st Cong.; 31 U.S. C. 695), requires 
the Postmaster General to petition the Interstate Commerce Com- 
mission for fourth-class rate adjustments to the extent necessary to 
provide revenue sufficient to pay the cost of fourth-class mail service. 

The amendment continues and maintains this policy and provides 
for practicable and effective application thereof by requiring the 
Postmaster General to petition the Commission for fourth-class rate 
adjustments when the difference between revenues and expenses of 
fourth-class mail exceeds 1 percent. The introduced bill contained 
the same provision but would have required a petition only when the 
difference between such revenues and expenses exceeds 3 percent. 

In addition, the amendment corrects a technical error in the intro- 
duced bill. 


STATEMENT 


This legislation to adjust postal rates was proposed by the Post- 
master General in a letter to the Speaker of the House of Representa- 
tives dated March 7, 1957. The reported bill is identical to the 
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Postmaster General’s proposal with the exception of the foregoing 
amendments which make minor revisions with respect to matters 
which do not relate to the proposed rate adjustments, 


URGENT NEED FOR RATE INCREASES 


The Congress is faced with a most urgent decision in this question 
of postal rate increases, The budget of $71.8 billion includes, as a 
ae. the expected passage of postal rate increases in the amount 
of $654 million for 1958, which were anticipated when the President’s 
budget was submitted. Unless postal rates are adjusted in a similar 
amount, the $71.8 billion budget will be increased by $654 million 
dollars, 

This rate bill will increase revenues by about $527.5 million when 
all of the increases are in effect. The bill is just as important a part 
of the fiscal program of the Government as any cuts of a comparable 
amount that can be made in the budget. 

Never before in the long history of the postal service has there been 
so pressing a need for rate adjustments. Since 1946 the aggregate 
postal deficit has reached almost $5 billion. This staggering loss is 
almost five times as great as the total losses over the same number of 
years prior to World War II. 

From the turn of the century to the beginning of World War II 
the average annual postal deficit was about $33 million. This deficit 
included all subsidies, most of which now have been removed from 
the postal budget—such as the airline subsidy of approximately $75 
million a year, the cost of handling penalty mail for other Government 
agencies (amounting to about $34 million a year), and the cost of 
franked mail which averaged over $2 million a year. Since World 
War IT the average annual deficit has increased to about $445 million— 
almost 14 times as great as the prewar average. It is hard for most 
of us to realize what so large a sum of money really means. The fact 
is that since 1950 we have been losing almost $1,000 a minute. Eve 
hour the taxpayers have had to put up more than $50,000 for someone 
else’s postage. 

Unless the Congress enacts rate increases now, the deficit in the 
next fiscal year will be at least $651 million. This will exceed the 
average of the postwar years and the trend in postal deficits will 
continue to rise. It is a sobering fact that, if postal costs and revenues 
maintain a continuing relationship over the next few years, the annual 
deficit will be more than $1 billion. 

The committee recognizes that continued delay will not solve the 
fiscal problems of the Post Office Department. If anything, the 
financial position of the Department will deteriorate still further as 
the taxpayer picks up a larger and larger share of the costs of operating 
the mail service. For this reason careful study and analysis and a 
great deal of time and effort have been devoted to the development 
of the rates contained in this bill. 


FIRST-CLASS LETTER RATE IS HEART OF BILL 


The first-class letter rate increase, which will return $314.7 million 
in increased revenue, is the very heart of this rate bill. Without it, 
virtually every other rate increase in the bill will fall. The reason is 
that all other rates except first class have been increased and now 
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the first-class letter rate at 3 cents an ounce forms a virtual ceiling 
to any additional increases until that rate is raised. 

For example, $32.6 million of the increases will come from an increase 
in the rate on post cards and postal cards from 2 cents to 3 cents each. 
$1.2 million will be derived by increasing the rate on drop letters from 
2 cents to 3 cents. $39.7 million will be derived from raising the 
rate for third-class individual mailings from 2 cents to 3 cents and 
$42 million from raising the minimum rate on bulk mailings of third 
class from 2 cents to 2% cents under the second step adjustment. 

It will not be equitable to raise any of these foregoing rates to 
3 cents or approximately 3 cents unless the first-class letter rate is 
raised. Thus, in addition to losing the $314 million in increases in 
the first-class letter rate, the postal service would also be losing 
more than $112 million in other categories of mail, leaving this bill 
a hollow shell. 


GENERAL SUPPORT FOR RATE INCREASES 


Seldom, if ever before, has postal-rate legislation recommended by 
this committee had the support of so many of the recognized experts 
in the field of postal operations and Government finance and so many 
large users of the mail. 

The hearings on this legislation represent nearly a thousand pages 
of printed testimony, cover 21 sessions, and contain the testimony 
and statements of 114 witnesses. The witnesses represent every 
type of user of the mail that will be affected by the rate increases, 
Nearly all of these witnesses acknowledged the need for postal-rate 
adjustments. 

The Postmaster General’s proposed rate increases were strongly 
supported by the President, the Secretary of the Treasury, the Director 
of the Bureau of the Budget, Chairman J. Vaughan Gary of the House 
Appropriations Subcommittee on Treasury and Post Office, Senator 
Thomas E. Martin, former Postmasters General Jesse M. Donaldson 
and James A. Farley, other noted authorities on postal operations and 
Government finance, and representatives of many large users of the 
mail. 

IMPRESSIVE ENDORSEMENT 


This is indeed an impressive endorsement of this legislation on the 
part of men of many years of experience—the President of the United 
States, Members of the House and Senate of long standing, and 
present and former officials of the Government whose knowledge of 
the subject and sincere interest in Government affairs is unchallenged. 


SumMMARY OF PRESENT AND Proposep Rates AND INCREASED 
REVENUES 


The following chart is a summary showing the classes of mail 
affected by the rate increases proposed in H. R. 5836, the present 
rates, the rates recommended by the committee, and the additional 
revenue in each class of mail: 
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Mail classification 
revenue 
ist class: Millions 
EORAIEE..cncccccaccnesseeentsy We ctinatbniabel: $314.7 
COUPES. .ccaccecssctssonmensicl Mb itenteeiineene 32.6 
Dee EE RE ES 12 
ail: 
EAR ccccaccedunecisocnnteii 17.1 
Wills aincecthoceuntnimaine ~-eeceocescesecoe= . 
class: 
Publishers outside county: ! 
fm) BITE ..nhnancabccl 1 Wnancemibemariad 1.95| 22] 25] 28] 3&1 
(0) Advertising: 
a ee ee ae 1.965] 22] 25] 28] 31 3L0 
SOUS Gintctenickiesleoaus Gi cadcichaikishh 2.6 3.0 3.4 3.8 4,2 
SAT ccntsdinint) Letitia Mniebinitiniaetehial 3.9 4.5 5.1 5.7 6,2 
SAEED Unncconadaies Lonandlccaimammeaetane 5.2 6.0) 68] 7.5] 83 
SND Di cnchietnnnedhccmpdllnapmieiiperaiasssinel 6.5 7.5 8.4 9.4 | 10,4 
eee Se 7.8 9.0 | 10.1 | 11.3] 125 
TOD Ci vidcdbcctital seed ictmnnmichaniaedies 9.1 | 10.5} 11.8] 13.2) 146 
(ce) Minimum per copy..| Each_................. 1,0 
yar bE ee et } Lo 
Additional 2 ounces... 
8d class: 
Piece: 

(a) Circulars, merchan- | Ist 2 ounces..........-. siceecelitilnaacie 
dise and miscellane-| Additional ounce_..... paacenenas 
ous. 

(6) Books and catalogs...| Ist 2o0unces.. ........ se 

UE..z..~nnenvieveniieneitt 128.0 

@) Ciruuiers, merenem- | Found... .......ciet MO) OU LF EEOC Rea 
dise and miscellane-| Piece minimum....... iepmehiaitelisainen 
ous. 

(6) Books and catalogs...; Pound.................| 100 | 120 Joc i 

Piste mini nticedk .,. af f ...2° 0 SRR... .. |) a iieeesoes on 
COR GIN «6 onc asccccccccesuhas oleate ee Ce ee ee 
Annual bulk mailing S0...ccc] X@BP.ccacceccscncescees: G0Oi = #§ G0 G8. -Abenstead bo 

4th class: Books.................. 900 WOE cimcernciinis 8.0 10.0 ® 
Additional pound-._.. 4.0 GO.  &. Biiniieien 
Controlled circulation............ Not over 8 ounces....- 10.0 12.0 7 
Over 8 ounces........- 11.0 BO. | ia) beeaideco 
Dated. << acnuintbitthinnnniiabidlank vhinintidintitibimdinn Ledpiinripads bettie biel §27.5 





1 Excludes newspapers with circulation of 5,000 or less. 

12 cents effective July 1, 1957 (additional revenue $42 million), and 2.5 cents effective July 1, 1959 (addi 
tional revenue $42 million); total additional revenue $84 million. 

+ Revenue gain of $5 million from rate increase offset by revenue loss due to inclusion of additional ma- 
terials which now pay higher rates. 


Note.—The rates for 2d- and 3d-class matter sent by nonprofit religious, charitable, ete.. organizations 
are not increased in this proposal. 


SumMARY oF Rate REeEvIsIoNns 


FIRST-CLASS MAIL 


Section 102 (a) of the bill increases the rate on first-class letter mail 
from 3 cents to 4 cents an ounce. 

Section 102 (b) increases the rates on post cards, each portion of 
double post cards, and private mailing cards, and the rate on drop 
letters, from 2 cents to 3 cents. 
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DOMESTIC AIRMAIL 


Section 103 of the bill increases the rate on domestic airmail from 
6 cents to 7 cents an ounce and the rate on air post cards from 4 cents 
to 5 cents. 
SECOND-CLASS MAIL 


Section 104 (a) of the bill increases second-class mail pound rates 
applicable to that portion of publications addressed for delivery out- 
side of the county of publication. The increase is in four annual in- 
crements of 15 percent each year. The increase does not apply to 
any issue of a newspaper with a press run of 5,000 copies or less. 

Section 104 (b) increases the minimum charge on the above publi- 
cations from one-eighth cent to one-fourth cent per piece. 

The increases in the pound rates and the minimum charge do not 
apply to publications of nonprofit religious, educational, scientific, 
philanthropic, agricultural, labor, veterans’, or fraternal organizations 
or associations. 

Section 104 (c) increases the transient rate (for publications having 
second-class entry mailed by other than publishers or as sample copies 
in excess of 10 percent allowance) from the present rate of 2 cents for 
the first 2 ounces and 1 cent for each additional 2 ounces to 2 cents 
for the first 2 ounces and 1% cents for each additional 2 ounces. 


CONTROLLED CIRCULATION PUBLICATIONS 


Section 105 of the bill increases the rate for controlled circulation 
publications from 10 cents (for those not over 8 ounces) and 11 cents 
(for those over 8 ounces) to 12 cents per pound regardless of the 
weight of individual issues. The minimum charge of 1 cent per piece 
is not changed. These rates will remain in effect until changed by 
the Congress. 

THIRD-CLASS MAIL 


Section 106 of the bill increases the individual piece rate on third- 
class mail (except books and catalogs) from 2 cents for the first 2 
ounces or fraction and 1 cent for each additional ounce or fraction to 
3 cents for the first 2 ounces or fraction and 1% cents for each addi- 
tional ounce or fraction. For books and catalogs, the individual piece 
rate of 2 cents for the first 2 ounces is increased to 3 cents and the 
rate of 1% cents on each 2 ounces or fraction thereof in excess of the 
first 2 ounces is replaced by a rate of 1 cent on each ounce in excess of 
the first 2 ounces. 

The rate on third-class matter mailed in bulk, (except books and 
catalogs), is increased from 14 cents per pound and 1% cents minimum 

er piece to 16 cents per pound and 2 cents minimum per piece. 
Bulk mailings of books and catalogs are increased, effective July 1, 
1957, from the present rate’ of 10 cents per pound. with a minimum 
rate of 1% cents per piece to 12 cents per pound with a minimum rate 
of 2 cents per piece. The 2-cent minimum in both categories will be 
increased to 2% cents on July 1, 1959. 

The fee for a permit to send third-class mail under the bulk mailing 
rate is increased from $10 a year to $20 a year, effective January 1, 1958. 

Odd-size pieces of third-class mail will be subject to a minimum 
eharge of 5 cents, representing an increase of 2 cents per piece, 
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There will be no increases on mailings of nonprofit religious, 
educational, scientific, philanthropic, agricultural, labor, veterans’, 
or fraternal organizations or associations. 


FOURTH-CLASS MAIL; BOOKS 


Section 107 of the bill changes the rate on books from 8 cents on 
the first pound and 4 cents on each additional pound to 10 cents on 
the first pound and 5 cents on each additional pound. Also, the cate- 
gory of items entitled to the book rate is substantially broadened. 

he present rate of 4 cents on the first pound and 1 cent on each 
additional pound for books sent by nonprofit public libraries, organ- 
izations, or associations is extended to all colleges, universities, and 
schools, the category of items entitled to this rate is broadened, and 
the present restriction of these rates to the third zone is eliminated. 


CoNGRESSIONAL Poticy on PostaL Rates 


The committee also recommends in title II a congressional policy 
on postal rates which is in line with the rates provided in the bill. 
An explanation of this policy appears on pages 26 to 30 of this report. 


Recent SALtAry, TRANSPORTATION, AND OTHER INCREASES 


Since 1945 the Post Office Department has been faced with rising 
costs, primarily in payroll and transportation. The following table 
itemizes the annual rate of increases caused by employee benefits and 
transportation increases: 


Increases in cost affecting the Post Office Department budget (revised Nov. 27, 1956) 
















Public Annual 
= Effective date cost 
0. 





Annual increases in cost: 


POSSE (RENE) GRIOEY « - ox dccndbscdsdunbccetsbustnatdosbbaddde 134 | July 1,1945 | $178, 767,000 
Additional grades (effective subsequent years) . eee 60, 700, 000 
ES CHEERS 10ccatqebbtnnbnniaeennawnan 106 | July 1, 1945 786, 000+ 
Postel (ake) GAlaSy 2. Wen ncdecsctsimbocndis 381 | Jan. 1946 190, 631, 000 
TAROT ERIRGNS GRIACT.....«n-nannaphannenaetibddelenaneeanmtiia 390 | July 1, 1946 684, 000° 
Rural equipment maintenance-.......................-..---<-.- 467 | Apr. 1,1948 4, 100, 000 
Railway mail service (travel allowance)......................-- 687 | June 19, 1948 2, 700, 000» 
Postal (departmental and field) salary............------------- 900 | July 1,1948 215, 960, 000: 
Rural equipment maintenance__...............----<.<--------- 381 | Nov. 1,1949 4, 600, 000: 
Posted CBA) Glee y vinccncnactnbtstndatncibndasenedeabalaedl 1. Soir do.......- 112, 489, 000 
Toamartet tel GileP Ge dics cintnin oonimiintipmennadivemmmaganaghaty 429 | Nov. 1,1949 278, 600: 
Rennes GECORGRS Ct GENT SNGNENNND a, canipanacncounsnapncssns| Sqenacntigacbesdunutdued 15, 171, 000 
Additional overtime on salary increases...................--...]----..--]-.----------.-. 10, 900, 000 
Military detail (subsistence) ...............- saliein 552 | June 15, 1950 350, 000 
Post Office Department Financial Contro] Act of 1950 712 | Nov. 15, 1950 3, 000, 000: 
Denertenen tel Beal oss ncn pececcnssencdndytingemndqunegeoaseou 201 | July 8,195! 1, 100, 000 
ED NE os ireid~ vin ecencnsiannenaeinnnsanaugussmianien 204 | July 1, 1951 248, 600, 000° 
Adjustment of sick and annual leave.................--.-.-.... 233 | Jan. 6, 1952 50, 000, 000 
Increased cost of airmail] transportation authorized by CAB from 
i a BREA ES LER A RP NES? BF ECY CRETE PEC U PE ee 96, 000, 000 
Increased cost of railway mail pay (ICC docket 9200, decisions of 
Dec. 4, 1947, Dec. 4, 1950, Nov. 13, 1951, Mar. 15, 1954, effective 
eS 2 eee. et: 6h re ee a a 218, 000, 000 
Increase in prices for commodities, contracts, and services between 
Re OE Beni ccentenece cds dhdabestntbastabelee’ sodbdnadicddcebehenceniie 88, 321, 400 
Federal Employees Group Life Insurance Act of 1954 598 | Sept. 1, 1954 6, 700, 000 
GUE SOURS Wliinic cn cqnciccinetdnantanbeiaminad 761 | Jan. 1, 1955 4, 000, 000 
TURNINES GROTING... .nncnccenascecsscscccnsanall 763 | Apr. 22, 1955 13, 600, 000 
Postal Field Service Compensation Act of 1955....................- 68 ar. 1,1955 187, 300, 000 
Federa] Employees Salary Increase Act of 1955.........--..--....-- 94 | Mar. 13, 1955 667, 000 
Poenvel GWERGS WIGIGNGNG. on. nkic.ceccdkunstbkncsstinttaseebbinbes 68,189 | July 28, 1955 4, 100, 000 
Military leave for snbetitntet.. ..nacuccvenisesncccssantiinscapbaiisiie 610 | June 22, 1956 2, 800, 000 
Gaehiine ane tite 4ik INGIGEEE . . .cescccnannnstscsssasesecucetsaceses 627 | July 1, 1956 546, 000. 
Retirement fund contributions............2.......-e nnn eoeeenee- 854 | July 13, 1957 137, 000, 000 
0o 


Total increase in cost 


- 
§ 
& 
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COSTS WILL CONTINUE TO RISE 


It must be recognized that continued increases in the costs of the 
Post Office Department are certain. The railroads have asked for a 
rate increase of more than $100 million for the transportation of mail. 
A number of bills have been introduced in this Congress to provide 
salary increases of as much as $1,800 a year for postal field service 
employees. 

There will be a great deal of pressure for action on these bills. In 
fact, a discharge petition has been filed to bring to the floor H. R. 
2474, a bill which would increase the salaries of postal field service 
employees by more than a billion dollars a year. Whether ornot these 
increases materialize, increases in postal costs will keep pace with 
rising costs in general. Latest statistical information indicates that 
the upward trend will continue for some time in costs of materials, 
facilities, supplies, and contract services, whether furnished by private 
industry or other Government departments and agencies. 


Factors Reviatine 10 Proposep Rats ADJUSTMENTS 
FIRST-CLASS MAIL 


First-class mail includes all material wholly or partly in writing, 
whether sealed or unsealed, except manuscript copy accompanying 
proofsheets or corrected proofsheets of the same and the writing 
authorized by law to be piaced upon matter of other classes. Matter 
sealed or otherwise closed against inspection is also of the first class. 


First-class mail has not paid its share of increased costs 


It is significant that the $1,860 million in recently increased cost 
includes more than a billion and a quarter dollars for employee 
benefits alone—but the users of first-class letter mail have not been 
called upon to stand any increase in rates in order to pay their share. 

Rates on first-class local and nonlocal mail are the same as they 
were in 1932. In 1933 the rate for local letters was reduced to 2 
cents and continued until 1944 when it was again temporarily in- 
creased to 3 cents. The nonlocal letter rate of 3 cents established 
in 1932 was a temporary one and continued on this basis until made 

ermanent by Public Law 144, 80th Congress, in 1947. The same 
aw also made permanent the 3-cent local rate. 

First-class letter mail, which is the prime service of the Post Office 
Department, is also the only postal service for which rates have 
remained unchanged in the postwar era of rapidly increasing costs. 

Meanwhile, other classes of mail have borne rate increases, some sub- 
stantial. Fourth-class mail has been increased by more than 110 per- 
cent. Postal cards and drop letters have been increased by 100 percent, 
Other classes of mail, such as third class, if this legislation is adopted, 
will have had increases of over 100 percent in certain categories. The 
advertising portion of magazines and newspapers will have been 
increased by 90 percent if this bill is approved, while first-class letters 
will only be increased by 33% percent. 
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First-class mail carried at loss 


There are those who say that first-class mail presently is showing a 
profit. They are in error. 

The proposed first-class mail rates cannot be placed in effect, of 
course, until some time in the fiscal year 1958, which begins July 1 
1957. Without the proposed increases, first-class mail not only will 
fall far short of meeting its apportioned costs in that fiscal year but, 
also, will fail to make any payment whatever for the value of certain 
major additional costs incurred by the Post Office Department in 
providing first-class mail service but not considered in the apportion- 
ment of costs in the cost-ascertainment process. The Department 
estimates that in the fiscal year 1958 the apportioned costs of first- 
class mail, determined under the cost-ascertainment system, will 
exceed revenues therefrom by $49 million before any allocation of 
costs to this class of mail for the priorities, preferential treatment, 
and other service advantages it receives as compared to the other 
classes of mail. 

On the basis of recognized pricing procedures, first-class mail could 
be charged at a rate of 5 or 6 cents and still not be overpriced—that 
is, taking into consideration the special preference in handling and 
service given to this class of mail. Every postal service in the world 
provides preferential treatment for first-class mail and this is par- 
ticularly true of the United States postal service, which handles more 
than 26 billion first-class letters annually on an around-the-clock 
basis. The big difference is that other countries charge accordingly 
but the United States no longer does. 

A special committee of career postal officials placed the value of 
preferential service at $316 million in fiscal 1956. When these costs, 
which are real costs and must be paid by someone, are included in 
the cost of providing first-class mail service, it is apparent that not 
only does this service fail to meet its regularly allocated costs but 
actually will operate at a deficit of more than $346 million in the fiscal 
year 1958. 

It is to be recognized, further, that of all letters moving at the 
first-class rate, those experiencing the greatest loss are the ones going 
for 3 cents, that is, those weighing 1 ounce or less. There are more 
handlings for such letters, in relation to the amount of revenues 
received, than there are for the heavier pieces of first-class mail. In 
1932 the handling expense per piece for first-class mail was 1.9 cents. 
Today it is approximately 3.3 cents—an increase of almost 75 percent. 
When postal costs paid by other Government agencies and the value 
of preferential services accorded to first-class mail are considered, 
ren gg of first-class mail actually costs more than 4.5 cents to 

andle. 


Four-cent firs'-class letter rate fully justified 


There has been only one increase in the rate for first-class letter mail 
since 1885. It is clear to anyone familiar with the pressure and the 
need for an increase in the first-class letter mail rate that the problem 
will be with us from here on until the correction proposed by the 
committee is made. 

In addition to the general recommendation on the part of the com- 
mittee that there should be some increase in first-class mail rates, 
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there is also the recommendation, appearing in title II of the bill, 
that first-class mail, because of its priority of service, should pay for 
the cost of the preferential treatment it receives, over and above its 
apportioned costs. The recommendation conforms to historic policy 
in this regard. 

There is general agreement in the committee, and among the wit- 
nesses who have appeared before the committee on this bill, that first- 
class mail rates should be increased. Some differences did exist with 
respect to the amount of the increase and where it should be applied 
but this should not obscure the significant fact that there was generat 
support for, and virtually no opposition to, an increase in first-class 
mail rates. 

The first-class letter mail rate was increased to 3 cents in 1932 on 
a temporary basis. This rate was renewed periodically until it 
would have expired 6 months after the end of the President’s declara- 
tion of emergency, following the end of World War II. 

The 3-cent rate was then made permanent. The legislation passed 
the House June 23, 1947, by unanimous consent. This shows that 
general agreement certainly existed in the Congress that the 3-cent 
rate should not be permitted to revert to a lower rate. At that time 
revenue from first-class letter mail was 30 percent more than its 
apportioned cost. 

Since that time there has been a tremendous increase in the cost of 
postal operations, the trend following that of increased costs ex- 
perienced by business generally and forced along primarily by increases 
in postal employees’ salaries and other benefits. Moreover, the end 
is not in sight—-still further major increases in postal costs are bound 
to come in the immediate future. Meanwhile, rates on virtually 
every other class of mail and services have been increased in order to 
meet a share of this increased cost—that is, except for first-class 
letter mail. 


Historie policy 

With respect to the premium to be paid for the priority of service, 
the following table demonstrates that, for the most part, first-class 
mail in the past has paid from 20 percent to as much as 64 percent 
above its directly allocated costs for the preferential service it receives. 








POSTAL RATE READJUSTMENT AND POLICY ill 


Ratio of revenues to expenditures ' on 1st-class mail, 1926-55 


Year (percent) Ist clase 
1GDB. .nnccns cece sdn een dd debe lain bal dic he iden SO. afelialiasoia ls - 129.8 
1937. .cccowsc omens buigenegheneenepytaimeehenesdnekesdécinpelte 13L. 7 
TE Oc.cnccnesttiiantooheam=emmenmeneiipine dial dsaetthaanenglisaeamuailin 132. 5 
FEO cocceccacedeusgechindnn aguas nnaieliipiasguesanhimniaes Saal 131. 0 
1980... .ncowd shud ces dee ste AU TA SOU AA - 129.0 
FOE ccneciccndsnduuctedgehawnpaiianiiiiedeetieaienadiaieniiieea eee 121.0 
$068. onc ccc gonsccusdabutit gaa Giliiigdiis debate tea 112. 2 
SORB..W.cccncucdddsenboblétdackosllibaWedlsntlinedishathisla Des 146. 1 
OSE. casasecncasnnndenatanane=tabndengenedan hinnpambeareronewd 158. 1 
Bio ceneensie th neaip-aindie sibacen= ene bel nde tet ee ie aioe 150. 1 
WOOO .scccccdecccsnceundducddanucatuademdbbabceenssadeedren eee 144, 2 
9967 onccccie ccna tcndgbiendulinpddduipedbadapa eats 151.1 
VORB isso ct edb iNs Sle Us daha eh BOE hiss a aan 150. 2 
SPCR... .ccinreecydaamrnaraescowesbhadeahalecebaee oes enw bnanrinie 152, 0 
Teen ccemmaccemennteonuseub«aecdtteenaketineadiinns sonable 154. 4 
GOEL ...u<calegaasabgeaineoenndbage ugeadinnen sadamanciiies semi aae 155. 2 
TOGB oo etek co ae esa ee A ies 156. 6 
WOOD. coc esidebcvinddeusdteusccbalwoctdlddbudtiiwtics inetdeitinthein® (?) 
TOGA. nncncctsmb db dacdeeageicels «sthilinntid=- enamel tan eeemmanmenes 146. 1 
TED nnnucasiowgethndemmusiibadadiatmmdis nereataine dale chia s cae 164. 7 
YOEG ncn pcccsccndbusdcee suepetebarsbeienaneed sie asada 131. 5 
2008. ee eR diagenesis ABOU ie esG li Sie 126. 4 
10GB sonic cede eee bdsh esse Ad Oe ie ie eles Ree 130. 0 
BOG iks ncnkpopttnks otha nddsiceetnh senate smettvaiadeerelabeenn dine 112.9 
BOG noncaciom stnapiinttenenceldjcedsscmscibtw nets saneus tambien al 111.9 
FOP 1 nnn cu qogancnsddacuscunbab boeken tdeoLiesr arate 113. 8 
9063... cis eee ee BU BU AL ei 105. 4 
1058. asic Si es Seed ditins, iD OOUS eRe abidiindilab abl ddSibsidadbiee 108.8 
BED a missle men damilis Jeabinpnetsadiia beeen ante andaeeeteneenade 105, 9 
ise: ncthicernande comnpncleneedinanieithialiad is bate sei cnmeen deat ea ca ta a Te a 105. 4 
Average 1920 Gireday 1044... 5. .sbcctvcccteaubtnetaveupubosanpwacde 140. 5 


As shown by cost ascertainment_.........--...-.---------------- 
As shown by cost ascertainment, with addition to cost of full 1957 

ODES OF Dam incense. «.. hn Bislbotindinmmaiaend etiam hjindoedam 
As shown by cost ascertainment, plus pay increases and costs paid by 


other Government departments_.............---....-----.----- 97.1 
Uf H. R. 5836 is passed: 
Based on 1956 costs, plus pay increases............-...----------- 137. 9 
Based on 1956 costs, plus pay increases, and costs paid by other 
GIUITITNNNG CUNEN DINU. oon doen oe og 2 oapdoekpeenssese 130. 5 


Without regard to reallocation of cost to recognized differentials in service or value of mails. 
*Not available. 


It should be noted that when the premium paid for the priority of 
service of first-class mail reached less than 15 percent in 1932, an 
additional 1 cent of postage was added. During no part of the 
ensuing period has there been any indication on the part of those 
using the service that this was an overcharge. It will also be noted 
that the current rate on first-class mail is not even paying its actual 
cost of handling without giving any consideration to the preferential 
treatment it receives. 


First-class rate increase virtually unopposed in hearings 

Opposition to the first-class rate increase was virtually lacking. 
The committee points out that more than 75 p recent of first-class mail 
is business mail. Those businesses which will be faced with the 
largest increase in first-class mail postage bills are department stores, 
hanking concerns, insurance companies, and public utilities. 

On the other hand, many manufacturers who will be affected, each in 
terms of many thousands of dollars a year in postage paid, recom- 
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mended this bill. Sears, Roebuck & Co., for example, whose postage 
bill will be increased by $1,200,000 a year, endorsed the bill. 

The president of the Burroughs Adding Machine Co., whose com- 
pany will have its postage cost increased by more than one-third mil- 
ion dollars if this bill is adopted, recommended it favorably. 

The United States Chamber of Commerce and the National As- 
sociation of Manufacturers have endorsed this legislation. 


Four-cent letter still a bargain 


Leaving aside the question of whether users of first-class mail 
should continue to evade their share of increased costs, it is well to 
consider just what the users of first-class mail get for 3 cents—or 4 
cents if this bill is enacted. 

The entire postal service is geared to the handling of letter mail. 
First-class mail, as a matter of law and in conformity with postal 
regulations, receives preferential handling from the moment of its 
deposit to the time of its delivery. The average letter is transported 
hundreds of miles to its destination. It is forwarded and reforwarded 
as frequently as may be necessary to effect delivery. When a return 
address is provided and delivery cannot be effected, first-class mail is 
returned to the sender without charge. It is sealed against inspec- 
tion by anyone except the sender and the recipient. This sanctity 
is so well established that men do not hesitate to trust their most 
valued and private communications to the custody of first-class mail. 

There is constantly available a service whens a letter can be 
posted or delivered at the end of a wooded trail or in the heart of a 
congested metropolis. Hundreds of thousands of collection boxes are 
provided almost exclusively for the deposit of first-class mail. The 
collection of mail from these numerous depositories on closely sched- 
uled trips and at critical hours of the day represents one of the primary 
privileges accorded first-class mail. 

First-class mail is always handled first in post offices in order to 
meet transportation schedules which will speed it to delivery. To 
maintain the excellent service letter mail receives, thousands of em- 
ployees are used at higher night differentials of pay. This is obviousl 
costly, but it is essential for the preferential treatment to which this 
mail is entitled and which it receives—but no longer pays for at the 
3-cent rate. 

For the sum of 3 cents the person gets the letter picked up at his 
corner mailbox, transferred through a very complicated sorting system 
by experienced, hard-working, and adept postal clerks, and promptly 
delivered by the letter carrier to the home of the addressee—all of this 
for less than a nickel. Even in the case of a letter that is to go across 
the street, at 4 cents it will still be cheaper to send it through the 
United States mail that to take it yourself. The average postal 
employee earns about 4 centsa minute. It would take anyone several 
minutes just to carry a letter from a store on one side of the street to 
a store on the other side of the street, and one traffic signal would run 
the cost up several times the first-class letter charge. 


Postal cards and post cards 

The increase from 2 cents to 3 cents in the rate for postal cards and 
post cards is necessary to continue the proper relationship between the 
rates on this category of first-class mail matter and the third-class rates 
as increased by the bill. Also, costs incurred by the Post Office Depart- 








POSTAL RATE READJUSTMENT AND POLICY 13 


ment for mailings of pontel cards and post cards exceeded the revenucs 
from such mailings by a total of $36,548,000 in the fiscal year 1956, 
and the loss will be even greater in the current fiscal year. This 
deficit is based upon apportionment of costs under the cost-ascertain- 
ment system of the Post Office Department. 


DOMESTIC AIRMAIL 


The committee recommends an increase from 6 cents to 7 cents an 
ounce in the rate for airmail letters in line with the proposed increase 
for first-class letter mail from 3 cents to 4 cents. 

Domestic airmail includes matter weighing 8 ounces or less which is 
iven preferential handling, including transportation by air. In 
scal 1956, the Post Office Department handled 1.5 billion pieces, 

weighing 50 million pounds, and received revenues from this service 
of $103 million. 

Like other first-class mail, airmail prepaid at the rates prescribed 
receives special handling and priority of dispatch from the moment 
it is received to the time of delivery. When an airmail stamp is put 
on a letter, it is intended automatically to set into motion the most 
expeditious handling known to the Post Office. For this reason 
airmail rates have always been higher than those for ordinary let- 
ters. The public recognizes the value of the preferential service 
airmail receives. This is apparent in the rate of growth of the 
service. Since 1946, sae volume has increased more than 100 
a despite the differential in rates between air and surface letter 
mail. 

At present there exists a 3-cents-per-ounce differential between 
ordinary letter mail and airmail. This differential is considered by 
the committee to be a proper one and has been retained in the pro- 
visions of the bill. 

Even at 7 cents per ounce the rate will still be below that which 
prevailed a decade ago. From March 26, 1944, to October 1, 1946, 
airmail letters were carried at 8 cents an ounce. In 1946, Public 
Law 730, 79th Congress, reduced the rate to 5 cents. Public Law 900, 
80th Congress, increased the rate from 5 to 6 cents where it has 
remained to the present time. 

The committee has received information indicating the possibilit 
that inequities are developing because of carrying first-class letter mail 
by air when the airmail rate has not been paid. The committee 
expresses its concern over the continuation of the program of carrying 
by air first-class letter mail upon which only the 3-cent letter rate is 

aid. This program was begun as an experiment in October 1953, 
but is still continuing and has been expanded. Most of the first-class 
letter mail moving along both coasts and between New York and 
Chicago and Washington and Chicago is going by air. 

The committee has agreed to conduct a thorough and detailed 
investigation of this situation to determine the cost involved, the possi- 
bility of inequities being visited upon those paying the 6-cent rate for 
airmail service, and the secondary effect of higher rates for carrying 
other surface mail because of the diversion of this mail from the 
railroads. 
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SECOND-CLASS MAIL 


Publishers’ second-class mail 


This mail comprises periodical publications, newspapers, and maga- 
zines, mailed by publishers and news agents. The volume of this mail 
has grown to the point that in fiscal 1956 more than 6.9 billion pieces 
were handled, or 12.2 percent of total pieces handled by the Depart- 
ment, with a weight of 2.7 billion pounds, or 24.7 percent of the total. 
Revenues, on the other hand, were only 2.7 percent of total depart- 
mental receipts. 

Annual additional revenues from rate adjustments on publishers’ 
mail will be $32 million after the last step increase—including $19.8 
million from advertising matter, $11.2 million from reading matter, 
and $1 million from the per copy minimum rate. 


Transient second-class mail 


Transient second-class mail consists of publications entered as 
second-class matter when sent by others than the publishers or news 
agents. 

Deficit rises 

The committee points out that since 1945 the costs of handling 
second-class mail have exceeded revenues from this mail by over $2.3 
billion. Although the rates on magazines and newspapers were 
increased by 30 percent in 1951 in 3 annual 10-percent increments, 
this 30-percent increase did not even keep second-class mail abreast of 
rising costs. When this increase was approved, second-class mail 
apportioned costs exceeded revenues by approximately $200 million 
(fiscal year 1951). In 1956 the excess was $252,500,000. It will be 
higher still if pending cost increases, such as higher payments to the 
railroads, materialize. 

The four 15-percent increases recommended by the committee plus 
the change in the minimum per-piece rate and the transient second- 
class rate will produce additional revenues of $33 million when all 
rate adjustments are in effect. When it is considered that wage and 
fringe-benefit legislation enacted by the Congress in the fiscal year 1955 
increased the cost of handling second-class mail by approximately $21 
million, the reasonableness of the committee’s proposals is indicated. 
Since the 1951 rate increase the spread between second-class mail 
expenditures and revenues has increased by more than $50 million. 

Action is urgently needed to increase second-class mail rates to 
reduce the size of the second-class mail loss and halt the increasing 
burden on the taxpayers. 


Second-class increases long overdue 


Congress for a number of years has been aware of the need for an 
increase in rates on second-class mail and many studies have been 
conducted with respect to this problem. All of them have come out 
with about the same answer—that there should be an increase in 
second-class mail rates. The only thing that has been accomplished 
by these studies has been the delay in taking action on this problem. 
Meanwhile, of course, the loss in revenue to the postal service and the 
resulting charge levied against the taxpayers have continued. 


Gradual increases will not harm publishing businesses 


The 60 percent total increase in second-class rates provided by the 
bill, when added to the previous 30-percent increase that was finally 
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effective in 1954, represents an aggregate increase of 90 percent in 
these rates. Revenues will approximate only 31 percent of costs 
after the last step increase, stil ening a substantial discount for the 
deferment of service publishers’ mail receives and for the public welfare 
value of disseminating written intelligence to the American public. 

In the judgment of the committee, sharper increases in these rates 
would not be appropriate at this time. It is not the purpose of this 
postal-rate adjustment legislation to jeopardize the continuance 
of any business venture that has been undertaken in reliance upon 
the postal-rate structure for second-class mail, or to raise such rates 
to a point that might, in a sense, have a confiscatory effect with 
respect to major costs of operation of any such business. In short, the 
committee desires to guard against putting anyone out of business 
through postal-rate increases. The fair and moderate second-class 
rate increase, in four yearly steps, assures that there will be no such 
result from approval of this bill. The gradual increase provided for 
will hurt no one, will be in line with the historic policy of the Govern- 
ment, and should be approved. 


Subsidy to education or to publishers? 


The loss on second-class mail has reached an astronomical sum in the 
last 11 years—approximately $2,252 million. When weighed against 
this accumulated deficit, the 30-percent increase, or about $15 million 
in increased revenue, that was brought about by the rate increase in 
1951 looks small indeed. The losses on second-class mail increase as 
the publishing business becomes more successful and as circulation 
grows with the corollary of greater demands on the use of a mail 
service furnished at less than cost. 

The educational value of second-class mail has been stressed in 
support of the present low second-class mail rates. Some persons call 
this a subsidy but, if so, it lacks recognized appropriation controls. 
Subsidies normally are given to distressed segments of our economy. 

Subsidies, while authorized by legislative committees, are con- 
trolled in a large measure by the appropriations of the money avail- 
able to run our Government. ‘There is no way to establish an appro- 
priation control for losses on second-class mail, since a reduction in 
appropriations to the Post Office Department cannot be interpreted 
into an increased rate to be paid by the users of second-class mail. 

If Congress really is considering subsidies for educational purposes, 
it should weigh the value of translating the present cost of handling 
second-class mail into terms of more and better schools and higher 
salaries for teachers. The $2,252 million aggregate second-class mail 
loss mentioned above is substantially more than is being consideved for 
new school construction. 


Further economies not the answer 


In the past some editors and publishers having a large stake in 
second-class rates far below cost have clouded the issue by stating 
the deficit could be made up by economies in the postal service. 
While every effort should, of course, be devoted to providing efficient 
and economical postal service, it is impossible to eliminate the postal 
deficit by further economies in the postal service. This position has 
been taken by the committee in official reports covering the past 10 
years. 
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The committee points out that approximately 80 percent of the 
total cost of running the postal service represents payroll costs. 
This cost is in the nature of a fixed charge, the amount of which to 
a large extent is controlled by the Congress through salary legisla- 
tion for postal employees. In 1955, for example, Public Law 68 
granted pay increases averaging over 8 percent—adding $187 million 
to the fixed annual costs of the Post Office Department, or 36 percent 
of the estimated deficit for the current fiscal year. 


Many publishers favor rate increases 


Many publishers are keenly aware of this problem and have taken 
the position that second-class mail should make a much more sub- 
stantial contribution to its cost. At long last, these publishers are 
coming forward and publicly stating that second-class mail rates 
should be increased. A number of them, in fact, came before the 
committee and testified that there should be increases in the second- 
class rates. 


Publishing industry can meet rate increases 


The rate increases proposed will not harm the publishing industry. 
Mr. James H. S. Ellis, president of the Kudner Agency, Inc., 
reaffirmed his testimony of 1956 that the increase proposed by the 
Department could be absorbed easily by increases in the advertising 
rates charged to business advertisers in these publications. He pre- 
sented a tabulation of 20 of the largest magazines, comparing their 
advertising revenue. All but one of the magazines had increased 
their advertising cost per page. All but one had increased their 
circulation. The total advertising revenue had increased from $294 
million in 1947 to $420 million in 1955. He pointed out that, if 
advertising in magazines bore the total increased postal cost of 
$2,180,000 for one large publishing company, it would involve an 
advertising rate increase of less than 3 percent, and that if advertis- 
a pore the second-class increase only it would take less than 2 percent. 

fr. Ellis also pointed out that, since the largest portion of the 
increased revenues from the second-class rate adjustments will come 
from advertising matter, the publishers will pass this cost on to the 
advertiser. Since this advertising cost is only a small portion of the 
cost of the company doing the advertising, it does indeed have an 
insignificant overall effect. In this respect he made the following 
statement: 


Advertising expenditures are only a small percent of the 
cost of doing business. * * * percentage of sales spent for 
advertising in 1954 by 100 top industrial corporations * * * 
range from a fraction of 1 percent to about 7 percent. If 
you take 3 percent of 7 percent, it is about one-fifth of 1 
percent, which is not an alarming increase. 


THIRD-CLASS MAIL 


Third-class mail includes miscellaneous printed matter, books, 
catalogs, merchandise, seeds, cuttings, bulbs, roots, scions, and plants. 
The limit of weight in this class is 8 ounces. A very large part of the 
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third-class mail consists of circulars. The volume, revenue, and 
expenses in 1956 were: 


TUE ..onneosoncipine a6 aaembneied dims teiiaeihe tenia oaril 914, 605, 729 
PIN ondcaccipeeeocdubansedstncsubenmentiaadutanshasen 14, 676, 073, 050 
EERPONSO . ncesaweiinee st isbswSe  a oe $471, 914, 026 
ROVONDG...nenasindi cnntndsitbanasdhilbetiiasehbenae $264, 608, 526 
Vexcett of expenditunnt....ndsancdsnccdspababndeansaeauaile $207, 305, 500 


Third-class rate increases supported 


In the consideration by the committee of third-class mail increases, 
there was little if any opposition to the provisions of the bill except 
concern expressed by large mailers who use the minimum bulk rate— 
presently 1% cents per piece—which the committee recommends be 
raised to 2 cents on July 1, 1957, and to 2% cents on July 1, 1959. 
This type of mail is the large volume of material that is broadcast 
throughout the country by use of the mail. 


Public demands action on third-class rates 


The committee has received many letters from the general public, 
complaining about the fact that this type of mail takes up post-office- 
box space which the patron has rented to receive his first-class mail 
and recommending rate increases to make it pay a fair share of its 
cost. 


Mailers pass increases on to advertisers 


Some of the largest third-class mailers are merely processors of 
advertising material. They send out millions of samples for the 
breakfast-food companies, for example, and millions upon millions of 
circulars. The postage for these items is, of course, a charge against 
the company for whom the circulars or samples are sent. While 
the postage may represent a substantial portion of the business 
expense of the organization handling the mailings, it is infinitesimal 
when compared to the business expense of the one really paying 
it—that is, the company for which the samples or circulars are being 
sent. 

The minimum rate on third-class mail was increased by one-half 
cent by Public Law 233, 82d Congress. Despite this increase these 
mailings continue to gain in volume at the phenomenal rate of almost 
three-quarters of a billion pieces a year. 


FOURTH-CLASS MAIL 


Books 


Book rates presently apply to books, 16-millimeter films, and 16- 
millimeter film catalogs. ‘They will extend, also, under H. R. 5836, 
to printed music in bound or sheet form, printed test materials and 
accessories used by or for educational institutions, and manuscripts 
for books, periodical articles, or music. 

The bill continues the present postage rates on books, films, film- 
strips, projected transparencies and slides, microfilms, sound record- 
ings, and catalogs of such materials, sent by or to nonprofit public 
libraries, organizations, or associations under certain conditions. It 
also extends these rates to all schools, colleges, and universities; spells 
out the types of nonprofit organizations and associations eligible for 
such rates; and makes printed music in bound or sheet form, type- 
written or duplicated academic theses in bound volumes, bound vole 
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umes of periodicals, and other library materials in printed, duplicated, 

hotographic, or unpublished manuscript form eligible for these rates, 
The rates will apply to these mailings regardless of the postal zone of 
delivery, whereas present law limits them to mailings for deliver 
locally or within the State of mailing or for delivery in the first, second, 
or third zone. 


Parcel post and catalogs; relationship of revenues and costs 

The reported bill makes no change in the rates, or in the policy for 
setting rates, on parcel post and on catalogs weighing over 8 ounces, 

Section 110 provides, in effect, that whenever the difference between 
revenues and costs of fourth-class mail exceeds 1 percent, the Post- 
master General shall petition the Interstate Commerce Commission 
for rate adjustments that will reduce such difference to not more than 
1 percent. The introduced bill contained a similar provision, except 
that it would have required such a petition whenever costs exceeded 
revenues by more than 3 percent or revenues exceeded costs by more 
than 3 percent. 

Present law (31 U. S. C. 695) requires the Postmaster General to 
petition the Commission for fourth-class-rate adjustments to the 
extent necessary to provide revenue sufficient to pay the cost of the 
service, except as to certain educational and cultural materials or 
records furnished blind persons. This procedure has resulted in (1) 
increased annual revenues of $82.1 million from parcel post and $5.3 
million from catalogs effective October 1, 1951; (2) further increases, 
from rates established October 1, 1953, which will amount to approx- 
imately $147 million from parcel post, catalogs, and controlled circu- 
lation publications over 8 ounces in weight, based upon volume for 
the fiscal year 1956; and (3) a third adjustment, established February 
1, 1954, which added annual revenues of $2.8 million from catalogs 
and $300,000 from controlled circulation publications. 

Total increases in parcel post, catalog, and book rates since 1946 
amount to approximately $313.6 million in annual revenues—a 113.8 
percent increase. 

The Postmaster General on April 18, 1957, filed a new petition for 
a further increase, which presently is pending before the Interstate 
Commerce Commission. 

While parcel post mail now is required by law to pay its own way, 
until enactment of Public Law 843, 81st Congress, no action was 
taken by any Postmaster General to petition the Interstate Commerce 
Commission for rate adjustments. ‘There was an accumulated deficit 
of $350 million for such mail during the 5-year period immediately 
preceding enactment of Public Law 843. 


Emptorvez Brenerits Must Bz Parp 


A number of postal rate bills have been recommended by the com- 
mittee in recent Congresses which have not become law. 
2 postal-rate bills (Public Law 900, 80th Cong., and Public Law 
233, 82d Cong.) have been approved, as compared to 22 employee- 
benefit bills. 

The Congress has consistently pressed for higher employee benefits 
than those approved by the committee. 

On the other hand, when it comes to providing postal revenues 
needed to assure adequate service without incurring deficits, it has 
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either failed to consider the measures at all or in some manner pared 
them down. 

It was with this thought that the complete hearings have been held 
and the committee urges the Members of Congress to take into con- 
sideration the points of view of those who participated in the hearings. 
In this respect, it is pointed out that virtually every witness acknowl- 
edged that, in all equity, there must and should be an increase in 
postal rates to meet the increased costs. Many, of course, had 
differing views as to how to cause someone other than themselves to 
pay increased rates. 

n passing a revision of the Civil Service Retirement Act last year, 
the Congress, because of its concern over the depletion of the civil- 
service retirement fund, provided that each department and agency 
of the Government should pay into the retirement fund a sum equal 
to that contributed by the employees (6% percent of their salary). 
At the same time it provided that this would not be considered for 
purposes of establishing postal rates. This was intended to be a 
temporary measure. 

Except for the exclusion of this retirement payment for postal rate 

urposes, fourth-class rates—which are set administratively under the 
aw and must recover apportioned cost of carrying this class of mail— 
would have been increased because of this change of policy without a 
similar basis for increasing other classes of mail. This is just as much 
a cost of operating the postal service, of course, as any other fringe 
benefit enjoyed by Federal employees. It represents what private 
ae pays normally as social security and into company pension 
unds. 

In the fiscal year 1958, for which a $651 million deficit already is 
forecast, the Post Office Department will have to contribute nearly 
$137 million to the retirement fund, based on present payroll levels. 
This represents over 21 percent of the estimated deficit. ‘The amount 
of this contribution will be increased in direct proportion to any 
salary increases given postal employees. In this connection, the 
pay bills now pending that are most popular with postal employees 
would increase direct payroll costs $1 bil ion a year and, in addition, 
increase the retirement contribution by another $92 million. 

Previously, of course, the postal service had been charged with air- 
mail subsidies, franked and penalty mail, and other items which just 
about approximated the Department’s obligation for retirement. Now 
that these items have been transferred, there is no reason why the 
retirement cost actually incurred by the Department should not be 
considered in establishing postal rates. 


Postat Dericir 


Funds to cover expenditures of the Post Office Department, like 
those of all other Government agencies, must be appropriated by the 
Congress. When revenues of the postal service are insufficient to 
cover the expenditures, funds are withdrawn from the Treasury. 
These funds, which are secured from general taxation or deficit 
financing, represent the postal deficit. 

There have been changes in post-office policy, practices, and pro- 
cedures which have brought about substantial savings in the opera- 
tions of the postal service. There has been a more realistic adjustment 
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in costs within the postal service whereby the Department is reim- 
bursed by the Government departments and agencies and by Congress 
for the mail handled for the respective departments and the Congress. 
By Executive order and through Reorganization Plan No. 10, 83d 
Congress, the subsidy for our domestic airlines is now charged to the 
Civil Aeronautics Board. These two adjustments represent a reduc- 
tion in the estimated deficit of approximately $115 million a year. 
In 1953 there was also a substantial increase in parcel-post rates 
amounting to $147 million annually which is discussed separately in 
this report. 

In order to reduce the actual deficit to present estimates ($651 
million for fiscal 1958), strong efforts have been made by the Post- 
master General with the cooperation of the committees of Congress. 
Any further savings that might be effected or adjustments in charges 
by the Post Office Department to other Government agencies could 
have no material effect on this substantial deficit, which must be met 
by rate increases. 

Opponents of this legislation have resurrected the old argument 
that the Post Office Department need not be concerned about the 
deficit solely because other departments of the Government do not 
earn revenues comparable to their expenditures. This obviously is an 
untenable position. The postal service occupies an extraordinary 
a in our Government and our economy. It was established and 

as been maintained to render a service in return for payment of 
charges which, from the very beginning, Congress has required to 
represent reasonable payment by individuals for services received. 

The committee points out that in those departments and agencies 
where the public services are paid for from tax funds and not charged 
to individuals, the services provided cut squarely across large segments 
of our economy and treat those affected all alike. 

The postal service, on the other hand, does not affect everyone the 
same but affects each one in direct proportion to the amount of its 
services he uses. For example, the average individual family is con- 
sidered to send about 15 letters a month. Any benefit they receive 
from a large postal deficit will be relatively small, yet they may be 
one of those families that pay a substantial amount of taxes which 
goes to make up the deficit. On the other hand, large business con- 
cerns that pay several million dollars a year in postage obtain a direct 
proportional benefit, not only in services received, but, also, in their 
particular mail being carried at a loss. 

Oddly enough, it is these large business concerns who have appeared 
and urged that they should pay a proper charge for the service they 
receive from the Post Office Department. Many times such concerns, 
through their business policy, use the postal service as an alternative 
service for which other businesses employ their own personnel. For 
example, one big insurance company sells insurance through the mail, 

aying better than a million and a half dollars a year in postage. 
his really represents its payroll cost for insurance agents. 

Why, then, should not those companies expect to meet an increase 
in cost comparable to that of the company that is hiring its agents 
directly? This, it seems to the committee, is the significant difference. 
This demonstrates why the Post Office Department’s services cannot 
be considered to be Government services available to all on an equal 
basis like those of other Government departments. 
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It is pointed out, for example, that the deficit of the Post Office 
Department in the fiscal year 1958 will be more than twice the cost 
of operating the entire Department of Justice. It will be nearly 
4 times the combined budgets for the legislative and judicial 
branches—2 of the 3 branches of our Government. The amount of 
this deficit would send, even at the proposed rates, 400 letters for 
each family, or more than twice the present average number of letters 
sent by each family. This is because it is large business concerns 
which send the mail of all classes. It is the large business users who 
are piling up the deficit. They are the ones who will, in the final 
analysis, be called upon to pay the postal-rate increase and who have 
indicated individually and by their organizations their willingness to 
pay the increased costs. 

No other department of the Government is in a position comparable 
to that of the Post Office Department with respect to the services it 
renders. In those instances in which Congress has decided, as a matter 
of policy, that some other Government activity shall be reimbursed 
for its services in comparison to their value—such as in the case of 
certain Government corporations operating along the lines of business 
enterprise—Congress has set this policy in no uncertain terms. The 
absence of any such policy for the other departments clearly removes 
them from any position of comparison with the Post Office Depart- 
ment so far as concerns any relationship between revenues and 
expenses. 

Opponents of this legislation also have adverted consistently to 
outdated cost-accounting figures from past years in arguing against 
the proposed rate adjustments—in the face of demonstrated losses 
which current estimates show will reach $651 million in the next 
fiscal year unless rate adjustments are approved. But the proposed 
new rates will take effect in the fiscal year 1958 and thereafter—not 
last year or the year before. Realistically, therefore, they must, to 
have validity, be based on current and projected estimates of costs 
and revenues—in the same manner as the budgets presented by the 
President and the appropriations made by the Congress each year are 
based on current and projected estimates of revenues and expenditures. 

These arguments overlook the hard fact that we are, and have 
been, in an extended period of rising costs. It must be recognized 
that cost and revenue figures developed by the Post Office Depart- 
ment from cost accounting processes, as in any other department of 
the Government, lag behind in such a period of expanding economy. 
Accounting data are one factor—not the sole factor—that must be 
taken into consideration by management in determining what steps 
are needed to achieve and maintain a proper relationship between 
revenues and expenses and to prevent or minimize deficits in current 
and future years. It is completely unrealistic, therefore, to base 
congressional consideration of postal rate adjustment legislation purely 
on cost-accounting data which admittedly runs well behind current 
conditions. Sound management planning requires full consideration 
of all related factors, and the determination of policy upon the basis 
thereof, with such adjustments in earlier accounting results as are 
warranted by current and projected estimates of costs and revenues, 
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Cost AscERTAINMENT 


Much of the data supplied to the committee relative to revenues 
and expenditures for the postal service is based upon the cost- 
ascertainment system of the Post Office Department. This system 
was authorized by the act of February 25, 1925 (39 U.S. C., sec. 826), 
and was placed in operation on an annual basis in the fiscal year 1926, 
It has been expanded and improved from time to time in line with 
experience and to reflect changing conditions in the postal service, 
In periodic and exhaustive independent scrutiny and analysis by pro- 
fessional accounting and statistical organizations through the years 
the application of the basic cost-ascertainment concepts and tech- 
niques has been sustained and the substantial accuracy of the figures 
established. The statement on postal policy, which is contained in 
title Il of the reported bill, adopts these procedures as adequately 
allocating revenues and expenses. 

Cost-ascertainment data formed the major part of the presentation 
made by the Post Office Department in support of the Postmaster 
General’s petitions for increases in fourth-class postage rates submitted 
to the Interstate Commerce Commission in 1950 and 1953, in accord- 
ance with the directive of Congress set forth in Public Law 843, 81st 
Congress. After intensive study of the cost-ascertainment methods 
and procedures underlying the case for the Department, and in- 
vestigation by transportation and cost experts representing both 
the protestants and the technical staff of the Interstate Commerce 
Commission, the Commission accepted the cost figures and approved 
the rate proposals made by the Postmaster General. 

The cost-ascertainment system of the Post Office Department is 
designed to accomplish two things: 

(1) It allocates the aggregate of expenses of operating the 
postal establishment over the various classes of services rendered. 

(2) It classifies the revenues of the postal system according 
to the same categories of services rendered. 

The cost-ascertainment system allocates actually incurred expenses 
over all of the classes of services rendered. The starting point is, 
therefore, factual and based on accounting records. The apportion- 
ment of these incurred costs is necessarily founded on ratios estab- 
lished by statistical sampling and other research at regular intervals, 
to give effect to such factors of cost as are variable with the number 
of pieces, weight, distance, and other measures. 

Cost ascertainment data presented by the Post Office Department 
to the committee was based on an official report for fiscal 1956. 
However, it was made clear that conclusions could not be drawn 
from such data without recognition of certain important costs and 
factors not reflected by the figures alone. Certain expenses paid 
by other departments or agencies of the Government and other costs 
of the Department are not included in cost-ascertainment figures. 
Being tied to budgetary accounting, the records of the Post Office 
Department are essentially on a cash basis. They do not reflect any 
charge for the depreciation or obsolescence of the post-office buildings 
which is estimated at $40 million annually; certain custodial costs and 
alterations and repairs to post-office buildings paid by the General 
Services Administration, amounting to about $18.9 million for the 
current fiscal year; the Government’s liability for contribution to the 
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retirement fund for postal employees for which the Department will 
be charged $137 million in the fiscal year 1958; workmen’s compensa- 
tion, amounting to $4 million for the current fiscal year; and other 
miscellaneous services paid by other departments and agencies, 
These items in a business venture would definitely be included as 
costs. To this extent the postal costs are understated: However 
since they are included in the budgets of other departments and 
agencies and are not charged to the Post Office Department as ex- 
penses, they are not properly part of the cost-ascertainment system, 

Insofar as the individual classes of mail are concerned, there are 
many factors, not subject to accounting determination, such as— 

(a) The additional manpower and facilities related to priority, 
security, speed of transmission, and other preference that may be 

iven to any one class of mail or service over another, 

(b) The relative values of the various postal services to the public, 
such as the right of return of undeliverable first-class mail to the 
sender, and 

(c) The relative intrinsic values of the items handled. 

It can be seen that the gearing of the postal service to the handling 
of first-class mail cannot be measured specifically in the allocation 
of costs solely in relation to the use of postal personnel and facilities. 
For this reason these factors are not properly part of the cost- 
ascertainment system, but are pertinent for ratemaking purposes. 

The Post Office Department presented detailed data relating to the 
recent cost increases and the postal costs paid by other Government 
departments, as well as estimates of the cost reallocations necessary 
to recognize the additional ratemaking factors described above. 

In view of these facts, the committee emphasizes that the reported 
1956 cost-ascertainment figures were used only as a guide and could 
not be the sole criteria for the establishment of postage rates. 


MIscELLANEOUS Provisions; Errsective Datss 


DETERMINATION OF POSTMASTERS’ COMPENSATION AND CLASSES OF 
POST OFFICES 


Section 108 of the bill, as amended by the committee, provides, in 
effect, that the salary of each postmaster and the class of each post 
office shall be determined upon the basis of 82 percent of the gross 
postal receipts of the particular office. Present law provides for such 
determinations upon the basis of 100 percent of such gross postal 
receipts. The introduced bill provided for an 80 percent basis of 
determination. This 82 percent basis has been agreed to by the Post 
Office Department as appropriate for such determinations in order to 
continue the present levels of postmasters’ salaries and classes of 
offices which otherwise would be distorted when the rate increases 
provided by the bill become effective. 


COST OF CONTRIBUTIONS TO RETIREMENT FUND 


Section 109 gives proper recognition to the postal costs incurred by 
the Post Office Department for contributions to the civil-service 
retirement and disability fund in accordance with the requirements 
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of title IV of Public Law 854, 84th Congress—the new Civil Service 
Retirement Act. 

Present law, which will require the Department to contribute 
nearly $137 million to the retirement fund in the fiscal year 1958 but 
to exclude such contribution from its costs considered in connection 
with rate determinations, was es in Public Law 854 on a temporary 
basis until the Congress could act on general postal rate adjustment 
legislation. This contribution is just as and direct a cost of 
rendering postal service as are the costs of employees’ salaries, trans- 
portation of the mails, and other necessary expenses. Repeal of such 
present provision of law is essential to accurate and realistic considera- 
tion of postal costs in the determination of postal rates. 


EFFECTIVE DATES 


Section 111 provides effective dates for the rate revisions and other 
rovisions of title I of the bill. Generally, they will become effective 
Sake 1, 1957, except (1) the four annual increases on second-class 
publishers’ mail will be effective on July 1 of each year beginning with 
July 1, 1957, (2) the 2% cents pe piece minimum (second step increase) 
for bulk third-class mail will be effective Jul 1, 1959, (3) the increase 
from $10 to $20 in the third-class bulk mailing permit fee under sec- 
tion 106 (2) will be effective January 1, 1958, and (4) the repealer 
relating to postal costs for deposits to the retirement fund will be 
effective as of the effective date of title IV of Public Law 854, 84th 
Congress. 


Summary or Rats ApJusTMENTS SincE 1946 


The following table shows revenues and percentage changes from 
rate adjustments in all classes of mail since 1946. Also shown are 
data on revenues and percentage increases from the rate proposals 
in the reported bill. 


Current annual effect of increases in rates for all classes of mail since 1946 
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Postat Rate Poricy 


Title IT of H. R. 5836 relates to the establishment of a policy for 
postal rates by Congress. It provides for recommendations to be 
made by the Postmaster General with respect to the postal rate 
structure in conformity with certain principles. This policy declara- 
tion was adopted by the committee to provide a formalized statement 


of the basic principles recognized by Congress in the adjustment of 
the postal rate structure. 


RATES IN BILL RELATED TO POLICY 


In effect, title IT of this bill provides a formalized policy statement 
of logical ratemaking principles while title I gives implementation to 
this policy through realistic postal rate adjustments at this time. 


CONGRESS ALWAYS HAS SET POSTAL RATE POLICY 


Whenever postal rates have been considered in the past, the ques- 
tion of a formal expression of policy has always been raised. 

The committee points out, however, that in the 83d Congress much 
was made of the need to weigh the findings made by a special congres- 
sional committee in matters of postal rate policy. If the results of 
that committee study were followed literally, the rates on first-class 
mail well could be 5 or 6 cents. 

It is the view of many members of the House Post Office and Civil 
Service Committee and students of postal rate problems that there 
always has been a postal policy. This policy is developed when rates 
are set. The rates set by this bill present a pattern of postal policy 
and are in line with the postal policy that has existed through the 

ears. 
* In the hearings in 1956 former Postmaster General Farley, who 
served as Postmaster General about as long as anyone who has held 
that office in modern times, when questioned as to whether Congress 
should not take a look at the postal-rate structure policywise, replied, 
“Does not the Congress do that every year and have they not been 
taking a look every time this postal bill comes up here?” 

The committee points out that there is a well-established postal 

olicy, one that is being changed and modified as conditions warrant. 
Presently, this policy calls for continuation of the free-in-county 
privilege whereby certain publications are delivered without any postal 
charge whatever to patrons served by nonletter carrier offices (city). 

We have a lower rate of postage for publications of religious, edu- 
cational, agricultural, and other nonprofit organizations. We have 
a flat rate for books which is intended to equalize the cost of such 
reading matter throughout the country despite the fact that books 
are published in only a few publishing centers of the country. News- 
papers and magazines delivered within county of publication have a 
much lower rate than other newspapers and magazines. 

We have lower rates for bulk mailings of third-class partly based 
upon the processing accomplished by the mailers themselves. Second- 
and third-class rates have always been set at somewhat less than the 
apportioned cost as shown by the cost-ascertainment system, and, 
except for the present situation, our first-class rates have always been 
set from 12 to 64 percent above the apportioned cost. 
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The statement of policy appearing in title II formalizes and spells 
out these historic policies. 
Section 201 provides that title II may be cited as the “Postal Rate 
Policy Act.” 
FINDINGS 


The policy statement begins with a series of findings and conclusions, 
in section 202, with respect to the historical background, development 
and expansion of the postal service, its contribution to the national 
economy and public welfare, the need for continuing those services 
which contribute to the public good, and the manner in which they 
should be performed. 

It finds that— 

(1) the postal service was created and has been extended and 
expanded for the “ of uniting more closely the American 
people, to promote the general welfare, and advance national 
economy; 

(2) under authority of the Congress, the postal service has 
expanded into a nationwide network of services and facilities for 
the communication of intelligence, the advancement of education 
and culture, and the distribution of articles of commerce and 
industry, contributing substantially to the national economy and 
the public good; 

(3) in the continued expansion of the service and the authoriza- 
tion of services at a calcuutes loss to the Government, the Postal 
Establishment performs some services and functions of which the 
benefit to the public interest greatly outweighs profit and loss 
factors ; 

(4) the postal service should be operatea in a businesslike 
manner but not as a commercial enterprise conducted for profit; 

(5) it is unfair to place on a particular user or class of user of 
the mails the burden of underwriting those expenses incurred by 
the Postal Establishment which, being public services, are not 
related to the service they receive; 

(6) the Congress, except with respect to fourth-class mail and 
certain special services, has never laid down a firm policy with 
respect to the identification and evaluation of those services 
rendered by the Postal Establishment in whole or in part for the 
benefit of the general public and those services which inure to 
certain users of the mails; and 

(7) there is immediate need for a clear and affirmative declara- 
tion of congressional policy with respect to the creation and 
maintenance of a sound and equitable postal-rate structure. 


DECLARATION OF POLICY 


Section 203 of title II declares that it is the policy of the Congress— 
(1) to provide a more stable basis for the postal-rate structure 
by the establishment of general principles, standards, and related 
requirements with respect to the determination and allocation of 
postal revenues and expenses, and 
(2) in accordance with those general principles, standards, and 
related requirements, to provide a means by which the Congress, 
from time to time, may adjust postal rates in the light of periodic 
reviews of the postal-rate structure exvenses and revenues, and 
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reports and recommendations made by the Postmaster General 
on the basis of the cost-ascertainment system. 
In addition to declaring the policy, title IT outlines the general prin- 
ciples, standards, and related requirements referred to in the eae 
It provides that, in fixing and adjusting postal rates, consideration 
should be given to— 

(a) preservation of the inherent advantages of the postal service 
in promoting the social, cultural, intellectual, and commercial 
intercourse of the people of the United States; 

(6) development and maintenance of a postal service adapted 
to the present and future needs of the people of the United States; 

(c) promotion of an adequate, economical, and efficient post 
service at just and reasonable rates and fees; 

(d) the impact of postal rates and fees on users of the mails; 

(e) the postal requirements as to the manner and form of prep- 
aration and presentation of mailings of the various classes; 

(f) the value of the mails; 

(g) the value of the time of delivery; and 

ch) the quality and character of the service measured in terms 
of priority, secrecy, security, speed of transmission, use of facilities 
and manpower, and other pertinent service factors. 


FIRST-CLASS MAIL PREFERRED SERVICE 


Under the recommended policy, first-class mail, which, according to 
the definitions contained in section 208, includes airmail but not air 
parcel post, is a preferred service and the postage for first-class mail 
should be sufficient to cover (1) the entire amount of expenses allocated 
to it and (2) an additional amount representing the fair value of all 
extraordinary and preferential services, facilities, and factors. 


PUBLIC SERVICE 


The-declaration of policy provides that services, elements of serv- 
ice, and facilities performed and provided by the Postal Establishment 
in accordance with law, including services having public service 
aspects, which in whole or in part the Congress, from time to time, 
determines are public services, are to be administered as follows: 

(1) The expenses of such services should be assumed directly by the 
Federal Government and paid for out of the general fund of the Treas- 
ury. These public service items should not constitute direct charges 
in the form of rates and fees upon any user or class of users of such 
public services, or of the mails generally. 

(2) Nothing in title II is to be construed as indicating any intention 
on the part of Congress that such public services should be limited or 
restricted or to derogate in any way from the need and desirability 
of those services in the public interest. 

For the purpose of fixing and adjusting the postal-rate structure in 
the manner provided by title II, and by sections 246f and 247 of title 
39, United States Code, postal rates shall be adjusted from time to 
time so that the adjusted revenues shall be approximately equivalent 
to the total amount of expenses. This subsection does not change 
the standards governing rates and reformations on fourth-class mail 
which are prescribed in section 247 of title 39, United States Code, as 
a by section 695, title 31, United States Code (fourth-class 
mail). 
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The Congres heretofore has declared that fourth-class mail as a 
whole shall be approximately self-sufficient, excluding from considera- 
tion those subclasses of fourth-class mail over which the Postmaster 
General’s authority has been withdrawn by Congress. These are 
stated in sections 292a (d) and (e), as amended by this bill, and 293 
(c), of title 39, United States Code. 


AUTHORIZATION OF APPROPRIATIONS 


Section 204 authorizes an appropriation to the revenues of the 
Post Office Department for each fiscal year of an amount equal to 
the sum of the public service items referred to in section 203 (c) (3). 
Such appropriation is to be available to enable the Postmaster Gen- 
eral to pay into postal revenues at quarterly or other intervals such 
amounts as he deems to be necessary to reimburse the Department 
for public service expenses and losses of revenue. 


APPLICATION OF COST-ASCERTAINMENT SYSTEM 


Section 205 provides that for the purposes of title II the revenues 
and expenses of the Post Office Department are to be determined 
and ascertained, and each allocation and apportionment with respect 
thereto is to be made, on the basis of the cost-ascertainment system 
unless otherwise indicated in title II. Nothing in title II is to be 
construed to affect the cost-ascertainment system or any authority 

ower, duty, or procedure of the Postmaster General or the Pos 
Fetablishment generally, except to the extent necessary to carry out 
the provisions of title II. 


REPORTS BY POSTMASTER GENERAL 


The Postmaster General is directed by section 206 to conduct, on a 
continuing basis or from time to time, but not less than every 2 years, 
a review of the postal rate structure. The review will include a sur- 
vey of the expenses incurred and the revenues received in connection 
with the several classes of mail and the kinds of services and facilities 

rovided by the Postal Establishment, with a view to determining, 
or each class and kind of service and facility, the need for adjust- 
ment of postal rates and fees. The Postmaster General must submit 
to the Senate and House of Representatives before April 15 of each 
alternate fiscal year beginning with the fiscal year ending June 30, 
1959, a report of the results of his review. ‘The report must include 
information with respect to expenses and revenues pertinent to the 
allocation of expenses and the determination and adjustment of = 
rates and fees, such other information as is necessary to enable the 
Congress to carry out its function under title II, and such other 
recommendations as the Postmaster General considers appropriate. 


ADJUSTMENT OF RATES BY CONGRESS 


This title is not to be construed to authorize any change, adjust- 
ment, or revision with respect to any postal rate or fee except as is 
otherwise provided by law or may be provided by further action of 
the Congress. It is made clear that there is no new grant of au- 
thority to the Postmaster General to fix rates or fees, and that it 
does not take away his authority to fix fees for special services (39 
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U. S. C. 246f) and to seek reformation of rates and other conditions 
of mailability of fourth-class mail (39 U. S. C. 247). 


INVESTIGATION AND Stupy or DimEeNsIONAL CaTEGoRIES FOR LETTER 
Mart anp Cererrain Turrp-Ciass Mai. 


The committee has requested the Postmaster General to conduct 
an investigation and study of the feasibility and desirability of (1) the 
establishment, by administrative regulation, of a limited number of 
categories of length and width dimensions for envelopes to be used 
for first-class mailings (except drop letters) and for third-class mailings 
(other than bulk mailings), and (2) the establishment of an additional 
charge for any such mailings not conforming to any of the specified 
dimensional categories. 

The committee is informed that preliminary work on such investi- 
gation and study is underway and will be carried to completion and 
made the subject of a special report to the Congress during the next 
fiscal year. 

In the judgment of the committee, the establishment of appropriate 
dimensional categories, and of additional charges for mailings not 
conforming thereto, are important factors for consideration in con- 
nection with the introduction of new and improved scientific and 
engineering principles designed for the more expeditious and eco- 
nomical handling of the mails. 


CHANGES IN Extstinec Law 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as in- 
troduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


First Section or Jornt RESOLUTION oF JuNE 30, 1947 (61 Stat. 
213; Pusuic Law i144, E1entreta Coneress) 


That the rate of postage on all mail matter of the first class (except 
postal cards and private mailing or post cards) shall be [3] 4 cents for 
each ounce or fraction thereof: * * * 


Sections 201, 203, anp 204 or tHe Postat Rate ReEvIsSION AND 
FreperaL Empioyers SaLary Act or 1948 (62 Srar. 1261, 1262; 
39 U.S. C. 463a, 291B, 292a) 


AIR MAIL 


Sec. 201. The rate of postage on all domestic air mail as defined 
in Public Law 730, Seventy-ninth Congress, shall, except in the case 
of postal cards and private mailing or post cards, be [6] 7 cents for 
each ounce or fraction thereof. The rate of postage on postal cards 
and private mailing or post cards (conforming to the conditions pre- 
scribed by the Act entitled “‘An Act to amend the postal laws relating 
to use of postal cards’, approved May 19, 1898 (U. S. C., 1940 edi- 
= title 39, sec. 281)), when sent by air mail, shall be [4] 4 cents 
each. 
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CONTROLLED CIRCULATION PUBLICATIONS 


Sec. 203. Publications containing twenty-four pages or more issued 
at regular intervals of four or more times a year, 25 per centum or 
more of whose pages are devoted to text or reading matter and not 
more than 75 per centum to advertising matter, which are circulated 
free or mainly free, may, upon authorization by the Postmaster Gen- 
eral and under such regulations as he may prescribe, be accepted for 
mailing at the postage rate of [10] 12 cents a pound or fraction thereof 
regardless of the weight of the indimdual copies, computed on the entire 
bulk mailed at one time, but not less than 1 cent per piece, provided 
the copies of such publications are presented for mailing made up 
according to States, cities, and routes as directed by the y Tae ant 
General: Provided, That publications owned and controlled by one or 
several individuals or business concerns and conducted as an auxiliary 
to and essentially for the advancement of the main business or calling 
of those who own or control them shall not be accepted under this 
section. The rates provided in this section shall remain in effect until 
otherwise provided by Congress. 


FOURTH-CLASS (PARCEL POST) MAIL 


Sec. 204. (a) * * * 
* ea * ad * = x 


(d) [(1) Books, permanently bound for preservation consisting 
wholly of reading matter or reading matter with incidental blank 
spaces for student’s notations and containing no advertising matter 
other than incidental announcements of books and when in parcels 
not exceeding seventy pounds in weight, may be sent at the postage 
rate of 8 cents for the first pound or fraction thereof and 4 cents for 
each additional pound or fraction thereof. 

{(2) The rate provided in paragraph (1) for books may apply to 
sixteen-millimeter films and sixteen-millimeter film catalogs when 
sent through the mails except when sent to commercial theaters.] 
The following materials when in parcels not exceeding seventy pounds in 
weight may be sent at the postage rate of 10 cents for the first pound or 
fraction thereof and 6 cents for each additional pound or fraction thereof, 
and this rate shall continue until otherwise provided by the Congress: 
(1) books permanently bound for preservation consisting wholly of readin 
matter or scholarly bibliography or reading matter with incidental blan 
spaces for students’ notations and containing no advertising matter 
other than incidental announcements of books; (2) sixteen-millimeter 
films and sixteen-millimeter film catalogs except when sent to commercial 
theaters; (3) printed music whether in bound form or in sheet form; 
(4) printed objective test materials and accessorves thereto used by or in 
behalf of educational institutions in the testing of ability, aptitude, 
achievement, interests, and other mental and personal qualities with or 
without answers, test scores, or identifying information recorded thereon 
in writing or by mark; and (5) manuscripts for books, periodical articles, 
and music. 

[(e) (1) Books, consisting wholly of reading matter and containing 
no advertising matter other than incidental announcements of books, 
when sent by public libraries, organizations, or associations not 
organized for profit and none of the net income of which inures to 
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the benefit of any private stockholder or individual, as a service to 
county or other unit libraries or as a Joan to readers or when returned 
by the latter libraries or readers to such public libraries, organizations, 
or associations shall be charged with postage at the rate of 4 cents for 
the first pound or fraction thereof and 1 cent for each additional 
pound or fraction thereof, except, that the rates now or hereafter 
prescribed for third- or fourth-class matter shall apply in every case 
where such rate is lower than the rate prescribed in this subsection for 
books under this classification: Provided, That this rate shall apply 
only to such books as are addressed for local delivery, for delivery in 
the first, second, or third zone, or within the State in which mailed. 
Public libraries, organizations, or associations before being entitled 
to the foregoing rates shall furnish to the Postmaster General, under 
such regulations as he may prescribe, satisfactory evidence that none 
of their net income inures to the Lenefit of any private stockholder or 
individual. 

[(2) The rate provided in paragraph (1) for books may apply to 
sixteen-millimeter films, filmstrips, projected transparencies and slides, 
microfilms, sound recordings, and catalogs of such materials when 
sent to or from (A) schools, colleges, universities, or public libraries, 
and (B) religious, educational, scientific, philanthropic, agricultural, 
labor, veterans’, or fraternal organizations or associations, not organ- 
ized for profit and none of the net income of which inures to the 
benefit of any private stockholder or individual. ] 

(e) (1) The following materials when in parcels not exceeding seventy 
pounds in weight when loaned or exchanged between (A) schools, colleges, 
or universities and (B) public libraries, religious, educational, scientific, 
philanthropic, agricultural, labor, veterans, or fraternal organizations or 
associations not organized for profit and none of the net income of which 
inures to the benefit of any private stockholder or individual, or between 
such organizations and their members or readers or borrowers, shall be 
charged with postage at the rate of 4 cents for the first pound or fraction 
thereof and 1 cent for each additional pound or fraction thereof, except 
that the rates now or hereafter Granivibed: for third- or fourth-class matter 
shall apply in every case where such rate 1s lower than the rate prescribed 
in this subsection and this rate shall continue until otherwise provided 
by the Congress: (i) books consisting wholly of reading matter or scholarly 
bibliography or reading matter with incidental blank spaces for students’ 
notations and containing no advertising matter other than incidental 
announcements of books; (ii) printed music, whether in bound form or in 
sheet form; (vit) bound volumes of academic theses in typewritten or other 
duplicated form and bound volumes of periodicals; and (iv) other library 
materials in printed, duplicated, or photographic form or in the form of 
unpublished manuscripts. 

(2) The rate provided in paragraph (1) for books may apply to sizteen- 
millimeter films, filmstrips, transparencies for oon and slides, 
microfilms, sound recordings, and catalogs of such materials when sent 
in parcels not exceeding seventy pounds in weight to or from (A) schools, 
colleges, or universities and (B) public libraries, religious, educational, 
scientific, philanthropic, agricultural, labor, veterans, or fraternal or- 
ganizations or associations, not organized for profit and none of the net 
ancome of which inures to the benefit of any private stockholder or 
individual. 

(3) Publie libraries, organizations, or associations, before being 
entitled to the rates specified in paragraphs (1) and (2) of this subsection, 
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shall furnish to the Postmaster General, under such regulations as he may 
prescribe, satisfactory evidence that none of their net income inures to 
the benefit of any private stockholder or individual. 


Secrions 1, 2, AND 3 or THE Acr or OcroseER 30, 1951 (65 Srar. 672; 
39 U. S. C. 280, 289a, 2904-1) 


FIRST-CLASS MAIL 


Secrion 1. (a) The rate of postage on each single postal card 
issued and sold under the provisions of section 3916 of the Revised 
Statutes (U. S. C., title 39, sec. 356), and on each portion of double 

stal cards issued and sold under the provisions of the Act of March 
3, 1879 (U.S. C., title 39, sec. 358), shall be [2] 3 cents. The rate 
of postage on each oe mailing or post card conforming to the 
conditions aren by the Act of May 19, 1898 (U. S. C., title 39, 
sec. 281), shall be [2] 3 cents. 

(b) Except as provided in paragraph (a) of this section, the rate of 
postage on mail matter of the first class when mailed for local delivery 
at post offices where free delivery by carrier is not established and when 
the matter is not collected or delivered by rural or star route carriers, 
shall be [2] 3 cents for each ounce or fraction thereof. 


SECOND-CLASS MAIL 


Src. 2. (a) In the case of publications entered as second-class mat- 
ter (including sample copies to the extent of 10 per centum of the 
weight of copies mailed to subscribers during the calendar year) when 
mailed by the publisher thereof from the post office of publication and 
entry or other post office where such entry is authorized, or when 
mailed by news agents (registered as such under regulations prescribed 
by the Postmaster General) to actual subscribers thereto or to other 
news agents for the purpose of sale, the total postage computed at the 
pound rates in effect under existing law and based on the bulk weight 
of each mailing shall be increased (1) by 10 per centum, beginning on 
April 1, 1952, (2) by an additional 10 per centum, based on the rates 
now in force, beginning on April 1, 1953, and (3) by an additional 10 

r centum, based on the rates now in force, beginning on April 1, 

1954] 1954, and (4) such postage is further adjusted to the amounts set 

orth in the following table, on the dates specified: 


cents 
pound, or nd, or pound, or 
fraction penin fraction 
thereof) thereof) thereof) 
A publication having not more than 5 per centum 
advertisements, and that 


pe oth oubti ations devoted to matter 
of er ic 
other than advert 





ET EE SE a6 2.8 a1 
portion of a publication having more 
than 5 per centum of its space devoted to adver- 
tisements: 
First and second zones...........--.-------- 2.5 2.8 61 
COND cnntstcedtdnntabetnceisageuittia 8.4 3.8 - 
I Nii ieninsdennihesaiahuiiemel 6.1 6.7 2 
SUE Ue. ci cdinctipeanaatecnrpinaetanedel 6.8 7.6 a3 
BD BING... cccodcctanchnbtsbecenvedihilinn 8. 4 9. 4 10. ‘ 
Seventh zone...........------ 10. 11. 12. 
SEG S000. ccnrcsccscccasteuntbocbbninied 11.8 18.2 14.8 
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: Provided, That publications having over 75 per centum advertising in 
more than one-half of their issues during any twelve months’ period 
shall not be accepted for mailing as second-class matter and their entry 
shall be revoked, except that for the purpose of this proviso only, a 
charge made solely for the publication of transportation schedules, 
fares, and related information shall not be construed as constituting a 
charge for advertising: Provided further, That the rate of postage on 
newspapers or periodicals maintained by and in the interests of reli- 
gious, educational, scientific, philanthropic, agricultural, labor, veter- 
ans’ or fraternal organizations or associations, not organized for profit 
and none of the net income of which inures to the benefit of any private 
stockholder or individual, shall be 1% cents per pound or fraction 
thereof, and the increases provided by this section shall not apply 
to such rate: And further provided, That existing rates shall continue 
in effect with respect to any religious, educational, or scientific publi- 
cation designed specifically for use in school classrooms or in religious 
instruction classes. ‘The publisher of any such newspaper, periodical, 
or publication before being entitled to such rate shall furnish proof 
of qualification to the Postmaster General at such times and under such 
conditions as the Postmaster General may prescribe. 
a * * * * * * 


(c) In no case, except where the free-in-county mailing privilege is 
applicable, shall the postage on each individually addressed copy be 
less than [one-eighth of 1 cent] one-fourth of 1 cent, except that (1) 
the postage on each individually addressed copy mailed by the organiza- 
tions listed, and for the purposes prescribed, in the second and third 
provisos of subsection (a) of this section, and each individually addressed 
copy of a publication of the second class addressed for delivery within the 
county and not entitled to the free-in-county mailing privilege, shall not 
be less than one-eighth of 1 cent and (2) the per copy rates prescribed for 
publications covered by section 25 of the Act of March 3, 1879, as amended 
(39 U. S. C. 286), are continued. 

(d) The rate of postage on copies of publications having second- 
class entry mailed by others than the publishers or authorized news 
agents, sample copies mailed by the publishers in excess of the 10 
per centum allowance entitled to be sent at the pound rates, and copies 
mailed by the publishers to persons who may not be included in the 
required legitimate list of subscribers, shall be 2 cents for the first 
two ounces and [1 cent] 1% cents for each additional two ounces or 
fraction thereof, except when the postage at the rates prescribed for 
fourth-class matter is lower, in which case the latter rates shall apply, 
computed on each individually addressed copy or package of unad- 
dressed copies, and not on the bulk weight of the copies and packages. 


THIRD-CLASS MAIL 


Sec. 3. The rate of postage on third-class matter shall be [2] 3 cents 
for the first two ounces or fraction thereof, and [1 cent] 1% cents for 
each additional ounce or fraction thereof up to and including eight 
ounces in weight, except that the rate of postage on books and catalogs, 
of twenty-four pages or more, seeds, cuttings, bulbs, roots, scions, and 
plants not exceeding eight ounces in weight shall be fi 8 cents for 
the first two ounces or fraction thereof and [1% cents] 1 cent for each 


additional [two ounces] ounce or fraction thereof: Provided, That 
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upon payment of a fee of [$10] $20 for each calendar year or portion 
thereof and under such regulations as the Postmaster General may 
establish for the collection of the lawful revenue and for facilitating 
the handling of such matter in the mails, it shall be lawful to accept 
for transmission in the mails, separately addressed identical pieces of 
third-class matter in quantities of not less than twenty pounds, or 
of not less than two hundred pieces, subject to pound rates of postage 
applicable to the entire bulk mailed at one time: Provided further, 
That the rate of postage on third-class matter mailed in bulk under 
the foregoing provision shall be [14] 16 cents for each pound or frac- 
tion thereof with a minimum charge per piece of [1 cent] 2 cents, 
except that in the case of books and catalogs of twenty-four pages or 
more, seeds, cuttings, bulbs, roots, scions, and plants the rate shall 
be [10] 12 cents for each pound or fraction thereof with a minimum 
charge per piece of [1 cent] 2 cents: [Provided further, That the mini- 
mum charge per piece of 1 cent specified in the foregoing proviso shall 
be increased to 1% cents on July 1, 1952:] Provided further, That the 
minimum charge per piece of 2 cents specified in the foregoing proviso 
shall be increased to 2% cents on July 1, 1959: Provided further, That 
pieces or packages of such size or form as to prevent ready facing and 
tying in bundles and requiring individual distributing throughout 
shall be subject to a minimum charge of [3] 4 cents each: And pro- 
vided further, That the rates prescribed by this section shall not apply 
with respect to matter mailed by religious, educational, scientific, 
philanthropic, agricultural, labor, veterans’, or fraternal organizations 
or associations, not organized for profit and none of the net income of 
which inures to the benefit of any private stockholder or individual, 
and the existing rates shall continue to apply with respect to such 
matter. 


Section 4 (a) oF THE Crvit Service Retrrement Act (70 Strat. 747) 
DEDUCTIONS AND DEPOSITS 


Src. 4. (a) From and after the first day of the first pay period 
which begins on or after the effective date of the Civil Service Retire- 
ment Act Amendments of 1956, there shall be deducted and withheld 
from each employee’s basic salary an amount equal to 6% per centum 
of such basic salary and from each Member’s basic salary an 
amount equal to 7% per centum of such basic salary. From and after 
the first day of the first pay period which begins after June 30, 1957, 
an equal sum shall also be contributed from the respective appropria- 
tion or fund which is used for payment of his salary, pay or compensa- 
tion, or in the case of an elected official, from such appropriation or 
fund as may be available for payment of other salaries of the same 
office or establishment. The amounts so deducted and withheld by 
each department or agency, together with the amounts so contributed, 
shall, in accordance with such procedures as may be prescribed by 
the Comptroller General of the United States, be deposited by the 
department or agency in the Treasury of the United States to the 
credit of the fund. There shall also be so credited all deposits made 
by employees or Members under this section. [Amounts contributed 
under this subsection from appropriations of the Post Office Depart- 
ment shall not be considered as costs of providing postal service for the 
purpose of establishing postal rates.] 
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Paracrapra Unper Heapine “Genera Provisions” Unper Appro- 
PRIATIONS FOR Post Orricse DepaRTMENT CoNTAINED IN CHAPTER 
IV or SuppLeMENTAL AppropriaTION Act, 1951 (64 Srart. 1050; 
31 U. S. C. 695) 


GENERAL PROVISIONS 


Hereafter, none of the funds appropriated to the Post Office Depart- 
ment from the general fund of the Treasury shall be withdrawn from 
the Treasury until the Postmaster General shall certify in writing 
that he has requested the consent of the Interstate Commerce Com- 
mission to the establishment of such rate increases or other reforma- 
tions (in addition to any specific increases or other reformations 
heretofore or hereafter authorized or prescribed by law), pursuant 
to the provisions of section 207 of the Act of February 28, 1925, as 
amended (39 U.S. C. 247), as may be necessary to insure [the receipt 
of revenue from fourth-class mail service sufficient to pay the cost 
of such service] (1) that the revenues from fourth-class mail service will 
not exceed by more than 3 per centum the costs thereof, or (2) that the 
costs of such fourth-class mail service will not exceed by more than 3 per 
centum the revenues therefrom: Provided, That the foregoing shall not 
be construed to require any increase in the postage rate, established 
by the Act ore 15, 1937 (39 U. S. C. 293c), for publications or 
ed to 


records furnis a blind person. 








MINORITY VIEWS 


This legislation will, it is said, increase postal revenues by an esti- 
mated $527 million annually. Nearly 70 percent of this, or $365 
million, will come from first-class mail and air mail. According to 
Post Office Department statistics, first-class letter and package mail 
as a whole earned a profit of over $35 million for the fiscal year 1956, 
while air mail can, a profit of $23 million. 


Unrarir Tax on First-Crass Mar User 


Regardless of what revenue this legislation will or will not produce 
it is subject to objection on other grounds. It is unrealistic an 
misleading. It tends to obscure rather than clarify the mission of the 
postal service in our national life. The undersigned members of the 
committee feel that this is a radical departure from the concept of 

ublic service which is the keystone of our Postal Establishment. 

e cannot condone saddling the first-class mail—the medium of 
communication of the individual—with a 33% percent increase on 
every piece, an action which is justified — on the ground of neces- 
sity to pay for losses on other classes of mail. 

it will be noted that the existing profit added to the proposed 
increase on first-class mail comes very close to the amount of the 
overall deficit in second- and third-class mail. In other words, this 
bill will superimpose on a major segment of our most universally used 
class of acl ai in 1956 showed a profit—new charges to continue 
and increase this profit. The additional profit thus exacted from 
users of first-class mail will pay an even larger share of the subsidy 
for second- and third-class users than is the case at present. This is 
an unconscionable burden, in the nature of a tax, which should not be 
approved. 

Pusuic Service Poricy Ienorep 


This legislation, moreover, was reported without a decision on the 
one question which is fundamental to any determination of policy 
with respect to postal rates. That is the question as to what is the 
value of the public service functions in our annual postal budget, 
Just what mail should pay its way, what mail, if any, should have its 
costs borne by other mail, and what mail should be paid for out of the 
general fund of the Treasury? We believe it is a duty not only to 
the Congress but to the people, to mark out and define basic policy 
of public service; this obligation has not been met. 

Failure to determine this fundamental question makes all of the 
rates contained in this bill subject to question. We disagree with the 
suggestion, offered in justification of this bill, that the post office is 
purely a business. Any efforts to balance the postal budget—how- 
ever desirable that may be—must not be at the expense of the primary 
ree of the postal establishment, which is to provide an indispen- 
sable service to the people. This traditional policy was laid down by 
the Congress from the very inception of our postal establishment, 
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The charter of the Post Office Department as a service agency is 
almost legendary. Post offices throughout the country are used for 
all kinds of public, civic, and community purposes which contribute 
to the welfare of our people. 

The very fact that we maintain over 38,000 post offices (of which a 
great many do not pay their own way) further points up the public 
service aspects of the postal establishment, and that it is not just for 
first-class users or any other particular class of mail users. In some 
communities the post office represents the only close contact that our 
citizens have with ther Federal Government. It would be extremely 
inad visible to tamper with this public service which has meant so much 
in the building of our country. 

Each time that Congress has established a new rate for mail which 
is not to pay its full cost, it has clearly shown that the reason is 
public service. An example is the special rate for weekly county 
papers. This class of mail never was intended to pay its entire cost. 
It was established as a public service, for the benefit of all. The 
excess cost was to be paid from the Public Treasury, and not by any 
particular class of mail. ‘The same is largely true of the rural-delivery 
service, which is precisely what the name implies, a public service. 
No one suggests that rural-delivery service should be segregated and 
made to pay its own way. But this bill would charge losses on these 
particular services to another class of mail users rather than to the 
Public Treasury. 

Conversely, whenever Congress has intended that any class of mail, 
or any other Government function, for that matter, should pay its 
way or that its revenue should bear any particular relationship to 
cost, it has so stated in clear and unmistakable terms. The classic 
example of this, of course, is fourth-class mail, the rates of which are 
fixed according to law at a level calculated to return costs. 

If changes of the magnitude included in this bill are to be made, it 
certainly should be shown as a matter of policy exactly what mail is 
to be regarded as a public service and what mail should pay its own 
way. To the extent that the Postal Establishment is a public service 
its costs should be charged to the Public Treasury, not to any par- 
ticular class of mail just to satisfy an administrative desire to present 
financial results in a more favorable light. This principle is indis- 
putable. It is contrary to the public interest to replace it by any 
proposition that the Post Office and its services henceforth will be 
merely a business, the value of which is measured solely by profit 
and loss statements. 

This bill rests on faulty logic. It is an attempt to completely 
reverse the thinking, the policy, and the approach of Congress on the 
tremendously important matter of postal rates. It rules out “public 
service” in determining postal rates, and substitutes a new criterion: 
“The Post Office is a business.” 


Pusuic-Service Functions or OtrHer DEPARTMENTS COMPARED 


Another’ hard fact has been ignored. This legislation creates 
standards for the Postal Establishment which are diametrically 
opposed to the standards applicable to other departments. No other 
departments, regardless of the volume of revenues, have brought 
pressure to bear to change public-service functions over to a money- 
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making basis; yet some have substantial revenues, although perhaps 
not as great as postal revenues. It is all very well to assert that other 
departments are not like the postal service. The sole difference is in 
the kind and the volume of public service rendered; revenues are 
matters of quantum, not of policy. Such differences as there may be 
are the reason we have separate departments and agencies. The 
amount of the revenues is not determinative. No other department 
has proposed that citizens who use one particular kind of public 
service shall pay more than the actual cost so that the resultant profit 
may be used to provide services at less than cost for others. 


PostaL SaLartes SHoutp Nor Bre Arrectep 


We reject any idea that the matter of adjusting salaries of postal 
employees is contingent upon postal rate increases. They are separate 
subjects, and it is improper and prejudicial to inject the one into the 
consideration of the other. Each postal worker should be paid what 
his job is worth, and his salary is not dependent upon how much 
money he or his department collects for the Government, 


Tuts LeeistatTion Is a Lone Step BackwarRD 


The great principle of free and unimpeded communications in and 
between the several States was extended to the postal service by the 
ordinance of October 18, 1782 (revising the several regulations there- 


tofore made relating to the post office and reducing them to one act), 
which contained this statement: 


Whereas the communication of intelligence with regularity 
and despatch, from one part to another of these United 
States, is essentially requisite to the safety as well as the 
commercial interest thereof * * *. 


The very existence of the postal service stems from this fundamental 
principle. It is the Postal Establishment’s reason for being, its char- 
ter, birthright, and heritage. Free communication between the States 
in one of the greatest factors in the growth of our Nation, in the short 
span of 175 years, from a colonial possession to the most powerful 
and enlightened Nation the world has ever known. The proposed 
increase in first-class mail would be comparable in effect to an extra 


tax or tariff on this vital line of communication and is in direct con- 
flict with this policy. 


UNFAIR TO CHARGE POSTAL EMPLOYEES’ RETIREMENT AGAINST USERS 
OF THE MAILS 


This bill will repeal a section of the Civil Service Retirement Act 
which provides that payments made by the Post Office Department 
for postal employees’ civil service retirement shall not be considered 
as a basis for setting postage rates. This will create an unfair burden 
upon users of the postal service. Civil service retirement is available 
to all employees of the Federal Government regardless of whether 
they work for the Post Office Department or any other department 
or agency. The Federal employees’ retirement is not a factor in 
determining what services will be provided. The assessment of postal 
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employees’ retirement against users of the mails is a departure from 
past procedures and will result in an unfair and unjust charge against 
the users of the mail. 


SMALL PUBLISHERS WILL BE HURT 


It is the view of the undersigned that the provisions of this bill will 
place an unbearable burden upon publishers having a small circulation 
when compared with those publishers whose circulations run into the 
hundreds of thousands and even millions for each issue. In 1934 
Congress repealed a 30 percent increase applied just 2 years before 
because some publishers were unable to stand the impact of that 
increase. In 1951 all publishers were given three 10 percent increases 
effective in annual increments. Many small publishers testified before 
the committee that they could not withstand additional increases in 
the amount provided in this bill and that the maximum that they 
eould stand without impairment of their capital structure was 10 

ercent in three annual increments. On the other hand, there are 
arge publishers whose circulation per issue runs into several millions. 
These publishers may well accept the proposed increases. It is pointed 
out that second-class mail will never pay its apportioned cost. Ac- 
cordingly, the application of realistic second-class rates must take into 
consideration a separate schedule for the smaller publishers who might 
be adversely affected. 


Tue Foitztowrna InrormatTion Is Virat anp Contains MANny 
STATIsTics OF INTEREST TO THE MEMBERS 


FIRST-CLASS MAIL SHOWS A PROFIT 


1. The factual data is conclusive that first-class mail has been more 
than paying its way since the rate was increased in 1932 from 
2 to 3 cents an ounce. First-class mail was paying its way at 
the time of the last available reporting. The latest cost- 
ascertainment figures show that in fiscal year 1956 revenues 
from first-class mail matter were $1,014 million. Costs allo- 
cated to this category were $978 million. 

It requires no slide rule or crystal ball to conclude that H. R. 5836, 
if it had been in effect in 1956, would have overcharged first-class 
users of the mail by $384,500,000. 

The first-class rate was raised in 1932 from 2 to 3 cents by the House 
Ways and Means Committee as a tax measure. Under circumstances 
surrounding the administration’s proposal to increase postal rates 
particularly as they are needed to effect a balanced budget, it is logical 
to conclude that in reality the first-class rate proposal is a tax on the 
people at a time when the crushing burden of taxes should be reduced. 


POSTAL POLICY SHOULD IDENTIFY ELEMENTS OF PUBLIC SERVICE 


2. While the Post Office Department included in H. R. 5836 a policy 
section, its provisions are not self-executing. 

The Congress is being asked to enact a postal rate bill based upon a 

pney which the Congress itself has not yet fully adopted. Since no 

damental determination of policy has been made, the rates con- 
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tained in this measure are unrealistic. We must resolve the question 
as to what is the value of the public service functions in our postal 
budget before we can enact equitable rate adjustments. The Post 
Office Department makes a case for public service in the amount of 
$28 million, less than 1 percent of the total Post Office budget. The 
United States Senate Committee on Post Office and Civil Service is 
considering a report which reveals public services in an amount of 
more than $500 million. Failure to determine this fundamental 
question makes all of the rates contained in this bill subject to question. 


INADEQUATE BASIS FOR DETERMINING IMPACT ON SEGMENTS OF OUR 
ECONOMY 


In order to emphasize the weakness of the Department’s case for 
policy, reference is made to page 15, line 17 of the bill which provides 
that when readjusting rates, consideration shall be given to— 


the effect of postal services and the impact of postal rates 
and fees on users of the mails. 


The Department representatives were questioned extensively on 
this feature of the bill. They admitted that no studies had been 
made by the Department or any other department of Government to 
permit such a determination. In the final analysis the committee 
was called upon to accept or reject this “‘belief”’ that there would be no 
adverse repercussions if the rate bill is enacted. On the other hand, 
substantial testimony was adduced which indicates that many small- 
business firms who depend upon the mails for their existence will 
suffer hardships under the impact of the rates proposed. 


NET GAIN TO GOVERNMENT DECEPTIVE 


One factor brought out during committee hearings was the fact 
that postage is a business expense item and that business users of the 
mails while paying more postage will not pay as much in taxes. 
Since, as the Department pointed out, 75 percent of the mail is sent 
by business, it will be obvious that the $527,500,000 additional 
revenues it hopes to achieve will be offset considerably by smaller 
tax collections on this amount from the same firms. 

No one can assess the losses which might occur if countless mailers 
are bankrupt or forced into the red. Too often forgot is the fact 
that where there are no profits there are no taxes. General Motors 
and other large corporations will not face this problem but the smaller 
businesses throughout America, for whom both major political parties 
and the administration have expressed so much concern, may very 
well find the rate increases proposed here the last nail in their coffin. 

To legislate on such a basis is dangerous. 


COST ASCERTAINMENT 


The present policy provision endorses cost ascertainment as a basis 
for ratemaking. Yet the Post Office Department has said that this 
system can not be used exclusively for ratemaking purposes. 

An effort has been made by the Post Office Department to adjust 
costs for certain intangible factors such as priority of handling, value 
of service, and value of product. These adjustments, made on an 











42 POSTAL RATE READJUSTMENT AND POLICY 


arbitrary basis without reference to a policy enacted by the Congress, 
leave open to question all of the conclusions and provide a basis so 
arbitrary that costs can be adjusted annually to prove any case 
desired. 

DATA MISLEADING 


The House of Representatives should not be blind to the fact that 
the Senate has been holding hearings on a report submitted to it. by 
a seven-man citizens’ advisory council. This report. demonstrates 
that there exist within the Department’s deficit public welfare items 
which, at the present time, cost over $400 million to perform. 

Members may want to ask themselves: Shall we tax the users of 
the mail, particularly first-class users, to pay for services which the 
Congress in its wisdom over the years has legislated in the interest 
of our people? 

If the “true” deficit for the coming year is closer to $251 million 
rather than the $651 million announced by the Department, we should 
be tailoring a bill which will raise $251 million. And since first-class 
mail has been making a profit, we should look first to a clear-cut state- 
ment of postal policy as a basis for raising postal rates. Perhaps we 
shall then look to special services (c. 0. d., insured mail, registered 
mail, etc.—all losing $48 million according to Department testimony) 
and to classes of mail other than first class. 

It is the recommendation of the undersigned that H. R. 5836 be 
recommitted in order that the foregoing principles may be given proper 
consideration. 


James H. Morrison. 
James C. Davis. 

JoHN LEsINSKI. 

Cuet Houirievp. 
Rosert W. HempHitt. 








ADDITIONAL MINORITY VIEW OF 
HON. CHARLES O. PORTER 


I concur substantially in the minority report, but wish to add the 
following to make my own position clear: 


Users of the postal service should pay full price for services 
received, except where the Congress as a matter of public pol- 
icy decides otherwise. 


If you agree with that statement of principle, you will vote to re- 
commit this bill for extensive changes, particularly the following: 

1. No first-class or airmail increases, since the users of those classes 
now are paying for the service they receive. 

2. As for second- and third-class increases, Congress must first make 
up its mind what percentage, if any, of the costs in these categories 
can and should be paid by the respective users. 


Present Brut Is Taxation 


If first-class users must pay an excise tax, which is what the present 
bill proposes, the legislation should come from the Ways and Means 
Committee as was the case in 1932 when the rate was increased from 
2 to 3 cents an ounce. 

No substantiating facts have been presented to the committee to 
warrant the large increases in second- and third-class rates. Before 
we endanger thousands of small businesses, we should have a thorough 
and reliable study to determine the impact of the proposed increases. 
The proposed increases are a long step in the dark. ‘Tax losses could 
exceed the revenues raised by this bill. 


Po.ticy—TuHen Rates 


Postal rate policy determinations have yet to be made in accordance 
with the principles suggested above or in accordance with any set of 
principles agreed upon by the committee or Congress. 

The first step in the modification of rates, a step yet to be taken, is 
the establishment of guidelines for ratemaking. Until this is done, 
the confusion and irresponsibility will continue and no Member of 
Congress will be able to explain why rates are what they are. 


CuHarues O. Porter. 
43 
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POSTAL RATE READJUSTMENT AND POLICY 





June 10, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 


Mrs. Prost, from the Committee on Post Office and Civil Service, 
submitted the following 


ADDITIONAL MINORITY VIEWS 


[To accompany H. R. 5836] 


We, the undersigned members of the committee, are filing these 
additional minority views on H. R. 5836 because our names were 
left off—in error—from the statement of minority views already filed. 
We concur in these views, but we want to make unmistakably clear 
our opposition to the postage rate bill in the form reported by the 
House Post Office and Civil Service Committee. 

It is estimated that H. R. 5836 will increase postal revenues by $527 
million annually. Nearly 70 percent of this amount—or $365 mil- 
lion—will come from first-class mail or airmail. 


A TAX ON THE PEOPLE 


We are primarily opposed to the bill because, by increasing postage 
rates on first-class mail to 4 cents and airmail to 7 cents, it has the 
effect of placing a direct and heavier tax on the people at a time 
when they are already bearing an almost unsupportable tax burden. 

These two classes of mail not only paid their own way last year, 
while other classes showed heavy losses, but first-class and package 
mail made a profit for the Post Office Department of $35 million and 
airmail showed a profit of $23 million. The Postmaster General’s 
sleight of hand, in attempting to shift losses in second- and third- 
class mail on the basis of intangible factors, did not work. 

This bill saddles first class and airmail, which are already showing 
a profit, with stiff new increases—33\% percent in the case of first- 
class mail—in order that they may show an even greater profit, and 
assume an even greater share than they are now carrying of the subsidy 
on second- and third-class mail. 
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This is patently unfair to the individual citizen. First class and 
airmail are the media through which he conducts his business and 
personal correspondence. 


A SERVICE OR A BUSINESS? 


In our opinion, this legislation makes a radical change in the tradi- 
tional concept of the postal establishment as a public service, without 
first allowing time for full consideration as to whether this change is 
in the best interests of the people. 

Before such a step is taken, these fundamental questions should be 
answered: (1) What is the value of the public service functions of the 
Post Office budget; (2) what classes of mail should pay their own way, 
and what classes, if any, should be subsidized by other classes of mail; 
and (3) what classes of mail should be paid for out of the general funds 
of the Treasury? 

This bill makes some of these decisions—as a byproduct. It re- 
solves the basic question as to whether the postal establishment should 
be a business or a service in favor of business. It substitutes a profit- 
and-loss philosophy for the public-service philosophy which has been 
accepted as the basic policy of the Department down through the 
years, 

PUBLIC WELFARE SERVICE 


There is no question but that many of the services of the Post Office 
Department cannot—and should not—be put on a paying basis. 
They are part of the general welfare program of this Government for 
its people. These public services are responsible for about $400 million 
of the Post Office Department deficit. 

One of them is the special rate for weekly newspapers. It was yever 
intended that these chronicles of grassroots events and thinking— 
footprints of democracy often operated on a shoestring—should pay 
their own way. 

The same is true of rural delivery. If the mail service in rural 
sections were ever put entirely on a cold dollars-and-cents basis, thou- 

sands of citizens would be denied its privileges. 

The business which flows in and out of many of our third- and 
fourth-class post offices does not equal the expense of keeping them in 
operation—but we do. We give free mailing privileges to our blind 
veterans, and preferred rates to certain exempt publications including 
religious groups. The Post Office is intrinsically a public-service 
agency. 

POST OFFICE DEPARTMENT SET APART 


This legislation sets the Post Office Department apart from other 
government agencies by changing its public-service functions over to a 
moneymaking basis. 

Though many other Federal agencies have substantial revenues— 
not as heavy, it is conceded, as the Post Office—these agencies have 
not brought pressure to bear on the Congress to put them on a paying 
basis. Nor have they proposed that a citizen who uses one of their 


services pay more for it so that a citizen who uses another of their 
services can have it for less. 
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POSTAL SALARIES AND POSTAL REVENUE 


We object very strongly to the assumption in this bill that the 
salaries of postal employees should be governed by the extent of postal 
revenues. Each postal worker should be paid what he is worth, and 
the size of his paycheck should not be related in any way to whether the 
Department is operating in the red—or the black: 

We also object to the fact that this bill ties the retirement pay of 
postal workers into postage costs. Congress has already declared its 
policy to be that retirement benefits shall not be considered in esti- 
mating Post Office operating costs as a basis for setting postage rates. 

To repeal the section of the Civil Service Act which sets this policy 
is unfair both to the postal worker—whose retirement should not be 
made subject to specific taxes on the public—and to the users of the 


mails, who should not be specifically taxed to pay the retirement costs 
of postal employees. 








THE CASE FOR THE SMALL PUBLISHER 


No separate schedule for second-class rates is proposed in this bill 
for the small publisher. We feel this is entirely unrealistic. Pub- 
lishers whose circulation runs into the hundreds of thousands can 
absorb the proposed rate increases much more easily than the small 
publisher who has a limited circulation and who is operating on a 


much closer margin. We advocate a system of graduated rates based 
on mail circulation. 


HOW LARGE IS THE DEFICIT? 


In presenting its case for higher postage rates, the Department 
made an effort to adjust costs for certain intangibles such as priority of 
handling, value of service, and value of products. These adjust- 
ments were made on an arbitrary basis—indicating that this type of 
costs can be adjusted to prove almost any case. 

For this reason, and because we are convinced of the public-service 
character of the Post Office Department, we question whether it is 
possible to accurately compute the size of the annual Post Office deficit. 
In our opinion, the $400 million of Post Office deficit spending for wel- 
fare services should be charged to the general funds of the Treasury, 
and not to the Post Office Department. 

Should we not, therefore, be tailoring a bill to meet a $200 million 
annual deficit, rather than a deficit of $600 million? 

Figures and charts to illustrate some of the points we have made in 
this statement can be found in the minority views already filed. 

We join with those members who signed the minority views in 
recommending the recommittal of H. R. 5836. 


Gracis Prost. 
Katuryn E. GRANAHAN. 
AuFrreD E. SANTANGELO. 
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IMPROVING AND EXTENDING, THROUGH RECIPROCAL 
LEGISLATION, THE ENFORCEMENT OF DUTIES OF 
SUPPORT IN THE DISTRICT OF COLUMBIA 


Jung 3, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. McMittan, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


(To accompany H. R. 7249] 


The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 7249) to improve and extend, through reciprocal legisla- 
tion, the enforcement of duties of support in the District of Columbia, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill H. R. 7249 do pass. 

The purpose of this bill is to enact for the District of Columbia the 
Uniform Reciprocal Enforcement of Support Act, substantially simi- 
lar versions of which are in effect in each of the States and in Alaska, 
Guam, Hawaii, and Puerto Rico. 

H. R. 7249 represents a revision of other bills introduced in the 
House on the same subject, namely, H. R. 3413, H. R. 5334, and 
H. R. 5965. 

At a hearing held by the Judiciary Subcommittee of this committee 
on May 8, witnesses representing the Commissioners, the judges of 
the municipal court, the corporation counsel, the United States attor- 
ney for the District of Columbia, the Bar Association of the District 
of Columbia, and members of the National Conference of Commis- 
sioners on Uniform State Laws testified in favor of H. R. 7249. 

The bill creates a new civil remedy in the District of Columbia 
whereby a person entitled to be supported who is not in the District 
may bring an action in the place where he or she is, and have the 
claim litigated in the District of Columbia if the person owing the 
duty of support is to be found in the District of Columbia; and like- 
wise a person in the District of Columbia claiming support from a 
person outside the District would be able to bring the action in the 
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District, and have the claim litigated in the place where the person 
owing the duty may be found. The bill is not intended to be a sub- 
stitute for any other remedy a person may have to enforce duties of 
support, such as a criminal nonsupport action. 

he plaintiff i in any such action may be represented by counsel of 
his own selection or by counsel appointed by the court or by the 
corporation counsel if the latter is satisfied that a public-support 
burden has been incurred or is threatened. 

The court in a responding State, i. e., a State where the defendant 
is found, after obtaining jurisdiction of the defendant and giving him 
a hearing, determines his ability to pay, orders payments made to the 
court and transmits these payments to the court in the initiating State 
which disburses the money to the persons entitled to support. The 
domestic relations branch of the municipal eourt is designated as the 
court to adjudicate cases arising in other jurisdictions when the 
District of Columbia is the responding State as well as cases arising 
in the District where the District is the initiating State. 

In addition to providing for the enforcement of duties of support as 
between individuals, the bill includes the duty to reimburse a State 
or a political subdivision or an agency of a State for support, including 
institutional care. 

The bill also establishes a statutory duty for the natural father of an 
illegitimate child to support such child until the age of 16 years when 
paternity has been established by judicial process or through acknowl- 
edgment by the father under oath. This statutory duty is not in 
substitution for the remedies now provided in the act entitled “An 
act relating to children born out of wedlock,” approved January 11, 
1951, the provisions of which are enforceable in the juvenile court. 

The bill authorizes appropriations to be made for carrying out the 
purposes of the act including additional personal services for the 
domestic relations branch of the municipal court and for the Office 
of the Corporation Counsel. Since the District is the only jurisdiction 
in the United States in which the act is not in force, it has been charged 
that the District is a “haven for runaway fathers.” For that reason 
it is believed the number of cases referred to the District as a respond- 
ing State will greatly exceed the number of cases originating in the 
District. 

The additional cost to the District of Columbia for administering 
this act is estimated at $98,000 a year. 


SECTIONAL ANALYSIS OF THE BILL 


Section 1 contains a general statement as to the purpose. 

Section 2 contains definitions. 

Section 3 provides that remedies provided are in addition to and 
not in substitution for other remedies. 

Section 4 provides that duties of support enforceable under the act 
are those imposed under the laws of any State where the defendant 
was present during the period for which support is sought or in which 
the dependent was present when the failure to support commenced 
or where the dependent is when such failure continues. ‘The defendant 
is presumed to have been in the responding State during the period for 
which support is sought until otherwise shown. 
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Section 5 authorizes a State or an agency thereof to have the same 
rights under the act as individuals in obtaining reimbursement for 
support or institutional care furnished by a State or its agency and to 
require continuing support by a person under a duty to provide 
support. 

Section 6 gives to the domestic relations branch of the municipal 
court the same authority and power in carrying out the act as it has 
under the act of April 11, 1956, creating the branch. 

Section 7 specifies matters which may be included in a complaint. 
Section 8 provides for representation of the plaintiff by the corporation 
counsel when he is satisfied that a public-support burden has been 
incurred or is threatened and in other cases by private counsel. 

Section 9 authorizes a complaint on behalf of a minor without requir- 
ing the plaintiff to be appointed guardian. 

Section 10 specifies the steps to be taken by the court when the 
complaint is initiated in the District of Columbia. 

Section 11 authorizes the court in its discretion to waive payment 
of fees and costs incurred in the District upon the filing of an affidavit 
representing that plaintiff is unable to pay such fees and costs. The 
court is also authorized to waive fees and costs in certain other in- 
stances. 

Section 12 authorizes the court, when it has reason to believe that 
the defendant may flee the jurisdiction, to obtain the body of the 
defendant by appropriate process. 

Section 13 designates the corporation counsel as the “reciproca 
information agent” with the duty to transmit copy of the act and 
amendments to similar agents in every other jurisdiction which as a 
similar act and to maintain a registry of the names and addresses of 
the courts having jurisdiction of such proceedings in other States. 

Section 14 provides for the procedure to be taken by the court when 
it receives proceedings instituted in other jurisdictions. 

Section 15 provides that the court may order the defendant to make 
payments of support and to require him to post bond and to punish 
any defendant who violates any order of the court for contempt. 

Section 16 directs the court in the District to transmit to the court 
in the initiating State a copy of all orders for support or for reimburse- 
ment. 

Section 17 deals with the duty of the court to receive and disburse 
payments in accordance with orders of the court. 

Section 18 states that huband and wife shall be competent and 
compellable witnesses in proceedings under the act. 

Section 19 provides that orders of support entered in any proceeding 
under the act shall not supersede any previous order of support 
entered in a divorce or maintenance action or other proceeding. But 
the amounts for a particular period paid pursuant to either order 
shall be credited against amouats accruing or accrued for the same 
period under both orders. 

Section 20 establishes a duty for the father of an illegitimate child 
to support such child until the age of 16 years when paternity has 
been established by judicial process or has been directly acknowledged 
by the father under oath. 

Section 21 provides that participation in proceedings under the act 
shall not confer upon any court jurisdiction of any parties thereto in 
any other proceeding. 
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Section 22 provides for appeals to the municipal court of appeals. 

Section 23 is a severability provision. 

Section 24 authorizes appropriations. 

Section 25 is a customary provision concerning the effect of the act 
on Reorganization Plan No. 5 of 1952. 

Section 26 provides that the act shall take effect 60 days after 
appropriations become available. 


O 
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DESIGNATING THE EAST 14TH STREET HIGHWAY BRIDGE OVER 
THE POTOMAC RIVER AT 14TH STREET IN THE DISTRICT OF 
COLUMBIA AS THE ROCHAMBEAU MEMORIAL BRIDGE 





June 3, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. McMiuttan, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany S. 768] 


The Committee on the District of Columbia, to which was referred 
the bill (S.768) to designate the east Fourteenth Street Highway 
Bridge over the Potomac River at Fourteenth Street in the District 
of Columbia as the Rochambeau Memorial Bridge, having considered 
the same, reports favorably thereon without amendment and recom- 
mends that the bill S. 768 do pass. 

The purpose of this bill is to designate the east 14th Street Highway 
Bridge over the Potomac River from a point near 14th Street in the 
District of Columbia, to a point in Virginia, as the ‘““Rochambeau 
Memorial Bridge.” After enactment of this legislation, any law, 
regulation, map, document, record, or other paper of the United States 
in which such bridge is referred to shall be held to refer to such bridge 
as the ““Rochambeau Memorial Bridge.” 

The year 1956 was the 175th anniversary of the year in which Lt. 
Gen. Jean-Baptiste Donatien de Vimeau Count de Rochambeau 
crossed the Potomac River near the site of the present bridge on his 
way to aid General Washington’s forces at what was to be the Battle 
of Yorktown. 

O 
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PROVIDING FOR THE RETIREMENT OF OFFICERS AND MEMBERS 
OF THE METROPOLITAN POLICE FORCE, THE FIRE DEPART- 
MENT OF THE DISTRICT OF COLUMBIA, THE UNITED STATES 
PARK POLICE FORCE, THE WHITE HOUSE POLICE FORCE, AND 
OF CERTAIN OFFICERS AND MEMBERS OF THE UNITED STATES 
SECRET SERVICE 


JunE 4, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. McMutian, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany H. R. 6517] 


The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 6517) to provide for the retirement of officers and 
members of the Metropolitan Police force, the Fire Department of 
the District of Columbia, the United States Park Police force, the 
White House Police force, and of certain officers and members of the 
United States Secret Service, and for other purposes, having con- 
sidered the same, report favorably thereon with amendments and 
recommend that the bill (H. R. 6517) do pass. 

The amendments are as follows: 

On page 1, line 6, after the word “Act”, insert the word ““Amend- 
ments’’, 

On page 2, line 25, after the word “term’’, strike the word 
“ ‘widower’ ”’ and insert in lieu thereof “ ‘dependent widower’ ”’. 
On page 3, line 2, after the word “‘member’’, insert the following: 


, and who is incapable of self-support by reason of mental or 
physical disability, and who received more than one-half his 
support from such member 


On page 7, following line 18, insert a new subsection: 


(7) Notwithstanding any other provision of this subsee- 
tion, any military service (other than military service covered 
by military leave with pay from a civilian position) performed 
by an individual after December 1956 shall be excluded in 
determining the aggregate period of service upon which an 
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annuity payable under this Act to such individual or to his 
widow or child is to be based, if such individual or widow 
or child is entitled (or would upon proper application be 
entitled), at the time of such determination, to monthly old- 
age or survivors benefits under section 202 of the Social 
Security Act based on such individual’s wages and self- 
employment income. If in the case of the individual or 
widow such military service is not excluded under the pre- 
ceding sentence, but upon attaining retirement age (as de- 
fined in section 216 (a) of the Social Security Act) he or she 
becomes entitled (or would upon proper application be en- 
titled) to such benefits, the Commissioners shall redetermine 
the aggregate period of service upon which such annuity is 
based, effective as of the first day of the month in which he 
or she attains such age, so as to exclude such service. The 
Secretary of Health, Education, and Welfare shall, upon the 
request of the Commissioners, inform the Commissioners 
whether or not any such individual or widow or child is 
entitled at any specified time to such benefits. 


On page 7, lines 21 and 22, strike out “the effective date of this 
amendatory section” and insert in lieu thereof “October 1, 1956”. 

On page 11, line 11, after the word ‘‘who”, insert the following: 
“attains the age of fifty years and’’. 

On page 11, strike line 18 and insert in lieu thereof “year of service; 
except, that the rate of 3 per’’. 

On page 14, lines 23 and 24, strike the following: “leaving a wife or 
husband, such wife or husband”’ and insert in lieu thereof the following: 
‘leaving a widow or dependent widower, such widow or dependent 
widower”’. 

On page 20, following line 15, insert a new subsection: 


SHORT TITLE 


(r) This section may be cited as the ‘Policemen and 
Firemen’s Retirement and Disability Act’’. 


On page 20, line 20, strike the word ‘‘members”’ and insert the word 
‘persons’. 
On page 22, following line 16, insert a new section as follows: 


ELIGIBILITY UNDER THE FEDERAL EMPLOYEES’ COMPENSATION 
ACT 


Sec. 7. Notwithstanding any other provision of law, no 
person entitled to receive any benefit under the Policemen 
and Firemen’s Retirement and Disability Act on account of 
death incurred, an injury received, or disease contracted, or 
an injury or disease aggravated, in the performance of duty 
shall be entitled, because of the same death, injury, disease, 
or aggravation, to benefits under the Federal Employees’ 
Compensation Act, as amended (5 U. S. C. 751, and the 
following): 
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On puge 22, lines 18 through 20, strike out the following: 


This Act shall take effect on the first day of the first month 
which begins more than thirty days after the date of approval 
of this Act. 


and insert in lieu thereof the following: 


Sec. 8. The effective date of this Act shall be October 1, 
1956. 


The purpose of this bill is to completely overhaul the police and fire 
pension system, the beneficial effects of which have remained sub- 
stantially unchanged since 1916, and to give to the members coming 
under it benefits substantially similar to benefits given by the Civil 
Service Retirement Act Amendments of 1956. Danton it is the 
intent of the bill to prevent the loss of any benefits under existing 
legislation. 

PRINCIPAL PROVISIONS OF THE BILL 


(a) The rate of contribution by members is increased from 5 percent 
to 6% percent. 

(b) After 20 years of police or fire service and attaining age 50, it 
provides credit for prior Federal and District Government service in 
computing total service for pension eligibility. It also provides credit 
for military service, except where such military service was subject 
to social-security deductions. 

(c) It provides for non-service-connected disability benefits after 
5 years of police and fire service. Lack of such a provision is one of the 
glaring inequalities in the present law. 

(d) Provides for disability benefits for service-connected injuries 
from a permissible maximum of 50 percent to a minimum of 66% 
percent with a maximum of 70 percent, contingent upon the required 
service which would determine such eligibility. This provision was 
the result of an attempt to equalize benefits arising from the Federal 
Employees Compensation Act available to civilian employees of the 
Federal and District governments, but heretofore denied police and 
firemen. 

(e) Provides that the minimum age to which a policeman or fireman 
may be eligible to retire after 20 years of police or fire service shall be 
age 50. This provision is identical with the minimum age at which 
Federal law-enforcement officers may retire under the provisions of 
Public Law 854 (Civil Service Retirement Amendments of 1956), 84th 
Congress. Language is also provided for the suspension of the right 
of a member to retire at age 50 after 20 years of service when the 
Commissioners of the District of Columbia determine the existence 
of an emergency which places the public safety in jeopardy. However, 
the Commissioners, the Chiefs of the White House Police force, United 
States Park Police force, or the United States Secret Service Division 
may individually determine in such a situation whether to suspend the 
rights of eligible members subject to their respective jurisdictions to 
retire. The purpose of this proviso is to place responsibility in one 
body only for determining the existence of an emergency. Flexibility 
is provided by permitting the chiefs of the respective service to deter- 
mine individually whether the mission of his service would be materi- 
ally affected unless such retirement privilege were suspended for the 
duration of the emergency. 
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Provision is also made for police of fire service to be given retire- 
ment credit at 3 percent for each year of service in excess of 20, but 
not to exceed a total service of 30 years. On this basis, a possible 
maximum pension of 70 percent may be achieved over a 30-year 
career 

(f) Provides for an increase of survivors benefits available to widows 
and children, and includes a provision for “dependent” widowers, 
which parallels a like provision in the Civil Service Retirement Act 
Amendments of 1956. 

(g) A further provision specifically excludes any employee covered 
by the provisions contained in this bill from being eligible for any 
benefits of the Federal Employees Compensation Act. This provi- 
sion has for its purpose clarification of any doubtful or questionable 
areas which might later be the subject of interpretation unless made 
clear by substantive legislation. 


COST 


The District of Columbia government will realize a substantial 
savings for the first few years, due to the increased retent from 5 
percent to 6% percent. 

The expense for the next few years will be offset by the accrued 
savings of the initial period, thus it will be many years before the 
District government has any actual increased expense. 

At public hearing held by the Police, Firemen, Streets and Traffic 
Subcommittee of the House District Committee on April 30 and again 
on Mav 3, 1957, the President of the Board of Commissioners, the 
Chief of the Metropolitan Police Department, the head of the White 
House Police Department, the Acting Chief of the United States Park 
Police, Hon. George L. Hart, chairman of the law-enforcement council 
of the District of Columbia and many other individuals and organiza- 
tions appeared in support of this legislation. 


Estimated annual costs of proposal 








| Total added annu- 
al District gov- 
Total annual cost | Additional em- ernment cost 
increase over ployee contribu- with additional 
Year of operation present law tions (144 per- 1 percent during 
cent of payroll)! 20-to-30-year pe- 

riod 

(1) (2) (3) 

Sich siecle opts smn cerned $46, 900 $526, 000 — $455, 145 
OO Tei i es. 148, 000 526, 000 —359, 095 
a ee eee ee eee 217, 000 318, 400 —96, 330 
ie ede net Ris hdticig tadecnk Nha onicticats adhetled 287, 000 318, 400 —29, 830 
De Aras sibs soda deb nteebhepnbusdanbbtiedsdha 356, 000 318, 400 +39, 480 
SEE on ntinsds hides Cetatdcnadnictninthoe died ba a tigen 426, 000 318, 400 +112, 980 
5d sdb Saddinanandiniedineakubates 710, 000 318, 400 +411, 180 
eS 2 ge a 1, 050, 000 318, 400 +768, 180 
a dene ORES igs nn cece h onikee sini 1, 342, 000 318, 400 +1, 074, 785 


eT ah hitig testinda sy cabadyeeb deta secs 1, 858, 000 318, 400 +1, 616, 580 





1144 percent of payroll plus contributions for Government service credit. 


Comparison of provisions in the following measures: 

. Existing police and firemen retirement laws 

H. R. 6517 

Civil Service Retirement Act Amendments of 1956 

. Provisions of No. 3 applicable to Federal law enforcement officers 


oo NO 











us 


Zz 
fa) 
= 
ia] 
me 
fs 
a 
4 


NT OF POLICE 


+ 
4 


RETIREM 


‘oq 


‘oq 


‘yoy Juow 


O.11}9Y DTAIOG [1AI_C 8B olIUg 


"soqnjg poewugQ oy} jo 
jeuyW9 ot IuUTeIB 
ayo jo pew Auo00 
peqwedsns suosiod Jo 
uoljUaeP 10 ‘uoTsusqeldde 
‘UGIVSJseAUT 043 ApseUr 
4id are suolysod 
JO saygup 9q4 904 








queTaolOsUe MBI [CIOpIg 





esoyM 
jdwe Auy 


“Joqtmem 10 seAo;due YyoNs AI0Y 
qaoddns sty $4 wey) 910N! paAledai OYM puR 
‘AU[IGBSIp peoysAyd 40 [vue 10 UOSBe! Aq 
qJOddnNS-jjas JO ajquduoul s] OM 4sMOPIM B 
uve [[eYs ,,JOnOprmM jUepuedop,, M1Je} ONL 
‘adeliaeul yons Aq otiss! JO JeqIe] OY) ST JO 

qyeep Jey SUL pode.id A[o eI POUT] sAveAd Z YSBO] 
qv 10] JoquIeUr JO vdAO;dUIe YONS OF pel lieu 
SUM OM Jog mew JO saAOTd Me UL JO pusqsny 
SUTATAINS 044 UBOTE [TeYS ,, JOMOP!M,, W107 Ot .L 
“O3vl JIvU 
qons Aq onss| JO JaqjOUI Ot} Ss} 10 YIvEp 
S}y BUT pedo 1d Ayje}eTpeuIul! SIVEA Z JSBO] 7B 10} 
[ENPIAIPUT YONs 0} potaseUl svm OY A JoquIOUT 
Jo ddAO[AUIe WE JO aj{M BUTATAINS oy} UWveTT 
I[’qs ‘OL “90s JO sosodind 10] ,, MOpIM,, Je} oly, 





P2QesTp OS AuyTu1096eq 
04 JOIJd 4xOU SIBOA ¢ BI UTYIA Javed sly UO 
JON PUODSTUT [NJ [IM JO ‘eoUBJed Ue} Ut ‘szTqBY 
Snojd}4 0} anp Jou Ainfu} JO asvostp jO UOSBE. 
4q Jequiem 10 seAojdue oyy Aq paidnooo 
3SU] UOTIZISOd JO SsBjO 4O OPRAS OY) Ul Bd1AJosS 
UB|IIe puB [NJOSN JO] poTqusip Aj[e104 UveTT 
Teys , AUTIGVSIP,, PUB ,,P2=QVSTp,, SUTIO} OTL 








-WI9AOF) OY} JOpUN JO 
UvIIJAP 8B UvoUT [jVYs ,,eoAO[dWe,, Wie} OL 


PY JUIMIIINJIY BOJAIIG [TATOD 


‘Joqmow Yons 102) 410d 


| -dns sq % Gey} e10UI PeAfoov] OYM puUe 
‘AVUPIGULsIp peofsAqd JO [wjUeUT JO USB: Aq 
qaodd jas JO a1qud vou s] OYA pu ‘JequIeUI 





8 SEA 8YS OGM [WNP ATpuy Yons 07 pofiseur 
SBM OM JoquUIOUI B JO puLgsny Sutatains 


ey} SuveMT ,,JOMOpPIA jZUOpUedep,, W110} OUT 
*JOQUIOU! & SBA OT OFITA [ENPTATpUy 
ONS 0} pejiieUl SYM OYM JoquIeUI & JO 


| OJ[M SULALAIMS 0} SUBOU ,,AOPTA,, W110} OU, 


“sIOUOTSSIUIMIORD 94} Aq POUTULJOJOp SB 
}Jed si UO JONPUOOSTUT [NjI[TA 40 ‘suOeZINg 
a1} g | UB d1;Og JO puvog oy) Aq peusulJejep 
SB vo Jed Mle} Ul JO SIIqVy SNOTOTA 07 BNP you 













‘Aanfu’ 40 aseestTp JO DOSBO’ Aq JequIeU eq) Aq 
poidnosvo ysev] GOrIsod jo ssujd 10 apels 94} 
| UT OIA qUIP We pus osNn 10} paTqestp 
| UBT ,,AP[IQUSTP,, PUB ,,P2eQUSIP,, SUII9} Ot,], 


“Aidde [yeys WoT700s STyy UOT M OF WOTSTAIG 


















eo) hk {WOU 10 JEOYO 

Aue pues Og swsnoy sy oy 

JO *9010) BI[Cqd Ysvd ‘§ : unjog 

jo WI isIq) 9} jo oq} jo 
‘9010} 810g ULI 19Ul 

JO Joyo Aue suv oul,, W110} 98 

IIB 

SB ‘ORET ‘62 Avy 

[AIO oyg Aq p 

04 


L199 ‘UY “H 





ee SUON ‘JOMOPT AA 


4 


““LIS9 “YW “HSB oureS -MOPT AA 


“Agup Jo souvulsojied oy 
JO} TY svijoLdvoUT 07 sB 
Ainp jo oul eq} Ul pews 
-U00 eSBesTp JO peAlo00I 
Ainfuy qZno1q} pelqestp 
Ajjueuvuised Os eul0deq 
[[BYS VIQUIN[OD JO 91481 
ey jO quouNjIEdead eng 
ey jo 40 4ueujsedeq 
eoroqg oy) jo Jequieul 
Aue J9Aoueg M 

‘MOISTAIC] dO] Alog 
qe10Ss “§ “ Oe JO 10q 
-uremr JO Jeoyo Aue pue 
*9010] GOT[Od osnoy]T oI M 
oy} JO *910) BOIJOG AsVd 
‘nN 33 ‘eIquInjog 
jo WUIsIq 849 10 Jue 

-yindeaq ai} 943 JO ‘a20j 
HNOd uvyyodomeyy 34 
jo Joquiem 10 190qjo Aue 










SUBOU ,,JOqUIOUI,, U0} OYJ, 


AB] JUNSIIT 


————$ —.. $$ 


SAUPIGVsIC 


Van ae 





~er(g zed) 


ponrennnnsns Samy © 


a oan ae 





W0}}00g 








OUTS "BOTAJOg SJITPITM Pus 
USsiq “sjuese omlos ‘sey 
uBipuy jo neemg ‘ju0Ur 
-yusdeq Joyejuy “oO 
[susp sureueg ‘sjuese 90} 
“AJOG JO100g ‘80IAJOg SUI0} 
“Sno ‘suede so1JO0I8U ‘SHI 
‘3UQ, soued!][eIUT ‘OLV 
$10}8Z14SAAUT :JUSTTIIBdeC 
AINSBOLT, “s100TgO u0dT} 
-uajep ‘siojoodsuy .o1jyed 
PUB S10OIBZ4S9AUT :80TAl0g 
UO;SZITBINIVBN pues uUolyz 
~eizjumy = *(S10uostid qq 
qovjyuoo jyuenbel ul sg 
-JO jeljueO UI0IJ) SsJoquICUI 
PUL Bd]A1OS Ploy) SUOSTIq JO 
neemg jesepeg ‘sjuesy 
‘Idd ‘Se7BIS Pou oy 
jo SsMu, =jeuluTD §=6et} 
qsuyeZe sesusyoO JO pola 
-uod JO pewedsns suosied 
JO uoT}Uejep JO ‘uolsueqold 
-de ‘uoTjesijseAu} oy Alls 
-eurid 328 uoTzISsOd asoy mM 
JO sagnp eq} seAojduie Auy 


od 


‘od 


4A 
fl 
a 
fs] 
os 
_— 
fe 
a 
Z 
< 
s 
o 
— 
4 
9 
& 
fxs 
° 
~ 
a 
<3] 
a 
fa 
a8 
— 
- 
& 
a 


© 


oy yuom 


OIT}OY BOTAIOG [JAI sB omeg 


qUeTIeOIOJUN AB] [eIOPAT 








“SOIBIG POU 944 JO SMB] [eUTUITIO 
9} ISUIBS SesUd]JO JO peo! AUD JO poqoodsns 
suosied jO uoljuejep JO ‘uO!sUeyoIdde ‘UOT 
-BA/JSseAu’ 044 Aplzeultid a78 uOTZISOd 9soy mM jo 
soyynp ey} eeAojdule Auwe ydeoxe peuyep jon 


*10J9104} 
Wye pely svy pus AjnuUe OF 9{}1) 10) 408 
04} JO SjuetesjNbe. [ye Jeu svy ‘BOTAJIS STY 
JO sisvy 04} UO ‘oyM JequIeu JO seAO[duIe 

J0ulI0) AUB UBEUT [[EYS ,,JUBIINUUB,, ULI} VY, 
“unuus Jod 000OI$ 9q [Teys posn 
eq Avul yoIgM Arvyes [seq JO yUuNOWIe UINU 
-}]XBUI OT) ‘S}SBq 90] B UO pred seoAOTdWIA 207 
Wey, ‘papmo.] :udjjeynsei 10 Me] AQ poxy 
$B udT}{s0d 944 JO Avd eseq 94} 0} UOTTIPpPR UT 
WOATS UOT]USUEdTIOD Jo ‘Aud ‘ArvTes 10 ‘ABd 
Arvyipiu ‘Avd ouryjJ9A0 ‘soousmoylye ‘sosnuog 

epnjouy jou qeys ,,Arepes dIseq,, W110] eq 
*q10ddns-j0s jo ofqedtoul 
SI ST 838 oJ0OJOq polmModUy Aj \I}QVsTP [eyUCUT 
30 jeorshyd JO esutoeg OYM |dB JO ssaTpses 
-01 P[IqO PalsivuIUN Yons JO ‘sIBOd QT JO 038 
aq) Jepun ‘diqsuoneles pryo-jueaed seynFe. 
8 Ul GeAO/CUI9 10 Joq Wis 044 YIM PeAT] pus 
woy i10ddns sy 34 UBY} BOW PsAla007 OU 
PIrqe feinjeu poezjus0de1 10 pliqodais B (Z) 
pus ‘pliyd peoydope ue (1) suipnyouy ‘priqo 


Pey1vWUN UB UE [TVYS ,,P[}qo,, WIe7 oN, 


WY JUSUIENJEY 00;AI9g {]AIO 


“408 sIq} JO SuOTS 
A01d 9y} JOpUN BulUIOO UOISTAIG] 30}Aleg 
30109§ *§ “ 9Y} pUV ‘9010 BOO YA’ “8D 
OY} ‘BIQUINIOD JO O1J4sICT OY} JO JusUTyIBdacT 
@1l,gq ‘8010j GOL]Og Bsnoy ogi AA ‘QuOTTyIedeq 
dT]Og UBW[OdOIaP_ EY} Ul 90! AJos B[qeIOUOY 
[[® SUvOUT ,,dd]AJOS GIy JO 9d1;0d,, UII0} OUT, 
‘quByInNUUB PesBe0ep 
8 Jo 9eAO[duIe pasvodep B JO BD{A10S 9 UO 
peseq joe sTy} Jopun AZNUUB 0} PeTI!}Ue st 
Oy UOSied B UBOLT [[BYS , JOATAINS,, W119} 9t J, 


*10J91041 MIYBIO pely seq puv AynuueB 04 
8[91} 10} UOTJOVS S|Y} JO SjuoMIeINbe |e Jour 
SBy ‘9014198 sTYy JO SISBq 943 UO ‘OyM JequIOU 
ou) AUB suUbeUT ,,JUL}INUUB,, Ue} ey 


*Avd Arey [Tu 30 ‘Aepryoq 
‘emj}19A0 OpNypul you [TeYys 3nNq JuEeUTUaIS 
“SB jeuo!VdNI0 jeJeds 10} [VyJUOIeyIp Aus 
Zujpnpul woyjeynse1 10 MB] Aq peysi[qeyse 
Aiv] es Iv[NFe1 suvoUT ,, AIVTVS Djsvq,, W119} IY, 


“410d dNnS-J[9s5 JO a[qBVdBoNT S] “RI JO VFB OT} 0.10) 
-0q polimout Ajj [/QBsIp TeJUOUT 30 PwoisAyd Jo 
esnBoeg ‘OM 858 JO SSe(psvFeI P]( yo Pay.vUI 
“UN GoNs JO ‘suveAd BT JO AFB sy) JepuN ‘dyys 
“UO1}U[OI P[[Yo-11 cud JBpNZe. B ul JOquIem 
ey} WO WOdUNs sjy $4 UBT] BOUT PeAToooI 
OyM pIIqo [einjweu poezjus00e1 JO pliqodeys 
8 (q) pus ‘pico peidope us (”) Sulpnypour 


*PITYO pPoyAVUIUN UB SUvEUT ,,PITYo,, W110 Oy, 





2199 'H “H 


“‘queurAo[ dur peidA00 Bul 
-INp sojAses AlezyIW Aue 
Sn[d dd[Ases dO] AJeg 391008 
aQeiped pus ‘ay ‘syoOg 


“ualp 
{1G pue MOPT AA ‘SOATAINS 


“OV JOY S,usmIel] 7 pus 
UsMIVO}JOg 94} JO uoTs|AoId 
eq} Jepun joyjel BuyAyjeo 
“01 uosiod Auy :Jeu0jsueg 


“LIS9 


"UW "H Sv ourvg :Arees ojseg |-~"~""""~""~~(g ‘38d) ¢ 


*PeJIVMIUN pus ST JO O38 








94} Jepun pyyye Auy :piryo j--""*" ee (g ‘a8d) ¢ 
AB JUNSOIT 0]}008 


Cr Creer OO  O—_-————————————n Or —_— eee 





RETIREMENT OF POLICE AND FIREMEN 


‘py yueUl 

-O1]}9¥ OOJAIOG [TAIO Su ouleg |--"""""~ ee ee oe ae suojs} Aoid eyqeuoyddy 
PUpPyei ry a pouyep JON 

“O[QEIIPoto ST OTM 
‘od quomAojdure UvaM [[VYS ,,d0}A19S,, WJ0} 9], 

“BIQUINIOD JO JII}siq) 94} JO Jus 

-A03 [edjoyUNU ey} pu ‘as2TTI0D JopNeEtyery 

PUB SUOT}BIOdI0D Pe{jO1}U0D JO PoUMO JUOUI 

“UJBAOF) SULIPNJOU] ‘JUSTIUIBAOS) “§ “GQ 849 JO 

SOYOUBIG OAT}BISTZe_ pus ‘eroypnf ‘ea;jnoexe 
“od 84} UCIT [[VYS ,,FUOMIUIGAOS),, W1I9} a], 


“40y JueMIEI1} 
OY JAINg []AIQ sv ouleg 


*UOISSTWIMIOD BOJAIIG [TAIO 
“S ‘CQ 04) UBM [[eYS , UOIss}WIUIOD ,, UIJE4 Oy, 


aie eer L199 “UH “HH SB ouresg 
*81098314S9A UW] [VUTUIIIO ‘S103 
odsul jeysog -:quourzred 


qd NWO 0d ‘seyndep 
Prey pus ‘speysivur ‘szmo0o 
803819 a “‘suOSII [810 
“peg 0} pousjsse sooAo;due 
‘soars §=yyeeH OGnd 
“sIquInjoy = jO — %~I19st 

*SU0T}IGLIOD JO JuUSUIzIV 

gq ‘suepmeA JO si0ZuvI 


*soydde wop008 
S1q} WIOT A 0} SJOQ UTOMI JOT}O 94} SB S}youEq 
OUIES OY} 0} PETIT} Ue Og [[eYsS oY PUL ‘UOT}008 
S}q1 Jepun sJoquIeUl Jeq}0 Jo SeyIE[es WIOY 
SUO}JONPOSP Ol = BIQUIN[OH Jo 49}19S8}q] 8G} Jo 
SONUGAII [VIBUS OY} 0} 4] peso JOJ SUOTJONpEp 
OWMBs OY} 07 JOo[qns oq [TeYys JequIeUI TONS JO 
AJC Vs OY} SPUN] YOns Jo Jojsuvsaj oy) Joye pus 
SIQUINIOD JO }1}STC 943 JO SonusAI [BI9TIOZ 
oy) 04 ‘OZ6I ‘ee AB JO Joe By AQ pozBeID 
puny Aj[IQes}p PUB JUETIOI}}O1 90] AIS 
“[IATO 94} Uy 3] pes0 S}Y 04 SpuNy [Te JoysuBIy 07 
pezj20q} ne oq [[eYys Jequieu: Yons ‘jueplselg 
ey} JO UOT}00}01d OY 03 pozEjel AT}90I]p 
O10UI JO SIBOA OT 1OJ [BOTIOTO UBY Jey{O SoTINp 
peuzojs0d A[@AT}OwW SBT UOTSTAI(] Bd,Al0g 
79109g “§ “Qh 949 JO JequIeUI AUB JOAOTIOY MA 
“m0T}008 STq} Japun 
OUI0D SJOG MIO 9SOYM BIQUINIOD JO 39114SIC 
Oy} JO JUDTIUIBAOZ 943 JO AB us J0 ‘yueur 
“UJOAOF) “§ “Q 949 JO YOuBIg OATINOEXS OT} 
Jo avd Aue suveul ,,jUoWTIEdep,, 0110} 84, 
‘Opeul o10M ‘suOTJONpep A7}1NIes 
-8POs UBY} JOy1O ‘sUO}JONpep JueUTeIT}O1 
Yoga Jo} pus “BIquINJOD Jo yIIIsIC oy 
jo JuemMIUI0AOS jedyoyUNUI ey} PUB ‘aZo1[OD 
JpHeyjey pues suoyyes0d100 Pertorju0o 40 
P29UMO JUIWIUIBAOP) ZuTPNouy ‘jueuTUIEAOLF) 
"8 "Q ey? JO SoyouvIG BAl}ETS|ZO] JO ‘TeTO 
-Ipnf ‘eATyNIeXe OY} UT BOTAJOS BATJOV 91qGeIO 
“UO SUBOU ,,OOJAJOS JUOUIUIGAOS),, UII9} OL], 


peerers WY JOUIEI}EY OJAIVG [TATO SB oMING 
*8JU0ZB JO JUBZB OIBUZ]Sep Eq} 
JO BIQUINIOD Jo IIS}. OY) JO Si9UOTSsyuT 
-WIOQ YY} SUBIU ,,SIOUOI[SS}UIMIOD ,, W119} OTT, 
“07839 peu 
9} JO BOTAJOS 94} UT AINP OA]}0" 03 PoelEpi10 
Us A 7d90X9 PsVNA) [BUOTIBN' OY} Uy] dOpAIOS 
epnypouy yOu [TeYs Inq ‘se7zeIg peu eq} jo 
preng 78800 10 ‘sdi0g ouyieyy ‘e010q VW 
AABN ‘AULIY 9} Ul @OJAJOS OATIOB BIqQBIO 
-U0Y UBEUT [[VYS ,,d0] 410s AIVI[]U,, W110} OTT, 


‘L199 “UH “H 8B 
eUIvg :8Aleg 40100g “§ “D 


“"“peugep JON :juounjmeded 


“OOJAIOB GOJAJIg 7010Eg 
*S ‘1 AQ8}{ poss G7} osoqy 
pus Od yw ‘s "a 
110d WSNOH OTM “BIG 
“UNO JO WLSIC. OY} Jo 
quouryiededT eq ‘eorjod 
uBzjodoieyy oq} JO S10q 
“WOT 200] AJas JUSMITLIGAOS 


*qOV JUSTIOITIOY BOTAIOg 
[]4]O SB euleg :yUONTUIEAOF) 
*LIS9 “H 
"HT 88 oureg :si9u0TssTUIMIOD 


*suemrA0;dure peroAo0o 
Buying eases ASNT 





mseneeee((q) “ooeqns) § 


‘pape “"-""(9f “zed) g 


~seereneeneo(@q “aud) g 


sseseenen=e= (py “aUd) g 


~sewwncoenee(ey “30d) § 


eeencresores tn apg 





RETIREMENT OF POLICE AND FIREMEN 


“‘q0y yume.) 
OY WIAIVG |JAIO sB ouleg 


‘oureg 


*queoled $49 


*euleg 


od 


od 


yoy yuow 
-0.11993] 901AJ0g [AID SB Oleg 





qUSTUIOIOJUS MBI [BIOPAT 














JOMOPIA IO MOPTA 9G} 03 ‘ArIeOyotEq Yons 
OU 0q 31043 jf] ‘puodag ‘qIeep s|y 09 JOVId 
UWOISs}MIMIOD 84} UU] PeAT—e SUIIM B Uy 
Jequmieur 10 seAO|dwia ayy Aq poqyluasep sold 
-Bjogoueq JO Arejoyoueq 943 0} ‘Is1q,, :WOS 
-Jod 1aq30 Aue Aq A19A0901 04 I6q B 9q [TBYS 
quowAved yons puv ‘sesjze JueuABd 94} 04 
O[31) QIUP OY4 IV VAT[e pUG JoqUIVUI JO voAO;d 
“mid 3} SUAAINS suosied 10 UOsJed Yous 
0} doOUVpIeId JO JopsIO BULMO][O} 941 UT pred 
oq 18ys pu’ VYUSO 94} Jo (J) puw *(a) *(p) 
‘soasqns Jepun pezjoyyne sjyoueq uins-duin’y] 








““L169 ‘YH “H sv omeg 
a easg age -wrente -Sorkn Swemtesinoers +s Se 


"9S6I ‘ST 
09] SI OJVP UOTVUTUTIE} JsoT]IvO JdooxKe ‘ouIeS 


NN SR EROS eens me ip ety wre se pte Lt euleg 
"s}gousq uor}esuddui0o ,soofoyd 
“M10 [elope SuyAyoool ayiqM Aed ynoyITM 





GAVO] 10} POMOTIV OSTB S} OUT} [[NJ Jdeoxe ‘oureg 


‘neomng Ainjyueg uvo 
-HOUuly UC UT SOTAIOS JO} OS[V I] po1d SMOTTB 
‘yUoWMONbDe ,,djqviouoy,, JO} ydeoxe ‘euieg 


“-"“guemeunbel ,,ejqeiouoy,, 10} ydooxe ‘eueg 


OV JUIMIOITIOY VAIO [ATO 





“pred os sjunoure jo woszod Joqjo Aue Aq 
A19A0001 03 Jeq B 9q ys JuomAed yons pus 
‘goUepoveid JO Jap1IO ZULMO]]OJ ayy Uy ‘YIJVep 
JO oul}, 04} 3 DulAlAums suossed 10 OS 
-1ad 943 07 JequIeW pesvedep Yons Jo Alvles 
9} MOA] OPVUL JUOWIeI]JOI JO] SUOTJONPep [Te 
Avd [[VysS SlVUOIss}UIMIOD OY} ‘UO!Q0eS SIYy 
JO suoys|AOId 943 Japun AqynuUL UB @AT900I 
0} poel}jjUe JOAIAINS OU SUABO] JWETMI0I;}01 
0} JOVI SaIP OYM UOTIDeS S}q4 JO sUOIs;AOId 
oq} 4apuN Suru0o Joquieul Youve jo s}yuUNCIIB 
94} JO JUDUIO]}}JOS OG BIVR[JOR] OF JOpsIO Uy 
“pe}1 peso oq ABUL POA[OAU] 9d0TAI08 
a10Joq poysodep oq ysnu wojsds JUOTITOIT] 
-01 [siospeag AUB JOpUN pepuNjol suoTjonped 








EE eS ELAR queoled 349 | 
“L061 ‘TE ‘28C] BIOJOQ YOU yNq ‘edTAJES 
Aseyyyu jo srved ¢ 19}Ju SoyeuyULIe} UOT}SOd 
polvA0d WIOJ VdTAJOS Ase] 09 YSsnopng 
*UdIpP[Tyo 10 ‘MOpTA sty ‘eeAoTd 
-W19 04 ajqeAvd 18 S}yousg AjLINDVS-[eIIOS JT 
9861 JoquIODECT 104JB pouTIOjIEd VoJAJes AIR 
“I[IU 1OJ POMOT[’ Ipeld ON “BuUOD 4408 ‘O18 
ABT O1[GNd JO II] 8131) opun pepavae (Z) 10 
IBM JO JUSMINISUT UB HOI 10 yequ0D AuIeUe 
UT poLINdUy AI[IGVSTP pe DIUU0D-9dJAJ0S TO 
poseq (1) 100 sft Gory Avd porjes Arcqyrur 
SUTAJOOO1 SsopuN ‘peseq ST S}geueq 09 921919 
ory A UO UOTIVIVdIS 07 JOTI PoJEPUdI 90TA.198 
Alvi TJUI [esopIg sfqviouoey SATJow JO spoTleg 
‘1v04 Fepuoyeo Aue ul sq juoUT 
9 01. dn Avd ynoyITM VARI] 1040 {adTAIOs AIV4 
-[[]U1 Sulusojied ofA GuemAOTduIe ps1aA0d 
ZupMp poyuvis Avd Noi M soUSgeE JO SOARO'T 
“yuomtAO[duId pe10A0d 04 401d pouTIOJ 
“10d ‘apvul @10M sUuOTJONpep yuoUIdJITIeI 
YOY IO} (VIQUINTOD Jo WISI] Oy JO JUOUT 
-UJaA0s jedjoyunul pue ‘eseTjoO Jopnelyey 
‘SUOT}BIOdI03 poyjoO1jU0d 10 pouUAO ATTele 
“po] ZUTPNOUT) FoUTMIVAOF) [BIOPO Ot]} JO 
| qousiq AUB Uy SOJAJOS UBITTAPO ajquiouoYy AUY 





“eFUI0A00 Buy 
| -paoye od Aq 079 JO yuomAO;d ure o]qBi0uoY [TV 





2199 "H “H 














“‘suo;syAord 
ou = arTeTTA 
euUepedel J 


ON MOATAIMS 


‘guowAvd jo ““=""((g) (p) ‘oesqns) g 


“uoTs}Aold 
:pepunjel suolonped 
*quaodsed ¢ ‘yueulr 
011991 PIVBMOZ SUOTINGLIJUOD 


““="""((@) p ‘oesqns) g 
“=="""((1) P “desqnis) ¢ 


ON 


“""go, Atos Areqy]]U JOyId ON 
“quew 
“UJ9ANS BIQUINIOD jo JW 
Sic] 10 jel0peg uy JUeTI 
-Aojdwie UeT]JATO JOyId 10} 


J] P40 ON 200] AJ0s BIQUITPEIQ |--""""((T) 9 “OosSqns) ¢ 





MB] JUNSOI wol}o0g 











RETIREMENT OF POLICE AND FIREMEN 





« QBOP S]q JO SUIT}, 04} 4e 
OTPOTMIOp s,JWeSYNUUe JOATAINS Oy} JO SMB] 
04} Jepun pel}jjue oq 0} UOTSsTUITIOD 943 
Aq pourusojep oq Atul sv juBynuUT JOATA 
-INS 94} JO UTy Jo WXoU Yons 03 ‘QueynUUE 
JOAIAINS YONS JO YJwap JO ayeVp 04} Wo’ sAbp 
Airy) JO woyeaydxo oy) JOYS ‘apeu oq Av 
queulded ‘107R41]S|U]UIpB JO 10jNd—exX Yons ou 
§} 21949 Jt ‘prooeg ‘jueI]NUUE JOATAINS Ot} 
JO 978480 94} JO JO7FIQS!UTUIPe IO JOYNOEXe 
poimodde Ajnp oq} 03 ‘4sq ‘Wossed sJ9IO 
Aue Aq £1940001 01 req 8 oq [fegs JaomAed 
qons pus ‘sotepadesd JO JopsO ZUTMOTIO] 944 
m pred oq [[eys JueTNUUe JOATAIMs AUB JO 
qivep oyy uodn predun pue pense Ayu 
-ue WAtAIns Auy ‘uossod yons 03 pred 
oq [[eqs WeWNuUe JOALAINS JO JURINUUe 
Aue jo Aynuue sty) jo (qyeep Aq aeyy 4090) 
uo} eUyULI0} ey. UOdn pyedun puB pens008 
Aynuue Auy (3) ‘pred eq fjeqs predun 
pus pensoe Aynuue Aue ‘sep Jueynuue 
ue jI (Gj) “pred oq [feys sxoMdJeyIp 943 
‘qIpeld urns-durny ey? sjenbe pied Ajjnuue 
18901 9} .e10Joq ayeUTUIJey [jeYys sJequreut 
10 ddAO|dUIe Pasvodep B JO BTAJ0s oy} UO 
pq 30v stTq} Jepun siqsr Aqnuue [ye yy (2) 
“pred oq [eqs ypeid urms-durnj og} ‘sop 
poutjal Jou Joquiow JO aAO;duIe JOTLIO; B J} 
JO ‘payy st AqNuMe JOATAINS JO} Tye as0seq 
OFEU] M119} [TBYS SIOALAIMS [TB JO JBI ay pus 
SAOAJAINS JO JOAJAINs 8 YPM (Z) JO ‘IOATAINS 
B yNOYWAM (1) Sap Joquieur Jo seAOTdur9 Ue 
JT (P) «“YIeeP sry JO ouII} BY. J [eENprArpul 
eq} JO O[JO;WIOP Vy JO SAAB] 9 JapuNn pes 
Ud 9q 0} WO(ssyMMIOD 94) Aq poeuTulezep 
xq ABUI sv JoqueNI 10 veAO;dUTe 944 JO Uy 
JO 1XoU J9T]ZO OF} ‘DAOQE oyy JO oUOU JI ‘YIXIS 
Jaqttiem JO veAO(du1e ay} JO aieyse ey JO 
JOVWIIS{UL MIPS JO JOJNDexe peymodds Amp 
ot} 03 ‘AAOQGB 944 JO eMOM fT ‘UIjly ‘ureqy jo 
JOATAINS 9} JO Joquiet JO aoA0j;dure oy jo 
sjuosed 94} 02 ‘aAoqgnu oy} JO euOT JI ‘YANO 
‘uoljejueseide: Aq UdeIplIqo peskeep 
jO sjuepusdsep pus Joquivm 10 oeAOldure 
93 JO WaipTiyo JO ply ay4 02 ‘aAoqe oy JO 
eu0U jl ‘pala, ‘sequieur Jo saAO|duie 943 JO 


































«, WQUMINUI POsBddOp OTT} JO TIO 
-TMIOP 97 JO SMB] VY} JOpUN OJI0Yy Pej jUe 
aq 0} poululejep suosied JO WOSJed 944 04 
oO 8q 199 J] JO ‘JaqUIBUI PesBadep oY4 JO 
9}03s9 BY JO VAIPVIUVSeIdal [esa] peujodde 
Ajnp oy 07 ‘aAoqe ayy jo euOM 0q aleq4 J] 
‘WMnog ‘weqy JO JOATAINs 043 JO ‘JequieUl 
yons JO sjueued 904) 03 *aAOqe 043 JO 9N0U 
aq 91043 JI ‘payqy, ‘wore yueseides Aq uolp 
-[Ty9 poeskedep JO SluULpPUadsep 943 PUB Jeq 
-IM9UI PIsBadap YONs JO UsIpTTyo JO plyqo oy4 
0} ‘Asvjoyemeq yons Ou oq a10q) J] ‘pudoeg 
‘JoqwWeU Fons JO YIwap 8y3 04 JOlId MIeyy Aq 
POAl9001 PUB SIOUOISSIWIMIOD O94) GIA peTy 
‘oquiemr yons Aq SBulwsM Uy] pe wwuUsisop 
Seivpoyeueq JO AIBjOyousq ey} 02 ‘JsuTq,, 








A 
a 
eat 
s 
eS 
o 
= 
2 
o 
~ 
= 
°o 
& 
A 
i) 
A 
i) 
ot 
= 
Ee 
ve 
ms 


© 
— 





‘py youre} 
0% BjAING [}4ID SB ouIeg 


“‘gusoled og ‘Ajnuue umm 
-xepy ‘ivo0d Jod quoosed Z 
“eoyAlos JO saved 0% ‘OG OY 


‘oa 


‘yoy JUeMIOIT} 


*sooAo[ dure [vy] Uopysel q-M0U sp1eZEl sv MOIS 
“BJUIMIOD BOJAIOG [TATO 04} 04 Az10YING s}yy 
Poweszojep sey JUeplselg ey, “3Se10}U] OT] 
-qnd 04} U} pouloep J] JUoTMAITNDeI sty} WO’ 
SUOTJAUIEXS VYVM OF PEZTIONING Ss} JUEPseld 
OU.L “eOpAses Sived Gg] YIM OJ OBB JOB 10 4V 


“Arvyes o3B10A¥ ON} 
JO qu00J0d 0g posoxXe jou |TeYs AyNUuUB Oo], 
“Oso Aq posaoidde pus peoy yueurziedep jo 
uol}epueurMIO0e! SeltNbel JuSUTEIIIe1 0Z-0¢ 
‘suoIyeyuly ~=“(AynuUe peoNpel) sTAJes 
JO SIBOA OF ‘Co O38 ‘a0TA10S Jo SIVOA OE ‘09 O88 
‘d0TAJos JO SBOA ¢ ‘79 OSB ‘(ANP JUSUTBDIOJUO 
-MBl STOPIVZBY) GOTAJOS JO SIvEA CZ ‘OS OBY 


‘(WY uolWeSUOdMIDD seosojdmq 
[ei0peq 943 Aq pepyAoid st Amfuy 10 asvestp 
poyoouU0d-¥1OM 10} UOTe}0Id [elOeds 18] 
-TUWITS ‘JOAOMOY) ACG UBY4 1040 UOTSTAOId ON 
“AUTQVSTP JO yosuo 
SuTpodeld saved ¢ UTI} AA ‘040 ‘SyIquy SNOTOTA 
0} enp you (JOATAINS AuB jo AzNuUE oy} 
@SVOINU] JOU [[VYS Os}Aold sq} Inq ‘Jessey eu} 
ST JOAOTOIYA ‘suved OO JO OSB oy) SUTLIIe OY 
O1BP 04} PUB UOTZeIBdaS JO oJep 94. USEAM4OG 
Suisdejea porsed 04} Aq sOTAJos [8904 Sty Zul 
-S¥OINUT 104JB MOTJOVSQNS sty} AepuN pouyezqo 
mins 943 (Z%) 10 Areres eARs0Ae 94 JO JuGOJ0d 
OF (1) ISBoT Fe Oq [TBYS) Ploy aoTWIS0d 30) Aq) 
“[IQBS}P [BJO], ‘OOlAJOS UBITTATO Saved ¢ JOWV 


OY lAlOg HAIQ SB omleg | ~(o[quoldde yy OW ‘I0AMOY) SUOTS|AOId ON 


JUOTIOOJOJU MV] [BIOpET 





PV JUSUIEI}0Y Bojalog [AIO 





} 


scenery cqmeconennansencansaponcconnscaneoe Cie 


*ZUOTIOITIOI JO OUT} O44 
48 JoqureUl YONs Jo ArvTes DIsvq 94} JO JuaJed 
02 peedxe jou [[eyg “d/GQnd 94} JoZzUBpuE 
0} Alex] Aoues1ouls UY JO soUeISTXO oUTUT 
-19}0p seqqs0yjne soedoid ueyM popuedsns 
eq Avul u0j3d0 0Z-0¢ O43 ‘JUEUTIEIT3902 JO G01]0U 
QuBAPs SACP 09 ISBO] JB OAIZ YSNUI JOQMIO]Y 
‘SUOTIVIMI’] ‘“(@OJAJOS O1y JO soTjod eq 
qSNUl @OJAJOS) JUedIEd Gg ‘ad1AJOS JO SIBOA 97, 
‘gg a3 ‘gueosed QP ‘eopAles Jo saved Cz ‘Og OFV 


“‘quoolsed 02 pesoxe 
07 10U @dTAJOS JO SIBOA SoUIT] JUDOIEd Z 10 
As“ Vs [Seq [wuY JO yUs0JEd $¢g9 JO JO}vOIZ OTT, 


‘040 
‘sIqey SNopoyA 04 onp ou Aq[TqQeSTpP J] OMG 
*qUOUITIVdOp 843 YI1A\ Gof Ales JOYIINY SuTpNyo 
-e1d “JonpuoCos|wM [Nj JO ‘eouvledulezUl 
‘suiqey snopya 03 onp you AyTIqus}q ue 
-10d QZ PeedxXe 0} JOU BOTAJOS JO SIBEA SOUT? 
quooled 7 10 Areyes Ofseq [euYy JO IUedI0d (FP 
JO 1098012 OT,J, :80]A10S OIy 10 aOI[od ,siB0A 
¢ 1938 ‘AgNp Jo oul] Uy] PeLIMOU] Jou AITTIGQesiq 


sFerselandnemciia hci oe aL atiaee ee Se ee 





*quourjied 


-op 3ujAojdme jo poy 


10 sIQUOISS}UIMIOQ «ss BIG “qu0u1 

“UINJOO JO 1]43SIq JO uoy} =| -@ayQON AsOs~NduT 

-O105}P 38 ‘09 238 1048 10 FV | :((g) (GW) ‘Oesqns) ¢ 
“‘quouIeIT}02 


‘QO A196 ,SIBOA CZ JEqJB Sg OF VY 


feuoy3do :((Z) 
pus (1) (q) ‘oesqns) ¢ 


‘quedsed 0g 
‘Aqynp 


qons 10) sejqesip Aljueu 
-euised gory. Aynp jo sous 


“W1IO}J 
esvestp 10 Ainf{uy ‘:e0,AJ0s 
jo qy3ue] Aue Joye Aynp 


Sulyinp pesnboe 
“ATI G8 
-STP Po}eUMON-go} 


JO oUy| Uy PolMoUy AITIGQesyq | -Aseg :((8) ‘Oesqns) g 
Ay qQestp 
Ppo}euN00-90] 4.108 

a~eaeenneen=-=-"ST0ISTAOI ON | -UON :((j) ‘Oesqns) ¢ 


"BIQUINIOD JO 311981 


94} JO SiDUO[SS]UIMIOD 943 
4q poegiss0o s} JuoUIzBeI4 
yons 10) Aqfsseoou ele A 
‘SIQUINIOD JO WINSIC. 044 


jo asuedxe 38 jJUeuIzveI3 
jerdsoy pus 


‘;eoT Zins 


[soTpeul pepoeu pepysold 
8} Aynp jo ouy] U} polMouy 


esvestp 10 Ammfuy Aq peqe 
‘sip Apseiodwue4 





“sosuodxe [eOTpOPT 


JequIejT 2((®) (q) “oosqns) g 





AB] JUCSAIg WO}}00g 











oa 
— 


RETIREMENT OF POLICE AND FIREMEN 


‘od 


“udIpTIYo Jo Jequinu Aq peplalp 
‘Areyes re04-¢ yS1y S,eoA0[durd JOU j Jo JUD 
-10d 9g (9) ‘uerpryo Jo Jequinu Aq poplalp 
091‘Z$ (9) ‘ozZz$ (P) Jo WS¥E"] :(SeatTAINs osnods 
ou ji) piryo yowe oy, “uerpTyyo Jo _ 
-uinu Aq peprarp Asvyes JeoA-¢ Ys1Yy S,00AOIC 
-M19 JOULIO} Jo JueDI0d OF (2) ee 2 Jo 10q 
-umnu 4£q poprarp ‘008‘T$ (@) ‘009$ (B) (seats 
-INS OsT® osnods 91044) JJoddns jo jjey UBYyy 
910UI JO} SesBEIIEP UO JUSpUEdEp PTIYO YORE OL, 
‘OO AJos [eNjow pus Areypes w0k-¢ YsIG 
uc poynduroo ‘Aynuue peuve s,ceA0[dule Jo 
Jo 1U90I0d 0G :JOMOPTA JUSpUSdep Jo MOPIA 
OL “‘Moddns sty 4 uvyy Jom JoJ seA0Td 
-mwe uo Juepuedep (9) pus “Aq qestp 4 
enp oddns-jjas jo ojqedvouy (q) ‘oseieUI 
yoy} Aq onssy Jo 10438) O43 Jo ‘yIvEP 03 JojId 
qxou srvod Z ysvo, 38 deAOTdUIe 0} poTlzeUl 
(0) puvqsnyg ZuyarAims :,,J0MopIA Juepued 
0d, ‘“esvyIeUI Jyoy2 Aq oNss] Jo J0qj}0TI 10 
‘q}BeP 0} JoyId yxou SIBOA Z 4SvO] 48 GoAOTd 
-U10 0} POTlIVUl OJ1M BUTAIAING :,,MOPIM,, 
“408 STY1 JO SUOTSTAOId B,quoT|dde 044 
qiTM auUps0008 uy Aj]NUUB 0} Pel};7IUe oq 
‘QOUBNU!UOOSTP YONs J07Je ‘[;eys puv AynUuUB 
AY[IQVSTP 94} JO BUBNU!IUOOSTP JO BeP 944 
JO SB 408 sty} JO Sesodind 94} Joj 9OTAIOS 043 
Woy poieiedas Ape UN] OAU] W8eq SuyAey sv 
‘Psd BOTAIOS JO] 1d. a0xe ‘Palapysuod aq [Tes 
oy ‘308 SsIq? JO SuOFsTAOId 94} Uy pepnroUT 
uorsod Aue uy peAojduree. jou st (p) ‘oesqns 
Jepun penuy}uoostp st AynuUe ssoy A JUBITNU 
“ue yons jy ‘“Aqyjoedvo Suyuree 01 pol0jsel 
peuTULIE}9p Up U0. IAA | (G) IO ‘A19A000 
SUIMOYS UOIJSUIUIVXS [BITPoUT JO OVP UI0Ij 
aeaX { (Z) ‘gueurAo; duress jerepegq Aue uo (71) 
soqeuyuie} AymMuUUYy “peltjel Yor W103) Torys 
-od 10) Avd jo o781 JUGLIMI Jo 910U1 Jo yUsO.10d OR 
st JUomIAO;dUId-jI[9S JO SOFBM WIOI oWIOOU] 
sivaf IBVpUs[ Bo ZUTPss0oNs Z JO YOR UT J] pos0ys 
-01 poureep sj Ay}oedvo ZuyuIe|y “osodind syyy 
10} poypeds o28 03 ST 09 eFB ey Wda0xe ‘oureg 
“ZQ OBB 9B Zuyjivis 
AyyNuus peejep JO puNjol Jo eoOYO B ‘edt 
-AlJOS UBI[JAPO ,SIBIA BIOUI JO ¢ 10}j8 JO ‘punjey 


“aeIpTTgo Jo Joquinu Aq poeprarp ‘poynd 
-T1100 sum YEP 3B AJINUUL S,d0l1Jo1 YOGA 
Uv SISBq JO JO ‘YJVEp 38 AIv[US O1Seq Jo JUs0 
-Jed Og (2) ‘uerIptyYyo Jo Jequinu Aq poplstp 
O91'Z$ (9) ‘O@Z$ (M) JO Ysvey “UoIpPTIYyo Jo 
Jequinu 4q peplAIp peynduio0o sem yyvep je 
AUINUUES §,0017}901 YOTY A Uo siseq Jo Jo ‘q}vEp 
qe Areyes O1seq Jo JUG0IEd KF (9) ‘uUeIp{IYO Jo 
Joquinu 94} Aq Peprarp OO8TS (9) ‘009$ (?) 
jo yee] = ‘“dyysuoyryejes + a oar ope se[nZe1 
Ul soquIoUr m0’ yloddns 83; % peAzeoel 
oyM p[tyo [eangeu pezrusoses Jo ‘pryqode4s 
‘pligo poidope sopnpoul :g] e10joq pozmmouy 
UNQeSIp 0} onp 410ddns-jjas Jo o[qudvo 
“Uy JO §T OF JopuN ‘piTyo peemMUyH ‘pio 


“poinduroo sua yPeOp 3e AZINUUe §,0011}01 
qoIyA Wo sTseq Jo Jo ‘y}vep ye ABT eS OSBq Jo 
quaosed o¢ (9) ‘00R‘T$ (PM) Jo 1078012 t1OMOPLK 
quopuedep Jo MOpIM oO], “ueulAoTdme pere 
-A0O BSulINp Joquieur 0} poem pueqsny 
SUIALAINS ,JOMOp|A JUEpuOdep,, snid ‘eueg 


g¢ 038 07 10}:1d 
£y0edeo Zuyuse9 0} pe10jsel 10 pol9A0del 
PUNO) S} [VNpPlArpul sseyuN oq] JOq :AyyNUuUB 
Aupiqesyp JO wowing] “WWaUTe}01 Sty Jo 
oul} 78 Jaquiem 943 Aq ploy yuBl Jo epLls 
OUures 04} 38 oq [[VUS 3 JUCUTIIEdEq 9ATy 
Oodsel sIq YIJA pejejsuyel sy} Joquiom: Aue 
JOAOUOYA ICU], ‘papiaosg :Ayjoudeo Zurasvs 
0} Pd10jSe1 PeuTUIJeJOP B1ep M0 Awad | (gE) 
Jo 41940001 SUTMOYS UO]]CUTUIVXS [vO] peu 
JO 998p Woy IwVA | (Z) ‘pesyj01 SBA OY YOTG A 
wo yuompiedag oyt ut womAo!duII0 
uo (1) ‘seyeuTuse} AyMUUy ‘“pezjer Gor 
wioy uoTsod 10) Aed jo a7e1 WWeLIND JO B10Ur 
JO JUedJed 08 st qUeUIAO|dUId-J]OS 10 SoBe 
UWIO1J VUIODN! SIvOA JBPUV|[VO Zuypsooons Z Jo 





*(ummul;xeul ou) 


PItyo Jod 3v0A & OOL$ ‘ST ‘PHYO 
038 49pun ‘piIyo peueMmUyp :((Z) (4) ‘oesqns) ¢ 


00¢"1¢ poeo 
-xX9 03 30N ‘Quem Acidme 
pel0a00 ZuyINp JequreU 
OF POLIVU OJ]M SuULATA “S013 
“INS MOPIA,, ‘SO[QIZI]0 ser mnuue JoAlAIng 
-fhUUB JOATAINS OeMIOINYy -((1) (4) ‘Oesqns) g 


“Ayjoedeo 
Zuluiee JO uojze10} 


ove Uy J] pesojel pemvep s} Ajjoedeo Zuyueg eect ear suolsyaoid ON |-Seqy: ((1) (f ‘oesqns) ¢ 


"Q41}01 0} O[QIZTTS a10Jeq pazyerudas J] oZeyo 


| -@.11}01 0} JOJAd 4seJ0} 0} JNO 


“uosvel Auv 10) QUOT 
“uo! }e2edes Asejun 


JO 4seJ0}Uy yO AM suo}jONpep jo puNjoy | -q3JM suOTJONpep jo punjoy | -[OAUy :((}) ‘oesqns) ¢ 





RETIREMENT OF POLICE AND FIREMEN 


12 






*suots}Aoid ON |” 





a-----=--"109 “YW "H S® euIeS 


*LTS9 “U “H SB OWBS | 





“Aymuue JOATAINS pub }USTIOINY 
[ye Jo WO!}VUTUIIE, UK dn ‘Aji 
ul qno pred jou juNoV08 7UeT 
Aue jo winjer ans dun 





-91 04 S}q3U 
-ue jo W110} 
-Q11}01 JO BUBB 

















‘od 10J uors|Aoid snjd epeul uostAoid JepPalls 
‘yyeop uodn spud *s1nd00 
qIPEp §,901}}OI yor Ul GIUOUL JO 4s1 sulseg 
‘od “(qseloquy eTqeansul qi) pemeu uosi0d O,], 
-g10ddns-j[os JO ajqudeo Buy w1090q 
sty 10 ‘J0MOpTs quapuedop jo esvo Ut ‘pur 
‘gsulieulel JO YIveP uodn spug ‘“sine0o 
YIBIP $,90I}}OI qoryA Uy Gyuou jo IST WOUSG 
aarjooye ‘eeAoTdue JO yyeep ZuyMos[o) YIUOUL 
‘od jo ysT Suyooq ygoueq oT yemOjNy -o9stio is O} 
*9Jt1 POONIPOL $0 Injel Jo 7u99. red o¢ 
‘od :(qsoroquy 9Pqeinsuy qs) JOAyAInS pemeu OL, 
‘Aqnuue 
JOATAINS S,osnods 10} < s2q oY} SB 901304 aud 
Aq peqooye yuo jo quedied Og :}UETIOITIOs 
‘od jo oull} 18 poyeussep JoMOpTA JO MOPIM OF 
‘od apnncngaonsmonsranne enn ter nr? ont uors|Aoid ON 


*QUOTIIOITIOI YB UOT? 
Aynuus peonpes gopun yyeouseqg 40) pe eu 
yy Ayuo AgynuUs soAjooos asniods 8.001110 
“ATWO SOTQTSI® PUG OF Cqnuus oyyetUOpNe J 


























suq sepraoid yuo airjal sys qaveq = “SeTd 
-|s1]9 Jo 8 14} 18 03 yinuus o13" yt 10] 
‘qoy quomey sisvq 8 prAoid 901A uRITlAlo ,sivod ¢ }SUd] 
OY VJAIOS [AIO SB ates qe 103J8 3 inp yIwed 








quoMIdJOJUe MB] [B1OPOT oy JUoUIEITJOY 9d]A108 





1ATO 


FO 





epee R TELE ETS ones 07 pesves0Ul uoNezloyyny 

| *guourAed jo Jopso poyieds 

| @ aepun aiqevAed St JOAIAINS JO 99I1}e1 JO 
yywop 78 predun Suyuyeuiel Aymuue pet.ooy 

| “Ayinu 
<ue 10] e[qISIT9 SIOATAINS ou Suyavey ueUr 

| 911901 09 JO} S8IpP joquieur jt Ajuo eoueP 

-g001d JO JapPsIO Pd weds @ sepun wins duty 

e ut oqedvd av suoronpep poyeyNUINI V 








o1s}Aoid ON 


‘98u1lieMiel 10 YEP vodn spud 
yawio} Jo YIwop Wor uy qyuoul jo 
aMOpTA JUEpLIdep JO MOPIA OL 


Joqm9o 
qsq Suse” 








yspAoid ON 
& iw JOATAINS 
snouluisejoo (8}8s §,00.113 
-o1 Wl uO!JONPe ULOY a 40 03 yenbo) 192 
weq Tons SeAtoeool sPNUUB AOATAINS Posts 
ul uo Jo) pouusu gaiijoa JO pyTyo 40 esnods 





arjyemiojne YyyM 













3] Quaseld SB OUIVS 























*Q0TA198 
ut smAp joquieu 8 JO 
gesuedxe [e19Un)} keep 0} 


oezg 03 dn sed 03 peziioqy 











-ne ee BiquINjoD Jo 1013 

-SIq 34} JO sjeuoIss TUW0D 

rere --------yors|Aoid ON --((¢-1) GD 
“qsor07 ul WHOM punjel 

‘sIoAtAIns OU aie 91043 

easy s}yeueq wins-duin’y |~~-(( D GD 

eo-------------ojsJAold ON | (Dp GD 

‘9DUll 

-rguiel 10 Yywop 3 SPua 

‘yaquieur JOUIOJ JO yyRep 

BUT MOTO} YIUOU JO 5 | SUIS 

og MOp}s oy “send 

uw JOAlAINS JO young |7~~~ (Dd (x) 

sree os (Dp OD 

Sepeneee aneese gn eT ((D 


























Solq ste J sod Ay 
{je 03 Ajnuue dIPBWO NS 
10} } sepraoid *uols 
-aoid At japun pen 
gurasy Jaze Jo ‘d0TAdos 
jo 43u fuse Joye jue 
-sojduie peaAod Zuysnp 
yjyveq ‘Ayynuue 10) S{svtl eorriny (3 


oesqns) & 


-gasqns) ¢ 


‘gasqns) & 


‘desqns) { 


gesqns) 


dasqns) 


gesqns) € 


desqns) f 








YD 
— 


AND FIREMEN 


RETIREMENT OF POLICE 


"pormisoj.iod oq 04 posnve 
Jo ‘ur10j10d 0} peop pue pezjioyjNe 
AQo1ay ST GOISS|UITO,) ay} ‘UfoJIy papT.rord 
Ayeogweds osjmsoyjO se ydooxg = ‘UOTss{ul 
-W09g oy} Aq pord}s!UyWIPS oq [[VYyS JOB SIL 






‘od 


“q7vep sty JO our 
8} 38 BPO] MIOp S,JULIINUUB AOALAINS 9} JO 
SMB] YI JOPUN poefiy}Us oq OF UOTSS}UTUIO,) 
oy} Aq poulmuojep eq Avul sv jULyNULe 
JOATAINS 04} JO UTY JO JXeU Yons 0} “JULyNU 
-UB JOAIAINS ONS JO YIvep JO ayep oYyy UIOL 
sep Ajay) JO uopesdxa ayy Joye ‘ape 
eq Atul JuomARd ‘1078IjS!UITApB JO JO] N0eXe 
YONns Ou Ss] dey) J] ‘PUuodsyS *JULIIMNUUT JOALA 
-ANS OY} JO 0FBIS9 OY} JO 10] VIGSTULUIpB JO 404 
-noexe poyutodde A[np ey} 03 ‘Isaly :uOsied 
royjo Aue Aq A19A0001 07 ASQ B Og [[eYs Jue 
-Aved yons put ‘aouepedeid jo Jepso Bul mo] 
-[OJ 943 Ul pred oq [[eys JUTIINUWS JOA} AUNTS 
Aue jO yQvep oy} uodn prsauun puB pons 
-oe Ajimuus JOAlAiIns Auy ‘uosiod Yous 
0} pred oq [[VYS JUBIINUUB JOAIAINS 20 UTI 
-nuuev Aut jo Ajinuuet oy) jo (yisep Aq ubyy 
Joyj0) uoWWeUJUIJe} oy} UOdN predun puB 
pensoov Ayynuue Auy ‘pred oq [jeqs prrdun 
pus pensooe Aqinuue AUB ‘selp pUBINUUB UB JT 
‘WOOP Ul SUM JOATEM 
yons ory Buinp poyied oy Bul0Aoo 
ape oq [[VYys PeaATemM AjMuUE ag) JO JUeUI 
-Avd ou jnq ‘omy Aue ye BuysM ul peyoa 
-01 9q ABUT IOATEM HONG “WOISS|UTUIO,) aU 
WIM peg pusw pousis soarem B Aq ATINVUB 
qons jo yavd Auv JO [[8 yar 0] VUTOOp Avul 
puny oy} wow AyjnuUv 0} PoTy}}Ue UOSsed AUuy 


























‘od 











‘yoy juSUl 
O17} 9YSOTAING [JATD SB OUIBy 









a eee eee "2169 “YW "A sb ames 
*q99JJ9 PUB 210] I] O7VUL JOR SITY 
JO suoIstAoid 943 ZutAaivd jo esodand ey} 10J 


Jedoid pue A.essa0eu oq ABUT SB Ss 
pus Sef YONs eyeuUl 07 p (ie puv Aus 















‘peurioj1ed oq 0] OSNvd JO ‘ULIOJ Jed 03 peqoeITp 
pus peziioygine Aqoaley si UOIssTWUIOD ey 
4q9y JuCeUI ‘peprAoid Ajpeoyeds ostajeyjo su ydeoxXy 


“OITPOR OOTAIOG [IAIO sv oureg | ‘UOISssyUIMIOD ey} Aq poleys|UyUIpe eq [TLYyS 


| 








““MBl JUoseld sB ouT 
uosivd pesved 
-OP otf) JO O[}O;MOpP oy. JO SMUT OY sopuNn 
0}9194} Pe ue 9q 0} PeuTUJOjap suosied 
410 WO510d BY} 03 ‘VUOU eq 31044 JT 10 ‘uOssed 
Ppesvovep 8Y3 JO 9384Se OY) JO BAI}BRUeSeIdaI 
[use] peyujodde A[np ey} 07 ‘aAoqge on} Jo 
su0U 94 8104) JI “Qyanog ‘uwiey) Jo JOAJAINS 
84} 40 UOSied YONS JO sjueIed ayy 07 ‘aAoqe 
oy} JO aUOU 9q B19) JI “PAIL, ‘uo Welues 
-0.idei Aq *UsApP[IYo Pesvovep jO syuBPUsOSEp 
pus ‘ Osued YONS JO UBIPTYO 40 pTyO ayy 09 
‘asno S$ BUIATAINs Ou Aq aJ9T[} J] ‘Puodeg ‘uOsS 
-10d 1 ONS JO JAMOPTM JO MOP M OY 07 ‘BSaLT 
prea OS sjunowle jo udsied Joyj3Oo AuB Aq 
{1940004 OF JBQ B 8q [[VYs JUeIIARd TONS puB 
WuUsP Vdd JO JBP41O LUTMOTIOJ OY} UT ‘YICEp 
JO 0) P ay) 38 BuyAlasns suossed JO uoss0d 
dU} O} Yep jO aWIT) OY IV VOSIed YONs onp 
Ajinuus predun je Aed [[vys sseuolss} m0 +) 
aU} ‘COTS Siu1 JapuN AyNUUB UB ‘AA[I0I 
0} Pele SUM JO DUTAINIOOI SBA ‘YIBOp sty 
jO etl] 847 18 ‘OYUM UOSJod Yove jo szuNOD 

-9G OU} JO JUOWIOTIIOS BYI 97UIT]OVJ OF JBOPsO UT 
*q00PJ9 UT SEM JOATEM 
ons LOTYA SULOp poried ay) Buys9A00 apvul 
eq [{-YyS Peatum Aqjnuue sy jo yuourAvd 
ou JUq ‘eUIT] AUB IB ZUTIAM UT PayoAas oq 
{CUI JOAITCM YONG “SsaO!SS}UTMIOD aya WIM 
Pely puw poudsts JaATeM B Aq LyIMUUB YONs Jo 
javd Luv JO [[% 1}dv008 0} DUTPep AvuUI 1.0] }00S 



































1} JOpuN APINUUB UL OF PeT}}}Ue UOSsed AUY 
‘SaT100U 41 -J0]j8 QyuOM ey. Jo ABp ssouTsng 
sq cy} UO eyyRARd st puB A[YUOWM senJd 
“08 ‘J [JOP JSelLoU 9YI IV pexy ‘Yor M Jo 2% 





‘qUNLCWB [ENULY UB SB pezejys s] Ayinuue qoBg 





= ee ? jusseid sv omreg | 07 











*UOT}90S STy 
fq Woy) UT pejsea suo 
“DUN dU} JO AuB Ss}uVeB JO 





JUGDB PajyVUurIsap say} 09 
OUI]} 0} BUIT] WIOIJ aYBDajap 
0) AyoyIne pus Jomod 
11) QyIM pojsaa Aqorzsg 
018 


*((0) ‘desqns) stor} 


SIOUO[SsUIMIODA OL, | OUT JO UOWEZOj0q “Eg 


““WOjsTAOId ON | ~~~ ((g) (u) “Oasqns) ¢ 





(THOT 
IIS SO “PGI ‘TE “sny 
poaoidde you PouTey 
-u0d) pesodoid su oeumeg [~~~ ~( (u) ‘desqns) ¢ 





es ““""1199 ‘YW ‘H s¥ oureg |~ ul) ‘vesqns) ¢ 


“(Dp 





“408 O17} JOISIUTUIpS 
P2%}981[p SIOUOISSIUIWIOD |-~"-"~~((ur) *deSqns) g 





RETIREMENT OF POLICE AND FIREMEN 


_ 
rm 





Jopun seeAoi dua |wiopeg yons Jo esnods pus 
UWaIpP[Tyo SUTAIAINS 9Y} 10j 40 07 pus svoAold 
“Wid [BIIPOY 4JOJ IO 0} VIQUIN[OD Jo WYsSIC 
9} JO SONUGAG! WIOY VpeUT S}JUsUIABd Jyeueg 
Joj ‘siseq A[q}uOUI B UO ‘BIqUITI[OD Jo 4014 
-SIC] 84} 8Sinq WiyeI 07 ArBssa00U 818 SB SUINS 
ONs S9}BIg PIU 94} JO SanusAel WO] poze 


"VUSO SBOUIRG [OTT Trt ----TorstAoid Tons ON | -{adoidde oq 0} pezjiogine Aqealey e18 819q J, 
RRS Baas tne eee es a a eee ee eee 1 MOTEG pejeiys 


*peqosue weeq 
OU PVY 9131) STG) JI SB JUe8zxe OUIBS OY} 0} PUB 
JIUUBU VUIVS OY} UT BNUTZUOD [[VYS S1OATAINS 
4jeq} pus suosied ONs Jo szqFLI oy} pus ‘oayep 
@AT}OayO St 09 JOVId pozeredes as] M1030 
10 polT}e1 SiequreUur 10 seaAo[dure JO eseo oy} 
uy Ajdde you [[eys e113 stqy Aq epeul syueUr 
-pusumie 943 ‘peprAoid osjmieyjo se ydeoxq 


*pojoeue ueeq 3OU PRY 408 SIy4 JT 

SB 7U9}X9 OILS 94} 0} PUB JOUUBU OUTS 04} 

U] ONUTJUOD [[VYS SIOATAINS 04} puB SIeq 

“WOU YONS JO S}q 3} OY} puvB jo SIq} Jo ayep 

9AT}00]JO 9} UO Po{jT}]Ue Ss} UOsSJed AUB YOTyM 

0} UOT VSUed LOD YUETIOIQeI JO JoI[I1 9} 
soNpel OF peuieep oq [[VYS 08 SITY} Ul BuIqION 

wy 

AYUNGVSICT puv JUSUIEIT}IY «S$, GeMIeT |, pus 


‘VUSO sv oMES 





‘od soracaceraneraccencnsese==-OD--"""! UQUIGOd IY} SB poz{d aq ABU UOTJOVS STq LL 
"WO ARES One rere cnnetetecennenn see EE Gas I -Prene=ste seers PRtasererserer<terienP ENS =" 
"yoo 


PUB 9910J [[NJ OFUT 4OB ST} JO SuOTSs}AOId oYy 
SulAswo jo sesodind oy} 10j Jodoad pue Ares 
-Sa00U eq ABUL SB SUO]}VINFe1 pu se[n4a Yons 
OAV Of pus sjov [jw puB AuB ‘poUTIOji90U 
0q 0} BSNBO JO ‘ULIOJ10d 03 Pe}JaIIpP pusw pezZt 
~JOYING AQ91OY S} WOTSS}UIULO,) OY} ‘poprAoid 
Ajjwoymods astmi0yjo se ydeoxq = *uworssTul 


“UW0,) oy} AQ padajsTUTWApB oq [TVYs 198 sq 


‘oy JUOMTAITI 
[J4]) SB aueg 








OY VyAlag 


qUOTIAdIOJUa ABT [RIOPIT WY JOIWIAITJOY BlAlIg [IAIO L199 "UH ‘H 








*eIquINfoD 
JO 19ST. 91 02 JueUT 
-OSIN UIJol OYVUI UOISTATC] 
@IAJ8g 40109g “g ‘Q PUB 
BSNOF{ MIGM IY} Sapraosg 
woeeeenn==="-orqevol[dde oN 





~“uoTsTAoid On 
ZS61 jo 


¢ ‘ON Uv[d UOTezTUBsIO 
“ay Aq = sJ9UOTSs}UINIOD 
ey} UT pejsea AqJoyNS 


ay} UO UO}eIIWyY 8 se 
pensjsued oq [[UYS WOT}OeS 
STU} Ul PeUTe}UOO ZUIYION 
‘peystoqe os Aauase 
10 dOIO 9} JO suoyjouny 
aU} «=BUys}OJexXe Ja yRvel0Yy 
10 MOU JaoyJO 10 ‘ADUasB 
‘Q0LJO a4} 0} 8 0} PeTIvap 








eq [[8ysS s<oUelNJa1 Yons 
“(P28 “IBIS 99) jo 
‘ON Uv[q UolVezTuB 

Aq poysiyoqu Ax 







aL uv 0} Slojol 
sty} JO uo O1d AUB dJ0Y 








*110]}99S ST} JO sesod 
-md oy} yno AsiBo 04 Ares 
-So00u Wioep Avul Avy} sB 
SUOTB[NF01 Pus Satna Yons 
ajBs[nuiol1d 0} pozoIyNe 
WB SIVUOISSTUUIOD sL 








AB] JUISAIT 





“eTquInfoD 

JO JOLIYST(T 0} 
sjUsWeSING WTeY * 
“““s[vedey 





*JoI[o4 JUeseid 
U] UO}JONPel ON “fF 


seers“ O11) Hogg *€ 





uo 


“((d 
suo B[Nsey “E 


“os 





uol}ag 











15 


RETIREMENT OF POLICE AND FIREMEN 


*S} JON §,118.10}9A JO DFLJUBAPS ORV 07 MOySuEd JO pred AU OATVM OF, :(SO8L “Y 

"HL ‘S805 ST “SU0Q peg ‘GFL MU] 9114) (FOL “389 89) HOGI ‘Te “2NV poaoidde yy (Ff) 
“pez pesd OF eq 0} BNU|IUOO [TeYs PUNY Jorjos S, UoMeIy 
pus sojjod 943 07 peqpeld oq 03 MB] Aq pezfs0yjNe MOU sheUOU! 19440 PUB sUo)jJoNpop 
AjqjaoUr Yous WY, ‘4ayzin/ papiaosd pup :4UadId 447 9 [[VYS 0010) Gd1[Od SSOP] OF AA 
04} PUB ‘ao}0g Aw “Ss ‘ ‘uvI;[OdOIje;_ 9Y JO SJOquIOUI JO Aseles AjYPUOUL IY} WO SUO}> 
-ONpep jo dvs Vy} ‘ZG ‘1 Aine 40jjJv pu’ UO JeYL, ‘J0y IN) pepyaosd puy ‘sojwVjg poywUy 
04} JO SONMVAII UOJ) JUIDIOd YP PUB BIQUIN]OD Jo Jd11jsTCq] EYI JO SeNUGA! M04) JUBOIed (9 
pred eq [Wegs ‘9161 ‘I ‘3dag jo Jou ayy JO ZI ‘0S pyes Aq pezjs0Yy INE sxoUBMOT/V JoyIO PUG 
Jouje2 Avd 03 suoryeadosdde ‘pzgI ‘i Aine Joye pUw UO JY], “sawpany Papiaod .840j BOT 
BNO YA 94} JO PUT 9010) BDI}OT YAVY '§ "() PY} JO SAVYMIOUI [0 UII} Jos PUB JoI}es JO 
S8SBd |[G Ul PAvoOg Joyjoy pus JUOMIOITJOY S,WawMed| J PUB d|JOg oy) JL JOQuIOU! & 9q |[BYs 
‘spunois pus ssUiplING d1jqQnd jo ad1eyo Ul JovYO vy} Aq poPVUssaep aq 0} ‘9040j 9dj/Og 
WAV “§ “Q 24} JO JOQuIGUL B WY, ‘PIPIAOIG “By WINjOD Jo pJIsiq, +1) U UO) WAAVSOT 
40 auenbs dyjqnd Aus Uj sajeIg PeyUL CY) JO UBUIQOIEM BSB LUG wos, o 10g Wed “§ “O 




















qons jo soqur0ur 8 SB ‘9161 ‘IT “3deg ooUTs UITY Aq PeAlooos AzeTeS dISeq [BI0} 9Y) \¢ ju oTEd 
&41 0} Jenbe JuNoUIv UB JO ‘BIQUIN|OH Jo 42JsICT *pUNy jorjea S,UsTION yy PUB Uo. woj[Og 
ay} OVW] Jeqaieu yous Aq juauAEd oY} BOdN pozjs0Yy NY UjeJ9y} JUOUTIII]Je1 [UB Jojol JO 
S}YOUIG BI [[e OF Pe[}jjue oq [[VYs 9010] VdI]Od yAVJ “g “H 9y} Jo S1IQMIeNI ‘pepusUTe sB 
‘YI6I “1 ‘3deg poaoiday ,,‘ses0cund Jey jO 10) Pus “ZIGT ‘UF GUNS ZUIpUa IBOA [vOSYy oY AOF 
VIQUINIOD Jo WI1JSTC] 9Yy JO JUVGULTIGAOS 0Y4 JO SOSUIGX9 9N4 JOJ OpyAojd 0} suo{ qe dosddeB 
DU XVUAI JOU UY,, PO[}j9Ue ow 9YQ JO ZI ‘99S 141M BOUBPsOOOU U] PUB JOE UN JY, :Z ‘ves (cose 
"UH “SSS Js] “"BUOD YIRG ‘gh MU’] OFIGN ‘OLI “VIG EF) HEL ‘Lz AVIV mee Toy wv (g) 
‘IATJUJUISIIdOI ESO} STG 09 pred 
9q [CYS JUVjJd2 94 Joyfel OF PoTjUse Uoespyiyo JO P[yyO JO MOP OU SOAVe] LUG oJAJos 
U; {YA Selp Joqmoul jt Os;y :punjes qons )sodepel jjTeys oy PojUujoddwe. oq oY pynoys pus 
Wy 0} petiNjes oq j[[BYys JU9404 STY JUV YIUdep 9) SBA] JOqUIOU B MOY M 9FVY4 sapyAoid 
Osj® ‘JUsdJed 44g JW »>UOLJONpyp OY) 5729S ‘(GER “IFIS OF) RSI ‘| CUNL poAouddL yoy (Zz) 
“JUVdJ0d §4Z 7B SUOTJONpep ayy 
WY suc peTidouddy ‘(HES 3698 EF) FZ6L ‘ZL OUNL PoAoIGUR JY. (1) 
sspeodey 





sys yduisesed s1q.L 





| 
"9961 ‘LPO ca <a eh ee ee ee 8 RE ee ee 2 9Gee Lo -Qep saneea 9 
“uos 
-2od 10430 Aue JO G}Vep dq? sO JUNODIB UO ‘pi 
-PUIUIE SB ‘GI6I “LZ “Jey JO JOB GoNs JopUN OS 
-Jod yons 0} JYeueq JUeLINIUOD AUB ASP 30 
‘myy Aq pelepuel dd] AJ0S JO JUNODOG UO WRB 
S1q} Jopun uosied yons 03 Zuynso08 AynUUB 
us uosiod Aue 0} Auop [[eys ‘pepueule se "(1e2 0's ‘nN 8) 
“O16 ‘ZL “4deg Jo 208 Gons uy UOls}AOld Aut 10U popuswe se ‘yoy ud!}esueduI0,) s,soAO[d Ig 
WOjSTAOId Sy} JOQION ‘“OUlT) JO poysed eurvs [euepey OG) JepuN szyoued 07 ‘uO eABszEB 
94} JO jAvd AUB JO} 49 JoyITe Aq PatsejUod yy JO ‘asvostp ‘Ainf{uy ‘yy Bep aUTeSs 8—) JO asNvIEg 
-9U0q 10} 8917 OT[} OF JUBTIU[O AUB JO IN 311 8yy *periijue oq [eys Ajnp jo sduvULJOjJed ey} UT 
eq JOU [[BYySs MO]STAOId S{y, “eur, JO pojsod *poBAvissu esvestp 10 Aunfuy uv 10 ‘pej0e7} 
OUIvS 94} SuTIVAOD ‘popustmIe sB ‘OIG ‘L -U0d esvasIp 10 ‘poaAtaoel Aunful uv ‘pelnoduy 
*addg JO OY UO;}eSUEdMIO|D ,sseAO[U MIG [ese qivep JO JUNO UO WV AI TIGUsic] Pu’ yueUT 
-pegq ey} Jopun jjesuiry 09 Aqpiqesip so Aunt -O1]19Y S,UsUMIOI,T Puv ueUIaD]]Og ay} Jopun 
-U] JO} UOT}VSUed TOD puv 198 SIT) JepuN Ay }geueq AUB GAlO001 0} paTjiqUe uosi0d Ou "OV Od 941 
“MBI JO UOjs{Aord JOyJO AUB SUTPULISYIMION [-~"""""""""""""-WOTS|AOId ON | = JOpuN AzIGISTA *Z 


-NUUB UB 941900 0} PaT}1}Ue 9q [[VYys UOSIed ON 


"49 


APIQesiq Pue JuoUIEIjI0x S,uoTOIT pus 


Us9IT[0Og 


ey Jepun szyeueq 0} perzTzue 


em0deq JoJveIIy ABU JO GARY SB UOISTAICT 
@IAJOg 191005 S8181g PeITUQ 947 JO Sisq WeNI 
YONS PUB 9010} GOTO ssnNoFT 9G AA O44 JO 
sseqmom ‘sevig poelfuyQ ey} JO spunj woy 
pled O18 SB 0010} BOT]Og Yivd seyeig peyup 
ey} JO sloquIOU Fons sepnjoul puB suveUT 


800 A0]d we 


jesopeg,, m0} ey} (q) puB 


‘sosuodxe [eleuny pus [eydsoy ‘peopsins ‘;eoy 
-peul pus serjjnuue pus ‘suofsued ‘uolyesued 
“W109 JUSTUG.!}01 ‘Jor]o1 SepnpoUT ,,syueurAed 
yeued ,, U0} OY} (B) ‘UOTJOeS Sjq43 Jo osod 


-ind 94} 104 


“BIQUINJOD JO JTIIS|TCT ey} JO 


SONUGADI 94} 0} 41 Pe10 10} saoAO[d we [elEpe.T 
JO SoTIB[es 64} WO SsuOTJONpPep ey} peed 
-xo sjuemAed jyoueq Yyons ey} 3U0}xe O43 
% ‘OV ANTIQUES} Puy yusWeIEY s,ueUT 








16 RETIREMENT OF POLICE AND FIREMEN 


CHANGES IN EXISTING LAW 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, 
as introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


(39 Stat. 718, Sec. 12) 


[Sec. 12. That from and after the passage of this Act the funds now 
authorized by law and known as the “Police relief fund” and the 
“‘Firemen’s relief fund’’ shall be designated and known as the “‘Police- 
men and firemen’s relief fund, District of Columbia.’ 

{The said fund shall consist of all fines imposed by the Commis- 
sioners of the District of Columbia upon members of the police and 
fire departments of said District by way of discipline; all rewards, 
proceeds of gifts, and emoluments that may be received by any mem- 
ber of said departments (for extraordinary services), except such 
part thereof as the said Commissioners may allow to be retained by 
members of said departments; a deduction of one and one-half per 
centum of the monthly salary of each member of said departments; 
donations; and the net proceeds of sales of unclaimed property in the 
custody of the property clerk of the police department; all of which 
shall be paid into the Treasury of the United States to the credit of 
the ‘Policemen and firemen’s relief fund, District of Columbia,’ 
herein provided for; and should the said fund at any time be insuffi- 
cient to defray the expenditures hereinafter provided for, the Com- 
missioners of the District of Columbia, in that event, are authorized, 
and it shall be their duty, to direct the collector of taxes of said District, 
and it shall be the duty of the said collector, pursuant to such direction, 
to pay into the Treasury of the United States, out of the general 
revenue of the District of Columbia collected by him, to the credit 
of the said ‘Policemen and firemen’s relief fund, District of Columbia,” 
such sums as may be necessary from time to time to meet deficiencies 
in said fund. The moneys to the credit of the said fund shall be avail- 
able for appropriation by Congress annually only for expenditure on 
requisitions of the said Commissioners for the purposes set forth in 
this Act, and all expenditures from said fund shall be made and 
accounted for in the same manner as other expenditures of the 
government of the District of Columbia are made and accounted for. 

[Whenever any member of the police department or the fire depart- 
ment of the District of Columbia shall become temporarily disabled 
by injury received or disease contracted in the actual discharge of his 
duty, to such an extent as to require medical or surgical services other 
than such as can be rendered by the board of police and fire surgeons of 
said District, or to require hospital treatment, the expenses of such 
medical or surgical services, or hospital treatment, shall be paid from 
the policemen and firemen’s relief fund, District of Columbia, pro- 
vided for in this Act; but no such expenses shall be paid except upon 
a certificate of the said board of police and fire surgeons, or two mem- 
bers thereof, setting forth the necessity for such services or treatment 
and the nature of the injury or disease which rendered the same neces- 
sary, and upon the approval of the said certificate by the superintend- 
ent of the Metropolitan police or the chief engineer of the fire depart- 
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ment, as the case may be, and the approval of the Commissioners of 
the District of Columbia. 

[Whenever any member of the police department or the fire depart- 
ment of the District of Columbia shall become so permanently dis- 
abled through injury received or disease contracted in the line of duty 
as to incapacitate him for the performance of duty, or, having served 
not less than twenty-five years and having reached the age of fifty-five 
years shall, for any cause, become so permanently disabled as to in- 
capacitate him for the performance of duty and shall make written 
application therefor and said application shall be approved by the 
Commissioners of said District, or, having reached the age of sixty 
years, in the discretion of the said commissioners, he shall in either 
event be retired from the service thereof and be entitled to receive 
relief from the said policemen and firemen’s relief fund, District of 
Columbia, in an amount not to exceed fifty per centum per year of 
the salary received by him at the date of retirement. In case of the 
death of any member of the police department or the fire department 
of the District of Columbia, before or after retirement from the service 
thereof, leaving a widow, or a child or children under eighteen years 
of age, the widow shall be entitled to receive relief from the said police- 
men and firemen’s relief fund, District of Columbia, in an amount not 
to exceed $125 per month, and each child under the age of eighteen 
years in an amount not exceeding $25 per month: Provided, That such 
payments or any right thereto shall cease upon death or remarriage of 
the widow: Provided further, That any benefits to a child or children 
shall cease upon (1) attaining the age of eighteen years, (2) marriage, 
or (3) death: And provided further, That no widow, child, or children 
of any deceased member of the said police department or fire depart- 
ment resulting from any marriage contracted subsequent to the date 
of retirement of such member shall be entitled to any relief under the 
provisions of this Act. 

[Whenever any member of the Metropolitan Police Department 
of the District of Columbia, or of the United States Park Police force, 
or of the White House Police force, or the Fire Department of the 
District of Columbia has served twenty-five years or more as a member 
of such department or police force, or the Fire Department of the 
District of Columbia, or any combination of such service, or whenever 
any member of the United States Secret Service, who has served 
twenty-five years in the service of the United States Government, 
the duties of whom in whole or in part related to the protection of 
life of the President and who has actively performed duties other than 
clerical for ten years or more directly related to the protection of the 
President extended by the Secret Service Division and having reached 
the age of fifty-five years, he may, at his election, be retired from the 
service of any such police department or police force or division or 
fire department, and shall be entitled to receive retirement compen- 
sation from the said policemen and firemen’s relief fund, District of 
Columbia, in an amount equal to 50 per centum per annum of the 
salary received by him at the date of retirement: Provided, however, 
That in any fiscal year any such retirement shall be in accordance 
with such rules and regulations as may be adopted by the Com- 
missioners of the District of Columbia, and in no fiscal year shall 
the amount of all such retirements authorized under the provisions 
of this paragraph aggregate more than $30,000: Provided further, 
That when any member of the United States Secret Service Division 
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shall have performed service in connection with the protection of the 
President for ten years or more, thereby becoming subject to future 
retirement after twenty-five years’ service under the provisions of 
this Act, that he shall be authorized to transfer all funds to his credit 
in the United States civil-service retirement fund to the policemen 
and firemen’s relief fund of the District of Columbia, and that after 
the transfer of such funds, the salary of that member shall be subject 
to the same deductions for credit to the policemen and firemen’s 
relief fund of the District of Columbia as the deductions from salaries 
of other members contributing to that fund, and he shall be entitled 
to the same benefits as other members contributing to that fund. 

[The Commissioners of the District of Columbia are authorized to 
pay from the said policemen and firemen’s relief fund, District of 
Columbia, a sum not exceeding $250 in any one case to defray the 
funeral expenses of any deceased member of the police department 
: = fire department of said District dying while in the service 
thereo!. 

[There is created in and for the District of Columbia, a board to 
be known as the police and fire men’s retiring and relief board, to be 
composed of the corporation counsel of said District and one member 
from each the police department and fire department, to be designated 
by the said commissioners, and the said commissioners are authorized 
to change the personnel of said board from time to time, in their 
discretion, and they are further authorized and empowered to make, 
modify, and to amend from time to time regulations and rules of 
procedure for the conduct of the said board. The said board shall 
consider all cases for the retirement and relief of members of the 
police department and the fire department rendered necessary or 
expedient under the provisions of this Act, and all applications for 
the relief of widows and children under sixteen years of age. In every 
case of retirement of a member of either of said departments the board 
of police and fire surgeons shall certify in writing, to the said retiring 
and relief board the physical condition of the member for whom 
retirement and relief is sought. The said retiring and relief board 
shall give written notice to any member of said departments under 
consideration by it for retirement and relief to appear before the board 
and give such evidence under oath as he may desire, and the proceed- 
ings of the board shall be reduced to writing and shall show the date 
of appointment of such member, his age, his record in the service, and 
any other information that may be pertinent to the matter of his 
retirement and relief. The said board is authorized and empowered 
to summon any person before it to give testimony, under oath or 
affirmation, as to any matter affecting retirement and relief under the 
provisions of this Act; any member of the board shall have the power 
to administer oaths or affirmations to witnesses appearing before the 
said board. Such summons shall be served by any member of the 
Metropolitan police force, and upon the refusal or neglect of a witness 
to appear before the said board or to testify when required, he or she 
may be compelled to attend and testify as provided in the Act of 
February twentieth, eighteen hundred and ninety-six, entitled “An 
Act to amend an Act entitled, ‘An Act to punish false swearing before 
trial boards of the Metropolitan police force and fire department of 
the District of Columbia, and for other purposes,’ approved May 
eleventh, eighteen hundred and ninety-two,” and any witness know- 
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ingly making a false statement to the said board on any material 
matter shall be guilty of perjury and punishable accordingly. The 
said retiring and relief board shall in each case considered by it for 
retirement and relief submit to the Commissioners of the District of 
Columbia a report of its findings, and the said commissioners shall 
have power to approve, disapprove, or modify such findings or to 
demand any case for such further proceedings as they may deem 
necessary. 

[The Commissioners of the District of Columbia, in their discretion 
and at any time, may cause any person receiving any relief allowance 
under the provisions of this Act, who has served less than twenty-five 
years, to appear and undergo a medical examination, as the result of 
which the said Commissioners shall determine whether the relief in 
such case shall be continued, increased, decreased, or discontinued. 
Should any person receiving relief under the provisions of this Act, 
after due notice, fail to appear and undergo the examination prescribed 
here, the said Commissioners are authorized in their discretion to 
reduce or entirely discontinue such relief. 

[The Commissioners of the District of Columbia may, in their 
discretion, reduce or discontinue the relief granted to any person under 
the provisions of this Act upon receipt of duly certified information 
from a court of competent jurisdiction that any person receiving such 
relief has been convicted in such court of any crime involving moral 
turpitude; and the said Commissioners may also, in their discretion, 
reduce or discontinue the relief granted to any person under the pro- 
visions of this Act when it shall appear to their satisfaction from 
evidence before them that such person is a habitual drunkard or 
guilty of lewd or lascivious conduct. 

[Any retired member of the police department or fire department 
of the District of Columbia receiving relief under the provisions of this 
Act may in time of flood, riot, conflagration, during extraordinary 
assemblages, or unusual emergencies, be called by the Commissioners 
of said District into the service of the department from which he was 
retired with relief for such duty as his disability will permit of him 
performing, without compensation therefor; and the said Commis- 
sioners shall have power to enforce compliance with the provisions 
hereof by withholding the payment of relief; but nothing contained 
in this section shall be construed to enforce residence in the District 
of Columbia upon any retired member of either of said departments 
when it shall appear to the satisfaction of said Commissioners that 
residence elsewhere is rendered necessary by the physical condition 
of such member. 

[All special policemen at street railway crossings and the intersec- 
tions in the District of Columbia, appointed pursuant to the provisions 
of an Act, approved June twenty-fourth, eighteen hundred and ninety- 
eight, entitled ‘“‘An Act” to define the rights of purchasers of the Belt 
Railway, and for other purposes,” as amended by the Act, approved 
February twenty-eighth, nineteen hundred and one, entitled “An 
Act relating to the Metropolitan police of the District of Columbia,” 
and the Act, approved February tenth, nineteen hundred and twelve, 
amendatory thereof, are made members of the Metropolitan police 
force of the District of Columbia, and, as members thereof, shall be 
entitled to all the rights, benefits, privileges, and immunities not 
possessed, or which may hereafter be possessed, by other members of 
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said Metropolitan police force. Said special policemen shall likewise 
be subject to the same rules and regulations and to the same discipline 
as other members of said Metropolitan police force, it being the true 
intent and meaning hereof that the said special policemen and the 
regular members of said police force shall, according to the period of 
service and classification, be placed upon the same footing. 

In determining the classes to which said special policemen shall be 
assigned in the Metropolitan police force they shall be given credit for 
the time they have served in their present positions, in the same 
manner and to the same extent as is now or may hereafter be given 
to the regu'ar members of said police force. 

The superintendent of police of the District of Columbia may, in 
his discretion, substitute other members of the Metropolitan police 
force for said special policemen at street railway crossings and inter- 
sections, and during such periods of substitution said special police- 
ment shall perform whatever service may be assigned to them by said 
superintendent of police: Provided, That nothing herein shall be 
construed to amend, alter, or repes al the existing law relative to the 
payment of the compensation of the said spec ‘ial policemen now ap- 
pointed or those that may hereafter be appointed.] 


DEFINITIONS 


Sec. 12. (a) Wherever used in this section— 

(1) The term “member” means any officer or member of the Metro- 
politan Police force, of the Fire Department of the District of Columbia, 
of the United States Park Police force, of the White House Police force, 
and any officer or member of the United States Secret Service Division 
to whom this section shall apply. 

(2) The terms “disabled” and “disability”? mean disabled for useful 
and efficient service in the grade or class of position last occupied by the 
member by reason of disease or injury, not due to vicious habits or in- 
temperance as determined by the Board of Police and Fire Surgeons, or 
willful misconduct on his part as determined by the Commissioners. 

(3) The term “widow” means the surviving wife of a member who was 
married to such individual while he was a member. 

(4) The term “widower” means the surviving husband of a member 
who was married to such individual while she was a member. 

(5) The term “child”? means an unmarried child, including (a) an 
adopted child, and (b) a stepchild or recognized natural child who received 
more than one-half his support from the member in a regular parent-child 
relationship, under the age of eighteen years, or such unmarried child 
reaardless of age who, because of physical or mental disability incurred 
before the age of eighteen, is incapable of self-support. 

(6) The term “basic saldey’ ’ means reqular salary established by law 
or regulation including any differential for special occupational assign- 
ment but shall not include overtime, holiday, or military pay. 

(7) The term “annuitant” means any former member who, on the basis 
of his service, has met all requirements of this section for title to annuity 
and has filed claim therefor. 

(8) The term “survivor” means a person who is entitled to annuity 
under this section based on the service of a deceased member or of a deceased 
annuitant. 

(9) The term “survivor annuitant” means a survivor who has filed 
claim for annuity. 
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(10) The term “police or fire service” means all honorable service in 
the Metropolitan Police Department, White House Police Force, Fire 
Department of the District of Columbia, the United States Park Police 
Force, and the United States Secret Service Division coming under the 
provisions of this Act. 

(11) The term “military service” means honorable active service in the 
Army, Navy, Air Force, Marine Corps, or Coast Guard of the United 
States, but shall not include service in the National Guard except when 
ordered to active duty in the service of the United States. 

(12) The term “Commissioners” means the Commissioners of the 
District of Columbia or their designated agent or agents. 

(13) The term “‘service’’ means employment which is creditable under 
subsection (ce). 

(14) The term “Government” means the executive, judicial, and legisla- 
tive branches of the United States Government, including Government- 
owned or controlled corporations and Gallaudet College, and the municipal 
government of the District of Columbia. 

(15) The term ‘Government service’? means honorable active service in 
the executive, judicial, or legislative branches of the United States Govern- 
ment, including Government-owned or controlled corporations and 
Gallaudet College, and the municipal government of the District of 
Columbia, and for which retirement deductions, other than social security 
deductions, were made, 

(16) The term “department” means any part of the executive branch 
of the United States Government, or any part of te government of the 
District of Columbia whose members come under this section. 


UNITED STATES SECRET SERVICE DIVISION 


(6) Whether any member of the United States Secret Service Division 
has actively performed duties other than clerical for ten years or more 
directly related to the protection of the President, such member shall be 
authorized to transfer all funds to his credit in the Civil Service Retire- 
ment and Disability Fund created by the Act of May 22, 1920, to the 
general revenues of the District of Columbia and after the transfer of such 
funds the salary of such member shall be subject to the same deductions for 
credit to the general revenues of the District of Columbia as the deductions 
from salaries of other members under this section, and he shall be entitled 
to the same benefits as the other members to whom this section applies. 


CREDITABLE SERVICE 


(c) (1) A member’s service for the purposes of this section shall mean 
all police or fire service and such military and Government service as is 
authorized by this section prior to the date of separation upon which 
title to annuity is based. 

(2) Each member shall be allowed credit for periods of military service 
served prior to the date of the separation upon which the annuity is based; 
however, if a member is awarded retired pay on account of military service, 
such military service shall not be included, unless such retired pay is 
awarded on account of a service-connected disability (a) incurred in 
combat with an enemy of the United States or (b) caused by an instru- 
mentality of war and incurred in line of duty during an enlistment or 
employment as provided in Veterans Regulation numbered 1 (a), part J, 
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paragraph I, or is awarded under title III of Public Law 810, Eightieth 
Congress. Nothing in this section shall affect the rights of members to 
retired pay, pension, or compensation in addition to the annuity herein 
provided. 

(3) Credit shall be allowed for leaves of absence granted a member 
while performing military service, excluding from credit so much of any 
other leaves of absence without pay as may exceed siz months in the 
aggregate in any calendar year. 

(4) A member who, during any war or national emergency as pro- 
claimed by the President or declared by the Congress, has left or leaves his 
position to enter the military service shall not be considered, for the 
purposes of this section, as separated from his position by reason of such 
military service, unless he shall apply for and receive his salary deduc- 
tions: Provided, That such member shall not be considered as retaining 
such position beyond December 31, 1957, or the expiration of five years 
of such military service, whichever is later. 

(5) Each member shall be allowed credit for government service per- 
formed prior to appointment in any of the departments mentioned in 
paragraph (1), subsection (a) of this section: Provided, That such member 
deposits with the Collector of Taxes of the District of Columbia, for credit 
to the revenues of the District of Columbia, a sum equal to the entire 
amount including interest, if any, refunded to him for such period of 
government service: Provided further, That if such member so elects he 
shall deposit with the Collector of Taxes of the District of Columbia, the 
total amount of such refund in equal monthly installments not exceeding 24. 

(6) The total service of a member shall be the full years and twelfth parts 
thereof, excluding from the aggregate any fractional part of a month. 


DEDUCTIONS, DEPOSITS, AND REFUNDS 


(d) (1) From and after the first day of the first pay period which begins 
on or after the effective date of this amendatory section there shall be de- 
ducted and withheld from each member’s basic salary an amount equal 
to 6% per centum of such basic salary. Such deductions and with- 
holdings she!l be paid to the Collector of Tazes of the District of Columbia, 
and shall be deposited in the Treasury to the credit of the Distriet of 
Columbia. 

(2) Any member coming under the provisions of this section who is 
separated from his department, except for retirement as authorized by this 
section, shall be refunded the amount of the deductions made from his 
salary under this section. The receipt of payment of such deductions by 
such member shall void all annuity rights under this section, unless and 
until such member shall be reappointed to any department whose members 
come under this section. If such officer or member is subsequently re- 
appointed to any department whose members come under this section, he 
shall be required to redeposit the amount of deductions so refunded to him. 

(3) In order to facilitate the settlement of the accounts of each member 
coming under the provisions of this section who dies prior to retirement 
leaving no survivor entitled to receive an annuity under the provisions of 
this section, the Commissioners shall pay all deductions for retirement 
made from the salary of such deceased member to the person or persons 
surviving at the time of death, in the following order of precedence, and 
— payment shall be a bar to recovery by any other person of amounts so 
para: 
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First, to the beneficiary or beneficiaries designated in writing by such 
member, filed with the Commissioners and received by them prior to 
death of such member; 

Second, if there be no such beneficiary, to the child or children of such 
deceased member and the descendants of deceased children by representa- 
tion; 

Third, if there be none of the above, to the parents of such member, or 
the survivor of them; 

Fourth, if there be none of the above, to the duly appointed legal repre- 
sentative of the estate g the deceased member, or if there be none 
to the person or persons determined to be entitled thereto under the laws of 
the domicile of the deceased member. 


MEDICAL AND HOSPITAL SERVICE 


(ec) Whenever any member shall become temporarily disabled by injury 
received or disease contracted in the performance of duty, to such an 
extent as to require medical or surgical services, other than such as can 
be rendered by the Commissioners, or to require hospital treatment, the 
expense of such medical or surgical services, or hosyntal treatment, shall 
be paid by the District of Columbia; but no such expense shall be paid 
except upon a certificate of the Commissioners setting forth the necessity 
for such services or treatment and the nature of the injury or disease 
which rendered the same necessary. 


RETIREMENT FOR DISABILITY NOT INCURRED IN PERFORMANCE OF DUTY 


(f) Whenever any member coming under this section completes five 
ears of police or fire service and is found by the Commissioners to have 
Sibu disabled due to injury received or disease contracted other than in 
the performance of duty, which disability precludes further service with 
his department, such member shall be retired on an annuity computed at 
the rate of 2 per centum of his basic salary at the time of retirement for 
each year or portion thereof of his service: Provided, That such annuity 
shall not exceed 70 per centum of his basic salary at time of retirement: 
Provided further, That the annuity of a member retiring under this sub- 
section shall be at least 40 per centum of his basic salary at time of 
retirement. 


RETIREMENT FOR DISABILITY INCURRED WHILE PERFORMING DUTY 


(g) Whenever any member is injured or contracts a disease in the 
performance of duty or such injury or disease is aggravated by such duty 
at any time after appointment om such injury or semis or aggravation 
permanently disables him for the performance of duty, he shall upon re- 
tirement for such disability, receive an annuity computed at the rate of 2 
per centum of his basic salary at the time of retirement for each year or 
portion thereof of his service: Provided, That such annuity shall not 
exceed 70 per centum of his basie salary at the time of retirement, nor 
shall it be less than 66% per centum of his basic salary at the time of 
retirement. 
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OPTIONAL RETIREMENT 


(h) (1) Any member who completes twenty years of police or fire 
service may, after giving at least sixty days’ written advance notice to his 
department head stating his intention to retire and stating the date on 
which he will retire, voluntarily retire from ihe service and shall be entitled 
to an annuity computed at the rate of 2 per centum of his basic salary at 
the time of his retirement for each year of service: Provided, however, 
That the rate of 3 per centum of his basic salary at time of retirement shall 
be used to compute each year’s police or fire service in excess of twenty 
years: Provided, That such notice requirement may be waived by the 
department head when, in his opinion, circumstances justify such waiver: 
Provided further, That whenever the Commissioners or the Chief of the 
White House Police force, or the Chief of the United States Park Police 
force, or the Chief of the United States Secret Service division shall deter- 
mine that there exists an emergency which is likely to endanger the safety 
of the public and that the public safety cannot be adequately protected 
except by suspending the retirement provisions of this paragraph (1), 
then the Commissioners or any of said Chiefs shall be authorized to sus- 
pend the retirement provisions of this paragraph (1) in any one or more 
of the departments under their respective gurisdictions until such time as, 
an tie opinion of the Commissioners or any of said Chiefs, respectively, 
public safety can be adequately protected without such suspension. 

(2) Any member of the Metropolitan Police force or of the Fire 
De D ae nt of the District of Columbia having reached the age of sixty 
years shall, in the discretion of the Commissioners, and any member of 
ti White House Police force or of the United States Park Police force or 

e United States Secret Service Division to whom this section applies 
si shall in the discretion of the head of his department, be retired from the 
service and shall be entitled to receive an annuity as computed in subsec- 
tion (h), paragraph (1) 

(3) No annuity nied under paragraph (1) or (2) of this subsection 
(h) shall exceed 70 per centum of the basic salary of such member at the 
time of retirement. 


INVOLUNTARY SEPARATION FROM SERVICE 


(i) If any member is injured or contracts a disease during his first 
Jive years of service in his depariment which, in the judgment of the Board 
of Police and Fire Surgeons, disables him from performing further duty 
wn his department, and if the Police and Firemen’s Retiring and Relief 
Board finds that such injury or disease was not incurred in the perform- 
ance of duty in his department, such member shall, upon the approval of 
such finding by the head of his department, and without regard for the 
provisions of any other law or regulation, be separated from the service. 


RECOVERY FROM DISABILITY OR RESTORATION TO EARNING CAPACITY 


(j) (1) If any annuitant retired under subsection (f) or (g), before 
reaching the age of fifty-five, recovers from his disability or is restored to 
an earning capacity fairly comparable to the current rate of compensation 
of the position occupied at the time of retirement, payment of the annuity 
shall cease (1) upon reemployment in the department from which he was 
retired, (2) one year from the date of the medical examination showing 
such recovery, or (3) one year from the date of determination that he 1s so 
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restored, whichever is earliest. Earning capacity shall be deemed re- 
stored if in each of two succeeding calendar years the income of the 
annuitant from wages or self-employment or both shall be equal to at 
least 80 per centum of the current rate of compensation of the position 
occupied immediately prior to retirement. Nothing in this subsection 
shall preclude such member from having an annuity reestablished if his 
disability recurs, or when his earning capacity 2s less than 80 per centum 
of the rate of compensation of the position occupied immediately prior 
to retirement for any full year thereafter: Provided, That whenever any 
member is reinstated with his respective department it shall be at the 
same grade or rank held by the member at the time of his retirement. 
(2) When an annuitant recovers prior to age fifty-five from a disabling 
condition for which he has been retired, and applies for reinstatement in 
the department from which he was retired, he shall be reinstated in the 
same or nearest equivalent grade and salary available as that received at 
the time of his separation from the service: Provided, That such applicant 
meets the current entrance requirements of such department as to character. 


SURVIVOR ANNUITIES 


(k) (1) In case of the death of any member before retirement, or of any 
former member after retirement, leaving a wife or husband, such wife or 
husband shall be entitled to receive an annuity in the greater amount of 
(1) $1,800, or (2) 30 per centum of such member’s basic salary at the 
time of death or 80 per centum of the basis upon which the annuity, 
relief, or retirement compensation being received by such former member 
at the time of death was computed. Such annuity shall begin on the first 
day of the month in which the member or foriner member dies, and such 
annuity or any right thereto shall terminate upon the survivor's death or 
remarriage. If such member or former member is survived by a wife or 
husband, each surviving child shall be entitled to receive an annuity 
equal to the smallest of (1) 40 per centum of such member’s basic salary 
at the tame of death, or 40 per centum of the basis upon which the annuity, 
relief, or retirement compensation being received by such former member 
at the time of death was computed, divided by the number of children, 
(2) $600; or (8) $1,800 divided by the number of children. If such 
member or former member is not survived by a wife or husband, each 
surviving child shall be paid an annuity equal to the smallest of (1) 60 
per centum of the member’s basie salary at the time of death, or 50 per 
centum of the basis upon which the annuity, relief, or retirement compensa- 
tion being received by such former member at the time of death was com- 
puted, divided by the number of children, (2) $720; or (3) $2,160 divided 
by the number of children. The annuity of any child under this sub- 
section shall begin on the first day of the month in which the member or 
former member dies, and such annuity or any right thereto shall terminate 
upon (1) his attaining age 18, unless incapable of self-support, (2) his 
mene capable of self-support after age 18, (3) his marriage, or (4) 

ws death. 

(2) Upon the death of the surviving wife or husband or termination of 
the annuity of a child, the annuity of any other child or children shall be 
recomputed and paid as though such wife, husband, or child had not 
survived the member or former member. 

(3) Any member retiring wnder subsection (f), (g), or (h) of this section, 
may, at the time of such retirement, elect to receive a reduced annuity in 
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lieu of the full annuity, and designate in writing the person to receive an 
increased annuity after the retired annuitant’s death: Provided, That 
the person so designated be the surviving spouse or child of the retiring 
member. Whenever such an election is made, the annuity of the designee 
shall be increased by an amount equal to the amount by which the annuity 
of such retiring member is reduced. The annuity payable to the member 
making such election shall be reduced by 10 per centum of the annuity 
computed as provided in subsection (f), (g), or (h). Such increase in 
annuity payable to the designee shall be reduced by 5 per centum for each 
full five years the designee is younger than the retiring member, but such 
total reduction shall not exceed 40 per centum. The vncrease in annuity 
payable to the designee pursuant to this paragraph (8) shall be paid in 
addition to the annuity provided for such designee pursuant to paragraph 
(1) or (2) of this subsection and shall be subject to the same limitations 
as to duration and other conditions as the aniwuity paid pursuant to 
such paragraphs (1) and (2). 


FUNERAL EXPENSES 


(1) The Commissioners are authorized to pay a sum not exceeding 
$300 in any one case to defray the funeral expenses of any deceased 
member dying while in the service thereof. 


DUTIES OF COMMISSIONERS IN RETIREMENT AND ANNUITY MATTERS 


(m) The Commissioners shall consider all cases for the retirement of 
members and all applications for annuities under this section. In each 
case of retirement of a member the Commissioners shall certify in writing 
the physical condition of the member for whom retirement is sought. The 
Commissioners shall give written notice to any member under considera- 
tion by them for retirement to appear before them and to give evidence 
under oath. The proceedings before the Commissioners wnvolving the 
retirement of any member, or any application for an annuity under this 
section, shall be reduced to writing and shall show the date of appointment 
of such member, his age, his record in the service, and any other informa- 
tion which may be pertinent to the matter of such retirement or annuity. 
The Commissioners are authorized to administer oaths and affirmations, 
may require by subpena or otherwise the attendance and testimony of 
witnesses and the production of documents at any designated place. In 
the event of contumacy or refusal to obey any such subpena or require- 
ment under this subsection, the Commissioners may apply to the Munici- 
pal Court for the District of Columbia for an order requiring obedience 
thereto. Thereupon the court, with or without notice and hearing, as it 
an its discretion may decide, shall make such order as is proper and may 
punish as a contempt any failure to comply with such order in accordance 
with the provisions of subsection (c), section 5, of the Act of April 1, 1942 
(56 Stat. 193, ch. 207; sec. 11-756 (c), D. C. Code, 1951 edition). 


PAYMENT OF ANNUITIES 


(n) (1) Each annuity is stated as an annual amount, one-twelfth of 
which, fixed at the nearest dollar, accrues monthly and is payable on the 
first business day of the month after it accrues. 

(2) Any person entitled to an annuity wnder this section may decline 

it or any part of such annuity by a waiver signed and filed 


to accept a 
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with the Commissioners. Such waiver may be revoked in writing at any 
time, but no payment of the annuity waived shall be made covering the 
period are which such waiver was in effect. 

(3) In order to facilitate the settlement of the accounts of each person 
who, at the time of his death, was receiving or was entitled to recewe, an 
annuity under this section, the Commissioners shall pay all unpaid 
annuity due such person at the time of death to the person or persons 
surviving at the date of death, in the following order of precedence, and 
such povevent shall be a bar to recovery by any other person of amounts 
so paid: 

irst, to the widow or widower of such person; 

Second, if there be no surviving spouse, to the child or children of such 
person, and descendants of deceased children, by representation; 

Third, if there be none of the above, to the parents of such person or 
the survivor of them; 

Fourth, if there be none of the above, to the duly appointed legal repre- 
sentative of the estate of the deceased person, or if there be none, to the 
person or persons determined to be entitled thereto under the laws of the 
domicile of the deceased person. 


DELEGATION OF FUNCTIONS 


(0) The Commissioners are hereby vested with full power and authority 
to delegate from time to time to their designated agent or agents any of 
the functions vested in them by this section, 


REGULATIONS 


(p) The Commissioners are authorized to promulgate such rules and 
regulations as they may deem necessary to carry out the purposes of this 
Section. 

REORGANIZATION 


(q) Where any provision o this section refers to an office or agency 
abolished by Reorganization Plan Numbered 6 of 1952 (66 Stat. 824), 
such reference shall be deemed to be to the office, agency, or officer now or 
hereafter exercising the functions of the office or agency so abolished. 
Nothing contained in this section s be construed as a limitation on 
the authority vested in the Commissioners by Reorganization Plan Num- 
bered 5 of 1982. 





(43 Stat. 539) 
[POLICEMEN AND FIREMEN’S RELIEF FUND 


[To pay the relief and other allowances as authorized by law, 
$400,000: Provided, That on and after July 1, 1924, the rate of de- 
duction from the monthly salary of each member of the police and 
fire departments of the District of Columbia shall be 2% per centum.] 
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(46 Stat. 839, Sec. 5) 


[That, commencing with the effective date of this Act, there shall 
be deducted for the benefit of the policemen and firemen’s relief fund 
3 per centum of the monthly pay of each member of the Metropol- 
itan police force, the fire department, the United States park police, 
and the White House police force. That hereafter, upon the separa- 
tion from the service of any such member, except for retirement as 
authorized by existing law, he shall be refunded the deductions made 
from his salary for said fund, and should any such member subse- 
quently be reappointed to any of such police forces or the fire depart- 
ment he shall be required to redeposit to the credit of the policemen 
and firemen’s fund the amount of deductions refunded to him. In 
the case of the death of any such member while in the service the 
amount of his deductions shall be paid to the legal representative of 
his estate, provided he leaves no widow or child or children entitled 
to and granted relief payable from said fund.] 





(43 Stat. 176, Sec. 7) 


[That under and in accordance with section 12 of the Act entitled 
“An Act making appropriations to provide for the expenses of the 
government of the District of Columbia for the fiscal year ending 
June 30, 1917, and for other purposes,” approved September 1, 1916, 
as amended, members of the United States park police force shall be 
entitled to all the benefits of relief and retirement therein authorized 
upon the payment by each member into the policemen and firemen’s 
relief fund, District of Columbia, of an amount equal to 1% per centum 
of the total basic salary received by him since September 1, 1916, as 
a member of such United States park police force, and as a watch- 
man of the United States in any public square or reservation in the 
District of Columbia: Provided, That a member of the United States 
park police force, to be designated by the officer in charge of public 
buildings and grounds, shall be a member of the police and firemen’s 
retirement and relief board in all cases of relief and retirement of 
members of the United States park police force and of the White 
House police force: Provided further, That on and after July 1, 1924, 
appropriations to pay relief and other allowances authorized by said 
section 12 of the Act of September 1, 1916, shall be paid 60 per centum 
from the revenues of the District of Columbia and 40 per centum 
from the revenues of the United States: And provided further, That 
on and after July 1, 1924, the rate of deduction from the monthly 
salary of members of the Metropolitan police force, United States 
Park police, and the White House police force shall be 2% per centum; 
And provided further, That such monthly deductions and other mon- 
eys now authorized by law to be credited to the policemen and fire- 
men’s relief fund shall continue to be so credited.] 
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(68 Stat. 1044) 


[That any person entitled to relief or retirement compensation 
pursuant to the provisions of section 12 of the Act approved Septem- 
ber 1, 1916 (39 Stat. 718), as amended (title 4, ch. 5, D. C. Code 1951 
edition), may decline to accept all or any part of such relief or retire- 
ment compensation by a waiver signed and filed with the Commis- 
sioners of the District of Columbia or their designated agent. Such 
waiver may be revoked in writing at any time, but no payment of 
the relief or retirement compensation waived shall be made covering 
the period during which such waiver was in effect. ] 
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FOREWORD 





Hovuse oF REPRESENTATIVES, 
CoMMITTEE ON ForeIGN AFFAIRS, 
Washington, D. C., May 15, 1957. 

This report has been submitted to the Committee on Foreign 
Affairs by the special study mission of the Subcommittee on Europe, 
which undertook a mission to Europe on policy toward the satellite 
nations. The special study mission included Hon. Edna F. Kelly, 
chairman; Hon. Armistead I. Selden, Jr., Hon. Frank M. Coffin, 
Hon. James G. Fulton and Hon. Alvin M. Bentley. 

The observations, impressions and recommendations in this report 
are those of the special study mission and do not necessarily reflect 
the views of the members of the Committee on Foreign Affairs. 
This report is filed in the hope that it will prove useful to the Congress 
in connection with an important aspect of foreign policy. 


Tuomas S. Gorpon, Chairman, 





May 15, 1957. 
Hon. THomas S. Gorpon, 
Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D. C. 

Dear Mr. CHarrMan: There is transmitted herewith the report of 
the special study mission of the Subcommittee on Europe on policy 
toward the satellite nations. The study mission, composed of the 
undersigned and accompanied by Mr. Sheldon Z. Kaplan, staff con- 
sultant; Mr. George B. Gardiner, Department of State, escort officer; 
and Col. Fred H. Bounds, Department of Defense, escort officer, 
departed from the United States on April 18, 1957, and returned on 
April 30, 1957. 

It is hoped the information which the report contains will be useful 
to the members of the committee, to the Congress, and to the executive 
branch as on-the-spot observations, impressions, and recommenda- 
tions with respect to a vital area of foreign policy—relations with the 
satellite nations and peoples of Europe. 

Epona F. Ketty, Chairman, 
ArMISTEAD I. SELDEN, Jr. 
Frank M. Corrin, 

James G. Futon. 

Atvin M. Bent ey. 
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REPORT OF THE SPECIAL STUDY MISSION TO EUROPE 


June 4, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mrs. Ketxy, from the Committee on Foreign Affairs, submitted the 
following 


REPORT 


[Pursuant to a resolution (H. Res. 29), authorizing the Committee on Forei 
Affairs to conduct a full and complete investigation of matters relating to the 
laws, regulations, directives, and policies including personnel pertaining to the 
Department of State and such other departments and agencies engaged pri- 
marily in the implementation of United States foreign policy and the overseas 
operations, personnel, and facilities of departments and agencies of the United 
States which participate in the development and execution of such policy] 


I. PURPOSE AND SCOPE 


On April 18, 1957, the Subcommittee on Europe of the House Com- 
mittee on Foreign Affairs left for Europe on a special study mission. 
Members of the subcommittee who comprised the study mission were 
Hon. Edna F. Kelly, New York, chairman; Hon. Armistead I. Selden, 
Jr., Alabama; Hon. Frank M. Coffin, Maine; Hon. James G. Fulton, 
Pennsylvania; and Hon. Alvin M. Bentley, Michigan. 

The study mission returned to the United States on April 30, 1957, 
after having visited France, Austria, Germany, and England. In 
addition, Mr. Bentley visited Poland and Mr. Fulton visited Yugo- 
slavia. Both of the latter visits were in connection with the subcom- 
mittee’s special study mission. 

The purpose of the study mission was announced by the subcom- 
mittee on February 21, 1957, as— 


To obtain firsthand information on the issues relating to 
the European area which come within the mutual security 
program. ‘These issues include the question of a coordinated 
effort with the members of NATO and with other European 
countries to strengthen the fight for and maintenance of 
freedom, independence, and stability in the European area. 
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Because the Hungarian revolution of October 23, 1956, had high- 
lighted the importance of having an effective policy toward the 
satellite nations of Europe, the Tibconseitien, in connection with its 
study mission, felt it important to hold preliminary hearings on this 
problem. The question of United States policy toward the satellite 
nations, the problem of satellite refugees from the point of view of 
impact upon foreign policy, the question of aid to Poland, and the 
problem of coordination of policy with the members of NATO and 
with other European countries were all the subject of searching exam- 
ination by the subcommittee prior to its departure for Europe. The 
subcommittee held extensive preliminary hearings for some 2 months 
before leaving the United States, and heard witnesses from the execu- 
tive branch, including members of the United States Mission to the 
United Nations in New York, and also a number of Hungarian refugees 
who had taken a leading part in the Hungarian revolt. 

The preliminary hearings were valuable in pinpointing the issues 
involved in United States policy toward the satellite nations. 

The importance of the study mission is evidenced by the fact that 
the Soviet-controlled Tass, on March 20, 1957, took notice of the 
forthcoming mission of the subcommittee, as follows: 


New Yorx.—Press reports show that United States ruling 
circles are continuing to adopt measures to organize sub- 
versive activities and interferences in the internal affairs 
of the U. S. S. R. and the People’s Democracies. This 
blatantly imperialistic and aggressive policy of the United 
States had found expression in the creating of a special 
subcommittee of the House of Representatives Foreign 
Affairs Committee to “study” and recommend possible 
United States policy in the event of future “insurrections” 
in East European countries. 

This notorious subcommittee, according to the press, is to 
visit Austria in the near future, ostensibly to investigate 
the aforementioned matters but actually to intensify the 
subversive activities of reactionary elements in the U.S. S. R. 
and the People’s Democracies. According to a statement 
made by McCormack, a Member of the House of Repre- 
sentatives, the subcommittee’s task during its stay in Europe 
“will consist of studying the possibilities of a United States 
policy which” could be adopted “in the event of future insur- 
rections such as the one which took place in Hungary.” 

Another member of the subcommittee, Bentley, speaking 
in the House of Representatives, urged the United States 
Government to pursue ‘a firm policy” in regard to the 
U. S. S. R. and the People’s Democracies, which would 
“effectively assist”? counterrevolutionary elements in the 
notorious task of “liberating” various countries “regard- 
less of the methods used to effect’”’ such a so-called libera- 
tion. 


In Europe the study mission received information from and con- 
ferred with top level United States officials, local officials, members 
of the press and radio, and Hungarian refugees. Several refugee 
camps were visited by the study mission as well as the Austrian- 
Czechoslovakian border. Some 15 formal meetings were conducted 
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in Paris, Vienna, Munich, Bonn, and London. In addition, a num- 
ber of formal meetings were conducted by Mr. Bentley in Warsaw 
and by Mr. Fulton in Belgrade. The study mission traveled almost 
10,000 miles by air between countries. In all, the views of some 200 
individuals were obtained. 

Because of its extensive preliminary hearings held at home, the 
study mission was in position to develop a broad range of questions 
covering United States policy toward the satellite nations. 

In its questioning, the study mission focused attention on the lessons 
to be derived from the Hungarian experience and to be applied in the 
event of future outbreaks. The question of United States policy 
toward the satellites was gone into thoroughly. In this connection, 
the problem of refugees, their housing, their resettlement, and their 
expectations were the subject of searching examination from the point 
of view of impact on foreign policy by the study mission in every 

lace visited. The nature and extent of United States fact-gathering 
acilities, and the question of evaluation of intelligence were also dis- 
cussed by the mission. The impact of the Hungarian revolution on 
Europe, particularly on other satellite nations and on the Communist 
parties in the individual countries, was also considered in connection 
with United States policy. Underlying all the questions pursued by 
the study mission was the central question of the importance of 
satellite policy as a segment of overall policy toward building a free 
and secure Europe. (A complete list of the questions will be found 
in the appendix.) 

In posing the questions, the study mission did not purport to con- 
duct a public opinion poll. A tabulation of answers, in the judgment 
of the study mission, would be neither practicable nor helpful. To 
some of the questions there are no definitive answers. In some cases, 
the answers depended upon the combined judgment of the study 
mission—for example, in those instances where the study mission 
received answers which were diametrically opposed to each other, 
In some instances, the answers involved classified information and, 
in other cases, the answers are reflected in the observations, impres- 
sions, and recommendations of the study mission. 

As a result of the study mission’s questioning on various operations 
of the Mutual Security program, much information was obtained. 
Because of the general classified nature of this material, it has been 
turned over to the full Committee on Foreign Affairs for its use in 
connection with its consideration of the forthcoming Mutual Security 

rogram. 
" his report is confined to Europe, which is the jurisdiction of the 
subcommittee. Events in other countries are referred to only as they 
are related to United States and free-world policy toward Europe. 








II. OBSERVATIONS AND IMPRESSIONS 


The Hungarian revolution which broke out October 23 was catas- 
trophic in nature and caught the free world totally unprepared. The 
nature of its rapid development likewise came as a surprise. Its 
tragic finale left a feeling of bitter disappointment and regret that the 

overnments of the free world were not ready to take effective action. 

onversely, it appeared that the Soviet Union is determined to go to 
any and all lengths to maintain her empire of enslaved peoples by the 
most brutal forms of armed subjugation and repression, when per- 
mitted to do so. It also appeared that when the Soviets felt their 
own vital interests were involved, as in the case of Hungary, they 
were willing flagrantly to flaunt the public opinion of the peoples of 
the free world who, it should be added, were far more willing for 
dramatic action than their governments. 


A. NEED FOR A POLICY 


Foreign policy, to be effective, must contain sufficiently planned 
courses of action adopted in advance, and implemented by the admin- 
istrators of our policy in a steadfast and unwavering manner that 
will make clear our intentions and our objectives. 

Foreign policy permeates economic, political and military fields. 
All must have parallel, positive force. All must reflect the absolute 
moral background upon which our country was founded and which 
is an essential ingredient of world leadership. The same standards 
must apply to each factor. Policy must be realistic and responsible. 

The mere expression of policy is not sufficient. The willingness, 
the determination and the ability to enforce its courses of action is 
the key to its success. 

The forces of communism are committed to making colonies of all 
nations by any means available, with no recognition of any standard 
except that ‘‘might makes right.” In any consideration of policy, it 
must be remembered that peace will not be secured by any evidence of 
weakness in the free world’s struggle against Soviet power and Soviet 
propaganda. 

The survival of Western civilization depends on the influence 
exercised by the United States, not alone upon the nations which 
are free today but, more important, upon those nations which yearn 
for freedom now—the satellite nations. We have reached a turning 
point in history where, unless we formulate and implement policies of 
action, courageously and firmly executed, scholars might someday 
read the history of the decay of Western civilization under faltering 
United States leadership. 


1. United States policy: toward satellites necessary 


The Hungarian revolution pointed up the fact that a vigorous, 
farsighted and consistent United States policy toward the captive 
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nations is essential to steady progress toward peace with freedom in 
Europe. The fate of Hungary does not preclude future uprisings. 


2. Alternatives not war or no policy 


The study mission believes that a new policy toward the satellites 
does not mean that we must either take steps which would bring 
about World War III or do nothing. To be realistic and responsible, 
United States policy must seek constructive courses between the 
extremes of military action and abandonment. 

As far as the study mission can ascertain, the policy of this Gov- 
ernment toward the satellites is twofold: First, a negative policy of 
not intervening militarily, either unilaterally or internationally, and, 
second, assurance of such policy in advance to the Soviets. 


8. Eract course unpredictable but planning of alternative courses is 
essential 

The exact courses of action which the United States should take in 
any given situation cannot, of course, be proclaimed in advance. 
However, many varying courses of action must be considered well in 
advance of actual events. Tactics may vary, but the planning of 
alternative courses available to implement a policy can and should 
take place. To say that there can be no firm policy toward the 
captive nations is to say that there can be no foreign policy for any 
area. 


4. Satellite policy is integral part of rebuilding Europe 

Policy toward the enslaved nations of Europe must be geared with 
a policy of building and maintaining a free Europe. It must be recog- 
nized that in the event of the achievement of freedom of the satellites, 
the United States and the rest of the free world will be called upon to 
assist in rebuilding the economic and social structures of those coun- 
tries and to take other necessary steps in restoring these nations to 
their proper role in a free European society. 


B. EFFECT OF HUNGARIAN REVOLUTION 


1. Impact of Hungarian revolution on Europe 


On the basis of visits to France, Austria, Germany, England, Poland 
and Yugoslavia, and conferences with top-level United States and local 
officials of these and other countries, the study mission found that the 
real impact of the Hungarian revolution is a primary political fact 
of Europe today. The ruthless and barbaric suppression of the Hun- 
garian freedom revolt by the U.S. S, R. has seriously weakened Soviet 
prestige in Europe and has isolated the local Communist Parties. 

The impact of the revolution upon the satellite nations themselves 
has been profoundly significant. The Hungarian freedom fighters 
regarded their fight, as did the other captive peoples, as a fight for 
freedom for all captive peoples, not alone for Hungary. While the 
desire of the peoples of the satellite nations for freedom has been 
intensified, the paralysis of the free world and of the United Nations in 
assuming responsibility in this fight has come as a bitter revelation. 


2. Hungarian revolution exposed the ruthless colonialism of the Soviets 
The Hungarian revolution demonstrated that Soviet policy toward 
the satellite nations is a policy of ruthless colonialism and overlordship 
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of both human and natural resources without parallel in modern 
history. 


8. Hungarian revolution exploded the Soviet myth 


The Hungarian revolution demonstrated to the whole free world 
that Soviet force cannot suppress the basic desire of people for freedom. 
It exploded the myth that constant indoctrination and savage sup- 
pression of fundamental liberties could destroy that basic desire 
among the workers, the intellectuals, and, most important, the youth 
of a nation. 


4. A strong blow to neutralism in Europe 


The brutal retaliation by the Soviets against the people of Hungary 
and the open subjugation of that nation has dealt a strong blow to neu- 
tralism in Europe, and should weaken the structure of neutralism 
elsewhere in the free world. 


5. Action of volunteers in future outbreaks 


The study mission finds that in the event of another revolution in 
a satellite nation, it might be difficult, if not impossible, to prevent free 
world volunteers from moving in to counter Soviet aggression. 


C. LIMITATION OF UNITED STATES POLICY 


1. The lost opportunity of our generation 


The failure of the free world and of the United Nations under the 
leadership of the United States to take the positive action expected 
and impliedly promised in Hungary constitutes, in the judgment of 
the study mission, the lost opportunity of our generation. While it 
was not expected of the United States to send troops or military 
weapons into Hungary for fear of provoking a third world war, the 
fact remains that we were without any measures or devices at our dis- 
posal to meet this crisis. Although the conditions which brought forth 
the revolution increased in intensity, there was no evidence of plan- 
ning of possible courses of action by the United States and by the 
United Nations as the boiling point was approached. This lack of 
forethought was highlighted particularly after the revolution took place 
when our ability to communicate, decide, and act failed to keep pace 
with these events at a time when the rest of the free world was wait- 
ing for a demonstration of leadership by the United States. With the 
Hungarian revolution the whole earth quaked. The United States, 
the free world leader, stood by. 


2. Failure of United States to use its leadership 


The United States is justly regarded as a great power. The people 
of the free world and those behind the Iron Curtain feel that the United 
States has not utilized its power effectively. In stating this, they do 
not have reference solely to military forces or expenditure of money, 
but rather to the exercise of leadership in marshaling world opinion 
and promoting the ideas underlining the western way of life. The 
failure of United States foreign policy, as highlighted by the failure of 
our action toward Hungary, has indicated to the world that while the 
United States can marshal its forces effectively for all-out military 
purposes, it has failed to prepare for the kind of war where weapons 
subtler than guns and tanks are needed. 
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8. The lack of consistency, leading to insecurity, distress, and fear 

In every Western European capital visited by the mission there was 
voiced the criticism that United States policy significantly lacks con- 
sistency. ‘This has made for insecurity, distrust, and fear, and has 
weakened the NATO alliance. 

At every point during its travel abroad the study mission found 
strong feeling that the United States and the United Nations were 
continuing to exercise a double standard of international morality. 
The contrast between the proposed action in relation to the Suez 
crisis, specifically against Israel, and inaction with regard to Hungary 
was everywhere held up as an example. 

The study mission found a lack of comprehension in Europe of the 
statement by Secretary Dulles urging reliance on moral pressures to 
overcome the power of Soviet despotism and an inability to reconcile 
the statement with United States policy toward Formosa and the 
recent dispatch of the Sixth Fleet to the Middle East. 


4. Words not implemented by action 


The implications of words and statements, and legislative pro- 
nouncements which are not followed up by subsequent action, and, 
in fact, are belied or abandoned by such lack of action, have created 
immeasurable harm, confusion, skepticism, and distrust. The revo- 
lution in Hungary has unfortunately confirmed in the minds of the 
people of Europe this confusion, skepticism, and distrust. 

During the Hungarian revolution, words and terms, attributed 
to several Radio Free Europe broadcasts, were ministerpreted by 
the Hungarian freedom fighters. Special articles, speeches, and 
editorials which are rebroadcast may mean one thing to a domestic 
audience and have an entirely different connotation to an audience 
under the stress of an intense struggle for freedom. The most careful 
editorial supervision is required under such circumstances. 

The publicity and propaganda must be geared to a policy. We 
must not talk more strongly than we are prepared to act. Clarity, 
certainty, and steadiness of announced policy are as important as any 
particular content. 


§. Defect in intelligence and evaluation 


The study mission is fully aware of the fact that no intelligence 
service can be perfect. The function of an intelligence service is the 
gathering and evaluation of facts. It is essential that the United 
States, as the free world leader, have the best intelligence service in 
the world. While it was impossible for any intelligence service to 
predict the exact date of the Hungarian revolution, the evidence was 
overwhelming that a storm was brewing. The failure of the United 
States to have a plan or plans of action concerning the Hungarian 
events indicates either serious weakness in our intelligence service or 
@ serious misapplication by the administrators of our foreign policy 
of facts reported. 


6. The fatal 4 days 

The outbreak of hostilities in Hungary began on October 23. It 
was not until October 27, 4 days later, that the United States re- 
quested an emergency meeting of the Security Council of the United 
Nations. Four days during which the freedom fighters of Hungary 
fought and hoped for United States and United Nations support— 
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4 fatal days during which the United States was paralyzed by 
inaction. ‘This inaction in effect weakened the morale of the freedom 
fighters and emboldened the Soviets to take their ruthless action 
without fear of countermeasures from the free world. These 4 days 
gave comfort to the enemy when they should have given comfort to 
the freedom fighters. 


D. IMMIGRATION POLICY 


1. Partially effective action 


Under the circumstances, the study mission finds that the action 
which the United States and other nations of the free world took, in 
conjunction with Austria, toward the refugees from Hungary was 
appreciated by the peoples of Europe. 

As vast numbers of refugees came pouring out of Hungary they 
created a serious problem which had to be faced. Austria was 
flooded. Austria bore the main brunt, and generously provided 
asylum to 174,000 refugees. This action of Austria, despite the 
burden which the refugee problem placed on her limited economy, is 
commendable. Proportionately, in relation to its population, this 
action of Austria would be equivalent to the United States opening 
her border to over 4 million refugees. The United States and many 
other free world countries responded generously to the problem of re- 
settlement of the refugees, as is indicated from the following dis- 
tribution: 


Wewentanes, Sk tS ah Gee Tn eee a. MA 1, 783 
Dieiralige? 55% . eas. 28 SRNR i Beales 5 ea stds 2 LCs 3, 820 
POE a eee eee 3, 209. | New Zealand. .....---.--.-.. 922 
de ts Sa I i ck occas eieines ine 1, 034 
tlh a ened cauheplitvepnalys TU, SOP LUG MeTICR nan eon ane 1, 225 
Dem tb eS 2 lL 1Ous were oo eS sks: 5, 286 
Dominican Republic__-------- §81 | Switserland. 2. 2 oh - 10, 338 
PDS peatlrwe: dod dessags~* 0: 1631 Parkey oct os ete eS Lx 505 
NI Fh 11, 613 | United Kingdom__...._...--.- 20, 532 
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The remaining refugees, amounting to approximately 700, were dis- 
tributed among Chile, Colombia, Costa Rica, Cuba, Iceland, Nica- 
ragua, Luxembourg, Spain, Uruguay, and Venezuela. 

2. Plight of remaining Hungarian refugees 

There still remain, however, 36,000 Hungarian refugees in Austria, 
14,000 in Yugoslavia, and a number scattered elsewhere through free 
Europe. The proper disposition of these Hungarian refugees and 
their resettlement constitute a continuing challenge to the countries 
of the free world. Failure of the countries of the free world to assume 
continuing responsibility for the resettlement of these refugees might 
well cause grave repercussions behind the Iron Curtain and could 
set back the ultimate hope of the peoples of those countries of ever 
achieving freedom. Furthermore, those refugees who are not settled 
and who might have no course but to return to Hungary would in 
themselves constitute a symbol of rejection by the free world of which 
the Soviets could make serious psychological capital. If they are 
rejected, the Soviets will have won the last round of a contest that 
could so easily be won for the free world. 
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The study mission spoke to a number of young Hungarian refugee 
students in Austria, a great many of whom had hoped to come to the 
United States. They are now compelled to change their plans and 
apply for admission to other countries. They feel bitter that those 
who first came across the border into Austria were arbitrarily picked 
and permitted to go to the United States while those who stayed 
behind and fought, and who later crossed the border, are now for- 
bidden to come to this country. 


E. REPORT OF MR. BENTLEY ON HIS VISIT TO WARSAW, POLAND, 
APRIL 25-28, 1957 


The study mission points out that consultative hearings, initiated 
at the request of the Department of State, were held by the subcom- 
mittee for some weeks prior to its departure for Europe on the ques- 
tion of United States aid to Poland. The subcommittee was par- 
ticularly interested in this aspect of United States policy toward the 
satellite nations and kept currently informed insofar as possible of the 
negotiations then proceeding between Polish and United States 
officials in Washington. 

Because of the importance of the pending negotiations, it was the 

lan of the study mission to visit Poland during its mission to Europe. 
Tt was felt particularly important to do so because of the determina- 


tion made by the Secretary of State, in a letter dated December 28, 
1956, that— 


Poland is not now dominated or controlled by the U.S.S. R., 
and accordingly qualifies as a friendly nation within the 
meaning of section 107 of the Agricultural Trade Develop- 
ment and Assistance Act of 1954, as amended (Public Law 
480, 83d Cong., 2d sess.). 


However, the study mission was informed that it was not considered 
appropriate for the entire membership of the mission to visit Poland 
while the negotiations were taking place. For this reason, and be- 
cause of the limitation of time available, Mr. Bentley was detailed by 
the study mission to make a thorough on-the-spot investigation of 
conditions in Poland affecting United States aid to that country. 

In addition, the study mission directed part of its questioning in 
Europe toward the policy of aid to Poland in order to obtain the 
reaction of the witnesses in the countries visited. Because it was 
important for the entire membership of the study mission to obtain 
information on Poland from the highest United States official source 
in that country, the United States Ambassador to Poland, Hon. 
Joseph E. Jacobs, was called to Vienna for conferences with the study 
mission. The information obtained by the study mission abroad 
substantially supplemented the information which had been given 
to the subcommittee in Washington by the Department of State 
prior to its departure. 

There follows the report submitted by Mr. Bentley. 


1. The focus of questions and answers 


I arrived in Warsaw on Thursday evening, April 25, and 
departed Sunday morning, April 28. During the period 
April 26-27 I saw and interviewed all available officers of the 
American Embassy; all major Western newspaper cor- 








10 





STUDY MISSION TO EUROPE ON SATELLITE NATIONS 


respondents; representatives of the Polish press; prominent 
members of the Polish Parliament (Sejm); as well as high- 
ranking officials of the Ministries of Foreign Affairs, Foreign 
Trade, and Agriculture. In all, some 31 people were inter- 
viewed, and in virtually all cases these questions were asked 
and the following answers received: 

(a) How can we be sure that American assistance will benefit 
the Polish people? It is impossible to separate the benefits of 
aid to the Polish Government from aid to the Polish people. 
However, any form of economic assistance will improve 
internal consumption standards, reduce Poland’s dependence 
on the Soviet bloc for essential imports, and permit gradual 
decontrol measures of important sectors of the Polish 
economy. Such actions will all benefit the people of Poland 
themselves. 

(6) How can we be sure that assistance will remain in Poland 
and not be siphoned off elsewhere? 'The Poles believe that the 
agreements of last November 19 with the Soviet Union ensure 
that American aid will not be siphoned out of Poland. They 
claim that these agreements guarantee their economic 
independence. 

(c) If assistance to Poland is successful, will it have a bene- 
ficial effect on other countries of the Soviet bloc? The consensus 
of Polish opinion was definitely that other satellites would 
attempt to follow Poland. 

(_) What will happen if there is no aid program? The 
present Polish regime is ia a very precarious position and, if 
the current economic situation continues to deteriorate, 
could collapse by late fall. ‘The only foreseeable result would 
then be a return to a Stalinist type government completely 
subservient to Moscow. It was not believed that another 
Budapest type revolt would occur but rather that the Poles 
would apathetically resign themselves to indefinite domina- 
tion by the Soviet Union. 

(e) What will American aid mean to Poland’s political de- 
velopment? Poland has at present progressed politically as 
far away from the Soviet Union as is possible in the foresee- 
able future. There is little likelihood that Poland will desert 
the Soviet camp. 

(f) How can we justify aid to Poland in terms of our own 
national interests? Polish sources pointed out that not only 
would this mean an expansion of our commercial markets 
and possibly increased cultural contacts, but also that 
economic stability in Poland would mean more political sta- 
bility for all of Central and Eastern Europe. It could be 
added that any weakening of Soviet economic domination 
of this area would be a net gain for the free world. 


2. General observations 


Poland is trying to strengthen her economic and cultural 
ties with the West, although her geographical situation places 
definite limits (which have for the time being been reached) 
on her political swing from the Soviet orbit. The present 
Government believes that Soviet domination of Eastern 
Europe is primarily in the interest of future Soviet: security 
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requirements and is therefore attempting to reassure Moscow 
from this standpoint. There will be little change for 
Poland on the international front but considerable depar- 
ture from Marxist (and even Socialist) dogma in the eco- 
nomic sphere. If the Poles succeed in their undertaking it 
will set a new example for all the satellites as to the degree 
which they can achieve economic autonomy within the 
Soviet bloc. The Poles feel that as long as Moscow is 
reassured from the standpoint of military security, they can 
make comparatively radical departures in other fields. 
Essentially, the present Polish Government foresees an era 
of peaceful coexistence between East and West, with them- 
selves playing the role of arbiter. 


3. Observations on specific economic problems 


(a) Agriculture: The Gomulka regime is committed to dis- 
continue forced collections of farm commodities. It is also 
committed to decollectivise farmlands, encourage coopera- 
tives, and develop a method for returning farms to private 
ownership. Abandonment of forced collections is the most 
critical political requirement, but in order to accomplish 
this the Poles estimate that they will need a 4-month reserve 
of wheat in order to discourage speculative hoarding and in- 
flation, and to ensure essential consumption requirements. 
Ministry of Agriculture officials told me that this reserve 
should amount to 1.6 million metric tons, and that bread 
grains were probably the highest priority item in the negotia- 
tions for American credits. They also said that the Govern- 
ment needed a 6-month lead-time from the acquisition of the 
reserve to the announcement of discontinuance of forced col- 
lections. Thus, if the reserve were complete in January, 
they could make the announcement in July and dismantle 
the collection administration. There was some difference 
of opinion as to when Poland would again be self-sufficient 
in wheat production, but there was general agreement that 
imports would be necessary for several years. 

There is also a requirement for feed grains. During the 
ast several years an imbalance has developed between the 
og and cattle populations. Before the war the number of 

cattle exceeded the number of hogs; now the ratio is reversed. 
Feed grains are required to restore the ratio to normal and to 
reduce the reliance of hog farmers on bread grains for feed. 
If successful in this field, the Poles expect not only to improve 
the domestic protein diet but also to increase their exports 
of meat, meat products, poultry, and dairy products to 
Western Europe and England. 

(b) Coal mining: The export from this basic industry has 
been falling off sharply. In 1955 it was 25 million tons; 
1956, 19 million; and this year is expected to drop to 14 
million. Output is also down, due partly to the abandon- 
‘ment of required overtime and Sunday shifts, partly to the 
movement of labor away from the mines, and partly to 
obsolescence of equipment and the necessity of opening up 
new mines. 


1] 
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Mining equipment is needed for modernization of old mines 
and for construction of new mines when current exploration 
has been completed. This year approximately 50 percent 
of Polish exportable surplus will go to Eastern Europe and 
50 percent to the West. 

If the modernization program is successful and future coal 
production meets expectations, domestic consumption and 
exports will increase. The Poles maintain that present 
levels of exports to the East will remain about the same 
since Eastern Europe has not been able to satisfy Polish re- 
quirements for producers durables, and that exports should 
increase to Western Europe since the latter is the main 
assured source of these requirements. 

(c) Cotton textiles: This is a sick industry, especially in the 
Lodz area where there is serious underemployment and 
social unrest. The Poles estimate that their industry can 
utilize up to 120,000 metric tons of cotton annually. At 
present they are almost solely dependent upon the U.S. S. R. 
for imports, which have been amounting toe about 95,000 
tons a year, with 70,000 to 75,000 coming from the U.S.S. R. 
and the remainder coming from Egypt as long-staple cotton 
and therefore unsatisfactory for their purposes. 

Again, cotton is a high-priority item in their stated re- 
quirements from the United States, and in order to insure 
their independence from Soviet supply, they need to aug- 
ment their inventory at once and will have, in addition, an 
annual recurring requirement for United States cotton for a 
long time to come. 

With an improvement in the output of cotton textiles, the 
Poles are anxious to increase their exports of low-cost textiles 
to Africa and Southeast Asia in return for essential raw 
material imports. 

(d) Foreign trade: In general, there has been a shift in 
Poland’s trade relationships since 1954. Before World War 
II, Poland’s trade was predominantly westward. But by 
1954, two thirds of her trade was with Eastern Europe, 30 
percent of which was with the Soviet Union. By 1956, how- 
ever, 30 percent was with the Soviets, 30 percent with 
Eastern Europe, and 40 percent with the West. Poland is 
determined to increase her trade with the West, since this 
is the main reliable source of supply for the modern industrial 
equipment she needs. 

4. General impressions 

The initial evidence which I received that there had been 
a change was that I received my visa this time in fairly short 
order, although in 1953 I had been officially refused permis- 
sion to enter. 

Warsaw, which was 70 percent destroyed during the war, 
has been about three-quarters rebuilt and along the architec- 
tural lines of the prewar era. 

There is no visible evidence of Soviet propaganda displays 


and much proof of a growing trend toward a revival of Polish 
nationalistic influences. 
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The Polish armed forces, in the event of trouble, would 
probably remain loyal to the Government whether the attack 
comes from without or within. However, because of Soviet 
control of logistics and ammunition supplies, the Polish Army 
would be capable of only limited resistance against Soviet 
intervention. 

‘here is widespread popular feeling against the police, even 
in the performance of legitimate duties. Heavily armed 
police are little in evidence. 

The Polish Parliament (Sejm) bears no evidence of Com- 
munist influence, and parliamentary procedure is surprisingly 
like that of western democracies, although there is still one- 
party control by the United Workers Party. 

There was no apparent hesitation on the part of Polish 
officials about meeting me, On the contrary, the Embassy 
was able to arrange an impressive number of meetings on 
very short notice. Generally, the Poles were cool at first, 
but seemed genuinely friendly as discussion developed. I 
assume that our conversations were recorded, but aside from 
an obvious correctness in their references to the Soviet Union, 
they were quite willing to discuss substantive issues. They 
are uniformly anxious to improve their cultural ties with the 
West and expecially with the United States; and satisfaction 
was always expressed with the new Ford Foundation student 
exchange program. ‘They are also anxious to retain the sup- 

ort of Communist China, and of Nehru. Both China and 
ndia fully backed their independence effort last fall by 
implication and they feel that this backing continues to 
constitute a powerful offset to more active Russian inter- 
vention in their affairs. 

The Poles, who now feel they are definitely a part of 
central Europe, aré anxious to improve their cultural ties 
with the West. ‘There is, however, the usual bitterness of 
feeling toward West Germany, mostly occasioned by the 
latter’s alleged revisionist attitudes. Polish Government 
officials see no immediate solution to the German problem. 

Poland appears willing to admit qualified technical 
experts from the United States in connection with their 
machinery and equipment import programs although they 
made it anita that they would not welcome any large increase 
of American official personnel in connection with the aid 
program. 

The Polish dollar reserves are so low (about $15 million) 
that there is now no thought of reopening the Polish con- 
sulates in this country. The Poles are hopeful of attracting 
a certain amount of dollar currency through encouraging 
tourist visits but their accommodations and transportation 
facilities are still so inadequate that there is little hope for 
immediate help from this direction. 
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Ill. RECOMMENDATIONS 


A. POLITICAL 
1. Period ahead crucial 


We are in the midst of a crisis and foment created by developments 
in the satellite nations. This new era requires a reevaluation of and 
revision in our strategic policy to meet changing conditions, par- 
ticularly where such policy was planned before the Hungarian revolt. 

In the opinion of the study mission, this new era in satellite rela- 
tions constitutes as vital a challenge to the interests of the free world 
as the situation in the Middle East and must be so regarded. 


2. United Nations action 


We should be prepared to move quickly in the United Nations to 
meet all foreseeable contingencies. A delay of even a few days, as 
was the case during the Hungarian revolution, may have a decisive 
effect on the action inside the revolting country. Alternative kinds 
of proposals, with precedents well documented, must be prepared 
at constantly revised. For example, proposals seeking condemna- 
tion, sanctions, observers, police force, mediation, cease fire, expedi- 
tionary force, etc., should _ prepared for any foreseeable event or 
combination of events. 

The United States representative to the United Nations should be 
instructed to propose the reconvening of the General Assembly to hear 
the report of the United Nations Fact Finding Committee on Hungary. 
Soviet repression in Hungary should also be subjected to thorough 
examination without delay. 

It is felt that a real study should be made by our Government re- 
garding the obstructive vile of the Soviet Union and its satellites 
within the United Nations. The bitter fact remains that, although 
the United Nations is supposed to be the leading force for interna- 
tional peace in the world today, any and all effective deterrent action 
against the Soviet threat of world aggression has been taken outside 
of the United Nations. If this organization is not to deteriorate to a 
mere international debating society, it must find some method of 
enforcing majority opmion even when the interests of the Soviet 
Union are directly concerned. As the only other power of comparable 
influence, the United States should take the leadership toward seeking 
a revision of the United Nations Charter that would permit such en- 
forcement. 

With particular respect to Hungary, the study mission recommends 
against the acceptance of the credentials of the puppet Kadar regime 
by the United Nations. It suggests the consideration of applying 
economic sanctions and all other feasible steps against both the Soviet 
Union and Hungary as long as the authority of the United Nations is 
being rebuffed. It recommends the creation and permanent main- 
tenance of mobile observer teams which could be dispatched immedi- 
ately to areas of international tension for the purpose of observation 
and reporting. Had such a team been available for use in Hungary, 
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the fate of that unhappy country might have been entirely different. 
The United Nations should require permission for the entry of such 
teams at all times (by direction of the Secretary General) as a condi- 
tion of United Nations membership. 

The study mission believes that consideration should be given to 
the question whether, from a juridical standpoint, a de facto state of 
war existed last fall between Hungary and the Soviet Union. If this 
view were accepted, it might have far-reaching consequences, 


3. Inquiry into the status of satellites 


A sustained attempt to launch such an inquiry should be made in 
the United Nations. It would be a continuing vehicle for spotlighting 
conditions in the satellites, and might justifiably call the Soviet into 
account for her past aggressions and continuing policy of subjugation. 


4. Our intelligence effort 


The twin crises of Hungary and Suez point up the need for a re- 
assessment of our present system of intelligence. In the case of 
Hungary, we failed to make a prompt and correct evaluation of the 
situation and suffered a fateful 4-day crippling delay after the out- 
break of the revolution on October 23. It is not so much the failure 
to predict the exact date of the outbreak which is subject to criticism. 
In the case of Suez, we failed to obtain or use diplomatic or military 
intelligence concerning the several weeks military buildup prior to the 
action by Britain and France. The breakdown of diplomatic nego- 
tiations alone should have served as a significant warning to us. 


5. Establishment of pool of foreign experts 


In any effective policy toward the satellites it is essential to have 
the assistance of people who know the language, customs, and the 
country involved. The study mission therefore recommends the 
establishment within the executive branch of a pool of experts, well 
screened, from the satellite nations whose services can be utilized in 
the event of another situation such as that which occurred in Hungary. 


B. ECONOMIC 
1. Aid to Poland 


While the study mission is not as a group agreed on the principle of 
aid to Poland at this time, it is in agreement that in the event aid is 
extended to Poland, the following principles should govern: 

(a) There should be a separate Polish program of economic assist- 
ance which should be defended on its own merits and should stand or 
fall on the same. 

(6) Economic aid for Poland must be limited. 

(c) The extension of credit should be on a year-to-year basis, sub- 
ject to termination by either party with a minimum of notice. The 
tenure of the present Polish Government is extremely uncertain, due 
to deteriorating economic conditions, and a successor to the Gomulka 
regime could conceivably be a customer with whom it would not be 
in our best interests to do business. 

(d) There should be certain conditions attached to the program. 
Long-range problems, such as claims and prewar debts, can be de- 
ferred until the existing atmosphere improves. However, it would 
not be unreasonable to request the Poles to establish a counterpart 
fund of zlotys or, at least, if the credit ‘is to be repaid partially in 
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zlotys, to earmark a part for local expenditures by our Government. 
Such a fund could be used to improve the very drastic housing prob- 
lem that faces American personnel in Poland today. It could be 
used to assist local expenses of a student exchange program and other 
costs of any expanded cultural interchange policy (which the Poles 
allege they are most anxious for). 

Another condition might also be the maintenance of a favorable 
exchange rate for American tourists, provided that accommodations 
and transportation are expanded sufficiently in this direction. 

There could and should be a definite agreement for the importation 
of private relief packages (regarding customs duties) from this country 
into Poland. 

There might even profitably be some settlement of the troublesome 
matter of dual nationality claims which have prevented the emigration 
of large numbers of Poles claiming American citizenship. 

It is not believed that the Poles would agree at this time to the 
presence of numerous American personnel in connection with a pro- 
gram of economic aid. It is felt, however, that there would be no 
objection to the sending of qualified technical experts in connection 
with the coal-mining machinery they have requested and similar 
importations. This should definitely be a part of the final agreement, 
should one be reached. 

The same principles should apply to the other satellites whenever 
aid is extended to them by the United States. 


2. Traveling trade missions 

Greater use should be made by the United States of traveling trade 
missions. Such missions, dramatically used and strategically placed, 
would serve as an imaginative exploitation of this seldom-used resource. 


C. WORLD OPINION 
1. Pressure on the Soviets 


The Soviets are extremely sensitive to pressure and world opinion 
In the event of any kind of aggression by the Soviet Union,. the 
United States should have available a wide variety of measures of 
political, economic, and social pressure—for example, withdrawal of 
diplomatic relations, cancellation of sporting and cultural events, and 
other measures which bring about social isolation. 


2. Travel 


Every open door to the western way of life exposes Soviet lies and 
propaganda about the West and, at the same time, exposes the lack 
of fundamental freedoms behind the Iron Curtain. Therefore, the 

eople of the satellite nations should be encouraged to sample the 
Vest wherever possible. 


8. Information media 


The Voice of America, Radio Free Europe, and other information 
media should present our way of life on a strictly factual basis. Repu- 
tation for accuracy is worth more than the most skillfully slanted 
program, as has been proved by the respect accorded the British 

roadcasting Corporation. 

D. NATO 


A strong NATO and an effective policy toward the satellite nations 
constitute essentials in building and maintaining a free and secure 
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Europe. As NATO grows stronger, so the will and determination 
of the captive peoples should increase with the full knowledge that 
the free nations of Europe are capable of deterring Soviet aggression 
in a vital area of Europe. 

The U. S. S. R. is determined to destroy NATO because that 
Organization represents not only a deterrent to Soviet military 
aggression against the West but also because it represents a challenge 
to her continued enslavement of an important segment of Europe. 
Evidence of this purpose is in the Soviet Union’s recent threats to 
certain members of NATO to withdraw from that Organization, 
which threats have been courageously withstood. 

All members of NATO should be encouraged to reach and maintain 
the established goals. NATO must be strengthened, not weakened. 
The members of NATO are full partners in the Organization and 
should treat each other accordingly. 

While it is doubtful in the minds of many that the U. S. S. R. 
would purposely instigate a war, there is little doubt that she will 
continue to start little aggressions for years to come. In view of 
the Hungarian experience, it is particularly vital that NATO estab- 
lish a firm policy with respect to Soviet aggression in the satellite 
nations and coordinate its policy, once established, with that of the 
United States and of the United Nations. 


E. IMMIGRATION 


Immigration policies and programs are not a function of the House 
Foreign Affairs Committee. The Subcommittee on Europe, there- 
fore, did not concentrate on immigration from the technical point 
of view. However, certain immigration policies and pro;,rams from 
the point of view of impact on foreign policy were considered. The 
recommendations which follow are limited to this aspect of immi- 
gration. 


1. Special case of Hungarian refugees 
The Hungarian refugee problem is so important that it should be 


considered on its own merits and not in conjunction with other, more 
far-reaching basic changes in our immigration law. 


2. Completing the task of resettlement 


The United States should take prompt action, in concert with the 
other free nations, to complete the task of resettlement of refugees 
from the Hungarian revolution. 


8. Criteria for admission 


The criteria governing the admission of refugees once announced 
should not be arbitrarily changed. They must be clearly communi- 
cated to the local people in their own language to avoid misunder- 
standing. Instructions should be made available quickly and obtain- 
able easily. 


4. Screening 


Any refugees accepted by the United States in the future should be 
more carefully screened than were the Hungarian refugees, and the 
screening procedure should be planned in advance. 
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F. CONTINUED STUDY 


Recommendations which are of classified nature will be submitted 
to the proper authorities. 

The study mission has only begun its part in the enormous task of 
focusing attention on a crucial factor in foreign policy—relations with 
the satellite nations and peoples. Such matters as East-West trade, 
the unification of Germany, measures leading toward a United Euro- 

ean Community, the impact of new weapons on NATO, are all prob- 
ems which require constant study and evaluation. The study mis- 
sion has not in this report attempted to deal with all those problems. 
However, it is the intention of the Subcommittee on Europe to con- 
tinue its study of policy toward the satellites and make recommenda- 
tions at appropriate times which it earnestly hopes will, together with 
the material contained in this report, lead to the building of a sounder 
policy toward an area of the world whose ultimate freedom is essential 
to peace and security. 


Epona F. Ketry, Chairman. 
ArmisTEAD I, SELDEN, Jr. 
Frank M. Corrtn, 

Atvin M. Benttey. 








APPENDIX 


SPECIFIC QUESTIONS RAISED BY STUDY MISSION 


Have we learned anything from the Hungarian experience that 
would be helpful in the event of a similar instance? 

What should be the position of the United States as to possible 
outbreaks in the satellites for the future? 

Were there any prior indications before October 23 of the depth 
and strength of the movement toward independence? 

Did the United States have any advance preparation of a 
policy in case of a revolution in Hungary? 

Can we get the Soviets to change their policy toward the 
satellites short of war? 

What are the United States fact-gathering facilities with re- 
spect to the satellites? Are they adequate? 

Were the Hungarians led to believe they could expect some kind 
of help from the United States as a result of Radio Free Europe 
broadcasts, etc.? 

Could we have done anything militarily? 

If we had provided them with weapons, how would that have 
affected events? 

If there had been no Suez crisis, could we have done more in 
Hungary? 

What has been the effect on Europe of United States failure to 
take positive action with respect to Hungary? 

To what extent is it true that there is a strong desire for freedom 
on the part of the young people in Hungary, despite Communist 
indoctrination? 

What were the forces that sparked the revolution in Hungary? 

Why did the Russians wait so long for their second attack? 

Were the Russians caught by surprise by the do-nothing posi- 
tion of the Western Powers, and does that explain why they 
waited for the second attack? 

Shouldn’t it have been known after the developments in Poland 
on October 19 that something would be happening soon thereafter 
in Hungary? 

Was the total result of the revolution in Hungary good or bad 
for the free world? 

Would you favor aid to the satellite countries? Wouldn’t 
such aid help the Communists? If you do favor aid, should it 
go through organized charities and international organizations? 

Would it be better to keep the refugees in camps in Europe 
a a “breath-catching” period before sending them to the United 

tates? 

Why were the refugees expedited out of Austria so fast? 

Describe the types of people who fled from Hungary. Who 
were the first ones to come out, and were there Communists and 
opportunists among them? 

Vith respect to screening of refugees, wouldn’t it be better to 
let the refugees themselves do it where they know their own 
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people and in view of the “primitivity” of our own screening 
methods? 

Comment on the policy of scattering the refugees among many 
countries. Since many of them are strongly anti-Communist, 
wouldn’t their dispersal make it impossible to weld together an 
effective anti-Communist force to build a new Hungary, should 
Hungary be liberated? 

Is it true that there are labor slowdowns in Hungary? 

Was there disappointment on the part of the people of Hungary 
because of the lack of free-world action with respect to Hungary? 

To what extent would a possible uprising in Poland affect East 
Germany? 

To what extent would an uprising in either or both East 
Germany or Poland affect West Germany? 

How is the United States prepared to meet these situations? 

Is it likely that a revolution could occur in East Germany and 
the United States not be forewarned? 

What is the extent of the influence of West Germany on the 
people of East Germany? 

What is the importance of East Germany to the whole satellite 
structure? 

What should be the United States policy if the East Germans 
do what the Hungarians did? 

Would you describe United States policy as ‘‘the United States 
will fight for its own freedom but isn’t going to help other people 
fight for theirs’’? 

What has been the impact or effect of European integration 
movements, like the Coal and Steel Community, on the satellites? 

Is it fair to say that the United States policy toward the satel- 
lites involves three elements: 

(1) Direct dealings with the Soviets; 
(2) Our moral and psychological force; and 
(3) Whatever aid we can give to the people. 








SUPPLEMENTAL VIEWS OF HON. JAMES G. FULTON (PA.) 


While there is much contained in the study mission report with 
which I concur, I must dissent from that section of the report begin- 
ning on page 6, entitled “C. Limitations on United States Policy.” 
It is my view, confirmed by my observations and impressions while 
in Europe, that every action was taken by the administration that 
could have been taken with respect to the Hungarian situation under 
the variable circumstances, and that, considering the difficulties in- 
volved, the foreign policy of the administration has been well handled. 

I do not agree with the recommendations contained on page 16 
under the heading “C. World Opinion,” which recomménds soci 
isolation of the Soviets in the event of future aggression. 

The peoples of the satellites are blood brothers as well as our 
ideological brothers. We must remember that the peoples of the 
satellites, isolated for 12 yeats behind the Iron Curtain, are really 
coming home when they become refugees. We in the United States 
should accept them in this spirit. 

There follows my personal report on the situation in Yugoslavia, 
based on my visit to that country from April 30—May 5, 1957, inclusive, 


HUNGARIAN REFUGEES IN YUGOSLAVIA 


As of April 10, 1957, the Yugoslav Government reported that there 
were 15,042 Hungarians still in Yugoslavia in a refugee status, out 
of a total of 18,853 who had fled to Yugoslavia since October 23. Of 
the remaining 3,811, 474 had settled in Yugoslavia, 1,213 had gone 
to Western countries and 2,124 had voluntarily returned to Hungary. 

The main influx of Hungarians into Yugoslavia began in late 
December 1956. Up to December 7, only 859 Hungarians had 
entered Yugoslavia since October 23, and by December 28, the 
number was only just over 1,200. By January 4, the figure had 
grown to 2,236; the total was 5,230 on January 15; 8,601 on Jan- 
uary 21; 13,065 on January 28 and 18,178 by February 22. Only 
675 more entered between then and April 10. 

The flow into Yugoslavia dottennboded with the tightening Soviet- 
Hungarian controls over the frontier between Hungary and Austria. 
Whereas almost 2,600 Hungarians fled to Austria on the single day 
of December 10, restrictive measures had cut down the number of 
refugees to an average of about 750 by the end of December. A 
month later, the average flow was down to 90 per day. This drop 
in newcomers in Austria occurred at just the same time as the rapid 
increase of arrivals into Yugoslavia. However, when Soviet-Hun- 
garian controls over the Yugoslav border also tightened during Feb- 
ruary, the influx into Yugoslavia became as small as that into Austria. 

Representatives of the Office of the United Nations High Commis- 
sioner for Refugees have made extensive tours of Hungarian refugee 
camps in Yugoslavia and interviewed a sizable sampling of refugees. 
They report that the Hungarians there are not in any way different 
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from the Hungarians who fled to Austria. In both cases, the refugees 
only sought the easiest way of fleeing from Hungary, and an influx 
into Yugoslavia only took place after the routes to Austria were 
blocked and after the first Hungarians in Yugoslavia got word back 
to others still in Hungary that the Yugoslavs were giving them decent 
care and asylum. 

The only exception to this finding concerns a few hundred Hun- 
garians who fled into Austria during the Nagy regime’s rule in Hun- 
gary before the second Soviet intervention on November 4. Most of 
this group was pro-Soviet, and 132 of its number voluntarily returned 
to Hungary in early December after Communist rule was reestab- 
lished there. 

Western countries are currently processing the papers of many 
thousands of Hungarians in camps in Yugoslavia who wish to resettle 
in the West. A preliminary report on the screening of some 7,000 
refugees by United States authorities is expected shortly. 


THE ADMISSION OF NONIMMIGRANT YUGOSLAVS INTO THE 
UNITED STATES 


As the President found on October 15, 1956, pursuant to section 143 
of the Mutual Security Act of 1954, as amended, Yugoslavia does not 
participate in the world Communist movement led by the Soviet 
Union. Nevertheless, members of the Yugoslav Communist Party, 
Socialist Alliance, youth leagues, trade unions, et cetera, do fall within 
the definitions of proscribed Communist organizations under the 
Immigration and Nationality Act. Moreover, section 212 (a) (28) of 
that act. provides that persons belonging to such groups are ineligible 
to receive visas to come to the United States. 

There are two major exceptions to this exclusionary provision. 
Section 102 of the act states that the foregoing category of inadmissible 
persons is not to include those aliens coming to the United States as 
officials of their governments attached either to their embassies or 
United Nations missions. In addition, apart from such officials, 
section 212 (d) (3) of the act declares that if the Secretary of State so 
recommends, and the Attorney General then approves, an ineligible 
alien (under sec. 212 (a) (28)) may have his ineligibility waived, 
provided that he is a nonimmigrant. 

All of the Yugoslavs coming to the United States for training under 
the technical assistance programs of ICA or the Defense Department 
have been documented by the Yugoslav Government as officials, and 
have, therefore, had the benefit of section 102’s exemption. Of other 
Yugoslavs coming to the United States for study, training, family 
visits, etc., where private funds are involved, a number is found to be 
eligible for visas anyway, because they do not belong to proscribed 
Yugoslav groups. Of those whose membership does make them 
excludable, the Departments of State and Justice have found it in the 
public interest in many cases (perhaps 100 to 200 per year) to invoke 
the waiver procedures of section 212 (d) (3). Normal security pro- 
cedures are, of course, followed in each case. | 


ECONOMIC ASSISTANCE TO YUGOSLAVIA 


Since fiscal year 1955, the bulk of economic assistance from the 
United States to Yugoslavia has been in the form of surplus agricul- 
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tural commodities. Public Law 480 supplied $98.7 million in fiscal 
ear 1955, $71.2 in fiscal year 1956, and $98.3 in fiscal year 1957. 
he Mutual Security Act supplied $30 million in foodstuffs in fiscal 
year 1955, $23.8 in fiscal year 1956, and $13.5 in fiscal year 1957. 

Thus, of the $43.5 million voted for Yugoslavia in mutual security 
economic aid in fiscal year 1955, only $13.5 million went for technical 
assistance and nonagricultural assistance. Of $30 million in fiscal 
year 1956, only $6.2 went for nonfood help; and of $15 million in fiscal 
year 1957, only $1.5 million. 

The request for fiscal year 1958 will probably be of the same magni- 
tude as fiscal year 1957. However, it is hoped that all of Yugoslavia’s 
essential food import needs can be handled through Public Law 480, 
thus leaving mutual security funds for imports necessary to break 
bottlenecks in the economy. ‘The technical assistance program will 
also be maintained at perhaps a somewhat higher level. 


Technical assistance program, Yugoslavia 
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Technical assistance program, Yugoslavia—Continued 
UNITED STATES TECHNICIANS IN YUGOSLAVIA BY SECTOR 
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In addition to the foregoing résumé the Department of Defense gave 
training to about 1,000 Yugoslav military personnel between fiscal 
years 1952 and 1956. It is estimated that about 60 percent of these 
individuals were trained in the United States and 40 percent in Western 
Europe. 


PROPOSED EDUCATIONAL EXCHANGE PROGRAM WITH YUGOSLAVIA 


The administration’s request to Congress for funds for the educa- 
tional exchange program included an amount of $89,117 for Yugo- 
slavia. This would have permitted 20 grants to Yugoslavs (16 
Yugoslav leaders and 4 Yugoslav specialists) and 2 grants to American 
professors for 1 semester each. 

This program was planned on the basis of the same criteria applied 
to all other countries, i. e., estimating the number of qualified psr- 
ticipants that can be located by our Embassy and the number the 
other Government will permit to participate, and considering both 
the relative importance of the individual country program to the 
United States in relation to the other country programs and the 
amount of the total program. 

If the appropriation approved by the House of Representatives is 
sustained by the Senate, the Yugoslav program is likely to be elimi- 
nated, with the possible exception of some visiting American professors 
who might be in a country neighboring Yugoslavia. 


AGRICULTURAL SOCIALIZATION POLICIES IN YUGOSLAVIA 


The Yugoslav Government took up collectivization as priority aim 
at the end of 1948, apparently as an aftermath of the Cominform 
break, and the share of tillable land in the collectivized sector jumped 
from 3.3 percent in January 1949 to 12.6 percent in June of the same 
year. The peak of collectivization was reached in mid-1951, when 
néarly 25 percent of the tillable land and 18 percent of the farm 
households were in collective farms. The collectivized sector began 
to dwindle away during 1952, and after the Government officially 
called a halt to the policy of collectivization in March 1953, and 
sanctioned the withdrawal from the collectives of all peasants who 
wanted to leave, collective farms declined rapidly to their present 
status, embracing about 3 percent of the tillable land and 2 percent, 
of the peasant households. 

In addition to the land held by the collective farms, about 6 percent 
of the tillable land is held by state farms and 1 percent by the general 
agricultural cooperatives, making a total of about 10 percent held by 
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the state and cooperative sectors and 90 percent by private peasants. 
About 98 percent of peasant households are in the private sector. 

The regime continues to plan for the eventual socialize‘ion of agri- 
cultural production, but the principal instrument for bringing this 
about is expected (judging from discussions over the past 2 years) to 
be the general agricultural cooperative. These bear certain similari- 
ties to Western-type cooperatives, combining cooperation in the fields 
of production, credit, consumer supply, and services. With one gen- 
eral cooperative in almost every village, almost all peasants have some 
dealings with them. They have been given responsibility for the 
purchase of grains and other agricultural produce in the villages, and 
they are becoming the main channel for bringing capital and modern 
techniques to the individual farmer. The regime hopes that these 
cooperatives will eventually become the dominant economic force in 
the villages and that the private peasant, while continuing to cultivate 
his land on an individual basis, will increasingly learn to work with 
the cooperatives, thus becoming “socialized.” 

A recent resolution on long-range agricultural policy adopted by 
the National Assembly called for regaining the peasants’ confidence 
by stabilizing policies on credit, taxes, and prices, and assured the 
— that there would be no further limitation on landholdings. 

owever, the regime has revealed no plans to improve the disparity 
between the prices of agricultural and manufactured goods, which is 
the chief cause of depressed peasant incentive and the steady fall in 
agricultural production. 


James G. Futton. 


O 
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MAKING FEDERAL PROBATION ACT] APPLICABLE TO 
THE DISTRICT OF COLUMBIA UNITED STATES DIS- 
TRICT COURTS 


June 5, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Wiuus, from the Committee on the Judiciary, submitted the 
following 


REPORT 


(To accompany H. R. 7261) 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 7261) to amend the Federal Probation Act to make it ep licable 
to the United States District Court for the District of Columbia, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 


PURPOSE 


The purpose of this legislation is to bring the United States District 
Court for the District of Columbia under the provisions of the Federal 
Probation Act. 


STATEMENT 


Hearings were held on’ this legislation in the 84th Congress, and 
after being favorably reported by the full committee, the legislation 
passed the House on the Consent Calendar. It was reintroduced in 
this Congress upon the recommendation of the Administrative Office 
of the United States and has the approval of the Judicial Conference 
of the United States. There follows the communication addressed to 
the Speaker of the House of Representatives from the Administrative 
Office of the United States Courts proposing this legislation. In 
addition, there is set out this committee’s statement in the 84th Con- 
gress when it approved an identical bill, H. R. 6870. 
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ADMINISTRATIVE OFFICE OF THE UNITED States Courts, 
Washington, D. C., April 24, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives, 
Washington, D. C. 

Dear Mr. Speaker: On behalf of the Judicial Conference of the 
United States I herewith transmit for the consideration of the Con- 
gress a draft of a bill to make the provisions of the Federal Probation 
Act applicable to the United States District Court for the District 
of Columbia, end to repeal those provisions of the separate Probation 
Act which are now applicable to that court without, however, abol- 
ishing the separate Parole Board in the District of Columbia. 

The change provided for by the enelosed bill was recommended by 
the Judicial Conference of the United States at its annual meeting 
held in September 1954, in accordance with a resolution adopted by 
the Judicial Conference of the District of Columbia Circuit on June 
24, 1954. The resolution and the action of the Conference appear 
on page 34 of the Judicial Conference report for the September 1954, 
session as follows: 

“(1) Uniformity.—The District Court for the District of Columbia 
is the only United States court that has a separate probation act. 
For the sake of complete uniformity and parity with the other district 
courts it would be desirable to have probation in the District of Colum- 
bia governed by the same law as exists in the other districts. 

(2) Suspension of imposition of sentence —Under the Federal act 
a judge may suspend either the imposition or the execution of sen- 
tence, whereas under the District of Columbia act only the execution 
of sentence can be suspended. Most Federal courts follow the more 
desirable practice of suspending imposition of sentence, a practice 
that would be open to the district judges in the District of Columbia 
only if the provisions of the Federal act are extended. 

(3) Wider applicability of parole power.—The Federal act permits 
suspension of sentences for any offense not punishable by death or 
by life imprisonment, but the District of Columbia act does not apply 
to treason, homicide (including, of course, manslaughter), rape, arson, 
kidnaping, or second convictions for any felony. The power of 
District of Columbia judges should be as broad as that of other 
Federal judges.” 

In recent years the differences between the district courts for the 
districts in the States and the United States District Court for the 
District of Columbia have been largely done away with. Accordingly 
it seems clearly desirable that the administration of probation in the 
court for the District of Columbia should be governed by the same 
law that governs probation in the other districts. I trust that the 
enclosed bill may receive the favorable consideration of the Congress 
and be enacted. 

Sincerely yours, 


Eu.more WHITEHURST, 
Acting Director. 
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COMMITTEE STATEMENT ON H. R. 6870, 84TH CONGRESS 


Section 3651 of title 18, United States Code, together 
with the other sections of chapter 231 of that title, relating 
to probation, are now applicable to all Federal courts having 
jurisdiction to try offenses against the United States “except 
in the District of Columbia.” The United States courts in 
the District are the only ones in the Nation which are not 
governed by its provisions. This situation came about in 
the following manner: 

Back in 1910, before the Congress made provision for 
probation in the United States courts generally, it made a 
specific provision for the control of probation in the Dis- 
trict of Columbia. In 1925, when Congress enacted general 
provisions on probation in the United States courts through- 
out the Nation, it excepted the courts in the District of 
Columbia, which already had, as noted, a probation act. 

However, the provisions relating to probation in the Dis- 
trict of Columbia places the courts of the District in:a posi- 
tion, probationwise, that is different from the other Federal 
courts of the United States. It is the underlying purpose of 
this legislation to bring District of Columbia district courts 
in line with others, so that the probation law will be uniform 
for all United States district courts. It should be pointed 
out that the United States district courts of the District of 
Columbia not only handle those cases which are ordinarily 
handled by United States district courts throughout the 
country, but have a greater number of criminal prosecutions 
perhaps than any other district in the Nation since, by 
statute, the Attorney General is authorized to institute 
prosecutions in a wider range of criminal cases here in the 
District of Columbia. 

The bill as drawn will repeal the probation provisions of 
the District of Columbia Code, insofar as the United States 
district courts are concerned, but it leaves in effect the 
probation laws insofar as the District’s municipal and 
juvenile courts are concerned. This is for the reason that 
these courts have jurisdiction over so-called minor, local 
crimes which, in a sense, is comparable or analagous to 
similar jurisdiction exercised by State courts. 

This legislation was requested by the Administrative Office 
of the United States Courts. Attached are communications 
from the Department of Justice and the District of Columbia. 


DEPARTMENT OF JUSTICE, 
Orrice oF THE Deputy ATTORNEY GENERAL, 
Washington, December 1, 1956. 
Hon. EMANvuetL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

Dear Mr. Cuarrman: This is in response to your request 
for the views of the Department of Justice concerning the bill 
(H. R. 6870) to amend the Federal Probation Act to make it 
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appeals to the United States District Court for the District 
of Columbia. 

Section 3651 of title 18, United States Code, relating to the 
suspension of sentence and probation, is now applicable to all 
courts having jurisdiction to try offenses against the United 
States, “except in the District of Columbia.’”’ The District 
Court for the District of Columbia is governed by section 24- 
102 of the District of Columbia Code in its exercise of proba- 
tionary powers. Section 1 of the bill will amend section 3651 
of title 18 so as to make it applicable to the District Court for 
the District of Columbia. 

Section 2 of the bill proposes to repeal section 24-102 of the 
District of Columbia Code insofar as it applies to the United 
States District Court for the District of Columbia. For 
clarity it may be desirable to amend the language of the sec- 
tion so as to repeal not “The Act approved”’ ete., but rather 
“Section 2 of the Act approved” etc. 

The Federal Probation Act consists of sections 3651 
through 3656 of title 18, United States Code. The sub- 
stance of 3652 is contained in rule 32 (c) and (e) of the 
Federal Rules of Criminal Procedure, applicable in all 
district courts including that of the District of Columbia. 
Likewise, by virtue of section 2 of the act of August 2, 1949 
(63 Stat. 491), the provisions of sections 3654, 3655, and 
3656 of title 18 were made applicable to the United States 
District Court for the District of Columbia. Hence, the 
only section of the Federal Probation Act the application 
of which to the District Court for the District of Columbia 
may be in doubt is section 3653. It is suggested that the 
bill be amended so as specifically to make that section appli- 
cable to the District Court for the District of Columbia. 
Although such section may, by reason of the amendment 
proposed by section 1 of the bill to section 3651 of title 18, 
be construed to apply in the District of Columbia, a specific 
provision to that effect will eliminate any possibility of doubt. 

Accordingly, the Department of Justice has no objection 
to the enactment of the bill as proposed to be amended. 

The Bureau of the Budget has advised that there is no 
objection to the submission of this recommendation. 

Sincerely, 
Witu1am P. Rogers, 
Deputy Attorney General. 


May 17, 1956. 
Hon. Emanvet CeELier, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

Dear Mr. Cetier: Reference is made to your letter dated 
May 8, 1956, advising that a public hearing will be held on 
May 18, 1956, at 10:30 a. m., on the following bill: H. R. 
6870, to amend the Federal Probation Act to make it appli- 
cable to the United States District Court for the District of 
Columbia. 
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The Commissioners would be pleased to have this letter 
included in the record as stating their views on the legislation. 

The bill would apply to the United States District Court 
for the District of Columbia the provisions of the Federal 
Probation Act and would make inapplicable to such court 
the provisions of law relating to probation now in effect in 
the District of Columbia. 

Under present District law probation may be granted in 
any case except the following: 

(a) Treason. 

(b) Homicide. 

(c) Rape. 

(d) Arson. 

(e) Kidnaping. 

(f) Second felony conviction. 

Under the Federal Probation Act probation may be granted 
in any case except in cases where the punishment may be by 
death or life imprisonment. If the Federal Probation Act is 
made applicable to the United States District Court for the 
District of Columbia, the excepted offenses in the District 
would be: 

(a) Treason. 

(6) Murder (first degree). 

(c) Murder (second degree). 

(2d) Rape (in cases where the jury directs that the pen- 
alty be death). 

(e) Kidnaping. 

The Commissioners have been advised that this legislation 
has been approved by the Judicial Conference of the District 
of Columbia Circuit and by the Judicial Conference of the 
United States. 

a a offer no objection to the enactment of 
the bill. 

Time has not permitted the securing of advice from the 
Bureau of the Budget as to the relationship of this report to 
the program of the President. 

Yours very sincerely, 
Rosert E. McLavueatin, 

President, Board of Commissioners, District of Columbia. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the House of Repre- 
sentatives, there is printed below in roman existing law in which no 
change is proposed, with matter proposed to be stricken out enclosed 
in black brackets: 


18 U.S. Code 3651, first paragraph 


Upon entering a judgment of conviction of any offense not pinish- 
able by death or life imprisonment, any court having jurisdiction to 
try offenses against the United States [, except in the District of 
Columbia,] when satisfied that the ends of justice and the best interest 
of the public as well as the defendant will be served thereby, may 
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suspend the imposition or execution of sentence and place the de- 
fendant on probation for such period and upon such terms and con- 


ditions as the court deems best. 


Parallel column analysis, new provision in left column; superseded 


provision in right column. 


District or CoLuMBIA 


BILL AS REPORTED 
(New provision) 


Sec. 2. The Act approved June 
25, 1910 (36 Stat. 864; secs. 24— 
102, D. C. Code), is repealed 
insofar as it applies to the United 
States District Court for the 
District of Columbia. 


DISTRICT OF COLUMBIA CODE, 
§ 24-102 
(Superseded provision) 


The District Court of the United 
States for the District of Columbia 
shall have power in any case, 
except those involving treason, 
homicide, rape, arson, kidnaping, 
or a second conviction of a felony, 
after conviction of after a plea of 
guilty of a felony or misdemeanor 
and after the imposition of a sen- 
tence thereon but before commit- 
ment, and the said police court 
shall have like power, after a 
conviction or a plea of guilty in 
any case of misdemeanor, to place 
the defendant upon probation, 
provided that it shall appear to 
the satisfaction of the court that 
the ends of justice and the best 
interests of the public as well as 
of the defendant would be sub- 
served thereby, and may suspend 
the imposition or execution of the 
sentence, as the case may be, for 
such time and upon such terms 
as it may deem best and place the 
defendant in charge of a probation 
officer. The probationer shall be 
provided by the clerk of the court 
with a written statement of the 
terms and conditions of his proba- 
tion at the time when he is placed 
thereon. He shall observe the 
rules prescribed for his conduct by 
the court and report to the proba- 
tion officer as directed. No person 
shall be put on probation except 
with his or her consent. (June 
25, 1910, 36 Stat. 864, ch. 433, § 2.) 


O 
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PROVIDING FOR REASONABLE NOTICE WHEN APPLYING 
FOR CERTAIN INTERLOCUTORY RELIEF 


June 5, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Wis, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 6789] 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 6789) to provide for reasonable notice of applications to the 
United States courts of appeals for interlocutory relief against the 
orders of certain administrative agencies, having considered the same, 
report favorably thereon without amendment and recommend that 
the bill do pass. 


PURPOSE 


The purpose of this legislation is to provide for “reasonable”’ notice 
(instead of the present requirement of 5 days’ notice) on applications 
to the United States courts of appeals for interlocutory relief against 
the orders of certain administrative agencies. 


STATEMENT 


This legislation is recommended by the Judicial Conference of the 
United States. In its communication transmitting the suggested 
legislation, the Administrative Office of the United States Courts 
points out that the present requirement of 5 days’ notice sometimes 
in urgent cases prevents a court of appeals to which application is 
made for interlocutory relief from acting with sufficient promptness. 
The instant legislation would remedy this circumstance by doing 
away with the inflexible provision requiring a waiting period of 5 days 
and would authorize the courts of appeals in their discretion to de- 
termine the length of notice which must be given interested parties. 

The first section of the bill has reference to the notice to be given on 
applications for interlocutory relief against orders of the Federal Com- 
munications Commission, the Secretary of Agriculture, the Federal 
Maritime Board and the Atomic Energy Commission. The second 


86006 








2 REASONABLE NOTICE FOR CERTAIN INTERLOCUTORY RELIEF 


section relates to the notice to be given to such applications against 
orders of the Civil Aeronautics Board. 

There follows a communication from the Honorable Henry W. 
Edgerton, Chief Judge of the United States Court of Appeals for the 
District of Columbia, setting forth two examples pointing up the need 
for this legislation. In addition, Judge Edgerton points out how 
this bill will resolve an apparent conflict between the present law 
(5 U.S.C. 1039; 49 U.S. C. 646) and the All Writs Statute (28 U.S.C. 
1651) and the pertinent provision of the Administrative Procedure 
Act (5 U.S. C. 1009 (d)). 

There also follows the communication addressed to the Speaker of 
the House of Representatives from the Administrative Office of the 
United States Courts suggesting this legislation. 


Unirep States Court or APPEALS, 
District oF CoLumBia CriRcurIT, 
Washington, D. C., May 20, 1987. 
C. F. Bricxrietp, Esq., 
Counsel, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

My Dear Mr. Brickrietp: In response to your request to Mr. 
Whitehurst, I submit this letter in support of the need for the legisla- 
tion proposed in H. R. 6789, 85th Congress. 

The statutes which H. R. 6789, 85th Congress, proposes to amend 
now provide that no interlocutory relief may be granted by a court of 
appeals in cases from the agencies covered f the bill except upon at 
least 5 days’ notice to the board or agency involved. It has seemed 
necessary nevertheless for the Court of Appeals for the District of 
Columbia Circuit, in reliance on the All Writs Statute, to issue tem- 
porary injunctions or stay orders in certain cases from the agencies 
described in the bill in order to prevent irreparable damage pending 
appeal and consequent frustration of jurisdiction. The following are 
examples: 

(1) In National Airlines, Inc. v. Civil Aeronautics Board (case No. 
11383), National Airlines, on April 8, 1952, moved the court to 
temporarily restrain the effectiveness of a Board order which amended 
Eastern Airlines’ certificate of public convenience and necessity and 
authorized air service by Eastern over areas then being served by 
National. The Board order was to become effective April 11, 1952, 
and National alleged immediate and irreparable injury (serious diver- 
sion of traffic) unless a temporary restraining order was entered pend- 
ing action by the court on National’s petition for a stay filed concur- 
rently with the motion for a temporary restraining order. However, 
there was no action on the motion for a temporary restraining order 
since the Board filed its opposition to the petition for stay the following 
day (April 9, 1952). The court heard argument on the petition on 
April 10, 1952, and entered an order therein the same day granting 
the stay. This was all accomplished within 3 days after National 
Airlines had filed its motion for temporary restraining order and 
petition for stay. 

(2) In Isbrandtsen Co., Inc. v. United States of America (No. 11679), 
the petitioner, Isbrandtsen Co., a steamship company flying the flag 
of the United States, and engaged in the transportation of freight 
from Japan, Korea, and Okinawa to the Gulf-Atlantic ports of the 
United States, on January 22, 1953, moved the court for an inter- 
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locutory injunction and for a stay of an order issued by the Federal 
Maritime Board on January 21, 1953, which permitted a proposed 
dual rate system of a voluntary association composed of 18 common- 
carrier steamship lines to go into effect within 48 hours, and which 
order denied requests by an independent steamship line (Isbrandtsen 


Co.) and the Attorney General for an immediate hearing of issues 
prior to initiation of the system and for suspension of the system 
pending such a hearing. e Board’s order was to become effective 


after midnight January 22, 1953, and the Isbrandtsen Co. alleged 
irreparable loss and damage (loss of shipping) unless a temporary 
stay pending hearing of the application for interlocutory injunction 
was granted by the court. 

The court on January 22, 1953, heard argument of counsel for the 
petitioner and counsel for the Maritime Board on the application for 
temporary stay of the order and on the same day entered an order 
granting a temporary stay of the Board’s order until January 29, 1953, 
and until such time thereafter as might be necessary to enable the 
court to reach a further determination on the application after hearing 
further argument thereon on January 29, 1953. In other words, the 
stay was granted on the same day that Isbrandtsen filed its motion 
for temporary injunction and petition for stay. Subsequently, on 
March 23, 1953, the court granted the request for an interlocutory 
injunction and stayed the Board’s order pending final determination 
of the case. On January 21, 1954, after hearing the case on the 
merits, the order of the Board was set aside by this court. Isbrandtsen 
Co. v. U. S. (211 F. 2d 51). Certiorari was denied June 1, 1954, 
Federal Maritime Board v. United States (347 U.S. 990). 

The power of the court to take such action is recognized in the All 
Writs Statute (28 U.S. C., sec. 1651) which provides: 

“(a) The Supreme Court and all courts established by Act of Con- 
gress may issue all writs necessary or appropriate in aid of their 
— jurisdictions and agreeable to the usages and principles of 
aw.” 
and in the Administrative Procedure Act [5 U.S. C., sec. 1009 (d)], 
which provides: 

“(d) Pending judicial review any agency is authorized, where it 
finds that justice so requires, to postpone the effective date of any 
action taken by it. Upon such conditions as may be required and to 
the extent necessary to prevent irreparable injury, every reviewin 
court (including every court to which a case may be taken on appea 
from or upon application for certiorari or other writ to a reviewing 
court) is authorized to issue all necessary and appropriate process to 
postpone the effective date of any agency action or to preserve status 
or rights pending conclusion of the review proceedings.” 

The Judicial Council of the District of Columbia Circuit took 
cognizance of the apparent conflict between the All Writs Statute and 
the provisions of the Administrative Procedure Act on the one hand, 
and the 5-day restrictive provisions of the statutes here under con- 
sideration on the other hand. The Council concluded that the 
5-day restrictive provisions are ineffectual because of the recognized 
power of the court, upon good cause shown, to grant interlocutory 
relief before the expiration of the 5-day period. The Council there- 
fore recommended to the Judicial Conference of the United States 
that the 5-day notice provision be eliminated. 
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The Judicial Conference of the United States was of the view, 
however, that the purpose could best be accomplished by the substitu- 
tion of a requirement for “reasonable notice” in lieu of the fixed 

rovision for 5 days’ notice, and recommended the enactment of 
ferehan to accomplish that purpose (Judicial Conference Reports, 

arch 1955 session, p. 17; March 1956 session, p. 20; September 
1956 session, p. 45). 

The “reasonable notice’ provisions in the bill conform to the 
practice which has always been followed by the Court of Appeals for 
the District of Columbia with respect to stay orders, That is to say, 
the court of appeals for this circuit never acts upon an application 
for the stay of an order of any agency without reasonable notice to 
the agency and an opportunity to be heard. The Council is of the 
view that the proposed legislation is sound and proper and has 
recommended that it be approved. I am glad to state that at the 
present time the various boards and agencies are cooperating with the 
court by maintaining the status quo with respect to the orders sought 
to be stayed until the court of appeals can hold an orderly hearing 
with respect to the application for stay, after reasonable notice to 
the boards or agencies. 

Very truly yours, 
(Signed) Henry W. Epeerton, 
Chief Judge. 





ADMINISTRATIVE OFFICE OF THE 
Unirep Srates Courts, 
SupPpREME Court BuILpING, 
Washington 25, D. C., April 4, 1957. 
Hon. Sam RAyBurn, 
Speaker of the House of Representatives, 
Washington, D. C. 

Dear Mr. Speaker: On behalf of the Judicial Conference of the 
United States, | transmit herewith for the consideration of the Con- 
gress a draft of a bill relating to the notice to be given of applications 
to the United States courts of appeals for interlocutory relief against 
the orders of certain administrative agencies. 

The first section of the bill has reference to the notice to be given 
on applications for interlocutory relief against orders of the Federal 
Communications Commission, the Secretary of Agriculture, the Fed- 
eral Maritime Board, and the Atomic Energy Commission, while 
the second section relates to the notice to be given of such applications 
against orders of the Civil Aeronautics Board. 

The change which the bill would make is to substitute a requirement 
of reasonable notice to the agency concerned in place of the present 
specific requirements of 5 days’ notice to the agency. 

The proposed legislation has been approved by the Judicial Con- 
ference of the United States upon the recommendation of its Com- 
mittee on Revision of the Laws. 

The present requirement of 5 days’ notice sometimes in urgent 
cases prevents a court of appeals to which application is made for 
interlocutory relief from acting with sufficient promptness in the 
circumstances. The agencies concerned were consulted by the Com- 
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mittee on Revision of the Laws and indicated that while they would 
be strongly opposed to permitting interlocutory relief to be granted 
by courts of appeals without any notice they would not object to 
eliminating the 5-day waiting period if the requirement of notice was 
retained. Consequently the committee recommended and_ the 
Judicial Conference approved the provision of the enclosed bill that 
interlocutory relief in the nature of a temporary stay may be granted 
by a court of appeals upon reasonable notice without a fixed time 
limit. 

The proposal to do away with the inflexible provision for a waiting 
period of 5 days emanated from the Judicial Council, consisting of the 
members of the Court of Appeals of the District of Columbia Circuit 
in which many of the suits to enjoin or stay actions of the adminis- 
trative agencies involved are brought. Inasmuch as the offices of the 
agencies are in the District of Columbia, very short notice to them 
and to the Attorney General may suffice in urgent cases. The re- 
quirement in the bill that reasonable notice should be given would 
leave the discretion to determine the length of the notice in the court 
of appeals in which the interlocutory relief is sought which it would 
seem is where it should be. 

Thus the bill submitted would provide for notice reasonable under 
the circumstances without specifying a fixed time. This is believed 
to represent a sound policy in the situation. Accordingly the bill is 
recommended to the Congress for consideration and it is hoped that 
it may be enacted. 

Sincerely yours, 
Ex_mMore WHITERURST, 
Acting Director. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the House of Repre- 
sentatives, there is printed below in roman existing law in which no 
change is proposed, with matter proposed to be stricken out enclosed 
in black brackets, and new matter proposed to be added shown in 
italic: 

(5 U.S. C. § 1039 (b)—third sentence) 


* * * In cases where irreparable damage would other- 
wise ensue to the petitioner, the court of appeals may, on 
hearing, after [not less than five days’] reasonable notice to 
the agency and to the Attorney General, order a temporary 
stay or suspension, in whole or in part, of the operation of 
the order of the agency for not more than sixty days from 
the date of such order pending the hearing on the applica- 
tion for such interlocutory injunction, in which case such 
order of the court of appeals shall contain a specific finding, 
based on evidence submitted to the court of appeals, and 
identified by reference thereto, that such irreparable damage 
would result to petitioner and specifying the nature of such 
damage. 
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Parallel column analysis, new provision in left column; superseded 
provision in right column. 


BILL AS REPORTED 49 U. S. C., SEC. 646 (D) 
(New Provision—49 U. S. C. (Superseded Provision) (Second 
646 (d)) (Second Sentence) Sentence) 


* * * Upon good cause shown * * * Upon good cause shown, 
and after reasonable notice to the interlocutory relief may be granted 
Board, interlocutory relief may be by stay of the order or by such 
granted by stay of the order or by mandatory or other relief as may 
such mandatory or other relief as be appropriate: Provided, That no 
may be appropriate. interlocutory relief may be granted 

except upon at least five days’ 
notice to the Board. 


0 








85TH CONGRESS HOUSE OF REPRESENTATIVES | Reporr 
1st Session No. 538 





CONSIDERATION OF H. R. 6974 


JuNE 6, 1957.— Referred to the House Calendar and ordered to be printed 


Mr. Mappen, from the Committee on Rules submitted the following 
REPORT 
(To accompany H. Res. 274] 


The Committee on Rules, having had under consideration House 


Resolution 274, report the same to the House with the recommenda- 
tion that the resolution do pass. 
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85TH CONGRESS { HOUSE OF REPRESENTATIVES © { REPORT 


PRINCIPAL OFFICE BUILDING FOR ATOMIC ENERGY 
COMMISSION 





JuNE 6, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. DuruaM, from the Committee on Atomic Energy, submitted the 
following 


REPORT 


[To accompany H. R. 6978] 


The Joint Committee on Atomic Energy, to whom was referred the 
bill (H. R. 6978), an original committee bill, to amend Public Law 31, 
84th Congress, Ist session, to increase the authorization for appropria- 
tion to the Atomic Energy Commission for the construction of a 
modern office building in or near the District of Columbia, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


BACKGROUND 


In May 1955, the Congress passed Public Law 31, 84th Congress, 
Ist session, to authorize the Atomic Energy Commission to construct 
a modern office building in or near the District of Columbia to serve 
as the principal office of the Commission at a total cost not to exceed 
$10 million. The Atomic Energy Commission subsequently selected 
a site near Germantown, Md., and this building is now under con- 
struction with completion scheduled in November 1957. 

On February 19, 1957, Mr. Lewis L. Strauss, Chairman of the 
Atomic Energy Commission, addressed the following letter to Hon. 
Carl T. Durham, chairman of the Joint Committee on Atomic Energy, 
requesting authorization of an additional $3,300,000 for the construc- 
tion of an additional wing. 
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Untrep States Atomic Enerey Commission, 


Washington 25, D. C., February 19, 1987. 
Hon. Cart T. Durnam, 


Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 


Dear Mr. Duruam: There are transmitted herewith three copies 
of a proposed bill, including an analysis, to amend Public Law 31, 
84th Congress. The purpose of this amendment is to authorize an 
increase of $3,300,000—from $10,000,000 to $13,300,000—in the total 
estimated cost of the new Atomic Energy Commission headquarters 
building being constructed near Germantown, Md., to provide for the 
construction of an additional wing. Copies of letters transmitting 
this proposed bill to the President of the Senate and the Speaker of 
the House are also enclosed for your information. 

The cost for the additional wing will be financed from funds cur- 
rently available to the Commission. 

The Bureau of the Budget has advised us that the proposed legisla- 
tion is in accord with the President’s program. 

We hope that your committee will find it possible to take action on 
the proposed bill at an early date, as savings could be made by incor- 

orating the construction of the additional wing in the present contract 
oe the contractor has moved men and materials from the site. 
Sincerely yours, 
Lewis Srrauss, Chairman. 


Accompanying the AEC letter of February 19, 1957, was the 
following analysis of proposed bill, as prepared by the AEC: 


ANALYSIS OF PROPOSED BILL TO AMEND PUBLIC LAW 31, 84TH 
CONGRESS 


Public Law 31, 84th Congress, authorized the construction 
of a headquarters building for the Atomic Energy Com: 
mission at a total cost of not to exceed $10 million. In view 
of the increased level of effort now being exerted by the 
Atomic Energy Commission, as approved by the Congress, 
it is now necessary to provide additional space and facilities 
for headquarters personnel as well as military and civilian 
personnel assigned from other agencies. The additional 
cost is estimated to be $3,300,000, revising the total estimated 
cost of this project to $13,300,000. 

The proposed bill provides for the construction of an 
additional wing, increasing the gross floor area by 116,000 
square feet and bringing the total gross area of the head- 
quarters building to 516,000 square feet. This extension 
will have four stories and a basement, with all construction 
details similar to the present building. 

Because of the increased personnel, it will also be necessary 


to enlarge the cafeteria, install two additional elevators in a 
core of the new wing, increase the parking capacity, relocate 
and extend utility lines and add an electrical load center, 


install an additional boiler, and enlarge the warehouse. 
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The headquarters building now under construction will 
adequately house 1,400 people and would accommodate 
1,550 people under stringent space limitations. The total 
space proposed will accommodate, with limited space alloca- 
tions, the 1,758 people for whom housing will be required by 
the end of fiscal year 1957, exclusive of security guards and 
operating and maintenance personnel. 

The cost elements of the proposed additional construction 


are: 
Building (116,000 square feet at $17.50)..-...._...-_---- $2, 030, 000 
PATO i oi iti a acta s ee eae 110, 000 
Wilevaeore. osc sue scodi- ia atte be cus eies bbb 130, 000 
Parking 16 GEOR 2. il id ance eee ceded 50, 000 
Utility extensions and electrical load center_........---- 100, 000 
Additional steam capacity (boiler).............-------. 100, 000 
Cafeteria Chandan 0. a ee RES 200, 000 
Rook ‘exeawatidn cisiwicn ks us 2G eus insu aed 4 10, 000 
Alterations ta wine. Fics <cviecaishntswanun dbl ten. bede 50, 000 
WE OCD RI i iin clad aah ed 96, 000 
Subtotal 2.6 S10 vs Os ie US AS se 2, 876, 000 
Architect-engineering services (4.5 percent)........-.--- 127, 000 
Bopwtel..  ... ..... sna aman ta aegis 3, 003, 000 
Coeitineticy ‘(IU percent)... on cack pis cen ceawcelneme 297, 000 
Rotel. occkvuiiuwedd-wabdees Adi, Riess 3, 300, 000 


The Subcommittee on Legislation of the Joint Committee on Atomic 
Energy received testimony from AEC witnesses on this subject in 
meetings on April 10 and May 23, 1957, and recommended favorable 
consideration by the full committee. 


VIEWS OF THE COMMITTEE 


The Joint Committee believes that the Commission should give 
serious consideration to obtaining competitive bids before contracting 
for the additional construction which would add approximately 33 
percent to the original cost of the building. 

The Joint Committee further believes that the Commission should 
take affirmative steps to avoid having to make a similar request for a 
further increase in the size of the main headquarters building, or for 
additional office space in or near Washington, D. C., at some time in 
the future. The committee recognizes that the functions and respon- 
sibilities of the Commission (especially in the fields of regulation, 
international cooperation, and reactor development) have eat in- 
creased, but the committee believes that efforts should be made by 
the Commission to decentralize and to delegate some of these respon- 
sibilities to the various field offices. 


ANALYSIS 


By the provisions of this bill, Public Law 31, 84th Congress, 1st 
session, is amended by striking the figure “$10,000,000” and insertin 
in lieu thereof the figure ‘$13,300,000”. The other provisions an 


limitations of Public Law 31, 84th Congress, 1st session, are still in 
effect. 
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OFFICE BUILDING FOR ATOMIC ENERGY COMMISSION 
CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill ac- 
companying this report are shown as follows (new matter is printed 
in italic): 

Public Law 31, 84th Congress, 1st session, is amended to read as 
follows: 

AN ACT To authorize the Atomic Energy Commission to construct a modern 
office building in or near the District of Columbia to serve as its principal 
office 
Be it enacted by the Senate and House of Representatives of the United 

States of America in Congress assembled, That the Atomic Energy 

Commission is authorized, with funds presently available or otherwise 

made available to it, to acquire (by purchase, condemnation, or other- 

wise, under the applics able provisions of chapters 14 and 15 of the 

Atomic Ener gy Act of 1954) a suitable site in or near the District of 

Columbia and, notwithstanding any other provision of law, to provide 

for the construction on such site, in accordance with plans and specifi- 

cations prepared by or under the direction of the Commission, of a 

modern office building (including necessary related equipment, and 

auxiliary structures, as he as vaults for the protection of Restricted 

Data) to serve as the principal office of the Commission at a total 

cost of not to exceed $13,300,000 and for that purpose there is author- 

ized to be appropriated such sums as may be necessary. 

Approved May 6, 1955. 


O 
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1st Session j No. 540 


INTEREST CHARGES ON CIVIL SERVICE RETIREMENT 
DEPOSITS 


June 6, 1957.—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 





Mrs. Prost, from the Committee on Post Office and Civil Service, 
submitted the following 


REPORT 


[To accompany H. R. 3048] 


The Committee on Post Office and Civil Service, to whom was 
referred the bill (H. R. 3048) relating to the charging of interest on 
deposits to the credit of the civil service retirement and disability 
fund, having considered the same, report favorably thereon with 
amendments and recommend that the bill as amended do pass. 


AMENDMENTS 


The amendments are as follows: 
Page 1, strike out lines 8 and 9, and insert in lieu thereof the 
following: 

Sec. 2. Section 403 of the Civil Service Retirement Act 
Amendments of 1956 (70 Stat. 760; 5 U. S. C. 2251, note) 
is amended by adding at the end thereof the following 
sentence: ‘“The beginning date of the annuity of the sur- 
viving widow of any Member described in the immediately 
preceding sentence who shall have died on or after January 1, 
1957, shall be the first day of the month in which such 
Member shall have died or the first day of the month in 
which this sentence is enacted, whichever day occurs later’. 

Sec. 3. The amendment made by the first section of this 
Act shall take effect as of October 1, 1956. 

Amend the title so as__to read: 


An Act relating to the charging of interest on deposits to 
the credit of the civil service retirement and disability fund, 
and for other purposes. 
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INTEREST ON CIVIL SERVICE RETIREMENT DEPOSITS 


PURPOSES OF AMENDMENTS 


The amendment to the text of the bill adds a new section 2 to the 
bill, relating to the beginning date of annuities of widows of retired 
Members of Congress who shall have died on or after January 1, 1957. 

The purpose of this amendment is to provide that widows of former 
Members of Congress who retired before October 1, 1956, and shall 
have died on or after January 1, 1957, may receive their survivor 
annuities prior to attaining the age of 50, just as widows of former 
Members who have retired, or retire, on or after October 1, 1956, are 
entitled to receive their survivor annuities. 

Under the law in effect prior to October 1, 1956, a widow of a retired 
Member or employee receives a survivor annuity ‘only upon attaining 
age 50 if there are no surviving minor children. This was changed 
by Public Law 854, 84th Congress, to authorize immediate survivor 
annuities for widows of Members and employees who have retired, or 
retire, on or after October 1, 1956, whether or not the widows have 
attained age 50. The amendment will place all widows of retired 
Members who shall have died on or after January 1, 1957, on an equal 
basis in this respect. 

This amendment will affect very few individuals, since most widows 
of former Members will have reached age 50 upon death of the former 
Member. For those who do qualify under the amendment, only very 
short additional periods of annuity payments will be involved. The 
additional cost to the retirement fund will be negligible. 

The amendment to the text of the bill also establishes the same 
effective date for the first section of the reported bill (which first 
section is identical to the first section of the introduced bill) as is 
provided by the introduced bill. 

The amendment to the title of the bill conforms the title to the 
provisions of the reported bill. 


STATEMENT 


Both the reported biJl and the introduced bill eliminate an inequity 
resulting from a provision of the Civil Service Retirement Act Amend- 
ments of 1956 ee IV, Public Law 854, 84th Cong.), which became 
effective October 1, 1956. This provision changed the then-existing 
law with respect aa ‘the charging of interest on civil-service retirement 
redeposits for periods of separation from Federal employment. This 
provision requires payment of interest on redeposits of previously 
refunded retirement contributions for any period of separation from 
the service of (1) any employee separated for a period ending on or 
after October 1, 1956, and (2) any employee separated for a period 
ended before October 1, 1956, but who had not prior to that date 
completed the redeposit. This requirement also applies to deposits 
by employees to cover periods of service for which no retirement 
deductions were made. 

The result has been discrimination against those employees whose 
periods of separation began prior to October 1, 1956, but who have 
returned, or return, to the service on or after that date and desire to 
redeposit retirement contributions previously refunded, as well 
those employees who had already returned to the service but had not 
completed their redeposits prior to that date. Such employees left 
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the service in reliance upon the law which, when they were separated, 
permitted them to return to the service and redeposit any retirement- 
contribution refunds they had received without paying interest on 
such amounts for the period of separation. The change in the law, 
therefore, has operated in derogation of what may be regarded as a 
vested right to make their redeposits under the conditions prescribed 
by the law in effect when they were separated. 

The pertinent provision of Public Law 854 was intended to be 
prospective only, but has had an unintended retroactive effect as well, 
resulting in inequities being visited upon a large number of employees 
under conditions over which they have no control. The Post Office 
and Civil Service Committee is in complete accord with the intended 
prospective application of this provision, but in the judgment of the 
members the exclusive effect should be prospective—that is, it should 
apply solely to periods of separation which began, or which begin, on 
or after October 1, 1956. 

The Civil Service Commission report to the committee urges ap- 
proval of this legislation. 

Accordingly, it is pointed out that approval of this legislation will 
not alter the basic principle, contained in Public Law 854, that interest 
should be charged for any period during which an employee has the 
use of amounts withdrawn from the retirement fund. The amendment 
made by the first section of this legislation will merely eliminate an 
unintentional inequity in the case of any employee who began a period 
of separation and withdrew his retirement contributions with the 
rightful expectation that he would be able to redeposit the amount 
withdrawn, without paying interest for the period of separation, if he 
later returns to the Federal service. 

The favorable report of the United States Civil Service Commission 
on H. R. 3048 follows: 


Unirep Srates Crvit Service Commission, 
Washington, D. C., February 28, 1957. 
Hon. Tom Murray, 
Chairman, Committee on Post Office and Civil Service, 
House of Representatives, Old House Office Building. 


Dear Mr. Murray: I am referring further to your letter of Feb- 
ruary 1, 1957, with respect to H. R. 3048, a bill relating to the chargin 
of interest on deposits to the credit of the civil service retirement ca 
disability fund. 

The Civil Service Retirement Act, Public Law 854, 84th Congress, 
approved July 31, 1956, and effective October 1, 1956, amended the 
prior law by requiring interest to be charged on deposits through 
periods of separation from service. Previously, interest was charge- 
able only through employment periods. 

The legislative intent regarding this particular amendment is clear 
from House Report No. 2854 and Senate Report No. 1787, 84th 
Congress, which read: 

“Under existing law no interest is required covering periods of 
separation from the service in the case of deposits made by employees 
to cover periods for which no deductions were made or for which a 
refund was received. The bill provides that interest must be paid 
for periods of separation from the service as well as for periods of 
service. Interest would thus be charged for all periods during which 
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4 INTEREST ON CIVIL SERVICE RETIREMENT DEPOSITS 


the employee enjoyed the use of the money. The retirement fund 
would be earning interest on the money if it had been deposited into 
the fund.” 

Interpretive rules were, of course, necessary to carry out this 
provision. ‘The Commission holds the provision applicable in every 
case of an employee in service on or after the October 1, 1956, effective 
date wio owes the retirement fund because of nondeduction service or 
prior refund. Where application had been filed and payment made 
before October 1, 1956, we recompute to charge interest through 
separation periods if the payment made did not cover fully the 
amount due, including any additional interest because payments 
were deferred after the date of billing. 

Certain situations arising under this amendment are causing us 
concern. An example i is the case of an employee who was on August 
13, 1954, billed for $398, which included interest to that date only. 
He deposited $140 on August 31, 1954. Had the employee paid the 
full amount at that time, no additional sum would have been due. 
However, since he was employed in the service, interest continued 
until paid. On September 28, 1956, he deposited $258, which amount 
did not include additional interest from August 13, 1954, to September 
28, 1956. Accordingly, on October 1, 1956, the effective date of 
Public Law 854, he had not completed the deposit, and interest during 
yeriods of separation was added to the balance due, totaling $386. 
He has requested reconsideration of our action, and a number of other 
cases involving the same point have been protested. 

While this additional obligation is applicable only to those who 
come under the liberalized provisions of the new law, the Commission 
believes the provision is working a hardship in indiv idual cases. This 
is particularly true because many of those affected would have com- 
pleted payment under the old law before October 1, 1956, if they had 
been aware of the statutory change. It was practically impossible 
to individually notify the persons who might be affected; there were 
pending nearly 16,000 active accounts on which partial payments 
had been made, and an unknown number involving bills sent but no 
payments made had been returned to the general retirement file 
(containing over 12 million records). Therefore, justification exists 
for the protests we are receiving that lack of knowledge of the amend- 
ment has resulted in an injustice. 

H. R. 3048 proposes an amendment providing that no interest will 
be charged for any separation period which began before October 1, 
1956. This would insert October 1, 1956, as a definite cutoff date, 
with the employee being required to pay interest on deposits through 
any separation period beginning on that date or thereafter. This 
appears to constitute a reasonable approach to the problem, and the 
Commission urges that the bill be enacted into law at the earliest 
possible date. 

Upon enactment of H. R. 3048, the Commission will reopen all 
separation-period cases computed under present law since October 1, 
1956, and notify the persons affected. Where the individual has 
already paid his deposit, refund will be made of the excess interest. 
Should an annuity applicant have elected not to make deposit with 
ery annuity reduction, adjustment in annuity rate will be 
affected. 
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In connection with a duplicate bill (S. 601), the Bureau of the 
Budget has advised there would be no objection to the submission 
of a similar report to the committee. 

By direction of the Commission. 

Sincerely yours, 
Pumie Youne, Chairman. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (new matter is printed in italic, 
existing law in which no change is proposed is shown in roman): 


SecTION 4 (E) oF THE Crvit Service ReTiREMENT Act 
* * * x + * * 
neo. 4..7° ** 

(e) Interest under subsection (c) or (d) shall be computed from the 
midpoint of each service period included in the computation, or from 
the date refund was paid, to the date of deposit or commencing date 
of annuity, whichever is earlier. The interest shall be computed at 
the rate of 4 per centum per annum to December 31, 1947, and 3 per 
centum per annum thereafter compounded annually. Such deposit 
may be made in one or more installments. No interest shall be charged 
for any period of separation from the service which began before October 1, 


1956. 
O 
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FURLOUGH TRAVEL BY SERVICE PERSONNEL 


JuneE 7, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Cooper, from the Committee on Ways and Means, submitted the 
following 


REPORT 


[To accompany H. R. 7954] 


The Committee on Ways and Means, to whom was referred the bill 
(H. R. 7954) relating to the exemption of furlough travel by service 
personnel from the tax on the transportation of persons, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


GENERAL STATEMENT 


Under existing law, a 10-percent excise tax is levied on amounts 
paid for the taxable transportation of any person. Liability for the 
tax is imposed on the person paying for the transportation. 

An exemption from this tax presently is provided for personnel of 
the United States Army, Air Force, Navy, Marine Corps, and Coast 
Guard (including authorized cadets and midshipmen) traveling in 
uniform of the United States at their own expense while on official 
leave, furlough, or pass, if they are traveling on round-trip tickets 
sold to them under special tariffs providing for fares of not more than 
2.025 cents per mile. This exemption has been in effect without 
substantive change since enactment of Public Law 878 (81st Cong.) 
on December 15, 1950. 

An amendment to this exemption now is necessary because, effec- 
tive July 1, 1957, the current round-trip rail tariffs for service personnel 
traveling under the stated conditions are to be increased to slightly 
more than 2.025 cents per mile. As a result, a change is required in 
the amount specified in the transportation tax exemption for service 
personnel if this exemption is to be effective after July 1, 1957. Your 
committee believes that the tax relief now provided for such travel 
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2 FURLOUGH TRAVEL BY SERVICE PERSONNEL 


is eminently desirable, and that action should be taken to prevent the 
existing exemption from becoming ineffectual. 

To accomplish this, the bill, H. R. 7954, will amend section 4263 (e) 
of the Internal Revenue Code by setting the mileage rate limit on 
fares eligible for the exemption described above at 2.5 cents per mile. 
It is understood that while most of the new special tariffs will provide 
fares of 2.25 cents or 2.277 cents per mile, the rate in a few instances 
will be 2.475 cents. Adopting a limit of 2.5 cents per mile will assure 
the availabilitv of exemption to all service personnel for round-trip 
furlough travel under the prescribed conditions. 

Your committee is unanimous in favorably reporting this bill. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


INTERNAL REVENUE CopE oF 1954 


Sec. 4261. Imposition of tax. 


(a) Amounts Paro WiTHIN THE UNITED States.—There is hereby 
imposed upon the amount paid within the United States for taxable 
transportation (as defined in section 4262) of any person by rail, motor 
vehicle, water, or air a tax equal to 10 percent of the amount so paid. 

(b) Amounts Parp Oursipe THe Unrrep States.—There is hereby 
imposed upon the amount paid without the United States for taxable 
transportation (as defined in section 4262) of any person by rail, motor 
vehicle, water, or air, but only if such transportation begins and ends 
in the United S states, a tax equal to 10 percent of the amount so paid. 


* * * * * * * 
Sec. 4263. Exemptions. 
* * * * - * * 
(e) MemBers or THE ARMED Forces.—The tax imposed by section 


4261 shall not apply to the payment for transportation or facilities 
furnished under special tariffs providing for fares of not more than 
[2.025] 2.5 cents per mile applicable to round-trip tickets sold to 
personnel of the United States Army, Air Force, Navy, Marine Corps, 
and Coast Guard traveling in uniform of the United States at their 
own expense when on official leave, furlough, or pass, including author- 
ized cadets and midshipmen, issued on presentation of properly 
executed certificate. 
O 
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EXTENDING TITLE II, FIRST WAR POWERS ACT, 1941 


JunE 10, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Frazier, from the Committee on the Judiciary, submitted the ‘| 
following 3 ; 

REPORT a1 

“ 


[To accompany H. R. 7536] 


ne 


--= 


The Committee on the Judiciary, to whom was referred the bill 
(H. R. 7536) to amend the act of January 12, 1951, as amended, to 
continue in effect the provisions of title II of the First War Powers 
Act, 1941, having considered the same, report favorably thereon with 
amendments and recommend that the bill do pass. 

The amendments are as follows: 

Page 1, line 4, strike out “1267” and substitute “1257”. 

Page 1, line 5, strike out “1959” and substitute 1958”. 


as ee 
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AMENDMENTS 


The amendments are to correct the statute citation and to limit the 
extension of title II to 1 year. 


= ameeata_aee © & Be & 4% 
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GENERAL STATEMENT 


The purpose of this legislation is to extend the termination date of 
title Il of the First War Powers Act of 1941 to June 30, 1958. Under 
present law title Il would expire on June 30 of this year. 

Under the provisions of title Il, the President may authorize any 
department or agency of the Government exercising functions in con- 
nection with the prosecution of the national defense effort to enter 
into contracts and into amendments or modifications of contracts and 
to make advance, progress, and other payments thereon, without re- 
gard to the provisions of the law relating to the making, performance, 
amendment, or modification of contracts, whenever he deems such 
action would facilitate the national defense, subject, however, to the 
additional provisions set forth in title IJ. Pursuant thereto the 
President has conferred the powers authorized in title Il upon the 
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heads of a number of executive departments and agencies, including 
the Departments of Defense, Army, Navy, Air Force, Commerce, 
Agriculture, and Interior, the Atomic Energy Commission, the Na- 
tional Advisory Committee for Aeronautics, the Government Printing 
Office, the General Services Administration, the Tennessee Valley 
Authority and the Federal Civil Defense Administrator. 

The continuation of the effectiveness of these emergency powers 
has been and will continue to be of important assistance to the author- 
ized departments and agencies of the Government in the prosecution 
of the national mobilization program, either in current procurement 
activities or as standby authority which may be exercised during a 
period of exigency arising out of the defense effort. Under the act, 
executive departments and agencies are empowered to amend or 
modify Government contracts without additional consideration, 
where, for example, an actual or threatened loss on a defense contract 
will impair the productive capacity of a contractor whose continued 
existence is needed for the national defense. Officials likewise may 
make advance payments on contracts to be executed in futuro or 
extend delivery dates where authorized. Mistakes and ambiguities 
in contracts may be rectified, and indemnity payments may be 
guaranteed for otherwise noninsurable risks. Without this authority, 
it would be impossible for the various procurement agencies to use the 
special procurement techniques required in situations of military or 
ce urgency, which other permanent laws are not designed to 
afford. 

Title Il was reactivated for the Korean emergency by the act of 
January 12, 1951. In each Congress thereafter it has been extended. 
This legislation provides for a 1-year extension of the automatic termi- 
nation date to June 30, 1958. Of course, in addition to the termina- 
tion date there remains the possibility of title II terminating at any 
time Congress by concurrent resolution or the President designate. 

The executive communication from the Department of the Navy 
and the departmental reports on the bill are here inserted and made 
a part of this report. 

DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 9, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives, 
Washington 25, D. C. 

My Dear Mr. Speaker: There is enclosed a draft of legislation, to 
amend the act of January 12, 1951, as amended, to continue in effect 
the provisions of title II of the First War Powers Act, 1941. 

This proposal is a part of the Department of Defense legislative 
program for 1957, and the Bureau of the Budget has advised that there 
would be no objection to its transmittal to the Congress for considera- 
tion. The Department of the Navy has been designated as the repre- 
sentative of the Department of Defense for this legislation. It is 
recommended that this proposal be enacted by the Congress. 


PURPOSE OF THE LEGISLATION 


The proposed legislation would amend section 2 of the act of January 
12, 1951 (64 Stat. 1257; 50 U.S. C. App. 611, Note), as amended, so 
as to continue in effect title II of the First War Powers Act, 1941, for 
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the duration of the national emergency proclaimed by the President 
on December 16, 1950, or until June 30, 1959, whichever is earlier. 
Since reactivation of the basic law in 1951, title II thereof relating to 
contracts has been successively extended by the Congress to June 30, 
1953 (Public Law 426, 82d Cong.), June 30, 1954 (public Law 97, 83d 
Cong.), June 30, 1955 (Public Law 443, 83d Cong.) and June 30, 
1957 (Public Law 58, 84th Cong.). These extensions were in recog- 
nition of the need for such emergency authority during periods of 
continued international unrest. 

Under the provisions of the expiring law the President may authorize 
any Department or agency of the Government exercising functions in 
connection with the prosecution of the national defense effort to enter 
into contracts and into amendments or modifications of contracts and 
to make advance, progress, and other payments thereon, without 
regard to other provisions of law relating to contracts whenever he 
deems such action would facilitate the national defense, subject how- 
ever to the additional provisions which are set forth in title II of the 
First War Powers Act, 1941. Also by the authority of that title, the 
Department of Defense is empowered to amend contracts without 
consideration. This includes the extension of the time of performance 
of contracts and the waiver of liquidated damages and performance 
bonds by the United States. 

The exercise of title II authority permits defense agencies to make 
the necessary adjustments to assure the continued availability of 
essential productive capacity. Without this authority, it will be 
impossible to use the special procurement techniques necessary and 
proper in situations of military or production urgency, which other 
permanent laws are not designed to afford. By virtue of title II of 
the First War Powers Act, the Department of Defense is currently 
authorized to make advance payments on advertised contracts. 
Without the authority granted by title II, the Department of Defense 
could make advance payments only on negotiated contracts. This 
law is considered to be vitally necessary in order to supplement 
other contract authority and thus insure uninterrupted performance 
of contracts to facilitate the national defense. 

The possibility of abuse of the powers granted by this law is greatly 
precluded by safeguards contained in the statute itself. Furthermore, 
the administration of the law has been marked by close adherence to 
its intended purposes. Within the Department of Defense, title IT 
authority has been used only when “such action would facilitate the 
national defense” and where normal procurement methods and au- 
thority are deemed inadequate to meet the situation. 

It is considered that the reasons necessitating past extensions of 
this authority prevail in no less degree today. The continued internal 
and international tensions in many parts of the globe—particularly 
the Middle East, and the importance of this law to the readiness of 


our defense forces are believed to well justify its extension as provided 
by this proposal. 
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EXTENDING TITLE II, FIRST WAR POWERS ACT, 1941 


COST AND BUDGET DATA 


The enactment of this legislation would cause no apparent increase 
in budgetary requirements insofar as the Department of Defense is 
concerned. 

Sincerely yours, 
W. B. FRANKgs, 
Acting Secretary of the Navy. 
A BILL To amend the Act of January 12, 1951, as amended, to continue in effect 
the provisions of Title II of the First War Powers Act, 1941 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 2 of the Act of 
January 12, 1951 (64 Stat. 1267), as amended, is further amended by 


~ryy) 


striking out “1957” and inserting in lieu thereof ‘'1959”’. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, May 23, 1957. 
Hon. Emanvet Crier, 
Chairman, Committee on the Judiciary, 
House of Representatives. 

Dear Mr. CuatrMan: Further reference is made to your letter of 
May 20, 1957, requesting our views on H. R. 7536, a bill to amend 
the act of January 12, 1951, as amended, to continue in effect the 
provisions of title II of the First War Powers Act, 1941. 

Title II of the First War Powers Act gives the President power to 
authorize any agency of the Government which is exercising functions 
connected with the national defense to make or modify contracts 
without regard to other laws relating to Government contracts when- 
ever such action will facilitate the national defense. Advance and 

rogress payments to contractors are also authorized. 

When the last extension of title Il was being considered by the 
House Committee on the Judiciary we reported to you in our letter 
of March 16, 1955, B—100460, that in view of the intended purpose 
of the title Il powers and the manner in which they were being ad- 
ministered, we had no objection to the extension. Since nothing has 
come to our attention to change our views in the matter, we likewise 
have no objection to its extension as now proposed in H. R. 7536. 

The statute citation in the bill should be 64 Statute 1257 rather 
than 64 Statute 1267. 

Sincerely yours, 
JosePH CAMPBELL, 
Comptroller General of the United States. 


SMALL Business ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., June 6, 1957. 
Hon. EMANvEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

Dear ConeressMAN Ceuuer: Further reference is made to your 
letter of May 20, 1957, requesting the views of this agency on H. R. 
7536, a bill to amend the act of January 12, 1951, as amended, to 
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continue in effect the provisions of title II of the First War Powers 
Act, 1941. 

Title IT of the First War Powers Act, 1941, authorizes Government 
agencies exercising functions in connection with the national defense 
“to enter into contracts and into amendments or modifications of 
contracts * * * without regard to provisions of law relating to the 
making, performance, amendment or modification of contracts when- 
ever * * * such action would facilitate the national defense.” 
This legislation authorizes, among other things, modification of con- 
tracts without additional consideration and thereby grants to the 
procurement agencies a degree of flexibility in national defense pro- 
curement activities which is said to be necessary in the efficient as 
well as equitable administration of a defense procurement program. 

H. R. 7536 would extend title II of the First War Powers Act for 
a period of 2 years. The Small Business Administration does not 
oppose such an extension. 

The Bureau of the Budget has no objection to the submission of 
this report. 

Sincerely yours, 
WenpveE.L B. Barnes, Administrator. 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., June 5, 1957. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

Dear Mr. CuartrMan: By letter dated May 20, 1957, you requested 
the views of the General Services Administration on H. R. 7536, to 
amend the act of January 12, 1951, as amended, to continue in effect 
the provisions of title I] of the First War Powers Act, 1941. It is 
noted that the citation on lines 3 and 4 of the bill should read ‘64 
Stat. 1257.” 

In connection with the national defense programs of this adminis- 
tration, we consider that the authority provided by title II of the 
First War Powers Act, 1941, as amended, is essential to meet the 
varying situations where more normal procurement methods and 
authority are found to be inadequate. The proposal to have this 
authority continued through June 30, 1959, is both logical and desir- 
able and is, therefore, recommended. 

No estimate of the probable cost of the bill is available, but it is 
anticipated that the enactment of this legislation would cause no 
increase in the budget requirements of this Administration. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 
FRANKLIN G. FLoetse, Administrator. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the House of Repre- 
sentatives, there is printed below in roman type without brackets 
existing law in which no change is proposed by enactment of the bill 
as introduced; present provisions proposed to be stricken by the bill 
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as introduced are enclosed in black brackets, and new provisions 
proposed to be inserted are shown in italic: 


Act or JANUARY 12, 1951 (PuBiic Law 921, 81st Cona. (64 Srar. 
1257), as AMENDED) 


* * * * * * * 


Sec. 2. Title II of Such Act, as amended, shall remain in force 
during the national emergency proclaimed by the President Decem- 
ber 16, 1950, or until such earlier time as the Congress by concurrent 


resolution or the President may designate but in no event beyond 
June 30, [1957] 1958. O 
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GRANTING CERTAIN LANDS TO THE TERRITORY OF 
ALASKA 


Junge 10, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Enews, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. R. 3940] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (H. R. 3940) to grant certain lands to the Territory 
of Alaska having considered the same, report favorably thereon 
without amendment and recommend that the bill do pass. 

The purpose of H. R. 3940, introduced by Delegate Bartlett, is to 
grant a tract of land consisting of 640.08 acres located in Anchorage, 
to the Territory of Alaska. 

H. R. 3940 provides for the transfer of all the right, title, and interest 
of the United States in sec. 16, T. 13 N., R. 3 W., Seward meridian, 
one of the school sections reserved for the Territory under the act 
of March 4, 1915 (32 Stat. 1214), as amended (48 U.S. C., sec. 353), 
which reserves school sections to the Territory but does not reserve 
title to them. The grant would embrace the minerals in the tract, 
including all right, title, and interest under any lease, permit, or 
contract covering the described land and minerals, It also provides 
for the Territory to manage and dispose of the granted lands and 
minerals in accordance with directives from the Territorial legislature 
but with the provision that the proceeds or income derived therefrom 
would be for the use and benefit of the public schools in the same 
manner as provided under existing law. 

H. R. 3940 protects valid rights and obligations under existing 
Federal and Territorial laws. The bill also states that this grant 
would not entitle the Territory to any indemnity selection under the 
1915 act. 

The school section in question is within the corporate limits of 
Anchorage and is sorely needed by the city for its projected street, 
expressway, and freeway system. In addition, the city hopes to 

86006 
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subdivide the section into 197 industrial lots with necessary streets 
and alleyways. Under present law, full development of the section 
cannot be achieved because it does not permit the disposal of reserved 
school sections and limits leases of such sections to 10-year periods. 
The transfer to the Territory of title to this section ould encourage 
optimum development of the property. The Federal Government has 
indicated no need for the land which is now reserved for transfer to 
Alaska upon the attainment of statehood. 

No expenditure of Federal funds in authorized by this legislation. 

The Anchorage City Council heartily endorses the enactment of 
H. R. 3940. The favorable report of the Secretary of the Interior 
dated March 19, 1957, is as follows: 


Unirep States DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., March 19, 1957. 
Hon. Criatr ENGLE, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington 25, D. C. 


Drar Mr. Encun: There is at present pending before your Com- 
mittee H. R. 3940, a bill to grant certain lands to the Territory of 
Alaska. 

We recommend that this bill be enacted. 

Section 1 of H. R. 3940 would grant to the Territory of Alaska all 
the right, title, and interest of the United States in and to sec. 16, 
T. 13 N., R. 3 W., Seward meridian. The tract contains 640.08 
acres. The grant would embrace the minerals in the tract in ques- 
tion, including all right, title, and interest under any lease, permit, 
or contract covering the described land and minerals. Section 2 
would authorize the Territory to manage and dispose of the granted 
lands and minerals in any manner which the Territorial legislature 
should direct. The Territory would, however, be required to set 
apart the proceeds or income derived from the section for the exclusive 
use and benefit of the public schools in the same manner as provided 
in section 1 of the act of March 4, 1915 (32 Stat. 1214), as amended 
(48 U.S. C., sec. 353). Section 3 protects valid rights, while section 
5 directs the Secretary of the Interior to issue a patent for the lands 
and minerals described in section 1. Section 4 states that the grant 
of this land under H. R. 3940 would not entitle the Territory to any 
indemnity selection under the 1915 act, 

The land described in section 1 is one of the school sections reserved 
for the Territory by the 1915 act. Under the provisions of that act 
school sections are merely reserved for the Territory, and the Territory 
does not receive title to them. Sections are reserved upon survey. 
At the present time there is pending before the House of Representa- 
tives H. R. 3747, a bill to grant school lands in Alaska to the Territory 
of Alaska. H. R. 3747 would grant the Territory title to school 
sections already reserved, and, therefore, its enactment would render 
the consideration of H. R. 3940 pointless. However, H. R. 3747 may 
not be enacted, and there are special reasons why title to this particular 
school section should be granted to the Territory, even if the bill 
having general application should not be enacted. 

This school section is located within the corporate limits of Anchor- 
age the metropolitan area of which has today a population of about 
65,000. The Glenn-Palmer Highway, the main arterial highway 
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linking Anchorage with all communities on the north, bisects this land. 
Part of Merrill Field, at one time claiming the second largest number 
of daily airplane takeoffs and landings of any field in the United 
States, is located here also. Bragaw Street where subdivisions and 
housing projects have been developed lies on the east side of the 
section. De Barr Road is on the south side, where Grandview Garden 
and Airport Heights residential districts are situated and are in an 
advanced stage of development. Airport Heights Road traverses the 
central part of the section and connects De Barr Road with Palmer 
Highway. Mountain View, a shopping cénter, borders the section 
on the north and east. On the west is located the large Martin Arms 
housing project and dozens of smaller light industrial enterprises. 
Today this school section which has been reserved to the Territory 
may be properly described as an undeveloped island within an in- 
tensively developed area. For the most part, the use made of it is 
necessarily of a temporary nature, not in keeping with the use made 
of the surrounding area, because the users cannot obtain a tenure of 
occupancy for more than a 10-year term under the provisions of the 
1915 act. Consequently, the land remains underdeveloped in the 
light of present economic opportunities and does not yield its full 
economic potential or adequate tax returns to the city. 

The city of Anchorage has need for portions of the section for its 
projected street, expressway and freeway system. Some of these 
—_ will be started within the next year. The Territorial land 

oard in cooperation with the city has tentatively approved a sub- 
division plan for the best part of this section. This subdivision plan 
provides for 14 blocks containing 197 industrial lots with necessary 
streets and alleyways. The lots are appraised by the land board 
at $985,000. Under existing law there is no authority under which 
the proposed streets and alleyways can be dedicated and no authority 
to grant easements or rights-of-way to the city for its proposed 
projects, 

Under the present law, full development of the section cannot be 
achieved because the law does not permit the disposal of reserved 
school sections and limits leases of such sections to 10-year periods, 
Developers do not feel justified in making large-scale capital improve- 
ments when tenure is on such a limited basis and when necessa 
dedications cannot be effected and appropriate rights-of-way granted. 
The transfer to the Territory of title to this section, with full authority 
for its management and disposal, would permit optimum development 
of the property. We know of no Federal need for the land, and, as 
we have pointed out above, it is now reserved for transfer to Alaska 
upon the attainment of statehood. 

Among the valid rights and obligations existing under both United 
States and Territorial laws which would be protected by section 3 of 
H. R. 3940 are leases issued by the Territory under the 1915 act, most 
of which will expire in 1957, and a gravel permit, a powerline right-of- 
way, and a 10-year gravel contract granted by the Federal Govern- 
ment. ‘Two applications for powerline rights-of-way are pending. 
There is also an oil and gas lease under the Mineral Leasing Act of 
1920, as amended (30 U.S. C., sec. 181 et seq.), which has been issued, 
effective as of November 1, 1956. Enactment of H. R. 3940, of 
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en not affect any tights under claims which are found to 
be valid. 
The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 
Sincerely yours, 
HATFIELD CHILSON, 
Acting Secretary of the Interior. 


The Committee on Interior and Insular Affairs recommends the 
enactment of H. R. 3940. 
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Mr. Enatz, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. R. 4635] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (H. R. 4635) to provide for settlement and entry of 
public lands in Alaska containing coal, oil, or gas under section 10 of 
the act of May 14, 1898, as amended, having considered the same, 
report favorably thereon without amendment and recommend that 
the bill do pass. 

The purpose of H. R. 4635, introduced by Delegate Bartlett, is to 
provide settlement and entry of public lands in Alaska containing 
coal, oil, or gas under section 10 of the act of May 14, 1898, as 
amended. 

This bill seeks to further amend the act of March 8, 1922 (48 U.S. 
C., secs. 376 and 377), by permitting entry on public lands in Alaska 
which may contain oil, gas, or coal for homesites, headquarters sites, 
or trade and manufacturing sites under section 10 of the act of May 
14, 1898, as amended (48 U.S. C., sec. 461), or for the purposes of a 
soldiers’ additional homestead entry under sections 2306 and 2307, 
Revised Statutes (43 U.S. C., sees. 274, 278). Existing law which is 
presently limited to claims under the general homestead law (43 
U.S. C., see. 161, et seq.) would be extended to the other types of 
public land settlement and entry. Presently the homesteader may 
obtain fee title to his land but reserves the minerals involved to the 
United States. 

Enactment of H. R. 4635 would be particularly beneficial to entries 
made under the Soldiers’ Additional Homestead Entries Act. Persons 
who now settle on or enter upon public lands are in serious danger 
of losing their claims and improvements if the lands contain valuable 
mineral resources. Members of the Committee on Interior and In- 
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sular Affairs believe that existing laws are discouraging the settlement 
and entry of public lands in Alaska and that the enactment of this 
legislation would tend to attract homesteaders and improve the 
economic base of the Territory. 
No expenditure of public funds is authorized by this legislation. 
The favorable report from the Secretary of the Interior dated March 
13, 1957, is as follows: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 18, 1957. 
Hon. Cruarr ENGL, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D. C. 

Dear Mr. Encte: This is in reply to your request for the views of 
this Department on H. R. 4635, a bill to provide for settlement and 
entry of public lands in Alaska containing coal, oil, or gas under sec- 
tion 10 of the act of May 14, 1898, as amended. 

We recommend that H. R. 4635 be enacted. 

H. R. 4635 would amend the act of March 8, 1922 (48 U.S. C., 
secs. 376 and 377) to permit settlement or entry on public lands in 
Alaska which may be valuable for oil, gas, or coal for homesite, head- 
quarters site, or trade and manufacturing site purposes under section 
10 of the act of May 14, 1898, as amended (48 U.S. C., sec. 461) or 
for the purposes of a soldiers’ additional homestead entry under sec- 
tions 2306 and 2307, Revised Statutes (43 U. S. C., sees. 274, 278). 
The 1922 act, which is now limited to claims under the general home- 
stead law (43 U.S. C., sec. 161, et seq.), would be made applicable 
to these other types of public land settlement and entry. It now 
permits the homesteader to settle upon, enter, and obtain patent to 
lands which are believed to be valuable for coal, oil, and gas, but re- 
serves the minerals involved to the United States. 

Coal, oil, and gas on public lands in Alaska are now subject to leasing 
under the act of October 20, 1914, as amended (48 U.S. C., sees. 434 
and 444) and the mineral leasing laws (30 U.S. C., see. 181, et seq.). 
There is therefore no reason why the provisions of the 1922 act should 
not be extended to soldiers’ additional homestead entries in Alaska, 
and to entries under section 10 of the 1898 act as well as to homestead 
entries. Public land claimants who settle on or enter upon public 
lands under the latter statute are now in serious danger of losing their 
claims and improvements if the lands are known or believed to be 
valuable for minerals. ‘This situation is hindering the settlement and 
entry of public lands in Alaska under this public land law and its 
alleviation would help encourage such use of public lands in Alaska. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 
HatFIeLp CHILSON, 
Assistant Secretary of the Interior. 


The Committee on Interior and Insular Affairs recommends enact- 
ment of H. R. 4635. 
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CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman); 


Acr or Marca 8, 1922 
(42 Stat. 415; 48 U.S. C. 376, 377) 


Sec. 1. [From and after the passage of this Act] Claims under 
section 10 of the Act of May 14, 1898 (80 Stat. 413), as amended (48 
U. S. C. 461), and homestead claims may be initiated by actual 
settlers on public lands of the United States in Alaska known to 
contain workable coal, oil, or gas deposits, or that may be valuable 
for the coal, oil, or gas contained therein, and which are not otherwise 
reserved or withdrawn, whenever such claim shall be initiated with a 
view of obtaining or passing title with a reservation to the United 
States of the coal, oil, or gas in such lands, and of the right to prospect 
for, mine, and remove the same; and any [settler who has initiated 
a homestead claim] claimant who has initiated such a claim in good 
faith on lands containing workable deposits of coal, oil, or gas, or that 
may be valuable for the coal, oil, or gas contained therein, may 
perfect the same under the provisions of the laws under which the 
claim was initiated, but shall receive the limited patent provided for 
in this Act: Provided, however, That should it be discovered at any 
time prior to the issuance of a final certificate on any claim initiated 
for unreserved lands in Alaska that the lands are coal, oil, or gas in 
character, the patent issued on such entry shall contain the reserva- 
tion required by this Act. 

Src. 2. That upon satisfactory proof of full compliance with the 
provisions of the laws under which the entry is made and of this Act 
the entryman shall be entitled to a patent to the lands entered by him, 
which patent shall contain a reservation to the United States of all 
the coal, oil, or gas in the land so patented, together with the right to 
prospect for, mine, and remove the same. The coal, oil, or gas de- 
posits so reserved shall be subject to disposal by the United States in 
accordance with the provisions of the laws applicable to coal, oil, or 
gas deposits or coal, oil, or gas lands in Alaska in force at the time of 
such disposal. Any person qualified to acquire coal, oil, or gas de- 
posits, or the right to mine and remove the coal or to drill for and re- 
move the oil or gas under the laws of the United States, shall have 
the right at all times to enter upon the lands entered or patented, as 
provided by the provisions of this Act, for the purpose of prospecting 
for coal, oil, or gas therein, upon the approval by the Secretary of the 
Interior of a bond or undertaking to be filed with him as security for 
the payment of all damages to the crops and improvements on such 
lands by reason of such prospecting. Any person who has acquired 
from the United States the coal, oil, or gas deposits in any such land, 
or the right to mine, drill for, or remove the same, may reenter and 
occupy so much of the surface thereof as may be required for all pur- 
poses reasonably incident to the mining and removal of the coal, oil, 
or gas therefrom, and mine and remove the coal or drill for and remove 
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the oil or gas upon payment of the damages caused thereby to the 
owner thereof, or upon. giving a good and sufficient bond or undertak- 
ing in an action instituted in any competent court to ascertain and 
fix said damages: Provided, That the owner under such limited patent 
shall have the right to mine the coal for use on the land for domestic 
purposes at any time prior to the disposal by the United States of the 
coal deposits: Provided further, That nothing in this Act shall be con- 
strued as authorizing the exploration upon or entry of any coal de- 
posits withdrawn from such exploration and purchase[: And provided 
Jurther, That nothing herein contained shall be held or construed to 
authorize the entry or disposition, under section 2306, United States 
Revised Statutes, or under Acts amendatory thereof or supplemental 
thereto, of withdrawn or classified coal, oil, or gas lands or of lands 
valuable for coal, oil, or gas]. 


Act or May 14, 1898 (30 Srar. 413, as AMENDED; 48 U. S. C. 461) 


Any citizen of the United States twenty-one years of age, or any 
association of such citizens, or any corporation incorporated under the 
laws of the United States or of any State or Territory authorized on 
May 14, 1898, by law to hold lands in the Territories, thereafter in 
the possession of and occupying public lands in Alaska in good faith 
for the purposes of trade, manufacture, or other eee industry, 
may each purchase one claim only not exceeding eighty acres of such 
land for any one person, association, or corporation, at $2. 50 per acre, 
upon submission of proof that said area embraces improvements of 
the claimant and is needed in the prosecution of such trade, manu- 
facture, or other produc tive industry, such tract of land not to include 
mineral or coal lands ¢ except as provided under the Act of March 8, 1922 
(42 Stat. 415; 48 U. S. C. 876), and ingress and egress shall be reserved 
to the public on the waters of all streams, whether navigable or 
otherwise: Provided, Vhat any citizen of the United States twenty-one 
years of age employed by citizens of the United States, associations of 
such citizens, or by corporations organized under the laws of the 
United Sta ites, or of any State or Territory, whose employer is engaged 
in trade, manufac ture, or other productive industry, and any citizen 
of the United States twe nty-one years of age who is himself’ engaged 
in trade, manufacture, or other productive industry may purchase one 
claim, not exceeding five acres, of unreserved public lands, such tract 
of land not to include mineral, coal, oil or gas lands except as provided 
under the Act of March 8, 1922 (4 12 Stat. 415; 48 U. 8. C. 376), in 
Alaska as a homestead or headquarters, under rules and regulations to 
be prescribed by the Secretary of the Interior, upon payment of $2.50 
per acre: * * * 

O 
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AUTHORIZING REVISION OF THE TRIBAL ROLL OF THE 
EASTERN BAND OF CHREOKEE INDIANS, NORTH CAR- 
OLINA 


June 10, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Enatz, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


(To accompany H. R. 4830] 


The Committee on Interior and Insular Affairs to whom was re- 
ferred the bill (H. R. 4830) to authorize revision of the tribal roll of 
the Eastern Band of Cherokee Indians, North Carolina, and for other 
purposes, having considered the same, report favorably thereon 
without amendment and recommend that the bill do pass. 


EXPLANATION OF THE BILL 


The purpose of H. R. 4830, introduced by Congressman Shuford, 
is to authorize revision of the roll of the Eastern Band of Cherokee 
Indians of North Carolina. 

Provision was made for the preparation of the final disposition of 
the affairs of the Eastern Band of Cherokees of North Carolina by 
the act of June 4, 1924 (43 Stat. 376). Among the provisions of that 
act was one stating that “no persons born after that date shall be 
entitled to enrollment.” By the act of March 4, 1931 (46 Stat. 1518) 
the earlier act was amended to provide that that roll should be “‘a 
final roll of said Indians only for the purposes of showing the member- 
ship of said band as it existed on the 4th day of June 1924.” 

During the ensuing 26 years many enrolled members have died and 
many Cherokees have been born but since the roll is closed there is 
no authority to remove or add names even though persons can meet 
the membership requirements for enrollment. 

H. R. 4830 authorizes the revision of the roll by the Cherokee 
Tribal Council, subject to the approval of the Secretary of the In- 
terior and under rules of procedure prescribed by him. 
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By a resolution dated December 18, 1956, the Cherokee Tribal 
Council requested enactment of this legislation. A copy of the reso- 
lution follows: 

CuEeroKkeEE Councit House, 
Cherokee, N. C., December 18, 1956. 


Resoutvution 101 (1956) 


Whereas many of the persons whose names appear on the roll of the 
Eastern Band of Cherokee Indians prepared under the authority of 
the act of June 4, 1924 (43 Stat. L. 376), as amended by the act of 
March 4, 1931 (46 Stat. 1518), have since died, and their names should 
therefore be removed from the roll; and 

Whereas since 1924 many children have been born to members of 
the Eastern Band of Cherokee Indians, and said children are entitled 
to have their names added to the roll; and 

Whereas it is of the utmost importance to the Eastern Band of 
Cherokee Indians that the official tribal roll of the band be in all 
respects correct and state correctly the names of those persons pres- 
ently living who are entitled to membership in the band: Now, 
therefore, be it 

Resolved by the tribal council in special session assembled, That the 
attached proposed bill be submitted to the Congress of the United 
States for the purpose of enacting necessary legislation to authorize a 
revision of the tribal membership roll of the Eastern Band of Cherokee 
Indians to the end that the revised roll will show only the names of 
those persons now living who are presently entitled to membership 
in the Eastern Band of Cherokee Indians; and that such roll shall not 
be a closed roll but a continuing roll to be maintained by the tribe in 
accordance with membership ordinances adopted by the tribe and 
approved by the Secretary of the Interior; be it further 

Resolved, That we respectfully request the Indian Office to assist in 
the passage of the aforesaid legislation; and that the tribal executive 
committee, the chairman of the general council and the tribal attorney 
are authorized to represent the band at any Bureau of Indian Affairs 
discussions and/or congressional hearings held pertaining to this 
measure; be it further 

Resolved, That all resolutions and clauses thereof heretofore enacted 
in conflict with the provisions of this resolution are hereby repealed. 
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Passed and ratified in open council on this 18th day of December 


1956, by 9 members voting for the act and 1 member voting against 
it as follows: 


Voting for the act: Voting against the act: 


Lloyd Sequoyah, John McCoy. 
James Saunooke, 

Johnson Catolster, 

Ralph Owl, 

Cam Sneed, 

Walter Jackson, 

John A. Crowe, 

Peter Reed, 

Jarrett Wachacha. 


Signed on behalf of the council by: 
Grorae A, Ow1, Sr., 
Chairman, 
EuizasetH Crowe, 
Clerk. 


Approved: 

JARRETT B. BiytTue, 
Principal Chief. 

DrceMBER 19, 1956. 

I, Arsene Thompson, interpreter for the counsil, hereby certify that 
the foregoing act of the council was duly passed and ratified in open 
council after the same had been interpreted by me and had been fully 
and freely discussed. 

ARSENE THOMPSON, 
Interpreter. 


I hereby certify that the foregoing act of the council was duly 
passed and ratified in open council after the same had been interpreted 
by the official interpreter and had been fully and freely discussed. 

In testimony whereof I have hereunto set my hand and affixed the 
seal of the said band of Indians. 


[SEAL] Ricuarp D. Butts, 


Superintendent, Ex Officio Secretary. 
DecemMBER 26, 1956. 


(To accompany Tribal Resolution No. 101 (1956) dated 
December 18, 1956) 


A BILL To authorize revision of the tribal roll of the Eastern Band 
of Cherokee Indians, North Carolina, and for other purposes. 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, That the 
Tribal Council of the Eastern Band of Cherokee Indians, 
under such rules and regulations as it may prescribe, subject 
to the approval of the Secretary of the Interior, is authorized 
to revise the Tribal Roll of said Indians heretofore made and 
approved under the act of June 4, 1924 (43 Stat. L. 376) as 
Amended by the act of March 4, 1931 (46 Stat. 1518) by 
removing from the roll the name of any person appearing 
thereon not living as of the date of this act. 
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Src. 2. The Tribal Council of the Eastern Band of Cherokee 
Indians, under such tribal ordinances as may be enacted by 
it and approved by the Secretary of the Interior, is further 
authorized to prepare a roll, as of the date of the passage of 
this act, establishing the existing membership of the band 
and from time to time make such revisions in said tribal roll 
as the Tribal Council may find and determine necessary. 
The tribal council shall, subject to approval by the Secretary 
of the Interior, presc ribe by ordinance the requirements or 
qualifications, including degree of Cherokee Indian blood, for 
membership by those persons born subsequent to June 4, 
1924, entitled to membership in the Tribe. 

Src. 3. The Secretary of the Interior is authorized to 
prescribe necessary regulations to carry out the purpose of 
this act. 


The favorable report from the Secretary of the Interior dated May 7, 
1957, is as follows: 
DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 7, 1957. 
Hon. Cruarr ENGte, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives, Washington, D. C. 

Dear Mr. Enate: Your committee has requested a report on 
H. R. 4830, a bill to authorize revision of the tribal roll of the Eastern 
Band of Cherokee Indians, North Carolina, and for other purposes, 

We recommend that the bill be enacted. 

The ect of June 4, 1924 (43 Stat. 376), provided for final disposition 
of the affairs of the Eastern Band of Cherokees of North Carolina. It 
required the preparation of a roll of the members containing the names 
of all living on the date of the act, and provided that “no persons born 
after that date shall be entitled to enrollment.” It also provided that 
the roll, when approved by the Secretary of the Interior, shall be 
final and conclusive as to the membership of the band. 

The act of March 4, 1931 (46 Stat. 1518), amended the act of 1924 
by declaring, among other things, that the roll referred to above 
should be “a final roll of said Indians only for the purposes of show- 
ing the membership of said band as it existed on the 4th day of June 
1924.” 

More than 30 years have elapsed since the preparation and approval 
of the roll, and during that period a number of deaths have occurred 
and a number of new members have been born. As the roll has been 
closed, there is no authority to remove the names of those who have 
died or to add the names of those who have been born and who can 
meet the membership requirements for enrollment. 

This bill authorizes the tribal council to revise the roll, subject to 
the approval of the Secretary of the Interior, by removing the names 
of persons who are not living on the date of the act, by adding the 
names of members who are not on the roll, and by making additions 
and deletions from time to time in order to keep the roll up to date. 
The bill also grants the tribal council, subject to the approval of the 
Secretary of the Interior, authority to prescribe requirements for 
membership in the band which would apply only to persons who are 
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born after June 4, 1924. This will prevent the removal of the name 
from the 1924 roll because of a change in the membership requirements. 

In the act of 1931, Congress declared that “no person of less than 
one-sixteenth degree of said Eastern Cherokee Indian blood shall 
hereafter be recognized as entitled to any rights with the Eastern 
Band of Cherokee Indians except by inheritance from a deceased 
member or members.”’ Under the terms of this bill the tribe and the 
Secretary will not be bound by this requirement in the case of persons 
born after June 4, 1924. 

The tribe in special council on December 18, 1956, adopted a resolu- 
tion requesting that legislation as attached thereto be enacted. A 
copy of that resolution is enclosed. H. R. 4830 is in substantial 
conformity with the wishes of the tribe. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report. 

Sincerely yours, 
HatFiELD CHILSON, 
Under Secretary of the Interior. 


The Committee on Interior and Insular Affairs recommends enact- 
ment of H. R. 4830. O 
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Prior to the recent outbreaks in the satellites the U. 8. 8. R. was 
not seething with wntest. 22.4 [ise ns Shes ek eae 
Up to the time of the Hungarian outbreak the present rulers ap- 
parently were in firm control of Russia itself...............- 
The Soviet Union apparently is capable of carrying on simultane- 
ously its current level of military expenditure and rendering as 
much assistance to underdeveloped countries as will serve its 
infOPONS 5. 2 2 i bd eee be ewes Seer de. 
United States restrictions on exports to the Soviet bloc should be 
directed against items of recognized strategic significance _- --~_ 
There is no indication that the Soviet leaders are moving in the 
direction of a “live and let live’”’ policy toward the rest of the 
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The Soviet Union appears to be vulnerable in two important 
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Soviet policy is directed toward the underdeveloped areas in 
highly specialized promotion of trade, credits and technical 
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The. credit program represents a dramatic departure from past 
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Trade under the present trade promotion program is increasing - - 
Soviet. technical assistance has been increasing, personnel are 
‘ earefully selected, and Near Eastern ‘and Asian countries! par- 
Soviet activities are marked by flexibility, and political rather than 

economic considerations, especially in the credit program, are 
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The shift in Soviet economic strategy poses a dangerous threat to 

the free world because of its bona fide appearance and its 

strenuous campaign to treat the underdeveloped countries on a 

businesslike and equal begiee...2 i226. co0.24L 6. cere le. 

The purpose of Soviet economic diplomacy in the underdeveloped 

areas includes a combination of promoting neutralism, dis- 

rupting existing alliances, substituting Sino-Soviet influence 

for Western influence, and ultimately subversion and conquest_ 

The main targets of Soviet economic diplomacy are carefully 

selected and generally include nearby and newly independent 

countries more susceptible to the issue of colonialism __---_-_- 

Soviet success has been achieved because of its new posture of 

‘peaceful trade, good neighbor and benefactor’ and because of 

the favorable terms offered by the Soviets with “no strings 

attached” which they contrast with United States aid pro- 
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The suecess of Soviet economic diplomacy could be minimized by 

greater involvement in economic relations bringing increasing 

friction and by such Soviet action as the ruthless crushing of 
the Hungarian rebellion which has had widespread reper- 
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own programs with flexibility and freedom from political condi- 

tions paramount 
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Analysis and findings—Continued 

Relation of new weapons and new military strategy to United States 

SOREN 5 oc cacti o nh acae een dnd Sane eeamoineecee 

The threat of Communist domination makes our survival as a free 

and sovereign people impossible without military strength ade- 

quate to deter aggression scwwewewus --.-------------------- 

The new weapons have destroyed the time factor that in the past 

enabled us to build up our military strength after attack. If 

attacked in the future, we can defend ourselves only with forces 

and weapons in being as of that moment------..-.--------- 

The new weapons include ‘‘small’”’ atomic explosives adapted for 

‘limited war’? which have been developed since the Korean 
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Intercontinental guided missiles are being developed capable of 

delivering thermonuclear warheads distances of thousands of 

miles within minutes. New weapons and missiles are not likely 

to make the airplane or land and sea forces obsolete within the 

neds fatness 2c dasuliiw cused Ain so at ed. 

Unexpected Soviet technological ability makes complacency with 

‘ our own progress and present superiority extremely risky. ---__ 

e The inherent dangers of the new weapons are due principally to 

. Soviet intransigeance 

: The increasing Russian atomic weapon stockpile is not likely to 

s bring about peace as aresult of an atomic stalemate. Actually 

' it may inerease the danger of small wars which could spread to 
all-out thermonuclear conflict 

We have superiority at present, but Russia has gained on us to 

= such an extent that a Soviet attack would be devastating and 

pots our victory one in terms of relative destruction only 


pec: Our alliances are essential. Relative strengths of the United 
a States and Russia are so nearly balanced that support of inter- 
eae yening nations ts crucial. 6 2useul balouic 5. eee eek. 
ben" Existence of the new weapons has stimulated the growth of neu- 
es ON i a ai aint Ta LC a hc 
wt Foreign bases are essential to United States defense. Their pos- 
-” session gives us a geographic advantage which may increase in 
12 siamiietinee cs accs cuulacucelabett igseeeL aul So eel... 
a Foreign armed forces are of increasing importance to our security. 
my Basic Soviet strategy is aimed at splitting our defensive alli- 
e ances... . .2 is wie. 9S oe sd Se ee Co. 

- The United States cannot maintain industrial or defense produc- 
Ce tion without access to overseas sources of critical raw mate- 
ic ON acc estes session ccnp anaes ame as 

[ined Atomic weapons have been made available to American forces 
=. assigned to NATO as our military experts believe Europe could 


not be defended in a general war without them_____________~_ 
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Foreign Affairs because of their impact on foreign policy and 
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within its competence or jurisdiction. _.._..-....-._-.._---- 
Soviet goal of world domination and aim of technological supe- 
riority leaves us no choice but to insure our own lead 
There is reason to believe we have been concentrating too much 
on efforts to deter all-out war and not placing sufficient em- 
phasis on deterring peripheral conflict. Inability to cope with 
limited aggression might invite and bring on a general war___-_ 
Foreign military aid is part and parcel of our own defense pro- 
gram. Funds for military assistance to our allies should be 
placed in our defense budget and presented to Congress on 
pent betiiuoc wusicks.elivucoss cs oe acer. 536G ee... 
Relation of development assistance to United States foreign policy: 
The development process of the Western nations spans several 
centuries and is characterized by institutional and social 
changes capable of supporting and encouraging economic 
ebdneee. <: .2i03 seolwor Due se US Eo... 
The current emphasis upon development should not obscure the 
fact that the underdeveloped countries have some degree of 
development as a result of long association with the developed 
countries 
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FOREWORD 


ComMITTEE ON Foreign Arrairs, 
House or REPRESENTATIVES, 
Washington, D. C., December 24, 1956. 

There is submitted herewith for the consideration of the Committee 
on Foreign Affairs a draft report, together with the hearings con- 
ducted by the committee pursuant to its resolution of June 21, 1956. 

This resolution provided that the Committee on Foreign Affairs 
conduct an examination and reappraisal, under the direction of the 
chairman, of the objectives, methods, and results of the foreign poli- 
cies and programs of the United States involved in the Mutual Secu- 
rity Act and related legislation. 

Subsequently, on November 28, the chairman was directed by the 
committee to prepare and submit a report to the committee which 
would include the testimony received during hearings held in October 
and November 1956, pursuant to the resolution, together with results 
of the work done by the committee staff under my direction. 

There is no intention here to intrude on the Executive’s traditional 
role in the field of foreign policy; rather it is an effort to point the way 
to a more realistic implementation of foreign policy in our foreign- 
aid programs abroad. 

It has been the clearly defined policy of our Government to extend 
both military and economic aid where needed, and where it can be 
effectively used, to help countries of the free world withstand the 
onslaught of communism. A primary aim of the study conducted by 
the committee was to determine whether developments in the world 
situation had altered the validity of this policy or made necessary 
significant changes in the means of its implementation. 

It has been the responsibility of the Congress to provide the funds 
to enable the Executive to implement this policy, and to evaluate their 
success. Through voluminous annual hearings and on-the-spot inves- 
tigations, the Foreign Affairs Committee has had continuous oppor- 
tunities to observe the weaknesses and strengths of the programs, 
as well as their administration. The committee has a duty as well as 
responsibility to suggest improvements where needed. 

It should be emphasized that this draft report has been prepared 
by the chairman and the committee staff and is submitted for the 
consideration of the committee. It does not necessarily reflect the 
views of the committee membership. It is filed pursuant to com- 
mittee direction in the hope that it will prove useful in its further 
consideration of legislation relating to the mutual security programs 
and to the executive branch in formulating these programs. 

The committee is indebted to the witnesses who gave the committee 
the benefit of their experience and thinking on the issues it was 
exploring. 

The chairman also wishes to pay his personal tribute for their 
devoted and untiring labors in the preparation of this report to the 
members of the committee staff, Boyd Crawford, the staff administra- 
tor, and the committee staff consultants, Roy J. Bullock, Albert C. F. 
Westphal, Sheldon Z. Kaplan, and Dumond Peck Hill. 


James P. Ricuarps, Chairman. 
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INTRODUCTION 


On June 21, 1956, the Committee on Foreign Affairs adopted the 
following resolution : 


Resolved, That the Committee on Foreign Affairs of the 
House of Representatives shall examine and reappraise, 
under the direction of the chairman, the objectives, methods 
and results of the foreign policies and programs of the United 
States involved in the Mutual Security Act and related legis- 
lation and shall prepare its findings and recommendations 
not later than February 1, 1957. 


Prior to the adoption of this resolution the committee had com- 
pleted 24 days of hearings resulting in 1,036 pages of testimony on 
the Mutual Security Act. It had held numerous hearings on other 
legislative matters as well as frequent consultative meetings with 
officials of the Department of State and other executive departments. 

The committee’s desire for an examination and reappraisal, there- 
fore, did not reflect primarily a search for more information about 
what was being done in the implementation of our foreign policy or 
the efficiency with which these operations were being carried on. Such 
examination and reappraisal have been conducted by the committee 
on a continuous basis since the beginning of the foreign-aid program. 
Instead, the committee’s action reflected a concern that significant 
developments had occurred during the last 2 or 3 years in the field of 
international relations and that our policies and programs had not 
been fully adapted to the new situation. 

The method followed in conducting this survey has been to coneen- 
trate attention on a limited number of aspects of our foreign policy 
where either there appear to have been important new developments 
or where the policies which the United States has been following do 
not appear to have produced satisfactory results. With this object 
in view, four key issues expressed in the terms in which they are 
present in the public mind have been selected to provide the frame- 
work for this investigation. These were recognized to be in some 
respects surface manifestations of broader and more fundamental 
problems which, in turn, have been explored. The final object has been 
to formulate recommendations as to the sort of action the United 
States should be prepared to take, not only to deal effectively with 
these current issues, but also to permit us to implement a foreign 
policy capable of meeting the problems of the future. 

The four current issues on which this study has been focused are 
the following: 

1. What is the significance of the changes which have occurred in 
the U. S. S. R. during recent years, particularly since the death of 
Stalin? Is the Soviet Union growing stronger or weaker? Is its 
government more or less democratic? Is its behavior more or less 
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menacing? Do changes in Soviet policy require a readjustment of 
United States foreign - policy ? 
. What is the significance of the new weapons and the new military 
str ier to our foreign policy? Are foreign bases and foreign allies : 
still import: :nt to our defense? Does our superiority in nuclear weap- 
ons give us adequate protection against involvement in local military 
conflict? Can we safely renounce the use of force? 
3. What can we do to establish more satisfactory relations with the 
people of the underdeveloped areas. Can we get t the new governments 
to join with us in resistance to the U. S. S. R.? Should we take a 
stronger stand in favor of independence for the colonial peoples ? 
4. What is the significance of the deterioration of our relations with 
our allies, particularly in NATO? What can be done to hold our 
alliances together in the face of disruptive forces not directly related 
to the Soviet danger? Should the United States try to tighten and 
broaden its relationships with its allies so that the alliance will present 
a united front on all major issues? 
In connection with its examination of these current issues studies 
were made of the following related subjects: 


1. Soviet bloc economic penetration. 
2. Relation of development assistance to United States foreign 
policy. E 





jeu 3. Private enterprise and United States foreign policy. 
me 4. The significance of neutralism. 

iC. 5. Colonialism and United States foreign policy. 

Coe }. The problem of influencing other nations. 
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ANALYSIS AND FINDINGS 


SIGNIFICANCE OF RECENT DEVELOPMENTS IN THE 
SOVIET UNION 


At the time this is written the Hungarian revolt and the disturb- 
ances in other European satellite countries are so recent that their 
impact on the governmental structure, the condition of life of the 
people, or the basic policies of the rulers of the Soviet Union has not 
yet become manifest. Undoubtedly important changes in the policy 
of the Soviet Government toward the satellites will occur as a conse- 
quence of these events. Whether the trends which have emerged 
within the U. S. S. R. and the policies which have been inaugurated 
in the general area of foreign relations since the death of Stalin are 
being substantially modified, it is too early to tell. Evidence presented 
to the committee during the course of its survey suggests that the in- 
ternal consequences in the U.S. S. R. itself may not have been as far- 
reaching as anticipated. 


Prior to the recent outbreaks in the satellites the U. S. S. R. was 
not seething with unrest 


The attitude of the people of the Soviet Union during the period 
between Stalin’s death and the outbreaks in the European satellites, 
has seemed to be one of relative contentment and optimism. The new 
government has apparently enjoyed what might almost be called 
popularity. Any idea that the years since 1953 have been character- 
ized by widespread popular discontent or by the repression of strong 
underlying movements for the overthrow of dictatorial rule appears 
to be erroneous. 

The secret police terror has been very greatly reduced as compared 
to the level of such activity during most of the history of the Soviet 
Union. This has been accompanied by a marked reduction in the size, 
importance, and autonomy of the secret police apparatus. Substantial 
numbers have been released from the forced-labor camps and promi- 
nent persons who had been the victims of purges in the past have come 
back to public life. 

During the past summer a new pension plan has been put into effect 
which substantially improves the value of the retirement system for 
the urban population. Tn addition, there has been a shortening of the 
Saturday workday by 2 hours, although a 6-day workweek continues. 
Both these measures have been popular. Consumer goods, although by 
no means abundant by European standards, are somewhat more 
available. 

It has been possible during recent months for Soviet citizens to talk 
rather freely to foreign visitors and to express their opinions and 
sentiments quite openly to one another. The most extreme restrictions 
on scientific research and writing and upon the arts which were char- 


IR 











QR FOREIGN POLICY AND MUTUAL SECURITY 


acteristic of the Stalin era have been removed. Contact with the out- 
side world has been greatly increased. Fees for upper secondary and 
college education have been completely eliminated. 

All of these factors have created the impression among the Russian 
people that life is getting better and that there is some basis for opti- 
mism as to the future. 


Up to the time of the Hungarian outbreak the present rulers 
apparently were in firm control of Russia itself 

The evidence presented to the committee indicates that there ap- 
parently is no basis for believing that the improvement in the lot 
of the common people and the relaxation of restrictions on them 
have been wrung from the present Soviet rulers by popular pressure. 
All of the benefits which have been conferred were granted from above 
by a government confident in its strength. The new liberalization 
does not constitute an evidence of weakness. The object has been to 
improve the efficiency and the productivity of operations within the 
Soviet structure. The broadening of the Government itself, giving 
participation to a group at the top rather than concentrating authority 
in a single individual as well as extending authority and responsibility 
to lower levels, apparently has had as its primary motive the elimi- 
nation of the bottlenecks of one-man rule. The present Soviet rulers 
came to realize during the Stalin regime that production was seriously 
impaired when executives were unwilling to assume rseponsibility 
and when a considerable number of decisions had to be referred to the 
top level of Government. ‘The present theory is that the Government 
is sufficiently well established and conditions among the people are 
good enough so that it is possible to spread authority and responsi- 
bility as well as to give somewhat greater incentive for effort. ‘There 
is always the possibility that trouble in the satellite countries may 
create tensions among the Soviet leaders and result in major seismic 
cleavages among the Soviet hierarchy. 

There has in fact been no significant relaxation of political control. 
The Communist Party remains the absolute, undisputed possessor of 
political power and administrative initiative. There is no more de- 


mocracy or popular participation than before in the making of funda- 
mental decisions. 


The Soviet Union apparently is capable of carrying on simulta- 
neously its current level of military expenditure and render- 
ing as much assistance to underdeveloped countries as will 
serve its interests 


There is no question but that the Soviet Union is poor by American 
standards, or even by the standards of Western Europe. Evidence 
submitted to the committee (hearings, p. 95) showed that in 1952 the 
Soviet Union probably produced little more than 90-95 million tons 
of grain, compared with about 80 million tons in 1913. Meanwhile, 
the population increased through acquisition of territory as well as 
the rising birth rate from 140 to 185-190 millions, or by one-third. 
Although there were considerable gains in some lines, for example, 
cotton, other branches, especially livestock, scarcely progressed at all. 
At the time of Stalin’s death the Russian diet was, in important ways, 


inferior to that in 1928, and that was poor enough by almost any 
standard. 
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Under Stalin, living standards lagged along with agriculture. In 
1928 the average city dweller occupied an average of 7.1 square yards 
of floorspace. In 1952, this had fallen to 4.7-5.3 square yards. After 
taxes and bond deductions, the average industrial worker in 1952 
could buy 10 percent less goods than in 1928. This is in terms of a 
1937 “market basket.” In terms of a 1928 “market basket,” containing 
more meat and other goods that later became scarce, the cut in “real” 
wages from 1928 to 1952 was 37 percent. Because of the increase in 
the number of female workers and therefore in the number of bread- 
winners per family, the city dwellers fared better than the figures on 
“real” wages might indicate. Under the 5-year plans, the farmer 
prospered no more than the city worker and perhaps less. 

Stalin’s successors have made a considerable effort to better these 
conditions and there have undoubtedly been some improvements in the 
standard of living. Nevertheless, the ratio of investment in heavy 
industry compared to consumer goods remains approximately 10 to 1. 

Russian industry is growing at a notably rapid rate. Students of 
the Soviet economy appear to regard the following summary, as 
submitted to the committee by Prof. Abram Bergson, of Harvard 
University, as accurate: 

Last year the Russians completed their fifth 5-year plan. 
The extent of their industrial progress in recent years can be 
appraised from the gains in production in different industries 
that the Soviet Government has reported under this plan. 
From 1950 to 1955, the Russians increased their coal produc- 
tion from 261 to 391 million metric tons, or by 50 percent. 
The production of petroleum grew from 38 to 71 million tons, 
or by 87 percent. ‘The Russians produced 27 million tons of 
steel in 1950. By 1955, they had expanded output by 18 
million tons, or 66 percent of the initial figure. The pro- 
duction of electric power grew from 91 billion to 170 billion 
kilowatt-hours, or by 87 percent. 

Industrial production as a whole reportedly has grown at 
these yearly rates: 


Percent 
yee-"Oe ok ee ee ee eee 
WOU 68... ee ee ee ee 12 
19S. otitis ntnihccncdhieitinltieaene saddle eee 12 
erica sreceavieatidnseichaacen isco ett arent thawed cient 13 
BED nics sce nessckco dank cectgpehcaediccbtmpaetglgtalaa sata ana saksi a iataenelteia tinea ee 12 
* ok ok ok * 


During the first half of this century industrial production 
in the United States grew at an average rate of 4.1 percent 
ayear. From 1950 to 1955, American industry grew by about 
4.7 percent a year. At these rates Soviet industry is growing 
2 to 3 times as fast as American industry (hearings, pp. 92- 
93). 


It should be emphasized that although the rate of growth of Soviet 
industry is more rapid than that of the United States, the absolute 
amounts of increase in production of various industries, such as steel, 
are substantially below the annual increases of production in the 
United States. It must be recognized that there are a number of 
factors which will tend to slow down the rate of Soviet development. 
For one thing, an increasing proportion of the production of Soviet 
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industry will have to be utilized to replace wornout and obsolete 
capital equipment. In addition, it is increasingly difficult for Soviet 
industry to recruit new labor because of the increasing strain on urban 
housing facilities. 

Nevertheless, the fact remains that the Soviet industrial system ap- 
pears to be functioning with increasing effectiveness. There is no 
indication of undue economic strain or any suggestion of imminent 
collapse. The key to the ability of the Soviet Union to provide ade- 
quately for its large military budget and to take care of any programs 
for aiding underdeveloped countries which seem to be Samedi ad- 
vantageous is the fact that the Soviet Government is able to exercise 
absolute and rigid control over the utilization of Soviet production. 
Consumer demand has virtually no influence on the availability of 
resources in the sense in which it does in the United States. Conse- 
quently, as long as the Soviet productive machinery continues to oper- 
ate, the Soviet Government has almost complete discretion as to the 
use to be made of its production. Under the conditions which existed 
at the time of the outbreak of hostilities in Hungary, there was no 
reason to believe that the Soviet Union would have to curtail its 
military expenditures or limit its “foreign aid” because of economic 
considerations. 


United States restrictions on exports to the Soviet bloc should be 
directed against items of recognized strategic significance 

In formulating a policy toward trade with the Soviet bloc, the 
United States is confronted with a number of significant realities: 

First, the coercive value of the threat to cut off United States aid 
to noncooperating countries that is contained in the Battle Act has 
largely disappeared. The industrial nations who desire to make ex- 

orts to the Soviet bloc get practically no economic aid any more. 
Most recipients of military aid regard any threat of cutting it off as 
involving greater damage to us than to them. The nonindustrial 
countries most interested in Soviet trade either receive no United States 
aid or have neutralist leanings and would not respond to United 
States pressure. 

Second, the Soviet Union with its large land mass and diversified 
resources is not vulnerable to a long-run blockade. Soviet industry 
and engineering skills are increasing rapidly. At most, the cutting- 
off of an import that the Soviets desire, in most cases, means a post- 
ponement of its production until facilities for its manufacture can be 
set up. 

Third, all the evidence points to the fact that the Soviet Union fol- 
lows a basic policy of avoiding dependence on the non-Communist 
world for imports or for markets for its exports. It wants to be 
economically self-sufficient. In 1955 the entire Soviet bloc accounted 
for but 2.6 percent of the free world’s total trade—about as much as 
Italy alone. 

Fourth, certain of our friends and allies believe that Soviet trade 
is important to them. Prohibiting their exports hurts an important 
industry or causes unemployment, which creates political problems 
while imposing very little handicap on the Soviet Union. 

Fifth, any effort to restrict exports of strategic materials to the 
Soviet bloc requires the cooperation of other nations. The United 
States is in the position where it can expect effective cooperation only 
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with respect to items of recognized strategic significance. If we de- 
vote our power and prestige to maintaining controls over a long list 
of items which are questioned by the pee, ge tte nations, there is 
danger that the entire cooperative effort will disintegrate. 

The above considerations demonstrate the futility of endeavoring 
to embargo nonessential items to the Soviet bloc. 


There is no indication that the Soviet leaders are moving in the 
direction of a “live and let live” policy toward the rest of the 
world 


In spite of the efforts of the present Soviet regime to emphasize 
peace and the relaxation of tension, there is no evidence that the Soviet 
military effort is being curtailed. Apparently the total Soviet military 
budget has not been reduced. It is difficult to interpret the budgetary 
figures, partly because of the fact that Soviet industrial prices have 
been reduced during the past year. The Soviet Government has an- 
nounced curtailment of military manpower of 640,000. So far, the 
United States has no evidence that such a reduction in manpower has 
actually occurred. Even if the manpower cut has taken place, the 
Soviet military effort seems to be shifting from ground forces to the 
use of modern nuclear weapons and the delivery systems necessary to 
bring them to distant targets. 

Soviet technology, which is vital to satisfactory progress in arms 
development, is advancing satisfactorily. The number of engineers 
graduated by Soviet universities has increased rapidly, as shown by the 
following figures (hearings, p. 116) : 


TRG Ba a i esis a eh el eae abinl ayeeeel i alee 30, 000 
DU ac paren rhe ni nernalnteieealeh inieinan dinar anata ieee iii 40, 000 
OF a onesettem snevres pre artareiaeenagente eadicapmmeed analy mamma pana 53, 000 
BOO ogi oa a a A pet als eee 63, 000 


The restrictions on Soviet science which characterized the Stalin 
regime, particularly the conflict between the principles of Marxism 
and principles of science, have been removed. All of the evidence 
available to the committee indicated that scientific progress in those 
areas selected by the Soviet leaders for emphasis, especially those re- 
lated to armament, was going forward rapidly. This does not mean 
that Soviet science is outdistancing that of the United States. Prof. 
John Turkevitch of Princeton University, a leading authority on the 
status of Russian science, made this evaluation to the committee: 


The Soviets are quite weak in the category of fundamental 
“key research.” * * * If we in the West did not know what 
the Soviet Union was doing in science, the progress of western 
science would not suffer materially. On the other hand, 
Soviet science could not make the rapid advances if it did not 
have a very good idea of what is happening in the West (hear- 
ings, p. 135). 


The Soviet smile apparently does not reflect a diminution of military 
strength but rather an emphasis on new weapons and new strategy, 
looking to long-range warfare rather than to direct movement of 
armies across land frontiers. 

The policy statements of the post-Stalin leadership do not indicate 
a significant redirection of Soviet foreign policy. An analysis of the 
recent pronouncements of Soviet leaders, submitted to the committee 
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by Dr. Philip E. Mosely, Director of Studies, Council on Foreign Re- 
lations, is particularly enlightening. 


As part of this campaign to bring about relaxation, the 
Soviet leadership last February at the 20th party congress 
restated 3 of its basic dogmas. 1 would like to take just a min- 
ute to look at them because this shows how tricky the Soviet 
use of ideology can be, 

They said they believe in peaceful coexistence. “Peaceful 
coexistence” in the Soviet definition means that, as long as 
some nations are not Communist or Communist-controlled, 
there is coexistence of different systems. This is a fact. It is 
not a thing they consider desirable or of indefinite duration. 
When we say “coexistence,” we recognize the right of each 
nation to have its different system and we do not intend to 
interfere with it. For the Soviet leadership it merely means 
that until now they have been unable to overthrow or bring 
about the overthrow of other systems and establish their own 
system throughout the world. 

Khrushchev has said repeatedly before and since his major 
speech of last February that of course the world is going 

- Communist, of course their system is going to dominate 

“f everywhere, and this is only a matter of time. When it has 
mae been suggested that the Soviet leadership was modifying its 

* 





ye ideology and really meant coexistence in the way in which we, 
‘C. as free and democratic people mean it, he has laughed at that 
res and said, “We will change our ideology when the shrimps 
1. - learn to whistle” and he means that. 

‘ae A second statement Khrushchev has made is that “War is 
rr not inevitable.” Of course, war is not inevitable because in 
i: the first place it takes at least one side to start a war and some- 
. times it takes two. When Khrushchev says “War is not inevi- 
c 2 table,” he always explains first, that one-third of mankind is 
| ame S . . . 

cent 2 now under the Communist system and Russia and China have 
2 “ the two largest military forces in the world. In the second 
ia- place he emphasizes that another third of mankind consists 
2 of people throughout much of the Near East and Asia, non- 
== . .— . . . 

= Communist Asia, who are not committed to either side and to 
4 that extent they are on the side of “peace.” From Khrush- 


chev’s point of view these uncommitted peoples are sub- 
tracted from potential strength of the non-Communist world. 
He finally stresses that within the free world there are power- 
ful groups which oppose any war and therefore the danger of 
war is lessened. But Khrushchev always says as long as capi- 
talism exists there will be danger of war. He does not say 
that war cannot come. He merely says war can be prevented 
by the new balance of forces in the world and especially by 
those forces which are under Soviet leadership. 

This, you see, is a very different thing from abandoning 
the concept that conflicts can be lessened or resolved and that 
there can be a genuine peace and not merely an absence of 
armed conflict between his world, Khruschchev’s world, and 
the free world. 

A third dogma which was restated somewhat by Khrush- 
chev last February is that there can be different paths to 
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“socialism,” by which he means, of course, the Communist 
system. The Soviet leadership always tries to steal the 
“ood” words like “progress,” “democracy,” or “socialism,” 
which of course is a “good” word in many parts of the world. 
When Khrushchev explains that there are “different paths” 
to socialism including the “parliamentary” path, the estab- 
lishment of a Communist regime through free elections, he 
gives some curious examples. 

For example, he says, one instance is the establishment of 
the Communist regime in Czechoslovakia in 1948. In 1948 
the Communists took over the police, they arrested their 
opponents, they closed and confiscated the newspapers of all 
opposing parties, they threw tens of thousands of people into 
jail and concentration camps, they took over a complete 
monopoly of power and held one-list elections in which there 
vas only a single list to vote for or against, and Khrushchev 
calls that the “parliamentary” path to socialism. 

A second meaning of this Soviet dogma, as restated by 
Khrushchev, is that, once a Communist regime has been es- 
tablished, it is its duty to rule in its own way, that is by dic- 
tatorship, not by parliamentary means, not leaving open any 
room for free opinion, for a free legislature, which we con- 
sider the essential thing in a parliamentary or any representa- 
tive system (hearings, pp. 73-74). 


Perhaps the most significant new development in Soviet policy in 
the field of foreign relations has been the shift in emphasis from 
Europe to Asia and to certain parts of Africa. The people of these 
continents with a long history as colonies retain strong prejudices 
against the European powers and are inclined to group the United 
States with the European nations. On the other haa they know 
almost nothing from firsthand experience about the Soviet Union. 
Soviet denunciations of the West appeal to their prejudices. They 
are sympathetic to the Soviet claims that the Soviet system has suc- 
ceeded in solving the sort of problems confronted by the underde- 
veloped countries. They are not too much impressed by the argument 
that the free economic system of the West is superior to the Com- 
munist economic pattern because they identify Western capitalism 
with colonial exploitation. In many of these countries the concept 
of individual liberty does not have much meaning, and the short- 
comings of the Soviet system in this respect are not adequately 
appreciated. 

The consensus of the evidence presented to the committee by our 
own Officials and by Russian specialists outside the government indi- 
vated no reason to believe that the present Soviet regime has in any 
way abandoned its policy of world domination or its desire to bring 
other nations under its domination as rapidly as possible. 


The Soviet Union appears to be vulnerable in two important 
respects 
Even though the change of government in Poland and the disturb- 
ances in Hungary had not yet occurred when our Government officials 
and the nongovernment Russian specialists appeared before the com- 
mittee, they all agreed that the most serious problem confronting the 
U.S.S. R. at that time was its relations with the satellites. The policy 
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of relaxation and decentralization of control, which had apparently 
been adopted domestically to promote efficiency at home, creates major 
problems when applied to the satellites. The countries of Eastern 
Europe, particularly, have had a long national history and have been 
under Soviet control for only a decade. They remember better days. 
The fact that conditions are a little better than in Stalin’s day is not 
good enough for them. There is serious doubt that the Soviet rulers 
can follow a policy of relaxation at home and rigid controls in the sat- 
ellites. Prof. Alex Inkeles, of Harvard University, made this perti- 
nent comment to the committee: 


The critical problems for the satellites under Stalin and to 
some extent to the present time were not with regard to for- 
eign policy, where they find it easier to go along but with 
regard to domestic policy. They have been expected to follow 
a rigid doctrinaire route in the development of their own 
economy and social system which has pushed them to take 
measures and adopt programs which have made for extreme 
reaction on the part of the population. * * * I think it is 
quite reasonable to express this as a conflict between two ideas; 
a belief that you can, in the one case, have communism only 
by allegiance to the Soviet Union, and in the other case feeling 
it ought to be possible to have communism plus some identi- 
fication with national goals and objectives even when they run 
counter to the interest of Moscow (hearings, p. 120). 


It may well be that the Kremlin is faced with an insoluble problem 

The other area of vulnerability of the Soviet Union is in its contacts 
with the rest of the world. The U.S. 8S. R. cannot maintain a position 
among the leaders of science in the world without free exchange of 
scientific information and without encouraging contact between its 
scientists and those of other nations. The Soviet Union cannot main- 
tain a high level of administrative and technical efficiency without 
permitting its administrators and technicians to enjoy a certain amount 
of dignity and initiative. The Soviet dictators must be uneasy when 
they contemplate what the absorption of information and ideas from 
the free world may do to members of the industrial and scientific elite 
in the years to come. 

Except for these two areas of vulnerability, it appears that the best 
way for the United States to influence the behavior of the Soviet Union 
is by our relations with other nations outside the Soviet orbit. 

The Honorable George F. Kennan, former Ambassador to Russia, 
expressed his judgment on this matter in his testimony before the 
committee in the following statement: 


It is my belief we have nothing that we can do directly— 
operating, that is, directly on the situation in Russia—to im- 
prove our position in the world in any major way or the 
prospects for world peace. I think there are a thousand 
things we can do elsewhere and otherwise. I feel that our 
conflict with the Soviet Government is going to be decided 
not in anything that happens in the relations directly between 
our two countries but is going to be decided in our respective 
relations with the rest of the world (hearings, p. 174). 











SOVIET BLOC ECONOMIC PENETRATION 


Soviet policy is directed toward the underdeveloped areas in 
highly specialized promotion of trade, credits and technical 
assistance programs 


With the growing importance of economic and social questions in 
international affairs, any reappraisal of United States foreign policy 
must, of necessity, take into account activities by the Soviet bloc in this 
area. Soviet attention has been particularly focused on the under- 
developed areas. The underdeveloped countries account for the great 
bulk of the world’s population. Five hundred million people make 
up the Western industrialized world. Those now under the Soviet 
influence, including Red Chinese, total approximately 900 million, 
while the rest of the underdeveloped countries of the non-Communist 
world, including India and Latin America, are roughly 1.2 billion. 
As described by the Honorable John J. McCloy: 


Most of these people are surging with the desire for better 
living conditions, for some sense of progress beyond their 
present low level of sustenance. There is the combination of 
anticolonial and nationalistic feeling, which is creating a 
restlessness that all who visit these countries sense in some 
degree. * * * 

The industrialized world of the West has a gross national 
product of roughly $800 billion yearly. The 1.2 billion people 
of the undeniavelonea areas I am speaking of represent an 
economy of only about $130 billion. The industrialized West 
supplies approximately 75 percent of the imports of those 
underdeveloped countries, and takes more than a quarter of 
their exports (hearings, pp. 9-10). 


In the bloc’s drive to expand economic relations with underdeveloped 
countries, the major features have been trade promotion activities, and 
the provision of credits and technical assistance—each campaign wide- 
ly publicized and calculated to lend support to the other aspects of 
Soviet diplomacy. 


The credit program represents a dramatic departure from past 
Soviet policy 

The bloc’s foreign aid activities represent its most dramatic depar- 
ture from past foreign economic policy. Until 1954, the bloc had 
provided practically no goods or services on credit to free world 
countries. By the end of 1955, the Soviet Union and its satellites had 
agreed to provide nearly $600 million in credits to nonbloc countries, 
and the total had more than doubled by December 1, 1956. A sub- 
stantial number of additional offers were also under consideration. 
Of the $1.4 billion credit program, the Soviet Union accounts for 54 
percent and the European satellites 46 percent. To date, Communist 
China is not providing any credits outside of the bloc. 


OR 
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Grant aid from the European Soviet bloc—other than a $5 million 
contribution to the United Nations Expanded Technical Assistance 
Program—is almost negligible. The major examples include a mecha- 
nized farm project in India and a technological institute in Burma. In 
a few other cases, items exhibited at trade fairs have been presented to 
the host country gratis. Communist China, on the other hand, has 
agreed to provide $36 million in grant aid to Cambodia and Nepal over 
the next 2 or 3 years. 

Major publicity is given to the fact that these credits have “no 
strings attached,” and the announcement of agreements is given full- 
dress publicity treatment which emphasizes complete equality of the 
signatories. The appeal of assistance is underscored by the fact that 
all of the recipients have low per capita output and are under great 
strain to meet development targets which cannot be achieved without 
substantial foreign assistance. India, for example, anticipates a need 
for almost $2 billion in external public or private resources during its 
second 5-year plan; at present less than half of this requirement is 
considered assured from Western sources. 

One particularly attractive feature of bloc credits is the fact that 
they generally carry interest rates of 2 or 214 percent, which is only 
about half the rates usually charged by Western international lending 
agencies. The period of repayment, however, is in many cases shorter 
for bloc loans. While arrangements vary from case to case, the bloc 
has commonly inserted provisions which would permit repayment in 
commodities. Such provisions are considered highly desirable by the 
underdeveloped countries. 

Geographically, bloc credits have been confined to underdeveloped 
countries, the only exception being Finland. Through November 1956 
credits have been extended to Egypt, Iran, Syria, Turkey, Afghanis- 
tan, India, Indonesia, Iceland, Finland, Yugoslavia, and Argentina. 
Five countries—India, Afghanistan, Egypt, Indonesia, and Yugo- 
slavia—account for 93 percent of the total bloc program. These 
five areas all occupy a special position in the Soviet political and 
strategic planning. Except for Egypt, where the details on the source 
of bloc credits are obscure, the Soviet Union is the principal supplier 
of the bloc credits in the major target areas. Satellite credits have 
been more widely scattered geographically and have generally in- 
volved smaller amounts, sometimes for medium, rather than long-term 
periods. 

The types of projects covered by bloc assistance are only partly 
known. In some cases the agreements on use of credits have not yet 
been worked out. However, at least 300 to 400 million dollars is 
accounted for by military supplies and equipment. In the economic 
development field, the more notable types of projects include manu- 
facturing installations (steel mill, aluminum plant, sugar refineries, 
cement plants, textile mills, fertilizer plants, and food processing 
facilities) ; transport and communications (railroad equipment, high- 
way improvement, ocean shipping, and telephone equipment) ; mineral 
development (petroleum, aluminum, lead, zinc, diamonds, bauxite) ; 
power development; and to a lesser extent, agriculture, health, and 
education. 

In a number of cases the projects are of the so-called monument or 
prestige type, calculated to exploit the strong desire of underdeveloped 
countries for industrialization. In all cases, bloc financing is directed 
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into projects which the recipient countries consider of priority im- 
portance, and little time or attention is spent by the bloc on considera- 
tions of the project’s relative importance in a total program of bal- 
anced economic development for the country onaiendy The resulting 
speed with which negotiations have proceeded, and the lack of in- 
sistence on justifications for projects has been contrasted with delays 
and aggravations in negotiations with the United States on aid pro- 
grams. The bloc also appears to have moved rapidly to implement 
most of the contracts made so far under its credit agreements. 


Trade under the present trade promotion program is increasing 


Less spectacular than the credit program is the bloc drive to expand 
trade. Expanded relations in this sphere have been formalized by the 
conclusion of bilateral trade and payments agreements. At the end of 
August 1956, 203 such agreements were in force with nonbloc countries. 

Trade promotion has been pushed energetically through diplomatic 
channels as well as large numbers of traveling missions and an in- 
creasing number of resident trade offices. Bloc “salesmen” have often 
included high-ranking government officials whose presence caters to 
the desire of the less developed countries for added prestige. Bloc use 
of local advertising media is expanding noticeably in Latin America 
and the Near East, and participation in trade fairs has grown im- 
pressively. In 1955 bloc expenditures on fairs outside the orbit prob- 
ably approached $20 million. For 1956, bloc exhibits at about 130 
fairs in 37 free-world countries will probably result in an outlay at 
least as large as that in 1955. Unlike most of the earlier bloc activities, 
the present trade offensive has all the earmarks of a serious desire— 
at Jeast on the surface—to sign contracts and carry them out. 

A major feature of the trade drive has been Soviet and satellite 
willingness to offer capital goods and technical services which are in 
short supply in less developed areas in exchange for food and raw 
materials which the producers found difficult to dispose of completely 
in traditional free world markets. Particular attention has been paid 
by the bloc to exploiting the desire for stabilizing prices and ex outing 
markets for primary commodities, especially in situations where the 
exporter laid the blame for his difficulties on United States commer- 
cial policies or programs to dispose of agricultural surpluses. In 
some cases, the bloc appears to have been willing to offer price induce- 
ments, but there is no conclusive evidence that this practice is wide- 
spread. It seems more likely that price concessions will be confined 
to special, individual transactions to which the bloc attaches particu- 
lar political importance or to instances in which the bloc considers 
price concessions a necessary cost of entering a new market. 

Bloc trade with the free world has risen from $3.5 billion in 1954 and 
$4.4 billion in 1955 to an annual rate of over $5.1 billion in the first 
quarter of 1956. Partial data for the second quarter suggest a sub- 
stantially greater increase—about 25 to 30 percent over 1955—but 
some of these gains may be slowed down by the Suez closure and serious 
disturbances within the European satellites. In the 1956 picture, the 
Soviet Union accounts for about one-third of the bloc total, the Eu- 
ropean satellites for a little over half, and Communist China for about 
15 percent. About 70 percent of the bloc’s current trade with the 
free world is with industrial countries as compared with 77 percent in 
1954. Bloc trade with the underdeveloped countries in the first part 
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of 1956 was moving at an annual rate which was $725 million above 
LE with 95 percent of the increase accounted for by the European 
loc. 

Among the free world underdeveloped regions, Latin America is a 
major bloc trading partner, with most of the trade accounted for by 
Argentina, Brazil, and, to a lesser extent, Uruguay. However, none 
of these countries conduct as much as 10 percent of their total trade 
with the bloc. The 1956 annual rate is about $470 million as com- 
pared with $250 million in 1954. The European satellites account for 
about two-thirds of the bloc trade with this area. 

Bloc trade with the Middle East and independent countries of 
Africa was moving at an annual rate of over $430 million in the first 
genes of 1956, or nearly 50 percent above the 1954 level. Egypt, 

urkey, and to a lesser extent, Iran, are the principal traders with the 
bloc in this region. In the first half of this year, the bloc accounted 
for 18 percent.of Turkey’s foreign trade, 23 percent of Egypt’s, 11 per- 
cent in the case of Iran, and 10 percent of Jordan. 

Bloc trade with South Asia and the Far East—moving at annual 
rates of roughly $150 million and $200 million, respectively—has not 
increased as much as with other underdeveloped areas. The first 

uarter of 1956 shows a small increase over 1955 for South Asia, but 
data for latter months are expected to show an acceleration. Bloc 
trade with underdeveloped countries of the non-Communist Far East 
in 1956 was more than double the 1954 level. Communist China ac- 
counts for about 60 percent of the bloc’s trade with these. regions. 
South Asia and the Far East in turn account for about a quarter of 
Communist China’s trade with the free world. The countries for 
which bloc trade is most significant, measured in terms of its per- 
centage of the country’s total foreign trade in 1956, are: Burma, 10 
percent; Hong Kong, 15 percent; Pakistan, 9 percent; and Afghani- 
stan, over 50 percent. 

While Soviet trade promotion efforts have produced considerable 
results in a number of areas, the picture is not one of unqualified 
success. Underdeveloped countries, except where arms imports are 
involved, are not anxious to trade with the bloc at the expense of main- 
taining their traditional free world markets. Thus, Soviet offers to 
resell some of the products which they have imported have given rise 
to some disillusionment in a few free world countries. More impor- 
tant is the growing appreciation—throughout the free world—of the 
inflexibility and other disadvantages of bloc barter trading. Soviet 
bulk-purchase agreements have had substantial appeal in periods 
when a country could not market all of its exports to nonbloc cus- 
tomers. However, some of these sales to the bloc have not turned out 
to be the boon they first appeared to be. Burma now finds her ability 
to supply the demand of regular cash customers limited by heavy 
commitments to the bloc, notably the Soviet Union. The Soviets, in 
turn, have apparently been unwilling or unable to supply the types of 
goods Burma most wants. Further, the prices which the bloc puts 
on its exports to Burma have resulted in extremely unfavorable terms 
of exchange for Burma. According to the former Prime Minister of 
Burma, rice transactions with the bloc have resulted in at least a 10- 
percent price disadvantage to Burma. 
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Soviet technical assistance has been increasing, personnel are 
carefully selected, and Near Eastern and Asian countries par- 
ticularly have been receptive to such assistance 


In conjunction with its expansion of trade and credits, the bloc 
has since mid-1955 been providing technical assistance on a growing 
scale to the underdeveloped countries. The most active bloc mem- 
bers are the Soviet Union, Czechoslovakia, and to a smaller extent 
East Germany, but every country of the bloc except Albania has sent 
some technicians abroad. Fourteen free world countries are known 
to have received such assistance. Data on the number of bloc person- 
nel involved are incomplete, but the program has been largest in 
Afghanistan, Egypt, Syria, and India. The types of activities in 
which bloc personnel are engaged vary widely but include the follow- 
ing fields: Mineral development (notably petroleum and coal), trans- 
port, steel, cement, sugar refining, textiles, agriculture, and health. 
Assistance of a military type is also important in three countries. 
— level planning advisers have also been provided to Egypt and 
India. 

In addition to bloc personnel sent abroad, arrangements are being 
expanded for the training of technicians from underdeveloped coun- 
triesinthebloc. The largest program of this type to date contemplates 
the training of 700 Indian steel technicians in the Soviet Union over 
the next few years. In addition to this type of activity, the bloc has 
also offered a large number of scholarships for extended study in its 
universities. The Soviet Union is also engaged in providing equip- 
ment and personnel for technological institutes in India and Burma 
and nuclear research facilities in Egypt and Yugoslavia. In the case 
of the Indian institute, it is expected that by the end of 1957 training 
will be provided for 1,000 students per year. 

From available evidence, it wotila appear that the bloc has selected 
its personnel carefully. Recipient countries seem to be satisfied with 
their competence and general behavior. No evidence of subversive 
political activities was presented to the committee and it may well be 
that the bloc will rely on other types of agents for such purposes, 
However, bloc personnel certainly lose no opportunity to paint 
Communist methods, products, and general achievements in glowing 
terms. 

Near Eastern and Asian countries especially seem to be receptive 
to Soviet offers of technical personnel. The danger is enhanced by 
the predilection of many of these underdeveloped countries for develop- 
ment planning within a socialistic framework, and by the widespread 
Asian view of Western countries as “colonial exploiters.” Students 
and trainees who develop a favorable attitude toward bloc products 
and methods of production may be expected to have considerably 
greater influence than their numbers suggest. This results from 
the fact that trained manpower will for some years continue to be in 
short supply in underdeveloped countries, and such people, therefore, 
will be in a position to exert influence on the course of economic 
development and expansion of economic relations with the bloc. 








COLL OL AUST © OC Ae 


‘ 


“4 aX. h8 oe 


4 





14R FOREIGN POLICY AND MUTUAL SECURITY 


Soviet activities are marked by flexibility, and political rather 
than economic considerations, especially in the credit pro- 
gram, are paramount 

All of these activities represent significant changes in the bloc’s 

attern of behavior in the dotvign economic field up to the death of 

talin. The goal of economic self-sufficiency, or autarchy, has tra- 
ditionally been a paramount factor in Soviet planning. There is no 
evidence that bloc planners have changed their economic thinking in 
any radical way. However, some greater degree of flexibility rather 
than rigid adherence to the self-sufficiency concept is apparent. After 
years of emphasis on rapid expansion of heavy industry with com- 
paratively little attention paid to consumer goods, the Soviet Union-- 
and some of the European satellites—may now find it advantageous 
costwise to expand their exports of capital goods and to meet more of 

their growing internal needs for food and raw materials through im- 

orts. On this basis the trade part of the bloc’s economic offensive 

as not cost them anything and, on the contrary, may well have been 
very good business. Since trade is still very small in relation to bloc 
gross national product, we may well see a continuing bloc effort to 
increase exchanges with nonbloc countries substantially above current 
levels. However, it is still most unlikely that the Soviet Union would 
willingly allow trade to reach a point where any important sector of 
the economy was avoidably dependent on foreign supplies. 

As explained by Dr. Bergson in his testimony : 


They can use many, many things. They are very short on 
agricultural produce which is produced by many of these 
backward countries. When they take rice from Burma, they 
can use it. The Russian people are glad to have it. At the 
same time, they are able to interpret their needs in a very 
flexible way, and if they feel there is a significant political 
advantage in buying more from one country at a particular 
time than they did before, they can do it. They have enough 
control over the situation to maneuver in a very flexible way. 
This gives them a very significant advantage. All the evi- 
dence we have is that, outside the orbit, the Russians still 
want to maintain their autarchic policy. They do not want 
to be dependent on the West for their essential needs. (Hear- 
ings, p. 102.) 


It is more difficult to find a convincing economic rationale for the 
bloc’s external credit programs. The goods and services provided 
under these programs represent a diversion of resources which will 
eventually be repaid with interest, but there is no basis for concluding 
that the returns will be higher than if the same resources were invested 
in the bloc. The contrary is, in fact, more likely. Some observers have 
speculated that since the loans are to be repaid in commodities, the 
bloc may be attempting to assure its future supplies of such items. 
In other cases credits may be considered necessary as a means of enter- 
ing new markets traditionally oriented to the West. Such considera- 
tions cannot be ruled out completely, but they do not provide any sat- 
isfactory explanation for the type and size of program undertaken in 
the past 2 years, Political, rather than economic, motivations provide 
the dominant impetus behind the credit program. 
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As pointed out above, Soviet bloc planners probably see some eco- 
nomic advantages in expanded trade with underdeveloped areas. 
Credits and technical assistance also have their economic benefits 
if they promote new sources of raw materials or establish customary 
demands for Soviet manufactured goods and engineering services. 
The prospect of economic gains is not sufficient to explain the radical 
change that has occurred in Sino-Soviet foreign economic policy in 
the last 4 or 5 years. Some explanation must be sought in the larger 
fabric of overall Soviet foreign policy and strategy. 


The shift in Soviet economic strategy poses a dangerous threat to 
the free world because of its bona fide appearance and its 
strenuous campaign to treat the underdeveloped countries on 
a businesslike and equal basis 


One of the purposes of Soviet economic diplomacy has evidently 
been to clothe its new strategy with an appearance of plausibility, to 
give it in fact a bona fide character. New measures have been devised 
to make the new image of the Soviet Union credible. What better way 
to make the Soviet Union look respectable than to begin a strenuous 
campaign for expanded trade on a businesslike and equality basis? 

This shift in Soviet strategy to the economic sphere was emphasized 
in a statement submitted to the Secretary of State by the United 
States delegation to the 10th session of the General Assembly of the 
United Nations. This statement, which was made public by President 
Eisenhower on January 11, 1956, reads as follows: 


Impelled by a unanimous feeling that economic and social 
questions are assuming increasing importance on the inter- 
national scene, the United States delegation to the Tenth Gen- 
eral Assembly has joined in framing this statement. 

The present period in history may one day be recognized 
as a major turning point in the struggle between communism 
and freedom. It appears to be clearly a shift in the cold war, 
in which economic and social problems have moved to the 
forefront. 

Members of the United States delegation during this Gen- 
eral Assembly session have observed the effectiveness of Soviet 
tactics under these new conditions. This can be seen both 
in the way the Soviet bloc delegates work in various United 
Nations meetings, and also in the voting that occurs in many 
committees. As we observed maneuvers, we were conscious 
that the Soviet Union, elsewhere in the world, was using 
economic and social collaboration as a means for jumping 
military as well as political barriers. Examples of this can 
be found in India, Egypt, and Burma. 

We believe that the United States must counter these Soviet 
efforts. We can succeed, not by outbidding communism in 
sheer amounts of economic aid, but by making newly inde- 
pendent and newly articulate peoples feel that they can best 
satisfy their wants by becoming and remaining part of the 
community of free nations. 

We welcome more emphasis on economic and educational 
endeavors, for we have proven experience in these fields. 

We are in a contest in the field of economic development 
of underdeveloped countries which is bitterly competitive. 
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Defeat in this contest could be as disastrous as defeat in an 
armaments race. 
We could lose this economic contest unless the country as 


a whole wakes up to all its implications. 


The nature of the shift in Soviet strategy was recognized and 
described also by Mr. McCloy in his testimony before the committee: 


I do believe the Soviet leaders have shifted their tactics and 
to some extent their strategy. Certainly they have become 
less menacing in a military way ; wansiaie they have shifted 
the main weight of their drive for domination from Europe 
to the Far and Middle East. They have not ceased to press 
or to infiltrate into Western Europe but they have become 
ea in the above and other undeveloped areas of the 
world. 

This is very significant because the old Marxist-Lenin line 
was that the real fruitful soil for agitation, revolution, and 
Communist’ victory was in the highly industrialized areas of 
the world—Western Europe particularly. Now the Soviets 
have met firm opposition in Western Europe, and they have 
shifted from that region into the underdeveloped areas, and 
they have had some success there. This is a kind of attack on 
the soft underbelly of the free world that marks a definite 
change in old traditional Marxist-Leninist line. The Soviets 
are no longer pursuing the industrial worker, but now they 
are seeking influence and domination in those areas where 
there is a rise of nationalism, colonialism, and a great urge 
“— surge for improved standards of living. (Hearings, 
p. 7.) 


The same point was stressed by Adm. Arthur W. Radford, Chairman 
of the Joint Chiefs of Staff, in his testimony : 


In a period of general relaxation and reduction of inter- 
national tensions, the Soviet threat to the free world by 
alternative means is perhaps even more dangerous and insidi- 
ous than military action. (Hearings, p. 204.) 


The purpose of Soviet economic diplomacy in the underdeveloped 
areas includes a combination of promoting neutralism, dis- 
rupting existing alliances, substituting Sino-Soviet influence 
for Western influence, and ultimately subversion and con- 
quest 

There-can be little doubt that Soviet economic diplomacy is an 
important element in a new Soviet strategy designed to facilitate fur- 
ther expansion and conquest at minimum risk of a general war which 
would endanger communism in the Sino-Soviet bloc as it exists today. 

Economic diplomacy is a potent weapon in such a strategy because it 

unites the Soviet Union or other Communist countries with underde- 

veloped countries in activities which to the latter appear to be of 
supreme importance. These are countries, many of them newly inde- 
pendent, which are anxious for industrialization but suspicious of 

“Western imperialism” in one or another of its forms. Soviet diplo- 

macy seeks to capitalize on these views by appearing to offer not only 
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peaceful relations but also markets for surplus raw materials and 
agricultural goods, credits for the purchase of manufactured goods, 
and technicians to assist in economic development programs. 
Throughout, the Soviet attitude is a studied and deliberate “correct- 
ness.” 

The testimony of the Honorable Thomas K. Finletter gives a grim 
picture of what might be the result if Stalin’s “Eastern world market” 
were extended to include the neutralist countries of Asia: 


Thus the current Russian attitude in the gray areas (and to 
a somewhat lesser extent the Red Chinese attitude) is * * * 
to identify the economic interests of all these peoples of the 
gray areas with the economic interests of the Russians and 
the Chinese; in short, by means of ruble diplomacy to create a 
great ruble area comparable to the eanS area of the West 
and thus to make one huge economy where the formerly 
colonized peoples will sell their excess cotton, rice, and other 
goods and will receive in.exchange the manufactured goods 
of Russia and the capital credits they are unable to get from 
the West. (Hearings, p. 146.) 


The available evidence indicates that the purposes of Soviet economic 
diplomacy in underdeveloped areas include in a variety of combina- 
tions these main objectives: The promotion of neutralism, the dis- 
ruption of existing alliances, the reduction of Western, and the 
expansion of Sino-Soviet influence, and ultimately, subversion and 
conquest. 

Promotion of neutralism.—This appears to be the immediate 
end of Soviet policy in the underdeveloped areas, especially in Asia. 
Neutralism is, from the standpoint of communism, the first step 
toward the eventual expansion of Communist power. A neutral Asia 
may well allow free play for Soviet diplomacy, propaganda, infiltra- 
tion, and eventually subversion. 

Disruption of alliances—Closely allied to the promotion of 
neutralism as an object of Soviet economic diplomacy is the Kremlin’s 
policy to disrupt existing alliances and to detach countries from the 
Western camp. Soviet arms, as well as other credits, have been used 
for this purpose in dealing with certain countries in the Near East. 
Another example is Iceland, where several years of satisfactory dis- 
posal of the Iceland fish catch to the Soviet Union in exchange for 
petroleum products was apparently one of the factors that led Iceland 
- ask for the auaenet of American troops from their Iceland 

ase. 

The relationship of tangible short-run benefits and longer run 
expectations was descrthad to the committee by the Honorable Robert 
Murphy, Deputy Under Secretary of State, as follows: 


The short-term Soviet aim in the less developed countries 
is plain enough. It is to disrupt cooperative arrangements 
with the West, in particular the Southeast Asia Treaty Or- 
ganization and the Baghdad Pact, and to otherwise expand 
Soviet influence as feasible. For the longer run, it may well 
be that the Soviets believe that they will win the contest for 
the world in the less developed countries. These countries are 
undergoing great political and social changes. They hope, in 
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the face of immense obstacles, to accomplish similar economic 
changes. In this situation of potentially explosive pressures, 
the Soviets unquestionably see glittering opportunities for 
themselves. (Hearings, p. 188.) 


Extending Sino-Soviet influence.—What is abundantly clear is 
that present efforts of Soviet economic diplomacy are concentrating on 
reducing and eliminating Western influence, especially in those under- 
developed areas ¢ ontiguous, or nearly so, to the boundaries of the Sino- 
Soviet bloc. When this objective has been reached, we can expect 
Soviet economic diplomacy to be thrown aside and communism to 
emerge once more in its revolutionary aspects, relying on external force 
or internal Communist violence to come to power. There is no credible 
evidence that communism has lost its dedication to a radical remak- 
ing of society or that it intends to maintain a policy of peaceful and 
respectable dealings with other states and of genuinely assisting them 
to build up their economies. 

One feature of present-day Soviet economic diplomacy carries clear 
implications for long-run Soviet objectives: It is the technical assist- 
ance programs which send Soviet technicians to live and work in un- 
derdeveloped countries and bring native students and technicians to the 
Soviet Union for study. This isa recognized device for building good 
will and influencing political attitudes, although in the case of Soviet 
technicians being exposed for the first time to the outside world it may 
prove to be a double-edged sword. Such missions appear not to be de- 
signed for purposes of subversion or espionage, but as bona fide meas- 
ures of “cultural” diplomacy. The special advantage which the Soviet 
Union has over the United States in this area of programs was pointed 
out by the Honorable Paul G. Hoffman in his testimony before the 
committee : 


The Communists have a very persuasive kind of story to tell 
the people in these underdev eloped countries. Their “cultural 
missions” to countries they are attempting to subvert are gen- 
erally peasants who say something like this to the simple peo- 
ple they are addressing: “In Russia 40 years ago conditions 
in our village were similar to the conditions you have here 
today. We did not know how to read and write. We had no 
medical services and we were hungry most of the time. Now 
after 40 years of communism we are well fed, well clothed, 
have magnificent hospitals and wonderful schools. All our 
children can read and write. You can get the same results if 
you adopt our system.” (Hearings, p. 29.) 


Subversion and conquest.—The ultimate objective of Soviet 
strategy for underdeveloped areas is the subjugation of these areas to 
Communist rule. When the time is ripe the Soviet Union may be ex- 
pected to put economic pressure on the governments of the countries 
with which it has built up extensive economic relations, whenever it 
feels this pressure will pay off. By threatening to cut off trade the 
Soviets can be expected to manipulate the internal and external poli- 
cies of a government so as to bring that country closer and closer to 
Communist domination. 
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The main targets of Soviet economic diplomacy are carefully 
selected and generally include nearby and newly independent 
countries more susceptible to the issue of colonialism 

A review of the geographical concentration of the Soviet economic 
offensive indicates that the Soviet Union does not regard all underde- 
veloped countries as having the same political and strategic value, re- 
gardless of location. Some criteria for distinguishing between coun- 
tries in different parts of the world and in different political and eco- 
nomic conditions can be inferred. 

More attention is being given to contiguous and nearby countries 
in south and southeast Asia than to distant countries. 

Another principle of selection that seems to be employed is to favor 
newly independent countries that are still susceptible emotionally to 
the issue of colonialism. This explains the attention given to the 
areas named above and also to the newly created states in Africa. 
Little attention is paid to areas still under colonial rule. They are 
still subject to the application of traditional Communist tactics for 
colonial areas: Anticolonial agitation, infiltration of nationalist 
movements, and occasionally support for extreme and violent out- 
breaks. 


Soviet success has been achieved because of its new posture of 
“peaceful trade, good neighbor and benefactor” and because 
of the favorable terms offered by the Soviets with “no strings 
attached” which they contrast with United States aid pro- 
grams 

Some of the success achieved to date by Soviet economic diplomacy 
is due to its novelty plus the adroit propaganda treatment which ac- 
companied it, as epitomized by the Krushchev-Bulganin visit to south 
and southeast Asian countries in early 1956. Following the summit 
meeting in 1955, the new Soviet posture of peaceful trader, good neigh- 
bor, and benefactor was welcomed by government officials and peoples, 
especially in the underdeveloped countries. The prospect of trading 
with and obtaining economic assistance from both western and Sino- 
Soviet bloc countries seemed to promise not only more prosperity but 
greater security. 

To many underdeveloped countries, trade with the Soviet bloc in the 
form of bulk purchases seems to provide a way out of the impasse cre- 
ated by the difficulty of adjustment to lower export price levels cre- 
ated by internal inflation and political conditions. The new market 
opportunity is seen as a stabilizing force respecting the terms of trade 
= the volume and value of primary product exports. In commod- 
ities such as cotton and rice the bloc is ordering quantities which— 
though negligible in the large economic base of the bloc—represent a 
substantial portion of the export sales of particular countries and 
hence a significant contribution to their national income. 

The receptivity of the underdeveloped countries is further in- 
creased by the character of the goods and services offered in exchange 
for their primary commodities and, in some cases, by apparent price 
premiums. The bloc offers capital goods and technicians. Where 
the national aspiration is toward military strength, it offers arms, as 
in the case of Egypt. The inducement to trade is further increased 
by credit offers on favorable terms, described above. 
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Moreover, even where the attraction of bloc offers is small—as in 
most Latin American and some of the countries closely tied to the West 
in military alliances—bloc offers are at least appealing as a tactical 
device for improving bargaining power with the West on economic 
matters. The increase in United States economic aid for Afghanistan 
following recent transactions with the bloc appears to others to indi- 
cate that the benefits of Western aid and trade need not be lost, and 
may indeed be stimulated, by acceptance of bloc offers. 

The Soviet slogan, “no strings attached,” has given the impression 
that its aid and trade offers have no political motives. While this is 
false, it has gained credence from the fact that superficially there are 
no strings tied to many Soviet deals, whereas the impression exists 
that United States aid programs involve both political concessions 
and interference in the internal affairs of the recipient country. 

A more basic reason for the initial success of Soviet economic diplo- 
macy lies in the desperate preoccupation of many underdeveloped 
countries with the problems of economic growth and overpopulation. 
Where this concern is linked with an anti-imperialist and anti-racist 
mentality such as is found in many Asian intellectuals, the political 
vulnerability to Soviet economic diplomacy is greatest. 

Added to this there is the fact that Soviet economic overtures prom- 
ise quick industrialization. This element of appeal in Soviet economic 
diplomacy was stressed by Dr. Cornelis de Kiewiet, president of 
Rochester University, in testimony before the committee: 


One of the things we should never forget * * * is that the 
Communist state so far is a successful state. Some of the 
things that it has done in its industrialization are very im- 
pressive, looked at again from the point of view of the Asian 
or African. It is the industrialization of a backward state 
that I think is perhaps the greatest claim that the Russians 
have to international attention, and those of us who are fear- 
ful of what may happen in India and those other areas should 
recognize that the short cut, swift method of getting some of 
these achievements is not demonstrated by the United States 
but by Russia, and there are appeals in Russia that we ought 
to be very attentive to. (Hearings, p. 351.) 


The success of Soviet economic diplomacy could be minimized by 
greater involvement in economic relations bringing increas- 
ing friction and by such Soviet action as the ruthless crushing 
of the Hungarian rebellion which has had widespread reper- 
cussions 


Soviet objectives and tactics in underdeveloped countries are more 
flexible than those of the United States. Our policy is to foster long- 
term economic growth and higher living standards in underdeveloped 
countries. The Sino-Soviet bloc has no such aim. In fact, its aims 
would be furthered by the lack of economic progress and consequent 
increasing social unrest and dissatisfaction in the populous under- 
developed countries. The Soviets are likely therefore to continue to 
concentrate on obtaining day-to-day, month-to-month, political prop- 
aganda benefits without becoming involved in or committed to long- 
run programs. ‘The pretense of “no strings” may be expected to con- 
tinue to be emphasized. 
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On the other hand, it will not all be smooth sailing for the Soviets. 
Increasing involvement can, as in the case of Western economic rela- 
tions and aid programs, bring increasing friction, such as the Burmese 
have experienced at Chinese resales of Burmese rice to Ceylon and the 
deterioration of Soviet cement on Burmese wharves. Difficulties and 
disagreements over terms of repayment of credits are bound to arise. 
And some disillusionment will oceur if Soviet credits do not continue 
to grow and to be distributed more widely. 

More important than any of the above-mentioned obstacles to the 
success of Soviet economic diplomacy is the impact of an unexpected 
and distasteful Soviet action such as the bloody crushing of the Hun- 
garian rebellion. This action, widely publicized, has done a great 
deal to erase the good will built up by Soviet economic diplomacy. A 
series of such actions could destroy it completely. This iflustrates the 
point, which it is well for us to remember, that foreign economic 
policy can be vitiated by other elements of foreign policy, and that all 
segments of overall policy must be coordinated and given stable 
direction. 


The United States must adopt new methods and techniques in its 
own programs with flexibility and freedom from political con- 
ditions paramount 

The evidence indicates that Soviet economic diplomacy will con- 
tinue to be one of the principal elements of Soviet foreign policy in 
underdeveloped countries and that Soviet trade and other economic 

relations with these areas will continue to expand. This poses a 

challenge to United States foreign policy. The potential danger of 


Soviet economic techniques was described by the Honorable Chester 
Bowles in his testimony : 


If these tactics are successful, America may eventually be 
maneuvered into military, political, and economic isolation 
from the natural resources and the people upon which her 
influence, prosperity, and security are largely dependent. 

An important aspect of this evolving politico-economic 
challenge grows out of our increasing dependence on im- 
ported raw materials. Half of our industrial raw-material ° 
requirements are already met from abroad. By 1970 our 
present consumption will have doubled, our own resources 
will have further diminished, and we will be competing with 


other nations now in the process of rapid industrial growth. 
(Hearings, p. 257.) 


Whether Soviet economic diplomacy will continue to be successful in 
promoting neutralism and increasing Soviet influence in the affairs of 
underdeveloped areas will depend largely on the future course of 
Western and United States policy in those countries. 

The witnesses who appeared before the committee, in discussing 
Soviet economic penetration in relationship to United States policy, 
stressed that our policy should not be based on mere counteracting or 
competing with Soviet activities. Typical was the statement of Dr. 
Philip E. Mosley : 


I feel that our program should not be based primarily on 
what the Soviet leaders are doing or can do, but on the concept 
that within certain modest limits it is in our interest to help 
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these countries build their way of life along Western or free 
lines. This would also have many benefits to us in that as 
they progress they would become much better customers for 
American goods. Over a period of years we are likely to be 
repaid for aid through an increased volume of trade and the 
profits that we make out of that, because of our great advan- 
tage in the international division of labor. 

I think the Soviet economic offensive is a real factor, 
but I do not want to exaggerate it. It is a real factor and 
I think if we do not do anything the Soviets would gain great 
advantages. (Hearings, pp. 79-80.) 


The receptivity of Soviet aid in the underdeveloped countries in 
general indicates the importance of adopting new methods and tech- 
niques by the United States in its own programs of aid. Flexibility 
is the keynote. The willingness on our part to trade or accept local 
currencies, for example, whether or not the transaction is economically 
desirable from our own internal point of view, would appear to be 
essential. The Soviets are willing to take from these countries their 
surplus rice, cotton, jute, copra, and so forth, while the United States, 
with its own great surpluses, is not. 

Finally, the importance of not imposing political conditions on our 
assistance cannot be minimized, particularly in areas seething with 
anticolonialism and jealously guarding their newly won independence 
and maintaining a high sense of pride in their independence of 
action. 








RELATION OF NEW WEAPONS AND NEW MILITARY 
STRATEGY TO UNITED STATES FOREIGN POLICY 


The threat of Communist domination makes our survival as a 
free and sovereign people impossible without military strength 
adequate to deter aggression 

Our survival, under world conditions conducive to our continued 
existence as a free and sovereign people, is the end objective of United 
States foreign policy. Under present world conditions, the attain- 
ment of this objective is not possible without adequate military power 
as an inseparable partner of our foreign policy. 

After World War II, the United States and its allies disarmed and 
sought in creation of the United Nations an organization to maintain 
the hard-won peace. The Soviet also emerged from the war, vic- 
torious with our help, but skeptical of western sincerity, bent on terri- 
torial aggrandizement, determined to spread Communist domination, 
and paying lipservice to the United Nations while stultifying the 
peace machinery of the charter. 


The new weapons have destroyed the time factor that in the past 
enabled us to build up our military strength after attack. 
If attacked in the future, we can defend ourselves only with 
forces and weapons in being as of that moment 

Today the advent of new and fantastic weapons, capable of ex- 
tremes of mass destruction, has a major impact on the implementa- 
tion of our basic foreign policy objective. These new weapons have 
destroyed the time factor which in World Wars I and II enabled us to 
build up our military strength after our initial involvement in general 
war. 

Adm. Robert B. Carney (retired) has emphasized that the new 
weapons capabilities have eliminated the time factor so utterly that 
if we are ever again attacked we will only be able to resist aggression 
with whatever forces we have in being at the time. The admiral testi- 
fied before the Senate Air Force Subcommittee that— 


* * * there has now come to pass a situation in which 
attack can be launched against us immediately, in a matter of 
hours. This could not happen in former times. That being 
the case, we must be prepared to resist that attack, and we 
don’t have time to build up, so that the forces, the idea of the 
forces in being, is of infinitely greater importance today than 
it has ever been before, and this is true of all of the services 
and all of the arms. (Hearings on Study of Airpower, 
p. 41.) 


Gen. Nathan F. Twining, Chief of Staff, United States Air Force, 
gave significant emphasis to the point made by Admiral Carney when 
he declared that “One of the first steps in translating this in-being 
concept into actual practice was recognition of the fact that a mobili- 
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zation base domaned to be activated after an emergency arises would 
probably have little significance in general war.” (Hearings on 
Study of Airpower, p. 1485.) 


The new weapons include “small” atomic explosives adapted for 
“limited war” which have been developed since the Korean 
conflict 


The nature of the new weapons is so varied and revolutionary that 
the term “exotic,” in the sense of “foreign—strangely different,” is 
used to describe them. They embrace the entire field of military 
technology and include the adaptation of “small” atomic explosives 
for tactical use in limited war, a use which was not possible during the 
Korean war when the atom bomb was available only as a major weapon 
of mass destruction. 

The new weapons are already available in significant number and 
kind for immediate use should our defense require it. Many others 
are in various stages of development. Even the ones not yet finally 
tested have an impact on the needs of our foreign policy planning, 
for we must anticipate how they will further change our defense 
requirements and affect our deterrent potential. 

To mention only a few of the new weapons and implements of war, 
the atom bomb has been modified for use by artillery, as a warhead 
on missiles and as a propellant for submarines and the explosive for 
their torpedoes. The infinitely more destructive hydrogen bomb has 
replaced the atom bomb as the ultimate weapon. Electronic systems 
now provide automatic firepower in fast, high flying airplanes. 


Intercontinental guided missiles are being developed capable of 
delivering thermonuclear warheads distances of thousands of 
miles within minutes. New weapons and missiles are not 
likely to make the airplane or land and sea forces obsolete 
within the near future 


Progress has also been announced on guided missiles of intercon- 
tinental range. One has been described as a ram-jet type designed 
to carry an atomic warhead to its target, 3,000 to 5,000 miles away, at 
a speed exceeding 2,000 miles per hour, while traveling over 60,000 
feet above the earth’s surface. Such a missile is considered susceptible 
of interception and destruction before reaching its target. 

A ballistic missile is also being developed to travel at a speed of 
16,000 miles per hour, or more, and after reaching an altitude of 
around 600 miles, drop a hydrogen bomb warhead on its target 5,000 
miles away within minutes after firing. This warhead would be large 
enough to destroy an entire city. At present no practical means has 
been anticipated for intercepting and destroying such a weapon in 
flight. 

While having a most significant impact on military capabilities, the 
new weapons which have reached the operational, or actual use stage, 
will not make obsolete our present Armed Forces in the near future. 
It is difficult to estimate the full implications inherent in them, but 
final development of some weapons which are still in the testing and 
blueprint stages may eventually replace and eliminate the need for the 
manned bomber, and others may completely revolutionize present con- 
cepts of Army and Navy capabilities. At present, and for at least a 
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few years to come, however, the long-range bomber will still be the 
only means of transporting the massive weapons of retaliation. The 
missiles and other exotic weapons presently in the actual use stage are 


adapted for increasing the effective firepower of our existing ground, 
sea, and air forces. 


Unexpected Soviet technological ability makes complacency with 
our own progress and present superiority extremely risky 
Our industrial economy and technology is the world’s greatest, but 
complacency with our superiority and progress could be extremel 
risky for us. The Soviet has shown an unexpected ability in technol- 
ogy and has acquired the major nuclear (atomic) and thermonuclear 
(hydrogen) weapons years before we anticipated. This point was 


emphasized by Gen. Nathan F. Twining, who informed the Senate 
Air Force Subcommittee that: 


There are many indications that the Soviets are putting a 
great amount of effort into research and development and 
with considerable success. If they choose to continue this 
course, there is no way we can prevent them from continually 
improving their weapons. Thus, qualitative superiority for 
our own forces is dependent upon the success of our own re- 
search and development effort. We must stay ahead. 
(Hearings on Study of Airpower, p. 1484.) 


Gen. Earle E. Partridge, Commander in Chief, Air Defense Com- 
mand and Continental Air Defense Command, also informed the 
Senate Air Force Subcommittee that the Soviet is not lagging in 
the development of an intercontinental missile. He testified that: 


* * * the Soviets are said to be building an intercontinental 
missile, and we must somehow devise a defense against this 
type of attack. In other words, for you to understand the 
severe requirements that such a missile places upon the air 
defense system, let’s look at the missile itself and see what its 
characteristics might be. If it were fired from Russian bases, 
it is going to have to travel about 3,000 or 5,500 miles, some- 
thing of that order. It will probably start off with a booster 
which will drop off, and it will be under, the missile will be 
under, power and guidance for 400 to 500 miles. At that 
point the power will shut off and the missile will continue with 
a speed aboat 20 times the speed of sound, so that it will ar- 
rive over at its destination in about, certainly not more than 
30 minutes, maybe less than that, having achieved an altitude 
en route of about 500 miles. The reentry problem also im- 
poses a severe limitation on the enemy’s missile, but our 
scientists say that that can be solved and certainly we plan to 


solve it in this country. (Hearings on Study of Airpower, 
p. 257.) 


The inherent dangers of the new weapons are due principally to 
Soviet intransigeance 

If reason, Be per emeg and good will prevailed among the nations 

of the world, the advent of these new weapons would not give rise 

to the concern and apprehension they do. As Adm. Arthur W. 
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Radford, Chairman, Joint Chiefs of Staff, told the Senate Air Force 
Subcommittee: 


It is not alone those developments. It is the attitude of 
the Sino-Soviet bloc, their very obvious intent to communize 
the world, backed up by their own military programs in the 
last 10 years that has forced us to maintain this position of 
strength in being since there is no other power in the free 
world that has the resources to do it. (Hearings on Study 
of Airpower, p. 1447.) 


The increasing Russian atomic weapon stockpile is not likely to 
bring about peace as a result of an atomic stalemate. Actu- 
ally it may increase the danger of small wars which could 
spread to all-out thermonuclear conflict 

The committee was informed during its survey that some students 
of the problem have suggested that an “atomic stalemate” has or is 
about to develop because the increasing Russian atomic weapon stock- 

iles will eventually convince both sides of the suicidal implications 
inherent for each in an all-out thermonuclear war. The thought 
is that this would result in atomic peace, barring some irrational 
action. Data available to the committee indicate that this view is 
not correct and that the situation is far more complex. 

General Twining has expressed the view that— 


It is conceivable that if the aggressor rationalizes that our 
retaliatory force would make it impossible or too costly for 
him to win a general war he might then choose the alternative 
of peripheral or small wars. He might believe that this 
method could achieve his ultimate objective of world 
domination. (Hearings on Study of Airpower, p. 1480.) 


That is why today we face two vitally important military aspects 
of our foreign policy. The first is the need to maintain effective 
deterrents against major thermonuclear war and how best to defend 
ourselves if deterrence fails. The second is the need to contribute 
effectively to the control of local wars which might spread to all-out 
war or lead to conditions where a threat to our own national existence 
becomes so grave as to compel our use of major thermonuclear weapons. 


We have superiority at present, but Russia has gained on us to 
such an extent that a Soviet attack would be devastating and 
our victory one in terms of relative destruction only 

At present, the West maintains a margin of superior capability. 
If general war were to come, our experts are convinced we would win, 
even though the victory would be in terms of comparison with the con- 
dition of our vanquished assailant. Clearly, the better our margin, 
and the better the Communists recognize our margin, the better our 
chances are that major nuclear war will never occur. Also, the bigger 
our margin, the better are our chances in the event of all-out war of 
seeing to it that destruction is kept to the lowest feasible levels. 
Testimony furnished the committee emphasized the horror, devasta- 
tion, and even futility of all-out thermonuclear war. If fought in 

“irrational” fashion, such a conflict could conceivably end life on our 

planet. Even if waged on a scale described as being “with some 

degree of reason,” one side might win in the sense of being able to 
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impose its will on the more devastated loser, going on then to reor- 
ganize what remained of the world and trying to see that the loser 
never again obtained nuclear or thermonuclear weapons. (Hearings, 
p. 212.) 


Our alliances are essential. Relative strengths of the United 
States and Russia are so nearly balanced that support of inter- 
vening nations is crucial 
The committee was informed during its survey that the relative 

strength of the United States and of Russia are so nearly balanced that 
what happens to intervening nations and the positions they take can 
be crucial in affecting that balance. In striving for the end objective 
of United States foreign policy, allies and friends are of paramount 
importance to us. 

The Soviet viewed the defection of Hungary with such alarm that 
she committed the full power of Russian troops to suppress that de- 
fection with a ruthless brutality that shocked the civilized world. 
The sad and terrible situation in Hungary, as well as the situation in 
Poland, shows that the Soviet cannot rely on more than its own popu- 
lation of about 200 million, not all of which is itself loyal, and much 
of which is inefficient. 

The Kremlin planners have surely had to make a stunning reap- 
praisal of the net worth to them of their satellite troops. Their degree 
of shock and setback may be better realized if we think of it in terms 
of what it would mean to us to have key European countries, members 
of the African-Asian bloc, or other uncommitted peoples, go over to 
the Soviet side. 

Communist methods to prevent defection are both repugnant and 
disgusting to us, and in the end are sure to be self-defeating. To 
the uncommitted free nations, time and events are vindicating us 
while causing the Soviet mask to slip more and more, exposing to all 
the true face of communism. 


Existence of the new weapons has stimulated the growth of 
neutralism 

A significant aspect of “neutralism” in some parts of the world has 
been the tendency of uncommitted powers to favor the Soviet rather 
than the Western nations in taking positions on critical events or 
situations. This has been notable in the United Nations, where many 
of the uncommitted nations, prior to the recent events in Hungary, 
frequently abstained or alined themselves with the Soviet bloc if the 
vote involved criticism of Soviet policy or acts. Obviously, this has 
been due to many factors. <A strong contributing factor may have 
been the impact of the new weapons. 

Many of these uncommitted countries lie along the Sino-Soviet 
periphery. They live in the shadow of the Communist menace and 
are not blind to it. They know the Soviet’s record of aggression and 
have been concerned over encroachments by the Chinese Communists. 
When they weigh the possible advantage that might accrue from close 
association or alliance with the West, they apparently interpret world 
events as making “neutralism” the safer policy for them individually. 

Our intervention to rescue Korea from Communist conquest with- 
out doubt had the deepest impact at the time in the minds and hearts of 
many in the uncommittted countries. The end of that conflict left 
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many doubts in their minds. Korea is still divided, half free and half 
Communist. The Korean conflict resulted in a buildup of Chinese 
Communist military strength which has since continued to increase, 
with Soviet help. 

The West did not intervene directly in Indochina. The issue was 
not clear-cut, but obscured by a revolt against colonialism of which the 
Communists took full advantage. When Indochina is cited as an ex- 
ample of unwillingness, or inability of the West to stem Communist 
aggression, it is an oversimplification which is not justified by the 
facts. Some such thinking does seem to prevail in at least a few of the 
uncommitted countries. 

Such countries appear to regard the Western democracies and the 
Soviet bloc as two major atomic powers of relatively equal military 
capability. ‘They realize that the West has a superior atomic capa- 
bility, but feel that progress in Soviet nuclear technology has so nearly 
closed the gap as to bring about an atomic stalemate. 

Soviet possession of the new weapons darkens the shadow of the 
menace under which they live. They know the Soviet does not want 
“unfriendly” nations along its periphery and would regard alinement 
with the West as tantamount to defection. Their interpretation of 
events emphasizes in their minds the aggressive nature of Soviet for- 
eign policy and our own deep reluctance to resort to war and the use of 
the major weapons. Under the circumstances, they feel any possible 
gain through closer association with the West would be more than off- 
set by Soviet reaction. 


Foreign bases are essential to United States defense. Their 
possession gives us a geographic advantage which may in- 
crease in significance 

In seeking to deter a major war, the West has two great advantages 
at present, in addition to our greater atomic weapons stockpile. One 
is superiority in delivery systems, or means for placing our bombs 
on enemy targets. The other is geographic. Time may see the Soviet 
narrow the gap on both the stockpile of weapons and on delivery 
systems. If so, the significance of the geographic advantage increases. 

The United States, the strongest member of the Western alliance, 
is vulnerable to direct attack only from bases on the Eurasian land 
mass and from submarines. The Western nations possess a system of 
advanced bases, including the United States bases in north Africa, 
which gives us a great strategic advantage in the event it should ever 
be necessary to launch a retaliatory attack on the Soviet Union. 

For the sake of comparison, the committee was informed that our 
base system is equivalent, if the position were reversed, to the Soviet 
possessing a system of advanced bases which would enable it to launch 
simultaneous attacks on the United States from Greenland, Newfound- 
land, Bermuda, Jamaica, the Yucatan Peninsula, Costa Rica, Lower 
California, and the Aleutian Islands. 

Military experts believe that our advanced base system will continue 
to be of significant importance for years to come, even after the devel- 
opment of more of the exotic new weapons which are still in experi- 
mental and testing stages. Some of the principal reasons advanced 
for their continued importance are: 


1. They increase air-defense capability and retaliatory striking 
power. 
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2. The greater their number and wider their dispersal, the more 
difficult it would be for the enemy to launch a surprise attack or 
establish air control. 

3. They may prove invaluable as launching sites for guided 
missiles and missile-counter-missiles. 

4. They may be adapted for greater use in efforts to prevent the 
spread of local conflicts into major war. 

5. They increase the efficiency of our warning system against 
attack. 

These land bases close to the Soviet Union are subject to the sov- 
ereign control of the countries in which they are located and their use 
is tied in with the defense pacts in which we have joined with those 
countries. The Soviet is fully aware of the strategic advantage that 
is ours because of their possession. This has been proved over a long 
period by the emphasis they place in their diplomacy and in their 
propaganda in efforts to weaken our alliances and deprive us of their 
use. They know that if they succeed they will destroy that geographic 
advantage which may eventually be the West’s greatest tien itt: 


Foreign armed forces are of increasing importance to our security. 


Basic Soviet strategy is aimed at splitting our defensive 
alliances 


The armed forces of our allies are important for their deterrent 
potential in coping with the threats of little wars as well as their 
contribution to our aggregate defensive strength against bigger wars. 
Our allies are also important to us for the foreign bases they bring 
to the alliance. 

During the committee’s survey, witnesses urged the maintenance 
in full working order of the system of free world defense pacts and 
those working relations with our allies, without which we would have 
no geographic advantage at all. 

Secretary of the Navy Charles S. Thomas aptly described the 
reasons for our uniting with other free nations when he told the 
Senate Air Force Subcommittee that— 


* * * the pivotal principle of our national policy is col- 
lective security—the combined enterprise of free nations all 
over the world. This essential effort is founded upon agree- 
ments between our country and 42 countries around the globe; 
14 are the NATO countries; 20 are the countries of the RIO 
Pact. 

There are SEATO and ANZUS, and we have individual 
agreements with Korea, Nationalist China, and the Philip- 
pines. These agreements say that an attack on any of these 
countries shall be considered as an attack upon us. There is, 
for the free world, no sound alternative to this collective 
undertaking. Isolation, long ago our refuge, today would 
only insure our encirclement by a hostile world. * * * 
(Hearings on Study of Airpower, p. 1389.) 


Adm. Arleigh Burke, Chief of Naval Operations, in the same hear- 
ing, pointed out that basic Soviet strategy is aimed at splitting our 
defensive alliances. He declared: 

The Soviet Union is attempting to convert into satellites 
as many as possible, especially those close to its own borders. 
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Basic Soviet strategy—political, economic, and military—is 
to divide and conquer. A prime element of thisstrategy is 
to divide the United States from the free nations of Europe 
and Asia. If in peace or war free-world unity can be de- 
stroyed, the way is open for piecemeal world conquest by the 
Communists. 

One of the main objectives of United States policy is to 
foster and encourage the growth of free people and free 
nations throughout the world. In order to remain free in the 
face of the implacable and powerful Communist pressure, 
free nations must stand together. This is the basic reason our 
Nation participates in collective security efforts. These 
efforts are indispensable to the survival of the free world and 
to our own survival as a free nation. They give us the best 
assurance we can have that we will be surrounded, not by 
hostile satellites of a predatory power, but by a generally 
friendly world of independent nations. There is no sound 
alternative to collective security. Isolation—the hoary, long- 
ago rejected and self-defeating Fortress America concept— 
not only offers no hope, but would ultimately put our country 
at the mercy of hostile totalitarianism, and in the process 
would destroy us economically and spiritually. A program 
of isolation in today’s world 1s a program of national hara- 
kiri. (Hearings on Study of Airpower, p. 1340.) 


It would be fatuous to assert that our defense pacts are as effective 
as they should be or that they are free from serious weaknesses. Their 
worth accrues from the fact that their strong points outweigh the 
weak. Every nation, no matter how small, has an important con- 
tribution to make to collective security. In uniting for collective 
strength, the free nations have by that fact alone, done much to assure 
the attainment of world conditions conducive to their continued 
existence as free and sovereign peoples. 


The United States cannot maintain industrial or defense produc- 
tion without access to overseas sources of critical raw 
materials 


That we could not, even if we wanted, isolate ourselves from the 
rest of the world is confirmed by the facts of our interdependence. 
We rely more than ever on overseas sources of raw materials. Seventy- 
seven strategic and critical materials are listed as essential for our 
defense production, civilian industries, and support of our economy. 
In only 11 are we self-sufficient within our own borders. The other 
66 must be imported in whole or in part from across the oceans. With- 
out access to these overseas sources, we could not build modern 
airplanes, nuclear-powered ships, electronic equipment, or even 
automobiles. 


Atomic weapons have been made available to American forces as- 
signed to NATO as our military experts believe Europe could 
not be defended in a general war without them 

Gen. Alfred M. Gruenther has also been quoted (New York Times, 

June 19, 1956), as saying that— 

We cannot match the Russians in manpower. We may 
conceivably reduce our living standards by trying to keep a 
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defensive force in being, but we will reduce these standards 
even more by trying to match Russia in conventional weapons 
than by maintaining a force that relies upon tactical atomic 
arms. 


Originally, NATO’s defense strategy was based primarily on the 
use of the so-called conventional weapons. Atomic weapons were 
available in the hands of some United States forces under United 
States control and these weapons could be counted on by the NATO 
forces on an “assist” basis. It was 1953 before NATO planners could 
count on a “fairly full integration of these weapons”, that is, intro- 
duction of certain United States units possessing an atomic capability, 
into NATO forces. 

Gen. Lauris Norstad, General Gruenther’s successor as Supreme 
Allied Commander in Europe, confirmed and further emphasized the 
need for this change in NATO defense strategy when he declared that 
if prohibited from using atomic weapons, Europe could not be de- 
fended in a general war. He explained that the decision to use 
atomic weapons for defense had been made, stating: 


If our forces are ordered into war, our plans—which have 
been approved by the NATO Council—call for the use of 
atomic weapons. That means that, from a military stand- 
point, the use of these weapons is considered essential in the 
event of a major attack or a general war. I am convinced 
that they should and would be used should it become necessary 
to defend Western Europe and that they would be used to 
the extent necessary to accomplish that vital purpose. (U.S. 
News & World Report, November 30, 1956, p. 32.) 


Cognizance of the new weapons is necessary to the Committee on 
Foreign Affairs because of their impact on foreign policy and 
on military assistance, but the question of which weapons are 
used, how, and by whom, involves basic military strategy not 
within its competence or jurisdiction 

The committee received views meriting further study, urging the 
development of a policy with respect to the conditions under which 
atomic weapons would be used in the event of war. Some of the major 
aspects of such a policy would be based on: 


1. Efforts to stop aggression without resort to atomic weapons 
wherever possible. 


2. Limit hostilities to area of combat unless there is no other 
means of control. 

3. Should circumstances force involvement with the Soviet in 
nuclear or thermonuclear war, we should limit our targets to 
military installations only, and attempt to achieve air control. 
We should not initiate bombing of nonmilitary targets. 

4. We should attempt to reduce probability of using atomic 
elements of strength by building ourselves, and encouraging our 
allies to increase, nonatomic military strength. 


During its survey, the committee noted the suggestion of one mili- 
tary expert that consideration be given to the wisdom and effectiveness 
of supplying our European allies with the most modern techniques 
and advanced weapons. The committee was informed that there are 


: 
' 
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weapons systems under development which, if placed in the hands of 
the free European nations, in reasonable quantity, would give to them 
the same, or nearly the same, deterrent capability now possessed by the 
United States. The committee was told of the view that just as our 
allies are not going to be willing to fight with bows and arrows while 
we have guns, so will they want the new weapons they have the tech- 
nical ability to man and operate and which we are permitted by our 
superior resources to develop. 

It is urgent that our military planners resolve the question whether 
Europe can ultimately be defended without the use of strategic ther- 
monuclear capability, that is, the use of the hydrogen bomb. This 
gives rise to a number of basic questions, including the extent to which 
we continue to furnish our allies conventional weapons. 

If Europe can only be defended by the use of nuclear or thermo- 
nuclear weapons and we continue to supply them with conventional 
weapons exclusively, are we building up a sense of false security for 
the Europeans as well as ourselves ? 

Although having a most significant impact on foreign policy poten- 
tials, the question of which weapons are used, how, and by whom, 
is a basic strategic military matter not within the competence of a 
committee concerned primarily with the conduct of foreign policy. 
It is necessary to have cognizance of them, however, for these new 
weapons may ultimately present changes in concept even greater than 
those which swept the world with the advent of gunpowder when its 
application to warfare made obsolete the strategy and arms of that 
time. 


Soviet goal of world domination and aim of technological superi- 
ority leaves us no choice but to insure our own lead 
Information available to the committee indicates that reliance on 
the new weapons will increase and that the Soviet will leave us no 
choice. As Lt. Gen. Donald L. Putt, Deputy Chief of Staff for Devel- 
opment, Headquarters, United States Air Force, expressed it: 


The Soviet are realists—they have analyzed the situation 
properly. They have determined that to achieve their goal 
of world domination they must achieve technological superi- 
ority over the United States. That is their objective. 


The General added that: 


They have stepped up their industrial production capacity 
at an alarming rate; they have funnelled their manpower 
into scientific and technical training programs so that their 
national output in this area exceeds ours twice over; and 
they have concentrated the development of their military 

ower along a program which is in line with their avowed 
intention to dominate the world. (Hearings on Study of 
Airpower, p. 536.) 


There is reason to believe we have been concentrating too much 
on efforts to deter all-out war and not placing sufficient em- 
phasis on deterring peripheral conflict. Inability to cope 
with limited aggression might invite and bring on a general 
war 


There is reason to believe that because it has become so apparent 
that mutual devastation would be the common lot of victor and van- 
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quished, the possibility of deliberate general war is becoming more 
remote. But, as Lt. Gen. James M. Gavin, Chief of Research and 
Development, Department of the Army, has warned, “Inability to 
deal with peripheral wars might in itself almost invite and bring on 
a general war.” (Hearings on Study of Airpower, p. 771.) 

Our alliances, with their concomitant geographic advantage, and 
the collective strength they give us, must be maintained and strength- 
ened. Their aggregate deterrent potential, at present somewhat un- 
evenly balanced on the side of preventing major conflict, must be 
brought into balance by giving more attention to ways and means of 
controlling and stopping the little wars, the flames of which the Soviet 
has shown itself addicted to fanning recklessly in ruthless pursuit of 
Communist aims at world domination. 

Events have demonstrated that neither the ability to use the atomic 
bomb nor its more destructive successor, the hydrogen bomb, serves to 
prevent local conflicts. Under present eorld conditions the mere 
existence of thermonuclear weapons presents a hazard to peace. Our 
reluctance to use them may be mistakenly counted on by the Soviet and 
encourage them to launch piecemeal encroachment against the free 
world to the extent that our own ultimate survival compels their use. 

We now have no assurance that once begun, little wars can be pre- 
vented from becoming big wars. The free world must maintain in 
readiness adequately equipped forces and facilities for their speedy 
transportation so that prompt and effective retaliation can be taken 
against a local armed attack. Would-be aggressors must be convinced 
that such attacks will not pay off. 


Foreign military aid is part and parcel of our own defense pro- 
gram. Funds for military assistance to our allies should be 
placed in our defense budget and presented to Congress on 
that basis 

The foregoing observations on new weapons, military alliances, and 
strategic military considerations, differing in many sections of the 
globe, point up the oneness of our defense program. This is sup- 
ported by the testimony of the Chairman of the Joint Chiefs of Staff 
and all other military experts appearing before the committee, who 
are unanimous in stating that foreign military aid is part and parcel 
of our own defense program. This combined evidence makes it clear 
that funds requested for foreign military assistance should be placed 
in the defense budget and presented to Congress on that basis. 
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RELATION OF DEVELOPMENT ASSISTANCE TO UNITED 
STATES FOREIGN POLICY 


The term “development” has become increasingly associated 
with alterations in the economic life of a country, that is, raising the 
levels of income and of productivity and making more efficient use 
of human and natural resources. This emphasis upon the economic 
aspect has undoubtedly been strengthened in popular thinking by the 
legislative acts that refer to technical assistance and development 
assistance. The literature on the subject of development shows an 
increased awareness that development involves more than economic 
change. The more the history of development has been studied the 
more clearly the influence of these other factors such as political and 
social elements has been recognized. 


The development process of the Western nations spans several 
centuries and is characterized by institutional and social 
changes capable of supporting and encouraging economic 
changes 

The circumstances that gave rise to the development of the West 
are still a matter of debate in the ranks of historians, economists, and 
social scientists. There is sufficient agreement on a few benchmarks 
to make possible some generalizations. Perhaps the most important 
is the fact that the development of the Western World must be meas- 
ured in decades and even centuries. Its course was one of trial and 
error unencumbered by plans, priorities, or goals. 

Noneconomic factors provided a hospitable climate for the uncharted 
pioneering that characterized economic development. An intellectual 
outlook favorable to challenge and to change was present. Political 
institutions evolved, and increased popular participation in their 
functioning gave them increased popular support. Old social pat- 
terns slowly dissolved and were reformed in response to the demands 
and discipline of a society undergoing industrialization. All of these 
elements, and a host of lesser ones, did not readily accommodate them- 
selves to the impact of economic development. Resistance and vio- 
lence appeared at many times and places. But the consequences today 
of these movements on many fronts are institutions, patterns, and 
values that provide the broad base upon which economic development 
rests in the Western World. 


The current emphasis upon development should not obscure the 
fact that the underdeveloped countries have some degree of 
development as a result of long association with the 
developed countries 

Western economic development was long in time and short in space 
in the sense that it occurred in a geographically small part of the 
world. In contrast, the present emphasis on development is short 
in time and long in space. Underdeveloped countries have a sense 

34R 








FOREIGN POLICY AND MUTUAL SECURITY 35R 


of urgency about their development. Almost all of them have at- 
tempted to plot their course by means of plans and goals. The areas 
that aspire to development today almost circle the globe. 

Despite their diversities in background, the underdeveloped coun- 
tries have a long history of association with the developed countries. 
Some were dependencies of the latter; almost all had some trade with 
the developed countries. In either case, the underdeveloped areas 
have borrowed some of the products of the developed areas. In the 
noneconomic field the most obvious example is the adoption of the 
framework of democratic government. In the economic field every 
country offers incongruous contrasts between the new and the old— 
modern banks and native moneylenders, factories, and handicraft 
manufacture, automobiles and animal-drawn carts, heavy construction 
machinery and hand labor. Hence no country can start its develop- 
ment program from scratch. This partial development has become a 
well-entrenched part of the country’s life. It cannot be abandoned 
without costly readjustments. Moreover, it tends to set the course of 
further development. 


Development depends upon more than technical or economic 
changes 

It is generally agreed that there are two related prerequisites of 
development. The first is a desire for it. This supplies the motiva- 
tion, not the direction. The second is a willingness to pay the price 
involved in terms of modifications of existing attitudes, values, and 
institutions. The products of the developed countries, particularly 
in the form of physical goods, are widely accepted. But too often 
they are regarded as ends in themselves rather than a generative force 
that will raise new problems in other fields. A modern highway will 
be readily appreciated as a convenient means of communication. Its 
impact upon the marketing and distributive processes of the country 
and its encouragement to mobility, to suggest only a few effects, creates 
new problems that may only strain the economy and increase political 
discord. 

Development means a change not only in economic patterns but in 
political, cultural, and social relations. Change means disruption, 
tension, and clashes of interest. Unless the institutions that can deal 
with these elements are firmly established and reasonably responsive, 
development will be retarded if not checked. This relation between 
the end products of technical development and the supporting frame- 
work within which they can be acquired and sustained has been over- 
simplified or ignored. 
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The lack of capital is not the principal obstacle to economic 
development 


Before we can talk about balanced development we need more 
balanced thinking on what constitutes development. To many of the 
underdeveloped countries capital is the principal, if not the only, miss- 
ing element retarding development. The developed countries have en- 
couraged this interpretation by excessive attention to capital require- 
ments and a minimum concern with other factors. 

The President of the International Finance Corporation, Robert 
L. Garner, recently made this observation : 


Too often we hear that lack of capital is the principal 
obstacle to economic development. The experience which I 
and my associates in the Bank have had with this problem 
over the past years disproves this. We have found that the 
human factor—whether in government or in private enter- 
prise—is a more important ingredient than is money. In 
private industry, in particular, the intelligence, vigor, and 
vision of management are often worth more than the most 
modern of buildings and machines. The very pace of cur- 
rent technological development of communication and trans- 
port, of marketing and advertising, calls for management 
both broader and deeper in its operations than ever before. 
Although there is a widespread recognition in the less de- 
veloped countries of the need for specific skills in industry— 
for the engineer, the chemist, the mechanic—what is less 
recognized is the even greater need for executive experience, 
for the men who can make sound policies, guide the enter- 
prise as a whole and direct the specialists. There must be 
the know what as well as the know how. 


The International Bank study of one of the Latin American coun- 
tries includes this comment: 


It must be recognized that capital is only one element 
contributing to economic growth, and that its productivity 
depends on the quality and quantity of the other factors 
* * * Skilled management, the availability of qualified 
technical personnel and adequate support from govern- 
mental organizations are as essential as the mere availability 
of machines and other capital goods. Investment, in par- 
ticular in modern machines, is capable of yielding the highest 
returns only if combined with sound management, asso- 
ciated with properly trained labor and operating in con- 
junction with government institutions which provide the 
appropriate guidance, support, protection, and incentives. 
It is the present inadequacy of these elements, as much as 
the shortage of capital, which is handicapping (this coun- 
try’s) agriculture. 





Other country studies made by the Bank contain similar observa- 
tions on the relative role of capital. The overemphasis on capital, 
as evidenced by our operations abroad, led one study mission to report 
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that “money is a measure of our interest, not a yardstick of our 
success.” To the extent that the problem of development has been 
considered in financial terms and the other factors cpeneeeariintay 
reduced in importance or overlooked, the whole process of develop- 
ment has been retarded. 


Institutional and human elements are more often obstacles to 
development than is the absence of capital 

If it is correct that economic development is more than economics, 
it is unrealistic to search for an acceleration of development only in the 
narrow range of economics. The barriers imposed by the absence or 
presence of other factors that condition development must be recog- 
nized although their relative importance within a particular country 
may be a matter of debate. An identification of some of those most 
frequently commented upon by those who have studied the develop- 
ment process should at least give pause to the usual explanation that 
sufficient capital will assure development. 

Many of the underdeveloped countries are going through the first 
blush of nationalism—a period of great emotion, high ideals, and ex- 
travagant promises. The parliamentary system which many have 
adopted is not an indigenous form of government and its acceptance 
is no assurance of a devotion to democracy. Its slow response to 
pressing problems adds to the internal strains and stresses. The de- 
mand for political stability is more likely to be found under a strong 
ruler (Ataturk is an example) than under a westernized version of gov- 
ernment. The destruction of old forms of government and an un- 
familiarity with new forms only lead to frustration and to mounting 
dissatisfaction within the country. 

The underdeveloped countries have embarked upon elaborate pro- 
grams of social service. The price of political survival is their continu- 
ation. But too frequently they are conducted with a degree of efficiency 
and on a scale not commensurate with the country’s resources. They 
constitute an immediate demand on the meager public funds, thereby 
exerting inflationary pressures. Equally important, they are a drain 
upon the thin ranks of trained personnel who otherwise could apply 
their talents in nongovernment enterprises. 

Two demographic phenomena, not peculiar to the underdeveloped 
countries, complicate their problems. The population is increasing, 
particularly in the younger age groups, and there is a marked shift 
from the land to the cities. Rapid urbanization is in many ways the 
more pressing with its mounting demands for housing and employment 
opportunities. The inability to cope effectively with these problems 
has already produced explosive situations in several of the countries. 
Urbanization problems hive been dealt with to the neglect of the 
countryside, thus aggravating the existing disparity between the urban 
and agricultural sections of the population. 

The attitude of the underdeveloped countries toward capitalism has 
been colored by their contacts with the developed countries. In the 
Near East and South Asia capitalism is equated with colonialism. In 
Latin America it is associated with earlier relations with the United 
States. These political overtones are a part of history and probably 
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little can be done to rewrite that period of history. The imnfediate 
problem is to make more intelligible the constellation of forces that 
characterize capitalism as a rational system of production. Invariably 
the emphasis falls upon capital in the sense of oss The function 
of the entrepreneur is minimized or disregarded. The pressures for 
more rapid development require the governments to assume a larger 
role, thus discour’ ring economic ventures by private citizens. Produc- 
tion with the risks and responsibilities it entails is less attractive than 
trade and land. 

The cultural background of the underdeveloped countries is charac- 
terized by social patterns that limit the individual freedom of choice 
of opportunities and of mobility. Caste or class rigidity, strong famil 
or clan ties emphasize conformity rather than individualism, the of. 
fect of which is to deny the maximum utilization of a country’s human 
resources. In many countries a majority of the population has re- 
ligious attitudes that do not encourage capital accumulation. The 
International Bank study of the economic development of one of the 
South Asian countries points up these factors: 


* * * The economy has been too specialized to favor a 
diffusion of attitudes of curiosity in the scientific sense, or to 
give scope for a general habit of business enterprise and in- 
novation. * * * Religious forces are powerful and have un- 
doubtedly exerted a conservative pressure. The influence 
of the caste system, which (that country) long ago discarded 
as a formal social structure, has lingered in a continuing dis- 
inclination to enter many nonagricultural occupations and a 
tendency to avoid job changing. * * * There is a widespread 
reluctance to depart from established routines, not only in the 
development of new productive ventures but even in existing 
enterprises. ‘The few individuals who might be willing to 
pioneer new lines of production are often thwarted b lack of 
adequate technical guidance and by a reluctance of private 
and institutional capital to join in a departure from beaten 
paths. 


The direct relation between development and literacy is a generally 
accepted proposition. Illiteracy is a major characteristic in the under- 
developed countries. In areas that were formerly colonial depend- 
encies the language of the metropole was the principal means of com- 
munication among important, if not large, sections of the population. 
As part of the new nationalism this has been rejected. But finding 
an alternative is not an easy problem. In many of the countries 
numerous local languages are used. Instruction in them strengthens 
provincialism and hampers the growth of national unity, while in- 
struction in one of the major tongues often meets with resistance from 
the less-favored groups. 

The maintenance of a military organization is a requirement of 
government. From the viewpoint of development it may be both a 
barrier and an aid. The influence of the military in the government 
is generally greater in the underdeveloped countries. Hence the mili- 
tary is in the position of a favored claimant on the country’s limited 
funds. The level of equipment must bear some relation to the threats 
that must be met. To the extent that military costs are an abnormally 
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large burden on the resources, they distort’the economic structure and 
add elements of uncertainty to a development program. On the other 
hand, the use of modern weapons even of the simpler types and the 
organization of an army require certain basic skills that may be 
carried over into civilian life. 

There are limitations on the extent to which the underdeveloped 
countries can speed up their development by borrowing from the 
technology of the developed countries. The gap between the under- 
developed countries and the developed countries is widening as the 
latter maintain a rapid rate of development while the former are only 
in the earliest stages. Modern technology involves costly and complex 
capital goods which the underdeveloped countries with their limited 
resources cannot afford. To the degree that modern machines are 
labor-saving devices, they create serious internal dislocations and add 
new tensions. If the underdeveloped countries are to draw on West- 
ern accomplishments, it would be preferable that they borrow a techno- 
logical change that represents a modest improvement rather than a 
radical innovation. To jump from wooden plows to tractors while 
landholding patterns remain unchanged is a disservice to the under- 
developed countries. The rate of technological change must be geared 
to the pace at which necessary institutional and social changes can be 
made. 


Although we have justified economic assistance on a number of 
grounds, the most important reason is that nations are 
determined to develop. Only by participation in that process 
will we have an opportunity to direct their development along 
lines that will best serve our interests 

The reasons why we are in the development business and what we 
hope to accomplish by it need some rethinking. In 1949 the tech- 
nical assistance program was described as an expression of United 
States concern for the “material progress” of the underdeveloped 
people “both as a humanitarian end in itself and because such pro- 
grams will further the advance of human freedom, the secure growth 
of democratic ways of life, the expansion of mutually beneficial com- 
merce, and the development of international understanding and good 
will.” During committee consideration of the program, the point 
was made that the technical assistance program was one “which every- 
one can support, because whatever emphasis the individual puts on it 
he can find it met in the program. Politically, economically, social, 
or humanitarianism, from any of these points of view, this is a good 
program.” Development assistance as a projection of technical assist- 
ance was added to the program. In the interests of national security, 
defense support was also added. The essence of all these purposes 
has been written into law and incorporated in agreements with aid 
recipients. Perhaps these programs add up to a national vitamin 
pill that we can administer to others and, at the same time, make our- 
selves feel better. 

The extension of economic assistance by the Soviet Union, discussed 
above, introduces still another element in our thinking. There is a 
conviction on the part of many that the Soviet program is a testimony 
to the effectiveness of our own activities in the underdeveloped coun- 
tries. To lessen our efforts now, it is argued, would be a sign of defeat. 
If the main justification for our aid is only to counter Soviet proposals, 
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we are placed in a vulnerable position. We reduce our program to a 
barter level, with a consequent loss of influence and respect. 

If our own focus is blurred, consider how much more so it must 
be for those abroad. Humanitarianism in the sense of benevolence 
and social solicitude creates suspicion and incredulity. Our political 
ideas are offered in a context that suggests we are trying to make 
“every boy and gal that’s born into this world alive—either a little 
Liberal or a little Conservative.” The economic programs are car- 
ried on in isolation from the country’s other problems. The latter 
may determine the success or failure of the economic programs rather 
than the assistance we extend. Where we are carrying on several 
types of economic projects, such as development assistance and tech- 
nical assistance, the approach becomes so fuzzy as to raise a question 
whether this may not be a new version of economic imperialism. 

The simple proposition that economic development is followed by 
good works and good will merits some consideration. The United 
States has fought its most bitter wars against Germany and Japan, 
both developed nations. The present threat to the peace is from the 
Soviet Union, a rapidly developing country. The current crisis in 
the Near East raises reasonable questions about the relation of our 
assistance to underdeveloped countries and the direction of their poli- 
cies. Egypt and Israel have received relatively large amounts, Jordan 
a small sum, and Syria almost nothing. Would larger sums have as- 
sured stability in the area? Is American assistance capable of 
affecting popular attitudes and political relationships among those 
countries ? 

The desire for development was not initiated by the United States. 
It is an aspiration of the underdeveloped countries themselves. This 
in itself is not a justification for doing something about it unless we 
determine it to be in our own interests. It is certain that standing 
aside will make it impossible for us to play any part in shaping the 
direction in which their development moves. Participation, on the 
other hand, does not automatically assure us that the alternative will 
be true, but it makes it more probable that we can exert some influence. 

The simple fact is that there are more people in the underdeveloped 
areas than in the developed areas. Their role in shaping history is in- 
creasing. At the worst, they can turn against us. This would not be 
in our national interest. A second possibility is that they can main- 
tain a high nuisance value. While this course would not be as dis- 
astrous for us as the first, it would fall far short of the world we 
would like to see. The third possibility is that they move in a direc- 
tion more nearly in accord with our own. Their decisions may not be 
identical with ours. The important consideration is whether the 
judgments and determinations that underlie these decisions reflect 
values acceptable to us. 


Assistance should not be given unless the recipient country is 
willing to make the necessary institutional changes that will 
assure its greatest effect 

Conditions attached to our aid programs have come under increas- 
ing criticism. We have to recognize that alternative sources of aid 
such as that supplied through international organizations and by the 

Soviet Union, together with moderate internal improvements in a 
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number of the underdeveloped areas, make it more difficult to reach 
agreement upon the conditions of our aid. 

The issue is not whether we should or should not use “strings” 
but what strings will accomplish the purposes we seek to achieve. 
The attempt to attach political conditions overlooks the fact that 
there is an interplay of economic and noneconomic factors in every 
program. Political strings inevitably have some economic conse- 

uences. The reverse is equally true. If development is to be more 
than a collection of projects and programs reflecting advanced tech- 
nology, excessive restrictions in any one oo are self-defeating. 

There are two parts to the problem of attaching conditions to our 
assistance to the underdeveloped countries. The first is that their 
internal development and stability are at a level that makes it inadvis- 
able for the United States to give assistance without some reasonable 
assurance that it will be used with maximum efficiency. Assistant 
Secretary of State Walter S. Robertson made this point before the 
recent meeting of the Colombo Plan nations. 


* * * We are sometimes criticized for what are regarded 
as unnecessarily complex and cumbersome procedures. It is 
alleged that these procedures not only result in delays in im- 
plementation but in some instances it has even been charged 
that they may impinge upon the internal affairs of the coun- 
try. 

These procedures are sometimes termed “strings.” It 
would be much simpler for the governments eiineniiad to dis- 
pense with all forms and reports. But accountability for 
government spending is one of the requirements of repre- 
sentative government. 

The American people have a very great interest in the 
results of these programs. A million dollars, comparatively 
speaking, may seem to be a small sum in a period when bil- 
hons are being spent. But a million dollars will provide 
several hundred Americans with a college education or buy 
tractors for 500 American farmers. American citizens who 
put up this million dollars in the form of taxes insist upon 
assurance that the million dollars serves the purpose for 
which it was intended. It is this consideration that makes 
necessary the procedures which sometimes seem complicated. 
They are necessary in order that our Congress may be com- 
pletely informed as to the expenditure of the funds it has 
appropriated. 


The second part of the problem is an awareness that these countries 
are the most sensitive about any infringement, real or imaginary, of 
their independence. All program requests are in writing, but it is a 
question whether the initiation of the program was stimulated, di- 
rectly or indirectly, by our administrators. No assistance should be 
extended unless a country wants it, shows an understanding of the 
possible consequences of the program, and is willing to make the 
necessary institutional changes its success may require. A highway 
project is more than the completion of a highway. It may create 
problems in population movement, open up new agricultural areas, 
gradually affect marketing patterns, and alter local political attitudes. 
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Some of the anticipated consequences must be in the realm of specu- 
lation. But the recipient government must be made aware of the 
ossible chain reaction and be willing and able to make adjustments 
in related fields. Negotiations on each program or project agree- 
ment should include a consideration of these factors and an expres- 
sion of willingness by the recipient to undertake the necessary changes. 
Any reluctance by the recipient to follow through warrants a sus- 
pension of our assistance. 
The Honorable George F. Kennan, former Ambassador to Russia, 
expressed this view in his testimony : 


I think that people ought not to get it (economic aid) un- 
less they want it very, very badly and unless the local govern- 
ment that accepts it is prepared to support it in full against 
its own people, that is, before its own people. I would never 
give any aid where we do not find the local government tak- 
ing full responsibility for asking for it. Whenever our aid 
gets the tinge of being something we are forcing on other 
people we ought to get out. * * * I do not think we ought 
ever let it get so far that the local government asks us, as I 
believe it did in Indonesia, to withdraw our aid programs. 
They ought to have been withdrawn long before we had such 
a thing happen to us. In other words, I think we ought to 
keep the heat on in the sense of saying to these people all the 
time “Are you sure you really want thisnow? Remember, it 
is your decision, not ours. You are the people asking us to 
give it to you. If you do not like some of the effects of this 
in your country, do not blame us. You asked for this aid, 
you thought it over, you are sure this is what you want.” I 
would not let them get away from that position. (Hearings, 
pp. 176-177.) 


The International Bank study of the economic development of one 
of the Middle Eastern countries stressed this point: 


* * * The government must be vigilant in anticipating 
and surmounting the many difficulties that will inevitably 
arise as economic development gets underway. To arouse 
the interest and mobilize the enthusiastic cooperation of the 
people at large, education must be greatly improved along 
the lines on which particular stress has been laid in this re- 
port, namely, elementary education for the children, voca- 
tional education for the farmers, industrial workers, and 
artisans, and fundamental education for as many adults as 
possible. Success is impossible with a passive population. 
Individual (citizens of this country) must be given through 
the press, the radio, and other media an indeeealieie of 
what the government is trying to accomplish and how they 
themselves can contribute to the attainment of the objectives. 
They must also realize their stake in the program in the form 
of a rising standard of living and a hope for a better future 
for their children. Development is a truly individual as 
well as a national effort * * *, 
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Funds should be made available on a long-term basis 


Witnesses before the committee have made the point that our 
assistance should be put on a long-term basis. The principal criticism 
is that the annual cycle of authorizations and appropriations does not 
permit a long view of development and that the underdeveloped coun- 
tries themselves are discouraged from giving attention to the formula- 
tion of plans and projects that may have to be abandoned by the 
sudden withdrawal of American Pir 


Mr. Howard C. Petersen, of the Committee for Economic Develop- 
ment, made this suggestion: 


A minimum step would be the enactment of a continuing 
authorization for the appropriation of funds, up to some 
specified limit, for economic development assistance. This 
would not lessen the power of Congress to review and control 
the program. But it would express the fact that this is a 
continuing function of Government, not requiring annual 
redetermination of whether we should be engaged in it. 
(Hearings, p. 49.) 


The statement of policy incorporated in article 2 of the Mutual Secu- 
rity Act of 1956 was pointed out during the hearings (p. 56) by way 
of illustrating the concern of Congress in the continuing program. 
Another statement of congressional intent also appears in section 
14 of the same act and deals more specifically with the underdeveloped 
countries. 

Without detracting from these statements as an indication of sus- 
tained congressional interest in the underdeveloped countries, the 
heart of the problem lies in the annual authorization-appropriation 
cycle. One possibility is to provide a continuing authorization for 
development programs. The responsibility would then fall on the 
Committee on Appropriations to recommend and the Congress to 
vote such sums, not necessarily annually, as may be determined nec- 
essary to carry out the programs. This is the approach used for the 
support of the Intergovernmental Committee for European 
Migration. 

This would relieve the Committee on Foreign Affairs of any 
further concern with development programs except where the 
authorizing language may require amendment. On the other hand, 
if these programs are to be considered in the larger framework of 
foreign policy, the Committee on Foreign Affairs should retain some 
control over them. The committee has handled these programs from 
their inception. Through testimony and travel its members have 
gained an understanding of their relation to other phases of our 

oreign policy. Under the Legislative Reorganization Act the com- 
mittee is made responsible for “relations of the United States with 
foreign nations generally” and for “foreign loans.” Further, a perma- 
nent authorization relieves the executive branch of accountability, 
at least within the House of Representatives, for the foreign policy 
implications of the programs. 

Another possibility 1s to authorize a specific sum of money to be 
continued available without any time limit on its use. Against this 
authorization Congress would make appropriations without a time 
limit. When the executive had used up the funds, whether in 2 years 
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or 5 years, it would have to justify a request for additional money 
before the Committee on Foreign Affairs and the Committee on Ap- 
propriations. This approach removes the complaint about the annual 
legislative cycle. It would permit the executive branch to plan and 
execute programs of more than 1 year’s duration. At the same time, 
it would require an accountability to Congress on matters of policy 
and of accomplishment. Justification for additional funds would be 
presented in terms more concrete than the obligation of old money and 
illustrative programs for new money. 


Assistance should be given on a loan basis. A limited amount 
may be made available for grant aid to meet unusual situa- 
tions 

One of the most discussed points about the aid program is whether 
assistance should be extended on a grant or loan basis. The over- 
whelming testimony presented to the committee, and supported b 
various studies, favors loans. A donor-recipient relationship, al- 
though initially acceptable, gradually deterioriates as it is perpet- 
uated. Donors understandably become more reluctant to give, par- 
ticularly if results are not readily apparent or conditions worsen. 
Recipients slowly lose, or are reluctant to assert, the initiative neces- 
sary to adjust their programs and attitudes to the basic requirements 
of sustained development. 

Loans, on the other hand, have a built-in disciplinary value. By 
their very nature they place upon the borrower a responsibility for 
some forethought and a prudence in their use. The prospect of re- 
payment will raise questions pertaining to the adequacy of the tax 
system. Tax reforms can be more readily justified on the basis of the 
government’s obligation. Modern technology requires costly equip- 
ment. A government faced with the prospect of paying for equipment 
may be more willing to settle for equipment that may not be the most 
modern but is adequate for the degree of development the country has 
reached. Loans usually involve amounts greater than those obtainable 
through grants. They are made over a period of years. These fea- 
tures permit long time commitments for large projects with an assur- 
ance that sufficient sums will be available to see the projection to 
completion. 

The loans envisioned are those popularly referred to as “soft” or 
“fuzzy” loans. The period of repayment would be longer and the 
interest rate would be lower than the usual bankable loans. Although 
made in dollars, they would be repayable either in dollars or local 
currency or possibly in commodities or services. Initial repayment 
would not be required for several years, perhaps 3 or 5. It may 
take that long to complete a particular project and derive any fiscal 
benefits from it. If, at the time the initial payment is due, a country 
finds that circumstances require a further period of deferment, the 
loan could be renegotiated. The record on repayment of loans is 
much better than is generally realized. This does not suggest that it 
will continue to be as good. As loans become the accepted method 
of aid, defaults may be expected and some may have to be written off. 
But the advantages of loans over grants are sufficiently favorable 
to warrant this risk. 

One of the principal and immediate requirements of many of the 
underdeveloped countries is foodstuffs to meet the demands caused by 
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a rising population and initial dislocations stimulated by develop- 
ment projects. Our agricultural surpluses provide a means for meet- 
ing this need. As Dr. Roy Blough pointed out: 


In selling agricultural surpluses abroad we are being paid 
in part with promises to pay in the future, not in dollars but 
in local currencies (Hearings, p. 319). 


Mr. Peterson stated to the committee that agricultural surpluses 
can furnish capital by permitting a country to “divert its own money 
from spending for food to spending on capital improvements” (hear- 
ings, p. 62). The sale of these commodities for local currency which, 
in turn, is lent to the local government for development purposes 
establishes a creditor-borrower relationship that offers some prospect 
of repayment to the United States. By using our surpluses to further 
our foreign policy the program is also more acceptable to the American 

seople. 

: Apart from the broad statement that assistance under the Mutual 
Security Act shall emphasize loans rather than grants wherever pos- 
sible and a specific requirement that a minimum of 80 percent of 
money for development assistance shall be on a loan basis, the money 
made available under the Mutual Security Act can be given on a 
grant basis. This is precisely what has been emphasized and loans 
have been the exception. It would appear desirable to reverse this— 
all the funds to be on a loan basis with grants the exception. The 
most certain way to accomplish this is to write it into the law. There 
will be circumstances, however, when grants will have to be made. 
For example, the low level of development in some of the most. under- 
developed countries can probably only be met by an outright grant. 
A major catastrophe or international events that disrupt the country’s 
economy may also require straight grant aid. There will also be those 
cases where, in our national interest and unrelated to any economic 
objective, it may be desirable to give a particular country grant 
assistance. 

Funds to be used on a grant basis may be determined in 1 of 2 
ways. The first is to authorize a percentage or a fixed amount of the 
total economic assistance money for grant assistance. The second 
possibility is to establish a special fund such as that made available 
to the President under section 401 of the Mutual Security Act. In 
either case, the determination of the use of this sum on a grant basis 
would be left to the discretion of the President in accordance with 
the general objectives of the law. As in the case of the loan fund, it 
would be authorized and appropriated on a no-year basis and its re- 
plenishment by the Congress would require a complete justification. 


Criteria must be developed that measure the accomplishments of 
programs in more than statistical terms 

The economic emphasis of the development process is reflected in 
the criteria used to evaluate its success. The evidence is presented 
in quantitative terms, such as the acreage improved, the power gen- 
erated, or the schools constructed. Statistics reflecting an increase 
in national income are expressed in averages that reveal nothing 
about an alteration in the distribution of the income. If the benefits 
accrue only to a small group, thereby widening the gap between the 
beneficiaries and the masses of people, such statistics conceal a serious 
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defect in the program. Nonstatistical evidence offered to congres- 
sional committees consists principally of endorsements by American 
and local officials, supplemented by human interest stories. 

The more rapid and the larger a program is, the more imperative 
it is to take constant readings of its contribution to the development 
process. An apparently spectacular success may be due only to a 
concentration of limited resources on a program at the expense of 
neglecting complementary programs. Some programs have been 
developed in an effort to capitalize on shortages abroad such as those 
caused by war. But programs geared to special and relatively tem- 
porary conditions abroad, even though successful in terms of pro- 
ducing foreign exchange for a time, may be incapable of being 
sustained, much less justified, for a long-time development program. 

Development programs are scattered throughout a country. Some 
are the products of United States assistance while others may be the 
resultant efforts of the recipient givernment or international agencies. 
Their technical qualities can only be judged by specialists. But to 
pull together the bits and pieces of individual programs and make 
an intelligible and meaningful evaluation of their total effect on a 
country’s development has seldom been attempted. The problem is 
not to pay less attention to the quantitative elements in development 
but to give greater attention to such factors as educational and insti- 
tutional changes that have resulted from technical advances. 1f local 
capital is to assume a larger burden, legal changes must often be 
made that will encourage local capital accumulation, for example, tax 
collection, banking and currency practices may have to be modified. 

It would be difficult for Congress to write into the law a set of 
criteria against which evaluations should be made. But it would not 
be unreasonable for Congress to insist that such criteria be developed 
by the administrator and that evaluations be presented to congres- 
sional committees. By putting the program on a long-time basis it 
should be easier to devise criteria that reflect more meaningfully the 
extent and depth of development. The determination of such criteria 
in itself would force a clarification of the objectives of development. 


The separate sections of the Mutual Security Act that provide 
for different forms of economic assistance should be merged. 


Assistance should be given on the basis of the problem to be 
met 


Economic assistance is presently extended under three separate 
sections of the Mutual Security Act. These are defense support, 
development assistance and technical assistance. Each of these cate- 
gories has a different history both as to purpose and as to time. The 
fact is, however, that all of them are designed to contribute to the 
economic strength of a country. No constructive purpose is served 
by trying to classify a program in one category or another. The 
fundamental question is whether a particular country needs assist- 
ance. If it does, then such assistance should be extended to accom- 
plish the purposes sought, whether it be a port facility, a health center, 
or famine relief. The adoption of this proposal is in accord with the 
general philosophy expressed elsewhere in this report to provide more 
flexibility in seeking to accomplish the aims of the program. 
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A small professional development service offering a permanent 
career should be established 

On the assumption that the United States is going to be in the devel- 
opment business for some time and that there will be demands for 
American technicians, some attention should be given to the creation 
of a small professional service offering a permanent career. The expe- 
rience gained over the past years supports this conclusion. Recruit- 
ment of middle aged or older technicians has become increasingly 
difficult. The period of service is usually 2 years. Assignment is to 
a particular country, thereby denying flexibility in the use of their 
services, The problem of synchronizing the arrival of an American 
short-time employee with the arrival of supplies and equipment and 
with the readiness of the local government to proceed with the program 
is one that results in the waste of valuable services. However pro- 
ficient the individuals are as technicians, few of them have had any 
association with alien cultures. The short training course given before 
they leave the United States is inadequate. A longer one can hardly 
be justified considering their limited tour of duty. 

A career development service would attract younger people with 
specialized skills. Their initial training would include a study of peo- 
ples with different cultures and where possible some local language. 
Assignment would be on the basis of need without regard to a fixed 
tour of duty. Thus, they would stay with a job until it is completed 
or at least well underway, except for periods of home leave. They 
would be responsible for the training of local personnel. When as- 
signed overseas, their salaries and allowances would be paid by the 
local government. When on assignment in the United States, their 
salaries would be paid by the United States. No invidious reference 
is to be drawn by suggesting that the organization of the British 
Colonial Service be studied. ‘Today that Service is engaged in assist- 
ing peoples at all levels of development. The personnel practices it 
has developed merit some consideration in dealing with a problem in 
which our Government has had very limited experience. 


Consideration should be given to the training of local personnel 
in military service as the means of imparting skills to more 
individuals 

Most of the underdeveloped countries maintain a military organi- 
zation whether or not it is supported by the United States. The better 
equipped it is the greater its need for persons with varied skills. 

Many of these skills are the kind required to further nonmilitary 

development programs. Some thought should be given to the degree 

to which the military and nonmilitary programs of countries can con- 
tribute to its overall development. Several years ago one member of 
the committee made some observations along this line. The main 
issue, as he saw it, was how a relatively small number of qualified 
technicians could impart skills to the mass of population in the under- 
developed countries. He noted that in many of these countries the 
army is a nonprofessional one in which the individuals serve for 
periods of 1 or 2 years. Their military training could be supple- 
mented by technical training, including reading and writing, simple 
agricultural techniques, and basic mechanical skills. No United 
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States military personnel would be used in these programs even where 
the United States operated a military program. American civilian 
personnel would be used only to assist in laying out courses of study 
and training groups of local peoples to do the actual training. This 
approach would have a number of advantages: 

1. The training would reach more people than the present method 
of operation which is limited to relatively few centers. 

2. The level of training would be geared to the needs and capacity 
of the country instead of stimulating needs that cannot readily be 
satisfied. 

3. Recruits returning to their villages over the entire country would 
be able to put their training to immediate use. 

4. By offering constructive skills capable of application after mili- 
tary service it would create a greater sense of satisfaction with mili- 
tary service and should develop a larger measure of loyalty to the 
Government. 

5. The general level of development would move forward at a more 
uniform, even though slower, rate. 

6. The training would build upon the existing economic structure 
and provide the basic skills that a country must have for sustained 
development. 

7. The more limited role of American personnel should make pos- 
sible the recruitment of individuals who may presently not choose 
overseas assignments because it involves living in isolated communities. 

8. No costly supply and equipment component would be necessary. 


The exchange of persons program should be continued 


The training of local personnel will also have to be reconsidered if 
loans are the normal type of assistance. On-the-job training should 
be required as a condition of loans. Training currently carried on 
under the category of exchange persons; 1. e., persons brought to the 
United States, presents a different problem. The recent report of 
Dr. J. L. Morrill, president of the University of Minnesota, examined 
the growing duplication between the Fulbright and Smith-Mundt 
programs, on the one hand, and the ICA programs, on the other. He 
recommended the appointment of a high-level coordinator whose duties 
would include a clarification of the jurisdiction between the Fulbright- 
Smith-Mundt programs and the ICA programs. Perhaps an easier 
and sharper line to separate them would result if ICA exchanges were 
limited to individuals directly connected with a project or program 
carried out by a United States loan or grant. All other exchanges 
would be handled through the administrative and budgetary ma- 
chinery of the Department of State as at present. Despite the admin- 
istrative confusion that has characterized the exchange programs, they 
are generally regarded as one of the most valuable parts of our opera- 
tions. Every effort should be made to maintain them, if not expand 
them. But governments using borrowed money may want to conserve 
their dollars by cutting back on the exchange program. This is one 
activity where a departure from the “all loan” provision would seem 
wise. 
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The United States should not give preference to multilateral 
agencies in extending economic assistance 


The extent to which international organizations can and should be 
used by the United States in supplying development assistance is a 
matter of divergent views. Dr. Philip E. Mosely, in testimony before 
the committee, summarized some of the advantages of using the multi- 
lateral method in these words: 


Strengthening the multilateral channels means we can tap 
available resources in much smaller amounts, but still very 
usefully, in a variety of countries * * *. The more we do it 
unilaterally the more they look to us because we look like the 
best source. If they have to submit their projects to an inter- 
national agency which reviews them with a large amount of 
technical and economic expertness included in that review, 
they will not be able to turn their frustrations against us and 
feel “If only the United States would do this and this for us 
we would get ahead fast.” 

If they have to turn to an agency where they are justifying 
their claims to a variety of nations this takes the onus off us 
and also may provide a further channel by which other indus- 
trial countries, aside from our own, will be able to add their 
part to the development, and with the weakening of empires 
and colonial rule any additional channel of that kind which 
will help the underdeveloped countries and bring the indus- 
trial countries into a better relation with them, divorced from 
direct political control, the better the evolution will be. 
(Hearings, p. 88.) 


Not only does the multilateral approach spread the financial contri- 
bution but it makes available the services of technicians from many 
countries. The difficulties experienced by the United States in re- 
cruiting a sufficient number of competent specialists point up this 
advantage, particularly since foreign technicians often have had some 
experience in working in less developed areas. 

Many of the underdeveloped countries are hypersensitive about 
their independence. Participation in their development programs, 
even if confined to advice, involves a degree of interference in their 
domestic operations. Advisers and technicians employed by an inter- 
national organization are usually regarded as political and economic 
neuters whose only purpose is to get a job done. Hence they may be 
more acceptable and can work in fields that a government regards as 
“sensitive” so far as its security is concerned. Dr. Roy Blough, who 
formerly was connected with the United Nations, told the committee 
of the alleged attitude of Indonesia in this regard. 


I was told there was resistance to receiving United States 
technical assistance in some fields, for example, the geological 
survey. There wasa belief in some quarters that information 
collected in the course of certain technical assistance projects 
had been used against Indonesian interests by the United 
States Government and there was fear that information 
might be turned over to United States private industries * * * 
(Hearings, p. 320.) 
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Another type of program where international participation may be 
more acceptable than bilateral participation is in public administra- 
tion, especially if it involves the reorganization of ministries of 
government. 

The participation of the Soviet Union in the United Nations Ex- 
panded Program of Technical Assistance, the principal multilateral 
organization engaged in this field, has only raised further ques- 
tions about the extent of United States contributions to it. Dr. Mosely 
offered this observation: 


I feel the risk of having the Russian representatives take 
part in the decisions is small because decisions all have to be 
worked out in an open way. 

What worries me about Russia’s participation in aid-trade 
programs is its secret negotiations on a bilateral basis with 
Afghanistan or with Indonesia. 

If the Russians bring into an open forum what they are 
willing to do, it takes the political sting out of it. If they 
refuse to come into an international channel, it also makes 
it clear that they are pushing their program for a directly 
political purpose. Also, international negotiation will make 
it clear how little they are really willing to do. (Hearings, 
p. 89.) 


Dr. Blough conceded that— 


The Soviet bloc is of course a problem, but if the require- 
ment is made that the funds contributed shall be converti- 
ble into currencies which the underdeveloped country wants 
to spend, so that it can spend the money where it wishes, the 
problem should not be serious. I believe this has been the 
experience with the expanded program of technical assist- 
ance. (Hearings, p. 324.) 


The limited participation of the Soviet Union in this program, both 
as to time and extent, does not permit a clear evaluation of its role. 
Until such an evaluation can be made, there will be a reluctance to 
regard its participation as an inconsequential factor. 

The very complexity of the international machinery dealing with 
technical assistance points up one of the major disadvantages. In- 
ternational organizations are run by international bureaucrats with 
vested interests. The multiplicity of specialized agencies and boards 
that enter into the decision-making processes makes for a slow opera- 
tion. Since the organizations depend for their financing upon annual 
assessments or contributions, their planning must be modest and flexi- 
ble enough to make reductions when payments are not forthcoming. 

Personnel in the field may have an identity of purpose about a par- 
ticular program. But they have been trained in different methods 
and approaches thus making it more difficult to develop a “team” ap- 
proach. As personnel rotates and replacements are made the problem 
of cooperation and continuity becomes more difficult. 

The problem of devising a voting system that will be satisfactory to 
the contributing countries and to the beneficiary countries has not been 
resolved to the satisfaction of either group. Dr. Blough discussed this 
issue. 
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If you use a system of heavily weighted voting as in the 
International Bank, the question is: Will the underdeveloped 
countries of the world Feel they have a real organization? 
Many such countries seem to be very satisfied with the Bank 
and consider it a very good example of an international 
organization. 

‘here are others which seem to feel that the weighted vot- 
ing, the fact that the headquarters are in Washington, the fact 
that United States citizens appear to predominate in the top 
staff, ete., mean that the Bank is really an arm of the United 
States Government. 

Such an attitude might impair the acceptance of aid from 
an organization having heavily weighted voting on the side 
of the suppliers of the funds. 

The United Nations also presents a voting problem: One 
national state, one vote, regardless of population, participa- 
tion in world trade, national influence or anything else. 

I seriously doubt that an international organization with 
this voting arrangement will impose or administer condi- 
tions relating to economic policy, however important such 
conditions might be for economic development. The problem 
of developing a procedure which will permit the countries 
from which the funds are going to come to have considerable 
to say about the projects for which they are to be spent and 
to lay down cohiliiiee with respect to them has not, in my 
opinion, been successfully inal * * * (Hearings, p. 321.) 


From the viewpoint of United States policy one of the most im- 
portant reasons why we should not give preference to international 
agencies as the channel for distributing assistance is the importance 
to the United States during the next few years of building bilateral 
relationships with as many nations as possible, as has been pointed 
out elsewhere. One of the best means available to the United States 
for establishing common interests with other nations is the provision 
of assistance to such countries. It would not be desirable in the situa- 
tion likely to prevail in the world for the next several years for the 
United States to deny itself the advantages to its foreign policy which 
should be derived from working directly with individual nations in 
carrying out assistance programs, 

If our emphasis is to continue the bilateral approach, the question 
may be asked whether we should not withdraw entirely from partici- 
pation in these international organizations. The answer involves a 
policy consideration. The fact is that the United States is the princi- 
pal contributor and its withdrawal would jeopardize the continuation 
of the programs. The political and pevcheliaietl consequences of such 
action would work against the community of interest we are seeking 
to achieve. The most that can be expected are contributions by the 
United States of about the same magnitude as at present. 
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PRIVATE ENTERPRISE AND UNITED STATES FOREIGN 
POLICY 


Existing legislation recognizes the important contribution which 
American private enterprise can make to development assist- 
ance and outlines certain methods whereby this can be 
accomplished 


Closely allied to the necessity for emphasis on loans rather than on 
grants is the important contribution which American private enter- 
prise can make, along with governmental aid programs, in the develop- 
ment processes of the underdeveloped countries. The mutual secu- 
rity legislation, from its very inception, has given special recognition 
to this principle and emphasizes the necessity for encouraging, stimu- 
lating, and facilitating a greater participation by American private 
enterprise in the various programs authorized by that legislation. 
The legislation sets forth the major methods whereby this can be ac- 
complished. The President is called upon to direct the attention of 
private enterprise to opportunities for investment and development 
overseas, to accelerate the negotiation of commercial and tax treaties 
and to administer under broad criteria a program of investment 
guaranties against the risks of inconvertibility of currencies and loss 
through expropriation, confiscation, or by reason of war. 


A major factor behind such recognition has been the expectation 
that private enterprise would help reduce the drain on the 
taxpayer by reducing Government grants 

Throughout the legislative history of the mutual security legisla- 
tion there has been stressed the need for a greater recognition by the 
executive branch of the important potentialities of free enterprise con- 
tribution. From time to time it has been necessary, moreover, to urge 
stronger implementation by aid administrators of legislative provi- 
sions and clearly expressed legislative intent. A major factor behind 
such congressional activity has consistently been the expectation that 
with greater emphasis on loans and greater participation by American 
private enterprise in United States foreign aid programs, the drain 
imposed on the American taxpayer by vast governmental grants might 
be gradually reduced. 


Public and private enterprise have their respective limitations 
and advantages 


The limitations of private enterprise must be recognized in consider- 
ing its part in the developmental process of underdeveloped areas. 
For one thing, by its very nature private enterprise is in most cases 
free or not free to engage in activities outside the United States as 
it may decide. It cannot be pushed or coerced into such activities. 
There is no assurance that once in a country it will chose to remain 
there, or that its particular enterprise is the kind best calculated to 
assist a country in its drive for development. 
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Governmental assistance also has its limitations and it does not bring 
with it certain special qualifications which accompany private enter- 
prise activities. This was described by the Honorable John J. McCloy 
in his testimony : 


* * * private investment should parallel and supplement 
the efforts of the Government to aid the underdevelo 
areas. Private investment is generally more vigorous than 
Government aid; it can command wider technical resources 
and technical resources that have greater continuity. If an 
American company goes into one of these areas it can carry 
with it engineers and scientists, and they will stay with the 
development with the knowledge that their careers are not 
being hampered ; whereas a Government mission is usually a 
temporary affair, it is much more difficult to get the same 
quality of technological experience; and individuals are much 
more reluctant to take on such an assignment. All this tends 
to make private investment more effective. 

2 * a * * 


* * * generally speaking, I think private investment does 
fit into the web of the industry of a country in a more satis- 
factory manner. (Hearings, pp. 12, 13.) 


Public and private enterprise must not compete with each other 
but should work together in their proper spheres 


The proper relationship between the two forms of enterprise was 
stressed by Dr. Roy Blough during his testimony : 


It is sometimes urged that such public investment competes 
with private foreign investment and would supplant. it. 
There are instances in which that has happened, where pub- 
lic investment has developed a project that would otherwise 
have been developed by private investment. 

While this undoubtedly happens from time to time in indi- 
vidual cases, the important question is what the relationship 
is in general between international public and private invest- 
ment. The answer, as I see it, is that public capital, far from 
competing with private foreign investment, commonly stimu- 
lates it and in some cases is necessary if private foreign in- 
vestment is to take place. Public capital, domestic or interna- 
tional, must finance the social and economic base of a coun- 
try—a degree of literacy on the part of the people, a pure 
water supply, sewage disposal, the suppression of malaria and 
other diseases, improved transportation and roads, railroads 
and other transportation facilities, and power, among other 
elements. (Hearings, p. 318.) 


The investment guaranty program is becoming an effective induce- 
ment to an increased flow of capital and should be expanded 


A major problem in the development process is how best to utilize 
the services of American private enterprise as an effective arm of our 
foreign policy, bearing the above considerations in mind. The mutual 
security law offers a framework within which the executive branch and 
private enterprise can do much. Typical of existing mechanisms with- 
in that framework is the investment guaranty program. While the 
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program was slow in achieving momentum, it has now reached the 
stage where its “trial and error” period is over. Applications for 
guaranties have been mounting and widespread investor interest is 
clearly indicated. As of September 30, 1956, approximately $477,317,- 
691 of applications were pending, broken down as follows: $181,753,- 
561 for Europe; $130 million for Africa; $37,751,850 for Latin 
America, and $127,812,280 for the Near and Far East. 

Some of the witnesses who testified before the committee placed 
little or no emphasis on the guaranty program as a substantial force 
in stimulating American private investment abroad. From other 
evidence available and on the basis of the committee’s own long experi- 
ence with the program, however, it may be said that the guaranty pro- 
gram has achieved sufficient success in this respect to warrant not 
only its continuance but its expansion to cover the risks of revolution 
and insurrection. 


Tax incentives, such as those applying to Western Hemisphere 
trade corporations, should be applied elsewhere as an im- 
portant private investment inducement 


While it is true that the guaranty program is now reaching a state 
of effectiveness, it must be recognized that other legislative induce- 
ments are essential if the volume of American private enterprise is to 
increase to such an extent as to make it a potent force in assisting the 
development of the underdeveloped countries. Paramount among 
such inducements are tax incentives, as outlined by Mr. McCloy in his 
testimony : 


* * * T believe our Government could and should take 
steps to create tax incentives designed to encourage a heavier 
flow of United States private investment abroad. You will 
recall that I suggested that United States private investments 
to underdeveloped lands eventually ought to be substantially 
increased. At present the only tax incentive of any conse- 
quence that we have is that which applies to Western Hemi- 
sphere trade corporations. Among underdeveloped areas 
that is relevant only to investments in Latin America. 
Neverthless, I think it is interesting to note that private in- 
vestment has flowed to Latin America more than to any other 
underdeveloped region, and that the Latin American area 
as a whole has received but a very minor portion of Govern- 
ment aid. While other factors have also played a part in 
encouraging private investments south of the border, the tax 
incentive, I feel, has not been unimportant, and it is expected 
to continue to operate to the mutual advantage of that area 
and ourselves in the years ahead. (Hearings, p. 13.) 


Commenting on the form and extent of such incentives, Mr. McCloy 
went on to say: 


I would not be able to say today what form and to what 
extent a tax incentive on all private foreign investment 
should take. I have been told, however, that if all United 
States taxes were to be removed on the income derived from 
foreign investments, the loss to the Treasury would be some- 
thing in the order of $350 million. Tax action of this type— 
I am not advocating an entire abolition of the tax on these 
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incomes, but I do feel there is room for substantial reduction 
and that this would prove to be an incentive—tax action of 
this type should not create a serious internal-revenue pro- 
gram. Moreover, it should be remembered that our country 
collects only the difference between the United States cor- 
porate income-tax rates and the income taxes levied by 
foreign countries on income earned abroad. In these circum- 
stances any United States tax relief afforded to foreign in- 
vestment would serve as a far greater incentive to investment 
in underdeveloped countries than in others. The under- 
developed countries levy the lowest taxes within their own 
lands; whereas taxes in places like Canada and Western Eu- 
rope are almost level with ours. As a result the relief 
afforded against the United States tax would give appre- 
ciably greater returns to investments in the underdeveloped 
areas, and thus would tend to offset the reluctance of Ameri- 
can capital to go into such areas because of the greater politi- 
cal risks that might be involved. Certainly tax incentive is 
worth further consideration from this committee from the 
standpoint of encouraging private investment in under- 
developed countries. (Hearings, pp. 13, 14.) 


The importance of tax incentives has also been stressed by a number 
of leading United States trade, banking, and commercial organiza- 
tions, as well as by individual businessmen. 


A climate of political stability is basic coupled with a partnership 
of effort between public and private enterprise and between 
American and local private enterprise 


Basic, of course, to any effective flow of American private capital 
abroad is a climate of political stability. Here it becomes apparent 
that the policy of stimulating American private enterprise cannot be 
isolated from other elements in our foreign policy. While on the one 
hand we may offer American legislative and executive inducements, 
we on the other hand could negate such inducements by particular ill- 
conceived policies toward particular countries. Then, too, such induce- 
ments might be negated or minimized by the lack of receptivity on the 
part of recipient countries. To avoid such a result, the partnership of 
United States governmental enterprise and private enterprise will 
have to become a reality, and American private enterprise will have to 
work more closely with local private enterprise abroad in “joint ven- 
tures. 

These two forms of partnership, stimulated by the legislative induce- 
ments afforded by the guaranty program and equitable tax incentives, 
will do much not only to increase the flow of American private enter- 


prise but also to lay the groundwork for effective United States policy 
as a whole. 











THE SIGNIFICANCE OF NEUTRALISM 


There has been a tendency on the part of many Asian nations to 
stand aside from the conflict between the free world and the 
Soviets 


Since World War II United States foreign policy has focused pri- 
marily on resisting Soviet aggression, and our principal effort has 
been to get other nations to cooperate in common efforts to counteract 
the Soviet threat. During the last 2 years, there has been increasing 
evidence that a foreign policy built almost’ exclusively around resist- 
ance to the Soviet Union had certain shortcomings. There has been 
an ever-accelerating tendency on the part of some of the Asian and 
Middle Eastern nations to attack Western policy, to refuse to join in 
defensive alliances, to attempt actively to disrupt defensive combina- 
tions, and to side more closely with the Soviet Union. For example, 
a pro-Western government has recently been ousted in Ceylon and 
replaced by one which is anti-Western. There are serious differences 
with respect to the renewal of American base rights in the Philippines. 
During the recent Hungarian crisis, numerous Asian and Middle 
Eastern nations stood on the sidelines, assuming that events in Hun- 
gary represented internal domestic questions, while, at the same time, 
proclaiming that a vital moral issue was involved in Suez. There is 
a striking complacency in the Middle Eastern and Asian world over 
the Soviets having achieved an apparent foothold in the Middle East. 
These events clearly demonstrate that many of the newer nations of 
Asia and Africa are not very worried about the Soviet menace. 


Neutralism is nonalinement in the Free World-Soviet conflict 


The above events have been frequently construed in the popular 
mind as having reflected a neutralist attitude. Webster defines neu- 
tralism with one simple word, “neutrality.” Since, however, neutral- 
ism in its usual sense has to do with the international law governing 
the rights and duties of nonbelligerents during hostilities, the defini- 
tion of “neutrality” is not appropriate, The closest approximation 
to a precise definition would be “nonalinement with either side to a 
controversy.” In the usual usage, however, neutralism has been con- 
sidered to be consistent refusal to aline with either the Soviet bloc or 
the Western bloc. Simple nonalinement, however, does not impose 
undue problems for United States foreign policy. Sweden and 
Switzerland are good examples. Many of the so-called neutrals in Asia 
frequently go far beyond mere nonalinement and, on occasion, actively 
support Soviet policy. 

Even within this very limited concept difficulties are encountered 
in definition since there are no clear-cut tests of alinement and non- 
alinement and no clear-cut test of neutralist policy. For example, 
the British recognition of Red China and the action of a number of our 
allies during the Korean crisis may be construed as alinement with 
the Soviets, ‘yet we do not call them neutralists. A number of specific 
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types of action have been at various times considered to be neutral- 
ist. Among these are voting against the United States in the United 
Nations, subversion of free world defensive pacts, trade with the Soviet 
bloc, siding with the Russians in United States-Communist disputes, 
or refraining from action against Soviet penetration or Soviet activi- 
ties. It is obvious that no nation could be classified as a neutral on 
the basis of one or more such acts. It would be necessary to con- 
sider the entire policy of the country concerned. 


Numerous factors underlie the growth of neutralism 


There are five principal factors underlying the growth of neutral- 
ism in Asia and the Middle East. They are: (1) the apparent lessen- 
ing of the Russian military threat prior to the Suez and Hungarian 
crises; (2) the complex emotional significance of nationalism, anti- 
colonialism, and reaction against Western domination; (3) concern 
with local problems, particularly the achievement of political stability 
and rapid development of backward economies; (4) fear of involve- 
ment in or the occurrence of a major war; and (5) the urge to play a 
significant role in world affairs. 

The recent changes in Soviet foreign policy, with its apparent les- 
sening of the threat of overt Soviet ides aggression, tone given 
the nations of Asia more room within which to maneuver. The ap- 
parent lessening of the threat of war has reduced the pressures for 
alliance with either the Russian or Western bloc. The emergence of 
the Soviet smiling face has alleviated some fear of Russian domina- 
tion and has encouraged many Asian nations to believe that they can 
achieve normal relations with Russia without threat of domination. 

Asian and Middle Eastern concern with anticolonialism and 
nationalism is hardly surprising in view of most of these nations hav- 
ing only recently emerged from a dependent status by either peaceful 
or violent revolution. Intense nationalism, combined with hatred of 
the colonial powers, was the igniting and sustaining force of the revo- 
lutions. These concepts have become political tools and the appearance 
of dependence on the West is to be avoided at all costs. The greater 
the degree of internal deterioration or lack of domestic progress, the 
sharper become the edges of charges and countercharges of lack of 
independence in foreign policy. There is an inherent tendency to 
praise anything Asian and deprecate anything Western. Where 
there is the slightest suspicion of a colonial issue or of a European- 
Asian conflict of interest, the “independents” have tended to line up 
against the West. 

The Soviet Union has been able to present a face of anticolonial- 
ism and pronationalism and has thereby won support in Asia and the 
Near East. The stand has been facilitated by the internal conflicts 
within the Western system whereby none of the Western countries 
has been able to follow a consistently anticolonial policy ; security con- 
siderations have demanded otherwise. The difficulties in Suez, in 
North Africa, and in Indochina highlight the Western dilemma. 
Since the Soviet Union has no extraterritorial colonies, and has few 
interests to protect outside the continental mass of Russia, the satel- 
lites and Red China, it is free to adopt a policy consistently supporting 
local nationalism for others and anticolonialism. 

Most of the Middle Eastern and Asian countries are primarily con- 
cerned with their own problems, namely, the development of stability, 
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economic progress, and local conflicts. Between many of the Middle 
Eastern, Asian, and African nations there are local political disputes 
which are so charged with emotion that they tend to obscure the more 
pressing problem of the Soviet threat and to hamper the development 
of stable government and economic progress. Each nation has press- 
ing economic and social problems and feels that these are paramount 
to the far-removed conflict between the Soviet and the free world. 
These must be met first. Any diversion of funds or foreign exchange 
as a result of United States-Soviet tensions is in their eyes reprehensi- 
ble and there is a distinct feeling that the expenditure of billions on an 
armament race deprives the Asian and African world of the advan- 
tages of economic development. 

The Asian nations are fearful of a third world war. The new 
weapons may have been one of the strongest contributing factors to 
this fear. Some of the uncommitted nations appear to reason along 
the following lines: 


1. In their eyes, an atomic stalemate already exists. They 
fully realize that the United States still has a relative military 
superiority, but feel that by acquiring its atomic capability the 
Soviet has so narrowed the gap as to place them in the “middle” 
between two major atomic powers of relative equality. 

2. They feel it safer not to be identified too closely with either 
side. Most of them are geographically close to the Sino-Soviet 
periphery. They are well aware of the Soviet’s record of ag- 
gression and fear the Soviet reaction to an increase in “unfriend- 
y” peripheral nations. They also know our deep reluctance to 
resort to war and to the use of major weapons. They hope that 
if not associated with us, they may possibly escape attack in the 
event of conflict between the two major powers. 


In view of their fear of war, and in view of the lack of ideological 
identification with the West, partly because of the nationalistic and 
anticolonial issues, they are not wholeheartedly in support of West- 
ern opposition to the Soviet Union. 

The Asian urge to play a significant role in world affairs is obvious. 
Reinforcing this desire, however, are intense anticolonialism and na- 
tionalism. The Asian desires to assume his place in the sun and to 
avoid any hint that the non-European is in any way inferior to the 
European. In any conflict between an Asian nation and one of 
European stock, there is a tendency to side with the Asian nation, 
on the theory that Asian prestige will be thereby enhanced and Euro- 
pean prestige diminished. 


Neutralism in the uncommitted nations can best be discouraged 
by the development of common interests outside the Free 
World-Soviet conflict 


The growth of neutralism does not mean that the United States 
has been wrong in emphasizing resistance to the Soviet Union. The 
point is that we have concentrated most of our effort on a single ob- 
jective and have tried to fit most international problems into the 
Soviet conflict. Even where we have been successful on this score we 
have found that cooperation was not forthcoming in other areas. 
The result has been that frequently our relations with the new nations 
of Asia and Africa have not been satisfactory and our alliances have 
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been disrupted by disagreements on issues not directly related to their 
primary objectives. The existence of these conditions weakens our 
ability to resist Soviet aggression. 

If we can develop with other countries common interests and co- 
operative relationships which are not connected with the Soviet Union 
at all but are concerned with other matters in which these nations 
are interested, we will accomplish two things. We will establish a 
basis for dealing with the frequently recurring problems which are 
not the result of the conflict with the U. S. S. R. and we will, at the 
same time, increase our strength against the Soviet by eliminating 
dissension among our allies and improving our relations with the so- 
called uncommitted nations. 


A policy of active opposition to neutralism must be judged by its 
possibility of success 

Even within the context of such a program there is still the problem 
of how best to deal with neutralism itself. Theoretically it should 
be opposed by the United States, since nations assuming a neutralist 
stand are, in effect, overlooking and avoiding the moral principles 
involved in the cold war. In practice, however, neutralism must be 
judged from the standpoint of immediate objectives as well as from 
that of long-range goals and morality. In order to make such an 
evaluation of neutralism, it is necessary to estimate the real advan- 
tages and disadvantages to the Soviet Union as well as to the United 
States. Thus it is clear that the adoption of a neutralist stand by a 
NATO country should be combated, since such an event would seri- 
ously impair free world unity against the Soviet threat. With re- 
spect to an uncommitted country, however, a different standard should 
be used. The maximum advantage to the United States would be the 
positive alinement of such an uncommitted country with the free 
world. On the other hand, the minimum goal would be that that 
country not formally or consistently aline itself with Soviet Russia. 
United States policy must be determined by which one of these goals is 
achievable. 

Thus, if it is determined that an uncommitted Asiatic nation is not 
likely to go over to the Russians but would deeply resent any effort to 
win it over to our side, it would be the wiser policy to make no overt 
effort or to take no coercive measures to win that nation over. Since 
such an effort would create resentment and might tend to drive it into 
the arms of the Soviet Union, we should here content ourselves with 
the minimum goal and direct our policy toward the establishment 
of common interests. 

Such a flexible course might appear to disregard moral principles. 
The difficulty, however, is that even though the moral issues are clear 
to the United States, there are other values in other areas. Whereas 
resistance to totalitarianism is paramount to the United States, re- 
action against a supposed Western domination may be even more 
important in other areas. This variation in values is highlighted 
by the contrast in attitude on the part of the Middle Eastern and Asian 
nations toward the Hungarian and Suez crises in the United Nations. 
To some a burning moral issue was involved in Suez while the Hun- 
garian rape represented only an internal domestic issue. The rela- 
tivity of value is again illustrated by the difference between Franco- 
British reaction to Nasser and ourown. The British and French have 
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loudly proclaimed that we are blind to the moral issues in the dispute 
with Nasser and that we are following a neutralist course. 


There are few direct means of influencing neutralism 


Almost any policy pursued by the United States in Asia will in- 
evitably have an impact on neutralism and on the course followed by 
neutral nations. As already pointed out, cooperation on goals of com- 
mon interest outside the conflict between the free world and the Soviets 
might decrease the trend to neutralism. An effort to extend our sys- 
tem of defensive alliances would probably increase fear of and resist- 
ance to United States policy and thereby strengthen the forces of 
neutralism. In like manner, a relaxation of efforts to broaden the 
defensive base might well have the opposite effect. There are avail- 
able to the United States relatively few direct means of discouraging 
neutralism. Among these are diplomats persuasion, public informa- 
tion programs, public pronouncements, and the use of sanction and 
reward, i. e., the use of economic weapons or the increasing, decreasing, 
or cutting off of aid. 

Of the above, the use of economic weapons and of the aid program 
are discussed under the heading “The Problem of Influencing Other 
Nations.” Suffice it to add that the use of the aid program in dis- 
couraging neutralism is a weapon which should be used sparingly, 
with discretion, and only where there is a real possibility that it may 
be of benefit to the United States. 

The use of public information programs and public pronounce- 
ments as a means of discouraging neutralism is a two-edged sword 
in that, on the one hand, it may, in fact, achieve the goal of reducing 
neutralism, but, on the other hand, the use may harden resistance 
to United States policies and give the Soviets ample opportunity 
for counterpropaganda, charging the United States with Western im- 
perialism and colonialism. Further, the new nations may accuse us of 
a lack of concern with their urgent problems. Where such informa- 
tion programs or public pronouncements are used, they should be pri- 
marily directed toward Soviet aspirations and toward a disclaimer of 
Western designs on Asia and the Middle East. Disapproval of neu- 
tralism should be the subsidiary rather than the primary theme. 
Whether such means should be used, and what the content of such 
programs should be, would have to be evaluated with respect to the 
nation toward which it is proposed to be directed. 

Diplomatic efforts to combat neutralism should be pursued. Such 
efforts cost the United States nothing, if they are not pushed to a 
degree which will give offense to the nation involved. Diplomatic 
persuasion can at times be the most effective instrument in the achieve- 
ment of a given goal. Since it is assumed that the United States 
would ae prefer to have each of the uncommitted nations line 
up on the side of the West, the use of the instrument seems clearly 
indicated. Such diplomatic efforts, however, should be conducted in 
a quiet and unassuming manner so that they do not give public offense 
to the nation toward whom they are directed. The primary theme 
should be the Soviet conspiracy for aggression and the Soviet’s re- 
pression of nationalism. It should be emphasized that such diplomatic 
efforts to combat neutralism should not be the dominant theme in our 
relations with the uncommitted nation. 
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The decision whether to use any of the above techniques and the 
choice of which to use should be made within the framework of United 
States maximum and minimum goals, the maximum goal being solid 
alliance with the free world and the minimum being prevention of 
closer alinement with the Soviet bloc. Where there appears to be no 
real danger of voluntary close alinement with the Soviet Union, as 
appears to be the case with the majority of the uncommitted nations, 
the primary emphasis should be on common goals with perhaps a sub- 
sidiary reliance on diplomatic efforts to win closer cooperation on 
anti-Soviet policies. Where, however, a nation has gone far toward 
alinement with the Soviet, other measures are called for, including per- 
haps all of the techniques which have been discussed. 


United States policy toward the uncommitted nations should be 
concentrated on problems of mutual interest 


During the past few years the Asian nations have shown a growing 
tendency to refuse to take sides in the conflict between the free world 
and the Soviets, and in some cases have even tended to support the 
Soviet Union. This tendency, which we call neutralism, is based in 
large measure on anticolonialism, nationalism, and aversion to involve- 
ment in outside disputes. The best means of combating such a ten- 
dency is to concentrate on problems of mutual interest outside the 
orbit of the free world-Soviet conflict. The choice of whether neu- 
tralism itself is to be combated and the choice of means, i. e., by diplo- 
matic means, by public information programs or by the flexible use 
of economic aid programs, must be made within the framework of the 
question of whether such a course will be successful. 











COLONIALISM AND UNITED STATES FOREIGN POLICY 


The number of people subject to colonial rule has diminished 

Prior to World War II vast areas of the earth and a large proportion 
of its population were subject to colonial rule or domination. The 
areas subject to foreign rule included most of Asia except for China, 
Japan, and Thailand; all of the Near East except for Iran, Afghani- 
stan, and Turkey was similarly governed. Africa, from the Straits 
to Suez and from Algiers to the northern boundaries of the Union 
of South Africa, except for Liberia, was under European domination. 
Following World War II, however, a wave of intense nationalism 
swept away all of the colonial administrations in Asia except for 
Malaya, Hong Kong, Macao, Aden, and the Goa enclaves. The wave 
is now surging over Africa; Egypt, the Sudan, Libya, Tunisia and 
Morocco are already independent while Somaliland, the Gold an 
and Uganda are expecting independence soon. The vast majority o 
the people formerly under colonial control are now free and inde- 
pendent; in fact, only 4 percent of the world’s total population is still 
so governed. The very act of sweeping away colonial control, how- 
ever, has intensified the problem of United States policy toward 
colonialism and the colonial areas. Those peoples who were formerly 
under colonial domination are hypersensitive to any suggestion of re- 
imposition of control and have an intense desire to liberate the remain- 
ing colonial areas. The problem confronting the United States is 
not only what to do about the relatively few people still subject to 
colonial rule, but also what might be done to convince the former de- 
pendent peoples that we are on the right side of the colonial issue. 

This discussion of colonialism and anticolonialism covers the de- 
velopments resulting from Western European penetration of a large 
portion of the globe; it does not include the problem of Great Russian 
and Chinese domination of and exploitation of subject peoples. 


The United States is traditionally anticolonial 


Ever since the Thirteen Colonies severed their relations with Britain 
in 1776, the United States has exhibited a deep and abiding interest 
in the welfare and the liberation of dependent peoples. Although 
there have been occasional deviations from this line of policy, the 
United States has repeatedly sought independence for those subject 
to foreign control. The Monroe Doctrine and the United States 
actions with respect to the liberation of Indonesia both reflect this 
continuing concern with the problems of dependent peoples. This 
sympathy and support have been based in large measure on the Amer- 
ican faith in the dignity and freedom of the individual man and on 
the assumption that as soon as colonial control is removed a people will 
advance steadily and rapidly toward the development of a healthy 
democratic system of government. This faith has, of course, been 
disappointed on occasion when the newly liberated area moved from 
democracy to aggressive and regressive totalitarianism. The dis- 
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appointment has frequently resulted from our failure to take into 
account the degree of political and economic preparation for self- 
government of the area involved. 


Although any people are capable of eventual independence, all are 
not yet ready 


There can be no doubt that any group of people is potentially 
capable of responsible self-government. This, however, is not tanta- 
mount to saying that all peoples are capable of either self-government 
or independence immediately. To assert that a tribe of uncivilized 
headhunters in Borneo should be granted full independence immedi- 
ately is not in accord with our standards of or understanding of civil- 
ization. Similarly a grant of independence to an area not yet ready 
for independence creates problems rather than solving them. Under 
such conditions emotional reaction against a colonial power is replaced 
by stagnation, decay, violence and the need for outside assistance. 

There are certain prerequisites to self-government and independ- 
ence. In many cases the populations of present colonial areas have not 
yet attained the basic requirements. Among these requirements are 
the following: 

1. Political responsibility sufficient to enable a government to 
function; 

2. Reasonable economic resources; 

3. The administrative and technological skills necessary to sustain 
a government; and 

4. Cultural accommodations between divergent groups where more 
than one group inhabit a particular geographic area. 

The present colonial administrative units result from accidents of 
history. The colonial powers of the 19th century divided Africa with- 
out reference to ethnic groupings. Single tribes were split between 
two or more colonial administrations. Ancient markets and ancient 
trading areas were arbitrarily fragmented. Natural economic rela- 
tionships were frustrated and continue to be frustrated. These condi- 
tions make the achievement of independence by the people of any 
present colonial area more difficult in that these thistakes of history 
must be either corrected or compensated for. 

Prior to any new nation taking its place in the world community, it 
is necessary that there be that degree of responsibility within the area 
to enable it to govern itself without creating undue tensions and to 
enable it to maintain a reasonable degree of stability within its bounda- 
ries. Without this responsibility the new nation becomes a drain on 
the world community and a source of world tension. 

Without sufficient economic resources, agricultural, mineral, or in- 
dustrial, an area which achieves independence is relegated to stagna- 
tion and despair. It must of necessity either amalgamate with a larger 
group or else remain stagnant while the rest of the world’ progresses 
Furthermore, it is offensive to civilized man to allow such conditions to 
continue indefinitely. In many areas these conditions may be reme- 
died by a judicious application of civilized techniques, but in others 
there can be no solution other than union with larger groups. 

Administrative skills are necessary for effective functioning. Until 
such time as these skills have been developed, independence is out of 
the question. This is not to say that a high degree of proficiency is re- 
quired but only that there be sufficient education and experience to 
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enable the government to undertake basic functions. Accompanying 
this need is the need for technological skills. The economy cannot 
— and the government cannot operate without this type of 
skill. 

In many areas cultural complications make the achievement of inde- 
pendence more difficult. Frequently there is extreme animosity and 
jealousy between the various tribal groupings, based in part on vary- 
ing language, religion, and mores. These animosities must be resolved 
or the new government cannot stand. An interesting experiment has 
been undertaken in the Gold Coast where the different ethnic groups 
have been granted different forms of representation in order to facili- 
tate their working together. Significantly, however, the Ashanti 
have already demanded a separate nation. Fragmentation of Africa 
into a group of tribal states would be intolerable. The matter is 
further complicated by the fact that the leaders of colonial independ- 
ence movements always believe that their area is ready for immediate 
independence. 


Anticolonialism creates complications for American policy 


Complicating the entire question of colonialism and United States 
policy toward colonial areas is the surging wave of anticolonialism. 
Aside from the very pressing problems which anticolonialism poses 
with respect to major power politics, as in the Suez, it creates prob- 
lems of a portentous nature in every cranny of the colonial world. 
The Soviets have taken up the anticolonial theme as a means to harass 
and perhaps throw out British and French leadership in the present 
colonial world. The net result is that there is an intense competition 
for the mind and allegiance of colonial people. The problem is not 
now of pressing importance in all areas, but it is reasonable to presume 
that these conflicts will inevitably come to a head, possibly with 
catastrophic results for the Western world. Accordingly, it is neces- 
sary that the United States carefully think through its policy with 
respect to colonial areas. 


United States policy must be applied through the colonial power 

The United States is limited in the policies which it may follow with 
respect to dependent areas. In the first place, international law has 
long held that the government of a colonial dependency was a matter 
of domestic jurisdiction as far as the metropolitan power was con- 
cerned. Any effort to intervene directly in the colonial administration 
would be a breach of international law and of practice and likely 
would be self-defeating. Consequently, any dealings with the colonial 
area must be through the central government * the metropolitan 
power. In many cases, however, such dealing may be a net advantage 
in that technical and administrative skills are not sufficiently advanced 
in the dependent territory to enable it to judiciously evaluate its needs 
and requirements, particularly in the economic field. 


The greatest need is for technological education 


The principal need of the dependent areas today is for technological 
education and for the development of administrative skills. Our 
policy is directed toward this end. There are at present no programs 
in Asia, but in Africa there were for fiscal year 1956 assistance pro- 
grams in excess of $50,000 each for the Gold Coast, Uganda, Nigeria, 
the Central African Federation and Italian Somaliland, all of which 
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expect independence reasonably soon. There was also a $69,595 pro- 
gram for Angola as well as several minor projects in other areas. All 
of these programs are devoted exclusively to technical assistance and 
more specifically to technological education. 

In like manner, there were programs for Surinam, British Guiana, 
Jamaica and British Honduras in the Caribbean area. These programs 
are again devoted to technical education. Both the African and Car- 
ibbean programs are carried out in accordance with section 2 (¢) 
of the Mutual Security Act of 1954, as amended, which calls for ad- 
ministration of the program in such a way that dependent peoples will 
be enabled to achieve self-government. 

These programs, except for that in Angola, are directed toward 
areas which have reasonable hopes of achieving independence rela- 
tively soon. In many areas, however, the people are either far 
removed from the necessary degree of development or else are governed 
by a regressive colonial power. In the former case the United States 
can only extend encouragement to a metropolitan government which is 
legitimately endeavoring to raise the level of accomplishment of the 
colonial people. Development programs would be of assistance in 
some of these areas. 


The United States should assist colonial areas to achieve self- 
government 


It is readily seen that the United States is drastically limited in 
its activities and policy with respect to colonial areas. It should be 
the policy of the United States to assist those colonial areas presently 
subject to foreign rule to achieve full self-government. The United 
States has only two methods available to this end, the first being tech- 
nical and other assistance, and the other being public pronouncements 
of policy and attitude. The use of the technical assistance programs 
in colonial areas is only a part and parcel of the broader question of 
assistance to underdeveloped areas. The same considerations hold 
true with respect to colonies as hold true with respect to the already 
independent underdeveloped areas. There are, of course, the com- 
plicating factors which have been discussed above. It is reasonable 
to assume that if the United States furnishes additional economic 
assistance to the present colonial areas, the chance will be greater that 
these areas will remain friendly toward the United States. Such a 
course obviously could not guarantee the attainment of thatend. Ex- 
panded assistance would appear to be in order. 











THE PROBLEM OF INFLUENCING OTHER NATIONS 


The United States must expect to face a continuing recurrence 
of international controversies not directly related to the 
cold war 


One of the primary objectives of United States foreign policy is to 
influence other nations to take action favorable to the free world and 
to refrain from action contrary to our interests. Our concern with 
the behavior of other countries is not restricted to, or a consequence of, 
the cold war. Even if the Soviet leaders suddenly should decide to 
reform, the free world would be confronted with the realization 
that conditions in many places, widely scattered over the earth’s sur- 
face, have a direct relation to our un Aoteat We have every reason 
to expect also that the interests of other nations frequently will be 
contrary to our own and that occasions will continue to arise when a 
foreign government will seize upon an opportunity to exploit a situa- 
tion in which we happen to be at a disadvantage. 

It would be unsound for the United States to base its foreign policy 
for the foreseeable future on the theory that the one disruptive influ- 
ence in the world is the Soviet Union and that, if Soviet troublemaking 
could be stopped, nations would pursue their individual interests 
without conflict. The world is full of tensions many of which have 
been aggravated by the Soviet but few of which were originated by 
the Russians. There are not many nations ready to accept perma- 
nently their present status in the world without elbowing their neigh- 
bors in an effort to bring about an improvement in their lot. The 
resources of the world are very unevenly distributed among nations 
at present. The leaders of the new nations of Asia and Africa have 
as their goal the attainment of a standard of living for their people 
at about the European level. They are finding through experience 
that the principal obstacles to the attainment of such a standard were 
not related to Jidanhaation by the colonial powers. Some of these new 
governments have little prospect for improving substantially the 
material well-being of their people with the resources within their 
present borders. There is every reason for the United States to expect 
that the next decade, even if the Soviet Union should be rendered mili- 
tarily impotent or become a peaceful democracy, will be marked by 
continuous efforts on the part of individual nations to better them- 
selves at the expense of others. 

These considerations mean that the United States should enlarge 
the scope of its effort to influence the behavior of other nations. We 
should continue our effort to get them to participate effectively in a 
common defense against Soviet aggression. We should at the same 
time, entirely apart from our cold-war program, make a major effort 
to develop a world environment in which we can exert our influence to 
establish relationships with individual nations favorable to us and to 
mobilize the various pressures which we can exert and incentives we 
can offer to induce the action we desire in any specific situation. 


66R 











FOREIGN POLICY AND MUTUAL SECURITY 67R 


The United States cannot in the next few years rely solely on the 
United Nations to protect our interests 

The idea that the United States should undertake to influence var- 
ious nations on an individual basis to respect our interests does not 
mean that we should write off the United Nations as a regulator of 
international conduct or disregard the influence of ethical standards or 
world opinion on the behavior of nations. 

The fact is, however, that we have a long way to go before we can 
rely on effective international regulation of national conduct. There 
is no body of law regulating the behavior of nations in various types 
of relationships which has been accepted by any significant group of 
countries. Although many nations agree to a number of generaliza- 
tions regarding objectives and principles, these generalizations are 
not too useful in the settlement of specific controversies until a de- 
tailed code applying these principles to everyday circumstances has 
been widely accepted. Furthermore, in a world in which nations of 
widely different cultural and religious backgrounds are important, 
it will be difficult to obtain universal agreement on rules of interna- 
tional behavior. 

Even in cases in which world opinion may be in general agreement as 
to the right and wrong in a particular controversy, there is as yet 
no international enforcement agency. Furthermore, there are almost 
no international organizations where the members have surrendered 
their sovereignty to the extent that they agree to be governed by the 
vote of the majority. 

Until there is an accepted code of international conduct and until 
it has the means of executing its decisions, the United Nations will 
function primarily as a conciliator and as a mobilizer of world opinion 
on issues which have reached the crisis stage. Conciliation under 
these circumstances tends to be primarily compromise, and compro- 
mises involving the United States often will be compromises between 
a “have” and “have not.” We will inevitably tend to lose and the 
“have nots” to gain under such arrangements. 

These aspects of the present situation in the world are cited as evi- 
dence that for the next several years the United States will have to be 
guided by its own judgment as to the merits of any disagreement be- 
tween nations and will have to assume the task of enforcing its own 
decisions when its interests are involved. A fundamental aspect of 
United States policy, however, should be at all times to use our in- 
fluence and leadership to strengthen and implement the facilities of 
the United Nations so as to hasten the coming of the day when we can 
look to that organization to deal with disputes as they arise and to 
assume all the functions necessary for it to maintain and preserve the 
peace and security of the world. 


It is essential that the United States maintain its military 
strength 

In the years that elapse before there is an accepted code for inter- 
national conduct and an international police agency, the military 
strength of the United States will inevitably be a major factor in 
our ability to influence the behavior of other nations. This does not 
mean a resort to “gunboat” diplomacy but does recognize the element 
of truth in Machiavelli’s statement that a ruler “will always have 
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good friends if he has good arms.” The attitude of other nations to- 
ward the interests of the United States will inevitably reflect the 
military potential of the United States. This does not mean that 
weaker nations will always act in accordance with our wishes but at 
the same time all countries will recognize that there are limits, how- 
ever ill-defined and uncertain they may be, beyond which we will not 
recede. 

The United States will continue to regard military power primarily 
as a deterrence to the use of military force by pr ths and not as a 
means of gaining acceptance of our point of view. The big problem 
confronting the United States is to develop conditions and devices 
by which we can exert effective influence on other nations to avoid 
action detrimental to us and to take action favorable to our interests. 


There are a variety of nonmilitary pressures and incentives 
available to the United States 


There appear to be, at first glance, a variety of nonmilitary pressures 
and incentives which might be used by the United States. As long 
as foreign aid funds are available we can offer aid as an incentive and 
discontinue aid as a deterrent. There are several ways in which we 
can injure or stimulate a nation’s trade. We might cut off our exports 
to it or restrict our imports from it. We might offer tariff concessions 
or supply it with surplus commodities at nominal cost. There are 
other actions which we can take such as denying visas to its citizens 
and refusing passports for visits by our own people. Wecan cooperate 
or refuse to cooperate in the exchange of students and technicians. In 
any specific situation there are likely to be particular pressures and 
incentives which would be applicable, including such things as the 
utilization of foreign ships for United States cargo or pricing agri- 
cultural commodities so as to influence world prices. 


There are serious limitations on use of pressures and incentives 


There are a number of considerations which make it difficult to use 
such pressures and incentives on the part of the United States and 
which tend to make them ineffective when brought to bear on another 
country. 

Any action which involves the flow of exports from or imports into 
the United States has repercussions on our own people. The closing 
down of American factories, in some cases at least, might do us more 
harm than we would inflict on the country we were trying to influence. 
If we could and did make tariff concessions as an inducement for 
favorable action by a country in a particular situation, we would be 
making a relatively long-range alteration in our industrial structure 
because our producers which were affected might go out of business. 
We would not have assurance that the benefit derived would have a 
similar long-range value. Action of this kind to be effective would 
have to be available on short notice and under conditions of great 
flexibility. It would be very difficult for American workmen and 
investors to accept the consequences of such action by an executive 
agency. 

A number of economic devices which might be used would not be 
effective without the cooperation of other nations. If we cut off 
exports to a nation it would do no good if alternate sources were 
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available. The longer the period involved the more difficult it is to 
maintain effective cooperation of this nature. 

There are several factors which tend to make pressures and incen- 
tives less effective in influencing the behavior of the nations toward 
which such action is directed than might be expected. This is particu- 
larly true in any case where the prestige of a government with its 
people or its status among nations is involved. 

o government gains prestige by appearing to be subservient to a 
foreign nation. Governments refuse incentives and do not respond to 
action which really hurts them if their prestige has to be sacrificed. 
This is saaivalecie important among the new nations of Asia and 
Africa. They regard independence and freedom from foreign domin- 
ation as more important than most material advantages or depriva- 
tions. 

The fact that considerations of national prestige in many circum- 
stances tend to negate the effect of various courses of action which 
the United States might take in order to influence other governments 
makes it necessary to recognize that there are various actions of a 
noneconomic and frequently of a purely psychological nature which 
may be very influential. There are various things which affect the 
prestige of a nation or its officials which the United States can do. 
These include exchanges of official visits, deference by the United 
States at international meetings, statements of agreement on issues 
involving race, religious or national rights. 

It is necessary to recognize that various devices affect different 
groups within a country and the influence of each group on the policy 
may have a different value. A government in power will be most 
influenced by action which relates to an issue that is important to the 
ability of the government to maintain itself. A long-range develop- 
ment program, for instance, may not influence many votes of people 
preoccupied with current and local issues. Many countries today are 
governed by elites that are relatively unresponsive to the opinions of 
the masses of the population. An effort to influence such a govern- 
ment by influencing the ordinary farmer or workingman involves a 
very slow process. 

Many present-day governments are not very responsive to pressure 
from commercial and financial leaders within their own countries. 
In many cases governments are socialist in orientation and owe their 
power to intellectual groups not identified with the business com- 
munity. Asa result, action by the United States which might bring 
the bankers and merchants to terms in short order may have little 
influence on their government. 

The limitations which have been cited on the means available for 
applying pressure or giving an incentive are particularly significant 
when such measures are to be brought to bear in a time of crisis. At 
such a time emotions are likely to be at a high pitch and national 
pride a major issue. Governments are reluctant to take any action 
which involves any suggestion of subservience. Furthermore, during 
a crisis all matters not immediately related to it tend to be lost sight 
of. A threat to take action which would be exceedingly damaging 
to a country’s export markets might be completely disregarded if 
national sentiment is concentrated on an entirely unrelated issue 
affecting a nation’s rights or territory. 
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These considerations indicate that there are rather narrow limits on 
the nonmilitary devices which the United States has or can develop 
to be used to influence other nations when the chips are down. They 
also indicate why United States foreign aid has frequently failed to 
assure that recipient nations would cooperate with us. There are 
additional factors also which limit the effectiveness of foreign aid as 
a method of influencing the short-run behavior of its beneficiaries. 

The importance of United States aid to the recipient country obvi- 
ously affects its significance for influencing the action of that country. 
There are a variety of factors determining this importance from the 
point of view of the nation receiving aid. Every government is con- 
fronted with numerous problems which vary in urgency and in mag- 
nitude. Every government tends to give highest priority to those 
issues which appear to endanger its continuance in office. The giving 
or the cutting off of aid involving even a small amount of money that 
would determine whether or not a government could deal effectively 
with a top-priority problem could have great influence. On the other 
hand, in some cases United States assistance programs have been 
directed toward long-range objectives and have not contributed sig- 
nificantly to solving any current problem of the Saha government. 
In fact, there have been instances where our aid, although welcomed 
and appreciated by a government, but because it imposed a burden on 
an already overtaxed budget for a future benefit, actually had the effect 
of being a problem rather than an advantage to the recipient. An 
offer of aid of this character to a nation facing an international crisis 
is not likely to have much influence. 

The offer or withholding of aid loses its bargaining value in a situa- 
tion where the recipient believes that the assistance contributes to a 
common undertaking in which the United States has a direct interest. 
This has been true of our military aid to the NATO countries. It is 
generally recognized in Europe that without United States aid effec- 
tive resistance to a Soviet military attack would be impossible. At the 
same time, it was believed that it was in the interest of the United 
States to keep Western Europe out of Soviet hands. The reaction of 
European governments to any suggestion that United States military 
aid might be cut off if they failed to cooperate was that such action 
would jeopardize the defense effort which would be bad for us. 
Furthermore, their defense without our help would be impossible, so 
that if we did not carry the part of the load which they could not 
they might as well abandon the whole effort with a consequent allevia- 
tion of their budgetary problems, 

The preceding analysis indicates that the United States should not 
expect to develop or to rely on an arsenal of nonmilitary psychological 
and economic “blockbusters” which can be used when crises arise 
against nations which oppose us. The most devastating devices of this 
kind are likely to be too harmful to ourselves, and the emotions of 
nations against which they would be directed are likely to be in such a 


state as to make it unlikely that they can retreat under foreign 
pressure. 
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Alliances are not very useful for influencing other nations 
except in respect to matters relating to the purpose of the 
alliance 

Another means of influencing the action of other nations on matters 
affecting the interests of the United States is for us to enter into 
alliances or arrangements with other countries or groups of countries 
for the accomplishment of a common objective. There is a rather 
widely held belief that nations which cooperate for one purpose are 
more likely to cooperate on other matters. Tro implement such a policy 
the United States would join with as many nations as possible in an 
alliance against Russia, with another combination of nations for a 
regional economic development program, with another combination of 
countries to deal with disease control, with another, although possibly 
overlapping group, to regulate the conduct of some sort of operation, 
such as fishing, etc. The hope would be that our willingness to join 
with other countries in solving their problems would lead them to 
cooperate with us in solving our problems. 

Our experiences with our present allies, particularly in NATO, show 
that there are limitations on the effectiveness of this approach. 
Nations which share our attitude toward the Soviet threat have widely 
divergent interests with respect to other issues. At any given time 
the divergent interests and problems of our NATO allies may cause 
them to have a different order of priorities for their ere me than 
was the case previously. Five years ago they apparently gave a high 
priority to defense against Soviet aggression. During recent years 
other problems have pushed upward to a higher place in their scale 
of priorities than the Soviet danger. An alliance of nations, some 
of which assign to the objective of the alliance a high priority and 
others a low priority among their national problems, inevitably will 
be less effective than if all members gave a top priority to the common 

urpose. Nations in agreement that the No. 1 problem of each is the 

Soviet menace find that nearly all other problems can be fitted into 

place as subheads of the big problem. As the Soviet danger drops 

in priority among certain members other problems are no longer 
thought of primarily in terms of their relation to that particular issue 
and are regarded by each country in terms of its own national interests. 

It is true that there are certain nations which are likely to have 
interests similar to those of the United States in respect to a variety 
of issues which would help maintain a comparable schedule of prior- 
ities. It is also true that it is possible to use the common interest in 
an alliance as a pressure device to obtain cooperation on unrelated 
matters, that is, we can say, if you want our help against Russia, you 
must cooperate with us on Suez. Unfortunately, this sort of pressure 
works both ways and often to the detriment of the United States. 
The nations who give the lowest priority to the common defense are 
best able to use such pressure against a nation giving a higher priority 
such as the United States. 

One solution to the problem of holding an alliance together in the 
face of the conflicting interests of its members is for the alliance to 
become a supergovernment. The United States could join with selected 
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nations whose interests would appear to be most similar with the pur- 
pose of taking a common stand on all international issues and pre- 
senting a united front to the world. This could only be accomplished, 
however, if there were some sort of common legislature established 
and if the minority were required to follow the will of the majority. 
Any alliance following the NATO model with one vote per member 
and requiring unanimous agreement would find that there would be 
many issues upon which it could not take a position. 

There is a serious question whether the United States should, in 
view of the present world situation, try to bring itself into a closer 
relationship with those other nations of the world whose interests 
appear to be most similar to our own. Such a group would inevitably 
be restricted. The more members the more conflicts of interest that 
would be involved and the more our own interests would have to be 
subordinated in order to reach agreement. Such a restricted group 
would undoubtedly include the oldest and strongest countries of 
Western Europe. Considering the rising importance of our relations 
with the peoples of Asia and Africa, there is a strong argument that 
we should disassociate ourselves to a greater extent than we have in 
the past from the Western European countries. This does not mean 
that we should weaken our cooperation with them in defense against 
the Soviet, but rather that on issues not directly related to the com- 
mon defense we should take an independent position reflecting our 
own long-run interests rather than try to conform to the positions of 
nations whose interests in many respects are different from ours. 

Stated in more specific terms, the world is being confronted with an 
increasing number of problems, the solution of which is beyond the 
competence of the nations which are parties to the North Atlantic 
Treaty even though of great importance to them. Often it is more 
important to the cause of world peace and to the effectiveness of 
NATO to find solutions to the problems than to obtain agreement 
in NATO. Frequently, because of the attitude of the non-European 

owers which are directly interested, the solution of the problem will 
e impeded rather than facilitated by the fact that the NATO nations 
have agreed among themselves and present a united front. 

The experience of the United States seems to indicate that we cannot 
base our foreign policy on the assumption that nations which ally 
themselves with us for a specific objective, or even group of objectives, 
will cooperate with us when unrelated issues arise in regard to which 
their interests are at variance with ours. 

The problem confronting the United States then is not how to form 
alliances with as many nations as possible in the expectation that 
allies will generally support our interests in matters not related to the 
purpose of the alliance. We should form alliances whenever doing so 
will help us in dealing with particular issues or groups of issues but 
should not expect alliances to assure a united front on all issues. 
This means that perhaps the most difficult and long-range problem of 
United States foreign policy is the influencing of independent nations 
(whether allied to us for certain purposes or not) to support our in- 
terests or to avoid action contrary to our interests whenever a new 
problem arises. 
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Foreign aid appears to be the most useful nonmilitary device 
available to the United States for influencing other nations 


While a study of this sort cannot and should not attempt to recom- 
mend strategy and tactics for the conduct of United States foreign 
policy, it is desirable to consider the sort of thing the United States 
should be prepared to do in the future to influence the behavior of 
other nations. 

One thing that could be done would be to have means at hand at all 
times to assist other nations with their current problems. If, at any 
given time, we are engaged in helping a number of nations in matters 
of importance to them (as distinct from giving assistance related to the 
accomplishment of some regional or wortbed e project not orginating 
primarily in the country receiving assistance) , there would be a number 
of nations disposed at such a time to cooperate with us. 

Another effort the United States should be prepared to make would 
be to use the small pressures and incentives which are available to us to 
further our interests when issues are still minor before the crisis stage 
has been reached. While there can be no quarrel with the principles 
that we do not interfere in the internal affairs of any nation and that 
we work within the framework of the United Nations, there may be a 
danger that these principles may be recited as a justification for in- 
action on an issue until it reaches crisis proportions. If a govern- 
ment proposes or initiates a course of action contrary to our interest, 
it frequently should be possible for the United States to take action 
which would either help the government solve a high priority problem 
or create for it an even higher priority problem than is involved in 
the course contemplated before the matter reaches the newspaper 
headlines. 

The United States should be ready to give full recognition to the 
effect on other countries of considerations of national prestige and 
to take action which will be primarily short run, political or psycho- 
logical. We should not concentrate exclusively on “basic oodiiiena? 
what is “really best for the country,” or “long-run” results. 

It should be in the interest of the United States to develop with as 
many nations as possible common interests and mutual dependence. 
We should try to reduce to the absolute minimum the number of na- 
tions that do not feel that they derive a direct benefit from coopera- 
tion with the United States. 

In order to be ready for action along these lines the United States 
will have to have funds continuously available and an operating or- 
ganization in existence. The object should be to render whatever 
service we believe will be most useful to the recipient government and 
at the same time be consistent with the interests of the United States. 
We should avoid limitations on the use of funds which would make 
them available for economic development only or to supply technicians 
only. We should not prejudge by law the course of treatment which 
should be offered to a country requiring help as we do when we ap- 
prove aid defined as to nature and purpose as we have done in the case 
of technical cooperation. The way to prevent money being wasted is 
to be sure it is used to deal with a specific situation and to make sure 
that an excessive amount is not available. 
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It is important also that the effectiveness of our efforts not be re- 
garded as in any way dependent on the amount of money spent and 
that there be no compulsion, administrative or otherwise, to speed up 
expenditures. We should try to ve a reputation for bein 
ready and able to assist other nations with their problems. We shoul 
not start with the idea that we should solve their problems as rapidly 
as possible in an effort to produce a world without problems. In terms 
of maintaining ourselves in a position to influence the behavior of 
other nations, the important thing is to be rendering assistance rather 
than to compile a record of problems solved. 











RECOMMENDATIONS 


During the foreseeable future the primary object of United States 
foreign policy should be protection against the Soviet threat 
Although it is desirable for the United States to broaden its foreign 
policy operations in order to deal more effectively than we have in 
the past with problems not directly related to the Soviet threat, there 
is no indication that Soviet military strength has been significantly 


weakened or that there has been a change of heart on the part of the 
Communist dictators. 


The United States should develop relationships not based on 
resistance to the Soviet Union 


Since World War II, United States foreign policy has focused 
rimarily on resisting Soviet aggression and our principal effort has 

en to get other nations to cooperate in common efforts to counteract 
the Soviet threat. During the last 2 years there has been increasing 
evidence that a foreign policy built around resistance to the Soviet 
Union has 2 major shortcomings. First, we are confronted with the 
fact that many of the newer nations of Asia and Africa are not very 
much worried about the Soviet menace. The most important thing to 
them is maintaining complete independence and, particularly, avoid- 
ing any appearance of domination by the western nations. Their 
emotions are directed against the former colonial powers and they are 
inclined to include the United States in the group. The anti-Soviet 
theme has not been effective in dealing with these nations. 

The other major shortcoming of our preoccupation with the Soviet 
danger has been that we are being confronted with an increasin 
number of problems not directly related to the Russian threat an 
have found that nations closely allied to us and in full agreement 
with us about the Soviet Union are in strong disagreement on non- 
Soviet matters and are ready to take action contrary to our interests. 
We have found that getting nations to cooperate with us against the 
U.S. S. R. does not give us assurance that they will cooperate with 
us on other matters. In many parts of the world traditional national 
rivalries and religious animosities make it difficult for nations to join 
in any common undertaking. 

This does not mean that the United States has been wrong in empha- 
sizing resistance to the Soviet Union in our foreign policy. The point 
is that we have concentrated most of our effort on a single objective 
and have tried to fit most international problems which have arisen 
into the anti-Soviet program. The result has been that our relations 
with the new nations of Asia and Africa have not been satisfactory 
and our alliances have been disrupted by disagreements on issues not 
directly related to their primary objectives. The existence of these 
conditions weakens our ability to resist Soviet aggression. 

If we can develop with other countries common interests and co- 
operative relationships which are not connected with the Soviet 
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Union at all but are concerned with other matters in which these 
nations are interested, we will accomplish two things. We will estab- 
lish a basis for dealing with the frequently recurring problems which 
are not the result of the conflict with the U. S. S. R and we will, at 
the same time, increase our strength against the Soviet by eliminating 
dissension among our allies and improving our relations with the 
so-called uncommitted nations. 


United States policy toward the Soviet Union 


1. The United States can influence the policies and the conduct of 
the Soviet Union most effectively by action which does not involve 
direct dealings with the Soviet Government: 

The United States should maintain military capabilities for 
waging all-out nuclear war and for meeting local military attacks 
as the most effective deterrent to military aggression by the 
U.S.S.R. Such capabilities require the availability of foreign 
bases and the cooperation of the armed forces of other nations. 

The United States should give a high priority to preventing 
any nation now free from falling under Soviet domination. 

The United States should use its resources and ingenuity to 
prevent or eliminate sources of tension or matters of controversy 
so as to prevent the Soviet from exploiting such situations to its 
advantage. 

The United States should do what it can to encourage the de- 
velopment of nationalism on the part of the Soviet satellites. 

The United States should concentrate its efforts on gettin 
other nations to restrict strategic exports to the Soviet bloc an 
on maintaining their cooperation on a relatively short list of items 
of recognized strategic significance. As pointed out previously, 
the Soviet Union is not vulnerable to blockade in the long run and 
our power to force the cooperation of other nations by threatening 
to cut off aid to them has largely disappeared. We need the 
voluntary cooperation of our friends and allies, or the entire 
program for maintaining strategic controls will collapse. 

2. The United States cae work with the Soviet Government to 
facilitate the flow of information across the Soviet borders and the 
exchange of persons. 


New weapons and new military strategy 

The primary objective of United States foreign policy should be 
the maintenance of our military capacity to resist aggression either 
in a major war or a local conflict. 

The new weapons of mass destruction in the hands of an intransi- 
gent Soviet, plus its growing offensive capability, emphasize the fol- 
lowing requirements in the United States foreign policy implemen- 
tation : 

1. The United States should strive for the increased effectiveness 
of our defensive alliances. We share an interdependence with other 
industrial nations on overseas sources of raw materials without which 
our economies could not function. 

2. The United States should maintain its foreign bases. The So- 
viet may narrow the gap in our relative weapons superiority but, 
if so, the geographic advantage of our foreign bases will increase in 
significance. 
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3. The United States must seek effective deterrents to little wars. 
Deterrent power against all-out war, or attack against us, is not 
enough. Ability to use the hydrogen bomb has not served to pre- 
vent local conflict and inability of the free world to cope with piece- 
meal encroachment could lead to the devastation of all-out war. 
Would-be aggressors must be convinced that small aggressive opera- 
tions will not pay off. The free world must maintain in readiness 
adequately equipped forces, together with facilities for their speedy 
transportation and deployment, so that prompt and effective retalia- 
tion can be taken against a local. armed attack. 


United States policy toward new nations and underdeveloped 
countries 


1. The United States by its words and actions should try to convince 
the governments and the people of the new and underdeveloped na- 
tions that our interest in them and our policies toward them are 
not primarily concerned with getting their help in the cold war. 
This does not mean that we play down the fact that we regard the 
Soviet threat as our No. 1 problem. Our approach should be, how- 
ever, that we are aware of their importance in world affairs, and 
regard their policies and their cooperation as important to our welfare. 

2. We should try to develop common interests with each of these 
countries—including such things as developing trade, exchangin 
students, and assisting them in solving the problems which they regar 
as important. 

8. We should make available to them assistance to carry out com- 
prehensive programs for national development without requirin 
that they give us political or military support. Such programs woul 
have as their primary objective the ultimate improvement of the 
welfare of the people of these countries, and we should insist on the 
country taking the necessary precautions to assure the use of our aid 
for the purpose intended and taking the necessary action in such fields 
as health, education, and legal reform to make development possible. 

4. The United States by its words and its acts should demonstrate 
that it favors eventual independence for all people. We should try in 
every way we can to assist those colonial peoples who at present lack 
the skills and resources to maintain themselves in the future as inde- 
pendent states. Because we recognize that certain dependent areas 
are not yet ready for independence, as well as the undesirability of 
the tensions and political fragmentation which might result if minor- 
ity groups now in process of assimilation in various nations misin- 
terpret generalized public pronouncements in support of self-govern- 
ment, the United States should refrain from public statements on 
colonialism except in reference to specific situations. 

5. The United States should move in the direction of disassociatin 
itself from the nations of Western Europe in dealing with stelt 
affairs except on matters relating directly to the common defense. 
This does not mean any less concern on the part of the United States 
for the interests of our European allies or a diminishing of our coop- 
eration with them. On the other hand we should make clear to other 
friendly nations that we are not committed to a “European” point 
of view on issues not directly related to defense, or to the support of 
the interest of any nation which we believe is in conflict with 
the common good. 
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Improvement of relations with our allies 


1. The primary objective of the United States in dealing with its 
allies should be to get each alliance to do effectively what it was estab- 
lished to do. We should not try to make our alliances into political 
organizations devoted to reconciling the conflicting views of the 
members on a variety of issues not directly related to the purpose of 
the alliance. 

2. Disagreements among allies on matters not directly related to 
the purpose of the alliance should be dealt with by finding a solution 
to the problems at issue by negotiation with all nations concerned, 
whether allies or not. For example, although the NATO countries 
are all interested in the Suez Canal, the Suez Canal is not a NATO 
problem. It is better for the United States to devote its efforts to 
working with all interested nations to find a solution to the Suez issue 
than to spend time negotiating and compromising within NATO to 
arrive at an agreed position. 

3. Any doubt which any NATO nation has as to whether the present 
strategic plan for the defense of Western Europe, or whether the 
performance by it of the military role assigned to it is possible or 
is in its own interest, should be removed by a restudy of strategy and 
a reassignment of functions. <A basic issue to be resolved will be a 
determination of whether or not Western Europe can be defended 
against a major Soviet attack without the use of the United States 
Strategic Air Force against major targets in Russia. If defense of 
Western Europe without the use of the H-bomb by the United States is 
impossible, the United States has to be ready for our cities to be devas- 
tated by Soviet atomic attack as part of the cost of defending Western 
Europe. It is possible that the European NATO countries will need 
reassurance from the United States on this point before they are will- 
ing to give top priority to a common defense effort. 











NATURE AND ORGANIZATION OF FOREIGN AID 


Smaller annual expenditures anticipated 


Although the recommendations which have resulted from this 
survey tend to broaden the purposes for which United States assist- 
ance should be provided and to remove certain restrictions on the 
use of such assistance, it is recommended that the annual expenditure 
by the United States for foreign aid should be reduced rather than 
increased. This reduction should be applied to military aid, economic 
aid, or both, as may appear to be in the best interests of the United 
States. 

In prior years the major parts of our foreign-aid programs have 
been planned to meet specific emergencies as quickly as possible. The 
Marshall plan was designed to rebuild Western Europe before it 
could be subverted by the Communists. The military aid program 
had as its purpose the building and mobilization of military strength 
on a crash basis in order to defend against a threatened Soviet attack. 
Even in our development assistance and technical cooperation pro- 
grams there has been an urgency for the United States to move 
quickly in order to prevent the engulfment of the underdeveloped 
countries by communism. 

In order to deal with the problems of today, a change of pace is 
indicated. The speed with which the underdeveloped countries ad- 
vance will be determined more by legal, organizational, and psycho- 
logical adjustments that occur than by the rate at which capital is 
pumped in from outside. In trying to help other nations with their 
short-run problems we should not proceed in the expectation that the 
result of alleviating today’s controversies will be a world free of 
tensions tomorrow. 

Even in the area of military aid and defense support recent events 
have demonstrated that the weaknesses of our alliances are not due 
to the lack of military equipment and that their problems cannot be 
solved with money. Our further expenditures for military aid should 
be contingent upon a military strategy based on the realities of 1957, 
as well as the approval of and acceptance by each recipient of military 
aid of the military role assigned to it. The flow of our aid should then 
be adjusted to the accomplishment of the beneficiary rather than as an 
incentive for cooperation. 

From now on our foreign assistance should be “underfinanced.” It 
should be understood that our appropriations are not large enough 
to take care of all who desire our aid. We should give preference to 
those nations which can make most effective use of our help. We 
should encourage those countries which are able and willing to take 
those actions within their own competence that are enntint ts push 
forward their own development or their own defense. In distributing 
foreign aid in the future we should focus more on what the recipients 
are doing and less on what the Soviet Union is doing. 
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No effort has been made to estimate the dollar requirements for im- 
lementing the various types of aid programs which are recommended. 
eans were not available for building from the ground up estimates 
for programs with the different orientation which is recommended. 
On the other hand, figures derived from adding to or subtracting from 
amounts planned for programs with different objectives would be 
subject to an indeterminable margin of error. 

A large proportion of the current program goes to maintaining 
conventional forces in Korea, Formosa, and other non-European coun- 
tries. There is no immediate prospect for curtailing such expendi- 
tures. If it is decided by our military commanders that the NATO 
forces should be equipped so that they can withstand a major Soviet 
attack without calling on the United States Strategic Air Force to 
drop the H-bomb on Russia, it will be necessary to equip European 
forces with other new and exotic weapons which are very expensive. 

All types of economic assistance, whether for development or de- 
fense support or to meet short-run current problems, should be pri- 
marily on a loan basis. This should tend to reduce rather than expand 
the requirements of the recipient nations. Furthermore, with the 
possible exception of defense support, there should be marked change 
in pace in the outflow of nonmilitary funds. The objectives of our aid 
programs should be expressed in terms of observable results in the 
beneficiary countries, but should not be related to any particular time 
schedule. Our position should be that of offering assistance, but the 
responsibility for its accomplishments should rest with the recipient. 
Our money should be drawn from us, not pumped out by us. This 
emphasis on low-pressure spending should also tend to reduce the an- 
nual outlay for nonmilitary aid. 

United States aid contributed to and distributed by international 
organizations, including the United Nations specialized agencies, 
should continue at about the present level. Our contributions may be 
increased as the programs of the organizations increase but this may 
be offset in some instances by reducing our percentage share. 

In view of these considerations, the nonmilitary aid recommended 
should be less costly than previous programs. 

Military aid.—The United States should continue to assist in the 
maintenance and equipment of the forces of other nations as long as 
such assistance strengthens the defense of the free world and the 
United States against Soviet aggression. All recipients of United 
States military aid should be convinced that they have a strategic role 
which is in their interests and should be ready to assume the responsi- 
bilities of that role before further military assistance is provided. 
United States military assistance should be adjusted to variations in 
the vigor and effectiveness of the military effort of the recipient. 

Nonmilitary aid.—The United States should provide funds and 
maintain the necessary organization to be able to carry on three types 
of non-military-aid programs. 

1. A program for assisting other nations to meet their current, 
high-priority problems where such action will be in the interest of 
the United States. This would include what is at present called 
defense support; that is, economic assistance to a country which is 
maintaining a military establishment larger than its economy can 
support or where the success of its economy bears a direct relationship 
to its defense posture. It would include a great variety of other proj- 
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ects, including the supply of technicians, the exchange of persons, buy- 
ing up surplus production, or making a loan. Assurance that funds 
will not be used recklessly for this type of program should be derived 
from limiting the total amount available rather than from legal re- 
strictions on the purposes for which the money may be spent. Defense 
support is included in this category because from the point of view of 
our relations with other nations it would be better not to treat such 
assistance as part of the military program, and from an administrative 
point of view it would be handled by economists, bankers, and tech- 
nicians rather than by generals. Most of the assistance should be on a 
loan basis. 

2. A program of long-range development assistance based on the 
requirements of the country and without conditions other than those 
necessary to assure effective use of our aid. This type of assistance 
would be based on the belief that in the long run the United States 
would benefit economically and politically if the underdeveloped 
countries are developed, and also on the recognition of the widespread 
demand for development assistance from these countries which it would 
be contrary to the short-run interests of the United States to disregard. 
Although this type of assistance should not be provided to a nation 
hostile to the United States, it should be made available on the basis 
of need and the willingness of the recipient to take the action necessary 
to promote development rather than in relation to either international 
or internal political considerations. 

3. The United States should continue to contribute to the programs 
of various international organizations of which it is a member, includ- 
ing the specialized agencies of the United Nations. In general, the 
United States contribution should be arrived at by a formula accepted 
as equitable by the organization. The United States share should 
gradually be reduced so as not to exceed 30 percent of the total program 
of any organization. 


In most cases nonmilitary aid should be on a loan basis 


The fact that most loans to be made under the programs recom- 
mended would not be “bankable” should not obsecure the fact that it is 
desirable that the beneficiaries of United States assistance should re- 
pay us whenever they are able to do so and that undoubtedly many na- 
tions will eventually advance to a point where they can pay something 
back. We should not entangle the nations we want to help in rigid 
commitments which will lead to controversy and default. Neverthe- 
less, under most circumstances a feeling of continuing obligation on 
the part of the beneficiary, together with any sort of prospect of re- 
payment, however tenuous, should be to our advantage. 

One of the primary reasons for preferring loans to grants in provid- 
ing assistance is that loans, particularly when their terms are flexible 
and subject to renegotiation when circumstances warrant, become a 
long-range common interest of the borrowing country and the lender. 
As has previously been pointed out, during the next several years it will 
apparently be Ota for the United States to develop favorable 
bilateral relationships with as many nations as possible and that such 
relations include as many tangible elements as possible. Our influence 
on other countries will be greater if their interests coincide with our 
own in important respects and if each feels that its relations with the 
United States are important to its wellbeing. The use of loans would 
further this policy objective while grants would be less effective. 
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The disciplinary value of loans is one of the strongest arguments 
for their use. Instead of a random array of diverse programs govern- 
ments will have to establish a scale of program priorities and deter- 
mine how they fit into an overall development plan. Governments 
often lack the ability to make these assessments and may have to invite 
outside groups to make them. The International Bank has made a 
number of country studies as a preliminary step to the making of a 
loan. These are elaborate analyses of the material and nonmaterial 
elements in a country. They point up the possibilities as well as the 
limitations of development. To the extent to which they introduce an 
element of caution in overambitious plans they play an important role. 
It may be expected that such surveys will be a prerequisite for loans 
made by the United States. Some may argue that their completion 
will slow up the development programs. In some cases that may be 
correct. But the general effect will be to inject a note of realism and 
orderliness into the development process and to alert a government 
to some of the possible consequences of its plans. 

A recipient of grants is dependent upon continued assistance from 
the donor. Additional sums can only be expected upon a showing that 
previous grants have been spent. A loan will be made to complete a 
project or program. This will give greater assurance that financing 
will be available for its completion and relieve the pressure to use up 
money in order to qualify for additional grants. 

The terms of the loans will be more favorable than the usually 
bankable type to length of repayment, interest rate, and method of 
repayment. Renegotiation of the terms will be permitted should it 
be determined that the original terms cannot be met. The dollar 
shortage of many of the borrowers will result in repayment in local 
currencies or in commodities. It may be anticipated that even under 
these favorable terms some countries will have to default. In such a 
case the United States has a basis for engaging in negotiations through 
which it may exercise its influence toward constructive objectives. 

Grants are not excluded entirely. There will be circumstances when 
they will have to be made. Some basic programs in countries with a 
relatively low level of development may need grants as a stimulant to 
the whole development process. A major catastrophe engulfing a na- 
tion is another example. An international atatiasien to which the 
country is not a party but the effect of which is to create severe eco- 
nomic dislocation may make an outright grant necessary. There will 
also be those cases where, in our own national interest and unrelated 
to any economic purpose, it may be desirable to give a particular 
country grant assistance. For these varied purposes a special fund 
would be made available to the President with a minimum of legisla- 
tive restrictions. It would be replenished only after a determination 
by the Congress that the earlier money has been used in furtherance of 
the objectives of the program. 

Legislative authorization for military features of the mutual 
security programs should be transferred to the Armed 
Services Committee and kept separate from the nonmilitary 
aspects of such programs 


Assistance for the arming, equipping, and maintenance of military 
forces of other nations should be completely separated legislatively 
and administratively from assistance for other purposes. At the time 
of inception of aid programs this was probably not advisable, as for- 
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eign policy in this field had not become clearly defined. Today it is 
clear to all that aid to countries of the free world to prevent domination 
by communism is an integral part of our foreign policy. 

Evidence presented by military experts is to the effect that the sep- 
aration of military aid funds to be welded into our own defense pro- 
gram would call for no dislocation in planning and administration. 
Testimony from those who administer our foreign-aid program indi- 
cates that this could be done without hindrance to the economic admin- 
istrative setup. State Department officials have offered no objection 
to this plan. 

From the standpoint of the people of the United States and the 
Congress it is not clearly understood that sear aid for military pur- 
poses is part and parcel of our own defense. Such aid is always con- 
fused with economic aid. If military aid is placed in our own de- 
fense budget it will soon be understood by all that our military leaders 
consider that foreign aid is essential to our own defense and is a neces- 
sary part of our own defense program. 

The separation of economic and military aid could be accomplished 
by several methods, One would be to revert to the earlier legislative 
practice of using separate bills. Another would be to eliminate the 
need for annual reauthorization by removing the present 1-year time 
limitation. Such a procedure would make it possible for military as- 
sistance funds to be budgeted with those of the United States Military 
Establishment, and still retain the existing Se ee for legisla- 
tive oversight in the Committee on Foreign Affairs without the need 
for annual reauthorization legislation. 

It would appear that the more logical procedure would be for mili- 
tary funds i placed by the Executive in the defense budget and 
then for the continuing authorization to be handled by the Congress 
ly the same methods and by the same channels now handling our own 
defense program. 


Soviet competition in offering assistance 


There should be no rigid legal or administrative restrictions to 
prevent supplying United States nonmilitary aid to countries which 
are receiving aid from the Soviet Union or even nations which may 
be maintaining cooperative relations with that Government. One of 
cur primary objectives is to help nations such as Poland disengage 
themselves from Soviet domination, and it is essential that we be able 
to provide them assistance. Neither does it appear possible to formu- 
late any meaningful statement of a general me that we should not 
enter into competition with the Kremlin in offering aid. It is im- 
portant that we avoid making the so-called uncommitted nations 
formally choose sides under the conditions that exist in the world 
today. We defeat our own purposes if we tell them that they must 
deal only with us. 

On the other hand, every effort should be made in the administra- 
tion of our aid programs to avoid assisting countries where it seems 
likely that they may succumb to Soviet domination so that we would 
be in the position of having our aid used against us. We should also 
not allow ourselves to get in a position where we are bidding against 
the Soviet for the favor of any nation. When the leaders of any 
country are so indifferent to moral principles and to the long-run 
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interests of their people that they are willing to accept assistance pure- 
ly in terms of whether the United States or the Soviet Union makes 
the better offer, it would be in our interest to withdraw from the 
situation. 

The only effective protection that we can have in dealing with 
such issues is the discretion and commonsense of those responsible 
for the administration of our foreign assistance programs. 


Career service 


When our aid programs were new and their duration uncertain, 
the “spot recruitment” of personnel for short tours overseas could be 
justified. On the assumption that assistance is placed on a long- 
time basis the personnel policies should be changed accordingly. The 
high rate of employment in the United States makes it increasingly 
difficult to recruit qualified individuals for short tours of duty over- 
seas. The establishment of a small development service as a career 
service would attract young people who have specialized in a par- 
ticular field such as agriculture, public health, or education. They 
would be assigned as needed to a program for an indefinite period (ex- 
cept for home leave), thus providing an element of continuity that 
is not likely under the present system. Adequate preservice in- 
doctrination in handling problems in the underdeveloped countries, 
followed by assignments ates, would make them more adaptable to, 
and understanding of, the complex local situations they may en- 
counter. 

This does not mean that we should attempt to maintain a perma- 
nent staff large and diversified enough to work on any problem which 
may arise inany nation. At any given time the United States would 
expect to be using the services of a number of temporary specialists 
who are hired to deal with particular problems. 

To accelerate the training of local peoples study should be given 
to instruction in basic technical skills of personnel in the various na- 
tional armies. The exchange-of-persons program should be continued. 
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FOREIGN POLICY AND MUTUAL SECURITY 


TUESDAY, OCTOBER 9, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON Foreign AFFAIRS, 
Washington, D. C. 
The committee met, pursuant to call, in room G-3, United States 
Capitol, at 10 a. m., Hon. James P. Richards (chairman) presiding. 
Chairman Ricwarps. The meeting will come to order, please, 
Ladies and gentlemen, we have some very diatinguished witnesses 
before us this morning at our executive session. Before we take any 
testimony I would like to make a short statement. 


COMMITTEE RESOLUTION 


As you know, the Committee on Foreign Affairs on June 21 adopted 
the following resolution : 


Resolved, That the Committee on Foreign Affairs of the House of Representa- 
tives— 


and I emphasize the following words— 


shall examine and reappraise, under the direction of the chairman, the objectives, 
methods, and results of the foreign policies and programs of the United States 
involved in the Mutual Security Act and related legislation and shall prepare its 
findings and recommendations not later than February 1, 1957. 

Of course, that resolution covers a wide field of study and reap- 
praisal. 

I might add that it is our purpose here to discuss with these wit- 
nesses significant recent developments in the field of foreign affairs 
which require, or which may require, a reformulation of basic policies, 
or redesigning of the present mutual-security program. 

In voting for this resolution last June, you will remember that this 
committee decided the assumptions upon which the aid program was 
built should be reviewed before the next Congress begins its delibera- 
tions on this subject. 

The witnesses today will address themselves to that part of the com- 
mittee’s resolution. Each of the witnesses is, of course, invited to 
direct his remarks to any particular phase of the subject which he 
wants to emphasize. 

I can readily understand that the witnesses may be a little nonplussed 
at the magnitude of the subject which has been presented them and 
may feel there is a question as to where to start. Asa matter of fact, 
we will hear a good many witnesses. 
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All of these gentlemen are familiar with the overall subject, and 
we want to leave with them absolute freedom as to the scope of their 
testimony. 

Of course, I might say for the benefit of the witnesses here, a good 
many questions have occurred to us on the mutual-security program 
each time the legislation has come up here. 

One of the things that has worried us, and one of the reasons we 
want to begin this as early as possible is that it has been our expe- 
rience that the different phases, the different projects, the different 
subheads of the mutual-security program and its related projects are 
the result of work which began a year or more before they ever came 
to this committee. Right now some of the studies as to the projects 
that would be presented in any foreign program to be presented to 
the Congress next year are being formulated, and all the time the 
world picture is changing and the need for a particular type of project 
or particular form of aid has changed. 

We have been concerned, for instance, with whether or not there is 
enough flexibility allowed the executive department in the foreign-aid 
legislation as it comes to this committee. 

Last year’s legislation, I think, provided for more flexibility and 
less rigidity than in any previous program, 

Then there is another question that we are very much interested 
in. This is whether, if we are going to have a foreign-aid program, 
assistance should be in the form of grants or loans, or whether the 
emphasis should be placed on either. 

nother thing is the problem of providing for longtime projects. 
The practical difficulty of this lies in various provisions of the Con- 
stitution, and whether or not later Congresses would agree with action 
previously taken by the Executive. There is also the danger of mis- 
understanding by foreign peoples who don’t understand our consti- 
tutional processes. 

Another thing I would like to hear General Smith on particularly 
is whether or not the military phases of this program should be turned 
over entirely to the Defense Department. Defense really administers 
the military program anyway. Of course we understand that any 
foreign military aid has to be closely allied with foreign policy. That 
is the difficulty of placing it in a compartment within our own defense 
program. 

All of those things are of great importance. I name them only 
to show the magnitude and scope of hearings such as this, and we 
fully understand we will not be able to get all the answers. 

Gentlemen, you are the first four witnesses who have honored us 
with your presence here this morning, and we thank you for coming. 
It is not the intention of this committee to subpena anybody. We 
are entirely dependent on the generosity of people like yourselves 
who are willing to assist us on a purely voluntary basis. 

We feel that you can contribute something to the thinking of this 
committee, and you can contribute a great deal toward helping us 
to evade the pitfalls that confront us in shaping up legislation next 
year in view of changing world conditions. 

IT want to say that these hearings are in executive session and are 
to be kept in strict confidence. 

The press and other news agencies are anxious to have something 
on your testimony here today. Nothing will be given out except a 
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short statement as to your testimony, and that will not be given out 
without your approval. You will see it before anything is given 
out. 
It has been stated, Mr. Crawford has stated to the press at my di- 
rection, that at the end of the committee’s survey a transcript of your 
discussions with us will be given out. 

If any statement is given out you will be allowed to correct it and 
delete what you wish to. 

So far as the committee members are concerned, nothing will be 
given out except through the chairman and with your consent. 

I understand we have with us certain advisers of the witnesses here 
today, one of them being an assistant to Mr. McCloy. 

Mr. Prrerson. I have two members of the CED staff here. 

Chairman Ricuarps. You have nobody with you, General Smith? 

General Smrru. That is right. 

Chairman Ricwarps. And you, Mr. Hoffman? 

Mr. Horrman. I have nobody with me, sir. 

Chairman Ricwarps. I hope that my statement has given you an 
idea of what we are trying to do. 

I will call on the first witness now. We will first call on the Hon- 
orable John J. McCloy, of New York City. 


STATEMENT OF HON. JOHN J. McCLOY, CHAIRMAN OF THE BOARD, 
CHASE MANHATTAN BANK, NEW YORK, N. Y. 


(Formerly Assistant Secretary of War, 1941-45; President, World 
Bank, 1947-49; United States High Commissioner for Germany, 
1949-52) 


Mr. McCrory. Mr. Chairman, I am very happy indeed to have your 
invitation to appear before this committee. In the first place, I have 
been before this committee when I was in public service a number of 
times, and I retain a very pleasant recollection of the appearances 
that I have made. I don’t mean that as a matter of convention, but I 
think the House Foreign Affairs Committee during the number of 
times I have been before it have always been most considerate of the 
witness, and I have a deep impression of the knowledgeability that 
the committee revealed on the subjects in which I was being examined. 

I do want to point out that, although I have had some experience in 
administering and carrying out defense and foreign — of the 
United States in the past, I realize, as I am sure you do, that in the 
absence of direct contact with current problems and responsible action 
in these fields any opinions I may have must necessarily be qualified 
and their value limited by the lack of such contact. 

You have given me an idea of some of the basic questions and new 
problems with which the United States is faced in its foreign relations, 
and I thought that I might start out by dealing generally with them. 
I will not take the questions seriatim but consider them in general. 


SOVIET OBJECTIVES UNCHANGED 


The first question inquires whether the United States should during 
the next 5 years give a lower priority to the Soviet danger than here- 
tofore. 
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I would say “No” to that question. I see little or no evidence that 
the Soviets have abandoned their idea of world domination, though I 
feel they are relying less on the Stalinistic devices of direct threat and 
military pressure and fear than they were before. Their efforts are 
directed more to subversion, infiltration, and inducement—a softer 
approach, but no less determined and no less pointed. 

I think Khrushchev’s speech which denounced Stalin, and which 
was very revealing, was quite clear on this point. 

We were all taken back by the extent of his denunciation but there 
are many things in that speech which made it quite clear that although 
he was denouncing some of Stalin’s methods he was preserving Stalin’s 
objectives and reserving the right, if you will, to return to Stalin’s 
methods if the present less stringent policy was not effective. That 
can be documented. So the immediate targets of the Soviets are dif- 
ferent, perhaps, but their ultimate aims are unaltered. 

Another very revealing thing, not only from their statements, but 
their actions in the past 6 months in stirring unrest in the Middle East, 
is also indicative of their ultimate goals. 

We all know the Soviet Union is not in any real need of oil from 
the Middle East. They have plenty of reserves. They have the 
Baku Area, Rumanian oil, and new fields near the Urals—quite 
enough to take care of all their needs. And we know the vast areas 
they possess, so that with only a modicum of exploration and vigor in 
terms of finding new reserves, it should be possible to discover plenty 
of oil within the Soviet orbit. 

What the Soviets seem to be doing is not only sitting back and 
building up their own oil reserves, which are quite adequate in them- 
selves, but reaching out to control the Middle East oil—oil which is 
flowing to areas that are absolutely dependent upon the Middle East 
reserves, particularly Western Europe and to some extent the United 
States. So I think both by their words and their deeds we cannot be- 
lieve that the Soviets are adopting a fundamentally different ob- 
jective with regard to the Western democracies than they have had in 
the past. Consequently I would not vary the priority of danger but 
I would pay a great deal of attention to their new techniques. 


NATIONAL INDEPENDENCE 


There is another question contained in the chairman’s letter to me 
which dealt with the growth of the spirit of independence among na- 
tions and the likelihood we should have to deal in the future with na- 
tions who are independent as policymakers rather than followers of 
our leadership. 

I have no doubt that most nations today are very sensitive of their 
independence. They are more so than was the case when they were 
more largely dependent upon us for their sustenance and their imme- 
diate and only defense. So I think we do have to face such an instinct 
on the part of all free nations, but I do not believe this means they 
would not follow our leadership if the quality of it were high, con- 
vincing, and it justified confidence. 

Another question related to whether it can be assumed that inde- 
pendent nations with rising living standards would be friendly and 
cooperative with the United States. It is true that our tendency has 
been to assume that free nations would be more friendly to the United 
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States if their economy were stabilized and if they enjoyed a rising 
standard of living, but I do not believe that you can guarantee this. 
I think the chances are definitely better, that 1s, that they will be less 
susceptible to Soviet or other dangerous blandishments. But if you 
look at history, I am afraid you will have to say that it demonstrates 
youcannotbecertainonthispoint. —— | 

I have in mind, for example, the situation in Germany before the 
war where they had a very high standard of living and they took a 
misguided path just the same, and were most uncooperative so far 
as the United States was concerned. 


USE OF FORCE 


Another question is whether the United States should renounce the 
use of force except in the case of all-out war, or whether we should 
be able and willing to employ force in limited conflicts upon occasion. 

I feel we should be prepared for the use of military force where a 
so-called brush fire gives evidence of extending its consequences to our 
vital interests; for example, in the case of Korea. 

It is very difficult to tell when the fire starts whether it is going 
to be significant or not. I think it requires a God-given prescience 
to be able to determine that; but I give you the example of Korea. I 
was in Germany at the time when the northern Koreans came down 
into the south, and the tremor that swept through Germany was 
perceptible to everybody there. 

The Germans saw in the Korean situation a parallel to their own 
position—a truncated country, one part occupied and another part not 
occupied. 

Up to that time there had been some coup d’etats in the East Euro- 
pean countries but never any use of force. 

The Germans always were apprehensive that there would be some 
movement of force across their eastern borders. There was talk of it 
in the Russian propaganda. There was a constant threat of it. When 
the North Koreans invaded South Korea it was like an electric shock 
to Germany. 

The fact that we responded at that time and took the decision to 
oppose the aggression had the most profound effect upon Germany. 

The minute we made the decision to oppose aggression in Korea, 
from that minute on there was in Germany a new sense of confidence, 
and I mark it one of the chief factors in the preservation of our posi- 
tion in Germany, along with the airlift and saving of Berlin. This 
is an example of the possible ramifications of a brush fire. If you 
said you didn’t have in mind the possible use of military force I think 
we would be giving hostages to fortune which we could not afford. 

We should use all our influence and patience to avoid the use of 
force, but I cannot imagine that it would be prudent to abjure the 
use of force altogether except where it clearly might induce all-out 
war. 


DEVELOPMENTS IN SOVIET UNION 


Other questions relate to developments within the Soviet Union 
itself. I can put a series of questions in that category. To what 
extent has the totalitarian aspect of life in the Soviet been altered? 
What role does public opinion now play in the Soviet Union? What 
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new problems, external or internal, confronting Soviet leaders are 
apt to lead to significant changes in Soviet foreign policy ? 

It does seem the power behind the new Soviet leaders has shifted 
from the NK VD to the army. The secret police still function, but I 

ther in a much less comprehensive way than was the case in the 

talin-Beria days. 

I must say I am not an expert on this subject. I noticed on your 
list of witnesses that you have some real experts on the Soviet Union, 
such as Dr. Mosely and others. I never have visited the Soviet 
Union; all of my information is secondhand. However, I dealt with 
many Russians during the war, and while in Germany I saw some- 
thing of their army, its materiel and leaders. 

I did preside over a study group in the Council of Foreign Re- 
lations in New York City which dealt with the subject of the Soviet 
Union and its relations with the United States. This group was 
composed of a group of men of real distinction and wide experience— 
soldiers, admirals, atomic physicists, former public servants, business- 
men, educators, and a number of experts in the Russian field. A 
number of them had a wide experience with the Soviet Union. At 
the end of this group’s deliberations a book was published by Prof. 
Henry Roberts, who was a member of the group, and to this I added 
a foreword. I don’t like to say that you should read a book with which 
I had anything to do, but I suggest that Dr. Roberts’ book, which is 
an attempt to put down the composite of this group’s views (and it 
was a rather remarkable group) would justify the attention of the 
staff of the committee if they have not already looked at it, if not the 
members of the committee themselves. The book is called “Russia 
and America.” 

I will say nothing more about the attitude of the Soviet people, but 
I would like to point out one thing which I think is deeply significant, 
and that is that the Soviet leaders themselves have disclosed a weak- 
ness in the system by which the Soviet Union is ran—a weakness which 
in my judgment (and in spite of many really outstanding achievements 
by the Soviets, not the least of which was the winning of the war 
and the educational developments since then) must in the last analysis 
be a significant limiting factor on the development of the Soviet 
Union as a nation. 

I refer again to the speech of Khrushchev and the general denigra- 
tion of Stalin which is still taking place in the Soviet Union. Here 
was a man, a former leader for many years, almost deified by the 
same leaders who are now denouncing him. He now is portrayed 
as a brute, an incompetent, a traitor, a militarist, and the worst thing 
of all, a deviationist. I cannot recall a single case in history where 
a government has had to confess so abjectly an admission of failure 
as the posthumous attack on Stalin. Here was a man who had guided 
the Soviet Union for years, whose picture was everywhere posted as 
a hero, the man who led its armies to victory. The man for whom 
streets and cities were named. Now, there is no crime too base to 
charge him with. Yet in the entire Soviet political system, it is ad- 
mitted there was no method available to restrain this monster—no 
vote, no legislature, no committee, no branch of government, to mod- 
erate his excesses. There didn’t exist in the entire Soviet political 
system any means to contro] him, no possibility of a coup d’etat. I 
don’t want to be charged with advocating assassination, but it is a 
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fact that they didn’t even have the will to assassinate him. Even the 
Germans made an attempt on Hitler. The whole Soviet society was 
so stultified by this oppression from the top that no political or other 
will was there to combat him. 

I somehow feel that even in the Soviet Union so complete a con- 
fession of political bankruptcy, and so diametrically a reversal of 
doctrine, cannot completely have left the common man and woman 
completely unaffected. Everything which outsiders have said about 
the dictatorial aspects of Soviet rule, the Soviet leaders now not only 
confess but urge as the very justification for their own participation 
inthe crime. I simply cannot believe that the common man in Russia 
does not have serious misgivings which may be the beginning of an 
opinion of his own—a public opinion to which in time the government 
may become increasingly responsive. 


SHIFT IN SOVIET TACTICS 


I do believe the Soviet leaders have shifted their tactics and to some 
extent their strategy. Certainly they have become less menacing in 
a military way; certainly they have shifted the main weight of their 
drive for domination from Europe to the Far and Middle East. They 
have not ceased to press or to infiltrate into Western Europe but they 
have become more active in the above and other undeveloped areas 
of the world. 

This is very significant because the old Marxist-Lenin line was that 
the real fruitful soil for agitation, revolution, and Communist victory 
was in the highly industrialized areas of the world—Western Europe 

articularly. Now the Soviets have met firm opposition in Western 
urope, and they have shifted from that region into the underde- 
veloped areas, and they have had some success there. This is a kind of 
attack on the soft underbelly of the free world that marks a definite 
change in the old traditional Marxist-Leninist line. The Soviets are 
-no longer pursuing the industrial worker, but now they are seeking 
influence and domination in those areas where there is a rise of na- 
tionalism, anti-colonialism, and a great urge and surge for improved 
standards of living. 


MAINTENANCE OF STRONG MILITARY ESTABLISHMENT 


Of course, the correct answers to the questions which are outlined 
in your letter, Mr. Chairman, would all deeply affect our defense and 
foreign policy. My own belief is that at all costs we must maintain 
our military establishment at a very high level of technical efficiency. 
Barring some form of controled universal disarmament I see no alter- 
native to this as long as the Soviet Union pursues its aim of world 
domination. This means the best military research as well as the 
strongest striking forces. 

Here I would urge less emphasis on secrecy and more on wide in- 
quiry. I have always been disconcerted, particularly since I was in 
the War Department, by the number of foreign inventions and devel- 
opments on which we have had to depend to keep our military forces 
modern and up to date. This holds all the way from earlier weapons 
to anti-aircraft defense and even the atom bomb. Although we devel- 
oped the bomb itself in this country, we received the theoretical 
knowledge and the main sparks for its development from abroad. 
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FOREIGN AID OBJECTIVES 


I have also been asked to consider the general problem of foreign 
aid. This subject alone has so many facets to it that one scarcely 
knows where to begin. There are so many considerations and so many 
categories that any generalization is very apt to be false. : 

Again I want to say that my experience in the administration of 
foreign aid is somewhat out of date. During the war I was very 
heavily involved in the so-called lend-lease program. As a matter of 
fact, I remember testifying before this committee at the time of the 
adoption of that legislation, and we had a very useful session. After 
the war I administered with the great help of some very efficient 
deputies, not the least of which was Bob Hays, a large Marshall-aid 
program in Germany. We have with us here today the chief admin- 
istrator of that program for all of Europe, Mr. Paul Hoffman. I also 
have been president of the International Bank for Reconstruction and 
Development, where problems of aid in the form of loans were things 
of everyday concern. But lend-lease and Marshall aid are things of 
the past. They were emergency measures, highly successful insofar 
as the accomplishment of the immediate objectives were concerned— 
the winning of the war and the rehabilitation of Western Europe. 
Now we are faced with new problems and new questions. It is true 
there is an aspect of emergency in the rivalry between ourselves and 
the Soviet Union, but quite apart from this factor, we should prob- 
ably have to consider our attitude to foreign aid even if the Soviet 
Union were a nice, well-behaved democratic state. The problem 
would be a whole lot simpler but it would still be there. 

Always there is before the responsible officials of the Government 
the problem of furthering the security of the United States and pro- 
moting the well-being of its people. Foreign aid is one of the ele- 
ments that must be considered in the light of those objectives. If it 
does not further those objectives, there is no doubt it should be 
discarded. 

MILITARY ASSISTANCE AND ECONOMIC SUPPORT 


To be sure, our military aid is largely induced by the military 
menace of the Soviet Union. Faced as we are with their tremendous 
ground army and an air and submarine force of a most challenging 
character, we seek to encourage the free nations of the world to place 
themselves in a position where they can have a reasonable hope of 
defending themselves and deterring aggression. How much this in- 
cludes in the way of military assistance and economic support, which 
added military burdens impose, is largely a matter for the military 
to appraise and state. Western Europe, though rehabilitated, is not 
yet at a point where it can support alone the high cost of modern 
implements of war. In my judgment it should not be long, however, 
before the nations of Western Europe could be reasonably expected 
to maintain forces of a respectable character on their own. It will 
be a much longer time before Korea will be able to do so, or Vietnam, 
or Formosa, or Greece, or Turkey. 

Continuation of southeast Asian military aid seems to be taken for 
granted, but I would stress also the importance of military aid to 
south and southeast Europe, particularly with the threat which is 
arising in the Mediterranean and Middle East. I would also point 
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out what I am sure everyone connected with our aid program is well 
aware of, and that is that military aid cannot stop with the furnish- 
ing of weapons. It takes a sizable part of the economy of a country 
to support and maintain a modern army even after all the weapons are 
given to it, and some national economies cannot do it. 

Greece, in the normal situation, might, for example, support an 
army of some 50,000 men and now may have 150,000 men. ith new 
weapons which are extremely expensive to maintain, this is quite 
beyond the capacity of Greece’s economy. Thus, we not only must 
give weapons to an army of 150,000, but we must also give support to 
the economy so that the military burden does not weigh too heavily on 
the people. 


DEVELOPMENT ASSISTANCE 


The main questions which face us regarding our foreign aid are 
those which relate to the matter of economic aid, pure and simple. 
I say pure and simple knowing full well that it is not so easy to dis- 
tinguish between military support and economic aid. I also say that 
it is the main question in spite of the fact that the main part of ouf 
aid is military. Foreign economic aid, or development aid as I would 
like to call it, is a very small proportion of our total program. 

Should the United States in the present day and age have an 
economic-aid program at all? What does the United States gain 
from such a program which is commensurate with the cost to the 
American taxpayer, already overburdened with the number of days in 
the year in which he works exclusively for the Government? 


BENEFITS TO UNITED STATES 


In considering the returns, I would exclude such things as general 
gratitude, military alliances, votes in the United Nations, or any such 
short-range considerations. But I would appraise the benefits which 
the United States would derive from the increased productivity of 
recipient countries whose productivity now is admittedly low. When 
I say this, I do not mean to rule out altogether aid which may be re- 
lated to certain benefits of a political character, but I would not con- 
fuse such aid with the type of economic assistance I have in mind here. 
Each has its place, but each should be kept separate, and we should 
never confuse the considerations that govern the two types of aid. 


ATTITUDE TOWARD UNDERDEVELOPED AREAS 


With the rehabilitation of Europe accomplished, we should now be 
able to look to the underdeveloped areas of the world with some sense 
of objectivity. First, it is quite clear that the problem in these under- 
developed areas is much more difficult than was the case in such eco- 
nomically sophisticated countries as Great Britain and Germany. 
Yet it is these underdeveloped areas which account for the great bulk 
of the world’s population—the western industrialized world accounts 
for about 500 million people; those now under the Soviet influence, 
including Chinese, number about 900 million; the rest of the under- 
developed countries of the non-Communist world, including India 
and Latin America, are roughly 1.2 billion. Most of these people are 
surging with the desire for better living conditions, for some sense of 
progress beyond their present low level of sustenance. There is the 
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combination of anticolonial and nationalistic feeling, which is cre- 
ating a restlessness that all who visit these countries sense in some 
degree. We, on the other hand, have an economy which is both ex- 
panding and demanding. To use a much-overworked word, it is 
“dynamic,” but it is doubtful in my mind that we can go on in this 
expanding and dynamic form unless the rest of the world shares some 
of that expansion and dynamism. 


TRADE WITH UNDERDEVELOPED COUNTRIES 


The industrialized world of the West has a gross national product 
of roughly $800 billion yearly. The 1.2 billion people of the under- 
developed areas I am speaking of represent an economy of only about 
$130 billion. The industrialized West supplies approximately 75 per- 
cent of the imports of those underdeveloped countries, and takes more 
than a quarter of their exports. The Soviet trade with them is 
minuscule. Let us keep it that way. We have so much more to offer 
them, and they us, that this is one field in which I think if we act 
intelligently we ought really to welcome Soviet competition with a 
certainty that we can be successful in the ultimate test. 

Mr. Fuxrton. Would you repeat those figures, please ? 

Mr. McCtoy. In the Western industrialized world, which repre- 
sents 500 million people, there is a gross national product roughly of 
$800 billion; whereas the lesser developed area of the world, with 1.2 
billion people, has a gross national product of about $130 billion—the 
bulk of it in agricultural products and raw materials. 

Mr. CuatrHam. You say $800 billion ? 

Mr. McCuoy. Yes; against $130 billion. We supply 75 percent of 
the imports to those underdeveloped areas and we take more than one- 
fourth of their exports, and the Soviet trade with them is so small 
at the moment, at least, that there is nothing of great substance to note. 


SCOPE AND COST OF ECONOMIC DEVELOPMENT PROGRAM 


These considerations and those figures lead me to believe that, apart 
from any military aid, apart from any sums which should be set aside 
for emergency conditions, such as existed in Guatemala or Bolivia, or 
whatever particular brush fire might appear—and there certainly will 
be some—there should be authorized a pure development program 
classified and labeled as such, soundly administered with continuity 
and direction. It should be directed to those underdeveloped areas of 
which I am speaking, and I believe it would result in sustained eco- 
nomic benefit to the United States and its taxpayers. Its justification 
should be placed on an economic basis alone. If it induced gratitude, 
fine ; if it did not, I would not be too greatly concerned. [If it did not 
insure a stable democratic government, at least it would have increased 
the chances of one to such a degree that the investment from our point 
of view would be well worth the risk. 

The program should be so advertised, in my judgment, as to make 
clear that it is wholly nonpolitical, nonmilitary, and entirely develop- 
mental in character. It should be discriminating only in the sense 
that development aid should be withheld from those who do not con- 
tribute to the basic effort themselves. This means contributions 
according to their own means and in accordance with the basic prin- 
ciples of a sound economy. 
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How much am I talking about for such a program? Not a great 
deal. It should be adequate to help sania the extra margin of 
capital needed to generate some improvement and progress in these 
countries. I am going to give some more figures, but again I want to 
warn that my figures are very rough and are bound to be in such a 
treatment as this. Nevertheless, I think they are accurate enough to 
support the general principle of what I am saying. 

At present, the amount of capital formation throughout the under- 
developed areas as a whole is only sufficient to generate an increase in 
production sufficient to offset the normal increase in population. 
Therefore, the area as a whole is remaining relatively statie at a ve 
relatively low level. There are certain islands of progress, and condi- 
tions vary, of course, with each country. There has been some real 
progress in India, for example. Nevertheless, great areas are still 
standing still. Investment is not large. I am told the total is on the 
order of about $13 billion for all the underdeveloped countries. Of 
this, a bit more than one-tenth or about $1.4 billion comes from abroad, 
with approximately $1.1 billion flowing to the independent countries 
and another $200 million to $300 million going to the overseas terri- 
tories of the European nations. If these countries could be induced 
to step up their investment by another 20 to 25 percent, the marginal 
improvement in living standards should be clearly perceptible and 
would have a profound effect. The man in the street would be con- 
scious of it; governments and peoples alike would gain the psychologi- 
cal lift that comes from an awareness that there is real hope for a 
better future. 

Mr. Furron. Is that a yearly figure? 

Mr. McCroy. Yes, sir. To get this added investment there will 
have to be some increase in help from abroad—perhaps on the order of 
$1 billion to $114 billion. At present, I believe the total of our own 
Government-furnished development aid, the kind of aid of which I am 
speaking, amounts to no more than one-half billion dollars. In addi- 
tion, the net flow of private investment from our country adds a fur- 
ther one-half billion, placing total capital assistance from the United 
States to the underdeveloped countries at about a billion. 

It seems to me that our Government ought to be prepared to add 
another one-half billion to this, always assuring ourselves, of course, 
that it can be properly utilized. Likewise, we should expect greater 
assistance from private sources, particularly if we were to act to en- 
courage investment along lines which I will discuss in just a minute. 

Now let me say again, I am speaking here of aid for pure economic 
development, not for defense support or famine relief or military pur- 
poses. I would include India in this program, as well as Africa. 
This latter region, Africa, incidentally, is only beginning to feel the 
impact of modern industrialized society. It is emerging as a very 
important area for our own future. I could dwell at some length on 
Africa. It has been set off in a sort of eddy for centuries. Now with 
the Moslem penetration into Africa, with the impact of the airplane, it 
is beginning to have greater contact with the outside world. Gradu- 
ally it is becoming an area of export for many industrial countries. 
The possibilities of resources, undeveloped resources, in that continent 
may be comparable to those of South America. It is interesting. I 
heard of an article the other day on the mineral resources in the Sahara. 
It was perfectly astounding, the resource potentialities that were dis- 
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closed in that article. I don’t know whether the article is completely 
accurate, but it appeared in a responsible journal. 

It seems to me that if we embarked on a program of sufficient size, 
well administered, and well advertised as being entirely free of politi- 
cal or military considerations, it would act to counter any new Soviet 
economic offensive. It should be of as long range character as pos- 
sible; and I am aware, as I know you are, Mr. Chairman, and mem- 
bers of your committee, of our constitutional difficulties in this respect. 
But I think if a statement could be made of our general objective and 
policy with regard to economic aid, such a statement could be fitted 
in with the annual appropriations in such a manner as to give some 
confidence of continuity in the program. Economic aid of the type I 
am speaking could import to the underdeveloped countries a degree 
of dynamism that would not only bring perceptible imp provements in 
living standards and help to render them politically stable, but above 
all it could help to make them an integral, healthy part of our own 
and the free world’s economy. 


CHALLENGE TO THE FREE WORLD 


Certainly everyone will admit that our two major endeavors in the 
foreign-aid field to date, lend-lease and the Marshall plan, were out- 
standingly successful. The fact is that we have not yet seriously 
dealt with the economic development program, though there has been 
a great deal of talk about it. We have done something with technical 
assistance, but the figures I quoted indicate the rather small magni- 
tude of our economic development aid as compared with military as- 
sistance in our present program. Now with Soviet pressure being 
redirected, with the emergence of non-Communist underdeveloped 
lands as new political entities, with their national sensitivity and urge 
for improvement, it seems to me that an effective development aid 
poses the new and logical challenge to the free world. Already a 
large a of the underdev eloped area is under Communist domina- 
tion. I do not think we can sit back and see the remainder with its 
immense population and resources drift away from us. But if we 
are really to do something about it, if we are to enlist the cooperation 
of the non-Communist areas and persuade them of the underlying 
seriousness of our intent, we cannot pursue a halfhearted policy. We 
must indeed have a real try at what I would call a true evalannaat 
program. 

ROLE OF PRIVATE INVESTMENT 


Before closing I would like to say just a further word about private 
enterprise and its relation to such a program. In my view, private 
investment should parallel and supplement the efforts of the Govern- 
ment to aid the underdeveloped areas. Private investment is generally 
more vigorous than Government aid; it can command wider technical 
resources and technical resources that have greater continuity. If an 
American company goes into one of these areas it can carry with it 
engineers and scient ists, and they will stay with the development with 
the knowledge that their careers are not being hampered; whereas a 
Government mission is usually a temporary affair, it is much more 
difficult to get the same quality of technological experience; and indi- 
viduals are much more reluctant to take on such an assignment. All 
this tends to make private investment more effective. 
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This is not to say that private investment never makes mistakes. 
The idea that everything in private enterprise is successful, and every- 
thing that is otherwise is unsuccessful is, of course, untrue. But 
generally speaking, I think private investment does fit into the web of 
the industry of a country in a more satisfactory manner. There, of 
course, are many essential projects of a public service character that 
do not lend themselves to private investment, particularly in these 
areas, and there is plenty of room for public investment in such fields. 

It seems to me that some portion of the United States development 
funds might well be allocated for the employment of private enter- 
prise, just as a considerable portion of the Export-Import Bank’s 
funds are today. 


ENCOURAGING PRIVATE INVESTMENT ABROAD 


I was interested to read in the recent agreement with India with 
regard to the potential use of local currency received from the sale of 
surplus commodities, that a certain amount, I believe $55 million, is 
to be earmarked for loans to private industry. I think this is a good 
step to take. 

But, aside from this, I believe our Government could, and should 
take steps to create tax incentives designed to encourage a heavier flow 
of private investment abroad. You will recall that I suggested that 
United States private investments to underdeveloped lands eventually 
ought to be substantially increased. At present the only tax incentive 
of any consequence that we have is that which applies to Western 
Hemisphere trade corporations. Among underdeveloped areas that 
is relevant only to investments in Latin America. Nevertheless, I 
think it is interesting to note that private investment has flowed to 
Latin America more than to any other underdeveloped region, and 
that the Latin American area as a whole has received but a very minor 
portion of Government aid. While other factors have also played a 

art in encouraging private investments south of the border, the tax 
incentive, I feel, has not been unimportant, and it is expected to con- 
tinue to operate to the mutual advantage of that area and ourselves in 
the years ahead. 

I would not be able to say today what form and to what extent a 
tax incentive on all private foreign investment should take. I have 
been told, however, that if all United States taxes were to be removed 
on the income derived from foreign investments, the loss to the 
Treasury would be something in the order of $350 million. Tax action 
of this type—I am not advocating an entire abolition of the tax on 
these incomes, but I do feel there is room for substantial reduction 
and that this would prove to be an incentive—tax action of this type 
should not create a serious internal-revenue problem. Moreover, it 
should be remembered that our country collects only the difference 
between the United States corporate income-tax rates and the in- 
come taxes levied by foreign countries on income earned abroad. In 
these circumstances any United States tax relief afforded to foreign 
investment would serve as a far greater incentive to investment in 
underdeveloped countries than in others. The underdeveloped coun- 
tries levy the lowest taxes within their own lands; whereas taxes in 
places like Canada and western Europe are almost level with ours. 
As a result the relief afforded against the United States tax would 
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give appreciably greater returns to investments in the underdeveloped 
areas, and thus would tend to offset the reluctance of American capital 
to go into such areas because of the greater political risks that might 
be involved. Certainly tax incentive is worth further consideration 
from this committee from the standpoint of encouraging private in- 
vestment in underdeveloped countries. 


REEXAMINATION OF FOREIGN AID PROGRAM 


In conclusion I might say that if we are to counter successfully the 
new direction in which Soviet policy has turned, I believe we must re- 
examine and realine our foreign-aid program. We must accept 
and convince others that we accept as a basic national policy the prin- 
ciple that our own economic vigor is dependent on a corresponding 
strength in the economies of other nations operating under free insti- 
tutions. As evidence of our dedication to this principle we must be 
certain that all our foreign economic policies are consistent with it. 
Not only our foreign-aid program but our policies in relation to world 
trade, disposal of farm surpluses, and encouragement of foreign in- 
vestment. Certainly we should reiterate and plan to implement Presi- 
dent Eisenhower’s recommendation that we devote a proportion of 
any savings on military expenditures, and particularly on military 
aid, to the economic development of countries that badly need our 
help. I do feel that would have an enormous propaganda effect, as 
well as economic impact, throughout the underdeveloped world. 

As I have suggested, development aid need not be large, indeed 
it cannot be, for the recipient nations cannot absorb large sums of 
money as much as they think they can. Moreover, such aid should 
be earmarked exclusively for what the term implies, to assist the 
underdeveloped countries to undertake the investment necessary to 
realize a growing national income. We should avoid blurring our 
intent by using development funds to shore up situations of political 
emergency. Rather, the chief criterion for such funds should be a 
demonstration of real economic need along with a willingness and 
ability to put the funds to effective use. 

I am not suggesting that the need for assistance to meet emergencies 
of a political character will not arise again, or should not be met. 
They will arise. Such cases should be handled in a manner that does 
not distort or compromise the use of funds that have been appro- 
priated to help the economic growth of the underdeveloped lands. 


EXISTING AGENCIES ADEQUATE TO ADMINISTER PROGRAM 


Perhaps I should add that I have no suggestion for the creation of 
new agencies or the adoption of new devices for implementing our 
development aid program. Existing agencies, national or interna- 
tional, public and private, appear to me to be generally adequate. 
What I believe we need is a clarification of purpose and a coordination 
of policy to be sure that each agency is employed for the purpose for 
which it is best suited and encouraged to make its maximum contribu- 
tion to a task that seems to me to be very large and to be of the utmost 
importance. 

I have heard the discussion about the wisdom of channeling our aid 
through some United Nations agency. The argument in favor of such 
a course is that if the international agency distributes aid, fewer of 
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the irritations that arise from the distribution will flow back to the 
grantor. They will be spent in criticism of the United Nations agency 
itself. Maybe there is something in this ee ae but as a practical 
matter I doubt whether public opinion in the United States would 
support the transference of our aid to such an agency. Moreover, as 
I view many of the United Nations agencies at the moment, they seem 
charged with cc.siderable political significance. 


THE WORLD BANK AND FUND 


If there were in being an agency which bore the same relation to 
grants as the World Bank bears to Sane, I would be disposed to think 
well of it at least for some portion of our funds. The World Bank 
has achieved a reputation; it has a sound tradition. It is accepted as 
being an objective institution which determines whether loans can be 
reasonably made or not. If you could have a similar institution—a 
sort of scientific and sophisticated operating agency, free of political 
considerations, perhaps to dispense grants rather than loans—that 
might be utilized by the United States for at least part of its economic 
aid. However, we do not have such an international agency, and I 
would suggest only that our United States agencies that are concerned 
with aid should consult freely with the International Bank and with 
the Monetary Fund. Both the World Bank and Fund can be useful 
in helping to determine what the economic possibilities of a particular 
country might be, whether a grant or loan should be employed, and 
indeed whether any aid should be given at all, although the United 
States agency should undoubtedly make the final determination on 
these questions. 


POLITICAL ASPIRATIONS OF UNDERDEVELOPED AREAS 


I have no disposition to underrate the difficulties involved in a pro- 
gram of the type I have suggested or even to underwrite an easy as- 
sumption that the successful economic development in the under- 
aurehoned areas will assure their adherence to free institutions. I 
know that in many of these areas the intense desire for political inde- 
pendence and equality of status carries far more weight than the, to 
them, little understood concept of personal freedom and perhaps even 
more than their generally strong aspirations for progressive economic 
improvement. I suspect it will be necessary for us and our allies to 
grapple much more courageously than we have to date with some of the 
political questions that arise out of their desire for equality of status. 
Nonetheless, I have dwelt on the economic development problem be- 
cause I believe it is the one in which the advantages are genuinely on 
our side. 

I believe the dynamism of the $800 billion economy of the industrial- 
ized free world can generally be infused into the $130 billion economy 
of the underdeveloped areas with which they are so closely related, 
provided there is the requisite will to accomplish this on both sides. 


ESTIMATES OF COST OF PROGRAM IN UNDERDEVELOPED AREAS 


I believe that the infusion of an additional billion or billion and a 
half dollars of outside capital into the underdeveloped areas, if well 











VIN LID WL. 
vy Slee ; 


~ $¥ 








SS 


16 FOREIGN POLICY AND MUTUAL SECURITY 


guided, might suffice to spur sufficient per capita economic improve- 
ment to fire the imaginations and infuse the hope of 1.2 billion people. 
Again I am referring to only a billion and a half of additional aid 
from all sources, including one-half billion more from our Govern- 
ment, and I believe that the total is a magnitude well within the 
realm of the free world resources, private and public, national and 
international, American and allied to supply. 

If this could serve—I have faith that it would—as a cement to keep 
the free world economy united and vigorous, a stimulating nutrient 
to general economic expansion, I should view it as among the sound- 
est and most promising investments that I think this country could 
undertake. 


I have talked too long but that is my credo. Thank you very much, 
Mr. Chairman. 





THE QUESTION OF CONTINUING FOREIGN AID 


Chairman Ricwarps. Thank you very much for that very fine state- 
ment, Mr. McCloy. 

Let me first make this comment. You are, of course, aware that 
as a practical proposition and political fact Congress is confronted 
with a restlessness and a questioning on the part of many people as to 
whether or not we should have any foreign-aid program at all. This is 
a practical question which we face here. We have avowedly set about 
to help countries all over the world. In doing that we have obviously 
built up their economies and their industries to compete with our own. 
When you get down to jobs and bread and meat and move further away 
from a war economy in this country, though we are still in a phase 
of a war economy even now, every member of Congress is up against 
a difficult proposition. 

I judge from what you say you feel that it is still necessary for the 
Government of the United States to continue a comprehensive foreign- 
aid program in the world. 

Mr. McCtoy. Yes. 

Chairman Ricuarps. Now I believe you favor a continuation of the 
3 or 4 aspects of our mutual-security program. You are in favor of a 
certain amount of military aid where needed, where military people 
say it is needed? 

Mr. McC oy. Yes. 

Chairman Ricuarps. You are in favor of continuing a well-rounded 
technical assistance program to certain countries ? 

Mr. McCtoy. Yes. 

Chairman Ricwarps. And you are in favor of continuing in some 
places in the world where it is found to be necessary out and out eco- 
nomic grants? 

Mr. McCtoy. Yes. 

Chairman Ricwarps. Do you think the program of the United 
States, now of $3 billion or $4 billion overall, is too much or too little, 
or would you care to say ? bi 

Mr. McCoy. I can’t express an opinion in respect to the military 
aspects. I am not sufficiently familiar with it. So I cannot say 
whether I think the overall total is too much or too little. You would 
have to ask the Joint Chiefs of Staff and be brought up to date on the 
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military aspects of aid. That is so much the larger part of our pro- 
gram to date that I have to plead ignorance to the question. 

I would say, as I tried to say in my statement, that I think the half 
billion program for economic development is a too small to 
meet the emergency of the underdeveloped areas. I would add another 
half billion to that. 

Chairman Ricuarps. You are not talking about technical assist- 
ance ¢ 

Mr. McCioy. I am talking about sheer development. 

Chairman Ricuarps. This would plainly apply, I think you say, 
to Asia and other underdeveloped countries. 

Mr. McCoy. I would put more into Latin America also—a little 
more at least. 

Chairman Ricuarps. We have had some difficulty in getting the 
necessary agreements in Latin America. 


ENCOURAGING PRIVATE INVESTMENT ABROAD 


Speaking of Latin America, I was interested in the encouragement 
of private investors. You know at the insistence of this committee, we 
had a tough time with the other body, there was written into the 
Mutual Security Act guaranties of convertibility and against expro- 
priation. This year we added a guaranty against war losses but did 
not include revolution. 

Do you think we should go that far into the field of guaranties? 

Mr. McCoy. I am a little skeptical of guaranties. My instinct 
would be to limit them rather than to expand them. 

Chairman Ricuarps. You have two avenues of encouraging private 
investment abroad. You mentioned one, relief from taxes. Is that 
what business is afraid of, the tax situation, or are they afraid of the 
local situation particularly of expropriation and local currency con- 
vertibility ? 

Mr. McCuroy. They are afraid of the local situation and the unstable 
political and economic conditions. But the instinct of a taxpayer to 
seek diminution in his tax is so great that I think this offsets the fear 
of local conditions. In the underdeveloped areas where there is a low 
tax base—generally speaking, those are the areas where there is also 
political and economic instability—the commensurate advantage of 
tax relief is such that I think it would tend to prompt investment. 
You could do that without Government guaranties. The instinct of 
a taxpayee for tax relief with the high taxes we have today is excep- 
tionally strong. 

Chairman Ricwarps. I thought they were mainly afraid of losing 
it all rather than being worried about taxes. 

Mr. McCuoy. It greatly sweetens the attitude of investors toward a 
venture if they feel there is a play on the tax side, in my judgment. 


LOANS VERSUS GRANTS 


Chairman Ricwarps. There is-one other question I have; this is the 
question of loans. I am not talking about bankable loans because with 
bankable loans you already have organizations and procedures for 
taking care of them. I am not talking about cases where there is even 
good secondary collateral. As a psychological proposition whether 
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there is ability to pay or not, would it not be better to follow the 
Russian policy of saying, “Yes, we will help you by a loan at a very 
low rate of interest” regardless of whether or not there was a reason- 
able expectancy of ability to repay ? 

Mr. McCrory. I would say not. We are all creatures of our own 
experience. When I was in charge of the World Bank we adopted the 
rule there we would not have what we called “fuzzy” loans, that we 
would look at the foreign exchange situation of the country and see 
what it could endure in the way of interest payments. We had before 
us the sad experiences of the loans of the First World War which 
created so much bitterness and which seriously hurt the European 
economy and affected our own. We stuck very closely to the principle 
that we should not compromise on that. 

Now, if the American Government offers assistance, and assuming 
the country cannot by reason of its exchange problem meet the interest 
requirement that might be involved in a project which would be of 
real advantage to them, I would say give them a grant. Up to the 
point where there is no exchange problem, give them a loan. I believe 
that giving them a grant would be consistent with a no-condition 
development program, and you would be on sounder ground than the 
Soviet Union would be with its loan policy. Grants would be a 
further guaranty of the fact that we are not seeking in any way to 
apply conditions to an important segment of our aid program—the 
segment that expresses the desire on the part of the United States to 
have free economies developing and expanding around the world, a 
condition which, in turn, would benefit our own economy. 

Certainly there are situations where a grant, an outright grant, 
would be better than a loan which carried a fictitious label, like the 
214-percent rate charged by the Soviets. 

Chairman Ricuarps. The present mutual security legislation re- 
quires a certain amount be in the form of loans and it has worked 
pretty well so far. 

We run up against that same philosophy you have here a good 
many times by other very sound businessmen, but we deal here with 
more than a sound banking proposal. You are dealing with the hearts 
and minds of men and the psychological impact of what you are trying 
todo on nations. We faced the problem in India. There is a certain 
element of respect left to the nation when a loan is accepted. Con- 
gress is giving a lot of thought to this matter right now. From a 
sound business standpoint you can say why make a loan when you know 
there is no possibility of repayment. You encourage international 
dishonesty when you do it in the case of both parties. But still there 
is the hope that some day they will be able to pay back the loan if you 
do not make time and interest rates too onerous. 

There are the two schools of thought. We are glad to have your 
opinion on this issue. 

Mr. McCrory. My immediate preference is for a loan because I think 
that is the businesslike way of approaching the problem, but I think 
in this area there are aspects which the loan mechanism does not fit. 
Then there is a further element that I would like to say a word about. 
We say we have to be hard boiled about this—we cannot be altruistic 
about it. There is a certain area here where I think we can afford to 
be altruistic. One of our great assets throughout the world is a feeling 
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that the United States has a certain altruism, that if there is a famine 
somewhere, or if there is distress, the United States is prone to respond. 

We are a world leader. We area very large world leader compared 
to some other peoples of the world, and just as the leading member of 
a community is looked upon from time to time to be a leader in char- 
itable affairs, so the United States is looked upon as ot charitable- 
minded in respect to certain world affairs. In spite of all the talk of 
irritations that have arisen toward the United States as a result of 
our generosity over the world, I would have an aspect of pure gen- 
erosity in our aid program—to be sure nothing improvident, but I 
think this would tend to conform with the attitude of the people of 
the world toward us, an attitude they do not have toward the Russians. 

Chairman Ricuarps. Thank you. 

Mr. Gordon. 


SEPARATION OF MILITARY AND ECONOMIC AID PROGRAMS 


Mr. Gorpon. Mr. Chairman and Mr. McCloy, I certainly listened 
with great interest to your statements and your oO eRe Possibly 
you could touch or say something in the way of a suggestion as to 
separating the military in this program. 

r. McCrory. I have a strong eas that it should be separated. 

Mr. Gorvon. It should be separated ? 

Mr. McCrory. Very definitely. There is a definite place for the 
military, but I think the lack of proper response that we may have 
received to our whole program is due to the confusion between the 
economic and the military. I know it is not easy to separate the two, 
but to the extent you can do it, they should be separated. 

Mr. Gorpon. Thank you. 

Chairman Ricrarps. Mr. Smith. 

Mr. Smirx. Along those lines, Mr. McCloy, there has been consid- 
erable criticism to the effect that we have overemphasized the military 
phases of this program, and this has created a bad psychological situa- 
tion in some parts of the world. Would you care to comment on that? 

Mr. McCroy. That is one of the things I have in mind—that our aid 
has been so associated with military matters that nations hesitate to 
accept it, or governments who do accept it are subject to criticism by 
the opposition because they think they are being tied to some military 
commitment. Therefore I say separate it as much as you can. 


FOREIGN AID AND SECURITY INTERESTS 


Mr. Smrrn. I have been somewhat concerned about the use of the 
term “our own security.” I think the Communists have turned that 
expression to their advantage, again psychologically, and charged 
that we are doing this for our own selfish purposes. 

Mr. McCoy. It depends upon what you mean by the word “secu- 
rity.” I have a feeling that our economic security, as distinguished 
from our military security, is to a certain extent dependent upon a 
developing growth in these underdeveloped areas that I have been 
talking about. I do not feel the American economy can continue to 
expand at the rate it is expanding within itself; it has got to move 
out to help other areas. And in order to maintain our domestic econ- 
omy, we have to think of the world economy rather than just our 
own domestic economy. 
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SOVIET ECONOMIO AID 


Mr. Smiru. You spoke of Russia getting in the field of economic 
aid. Is there evidence the Russians are pursuing the same policies we 
are? 

Mr. McCuoy. I think they are doing a great deal of promising, 
but they are short on deliveries. There are some prousers ou can 
readily identify. There is the steel mill in India. I am told it is of 
high quality and is in the process of delivery. And there are other 
similar situations, but their offers have been much greater than their 
performance. 

_Mr. Smiru. That has been my impression. Thank you very much, 
sir. 
Chairman Ricuarps. Mr. Carnahan. 


INVESTMENT GUARANTIES 


Mr. Carnauan. Mr. McCloy, do you feel the Government guar- 
anties have caused very much more investments to go in than other- 
wise would have been made? 

Mr. McCtoy. I have a feeling that the guaranties have not been 
as productive as they were expected to be. I do not think they are a 
major factor. 


SOVIET ABILITY TO FULFILL COMMITMENTS 


Mr. Carnanwan. In view of the many promises that the Russians 
have made, do you think they have any intention of fulfilling those 
commitments ? 

Mr. McCtoy. I think they will be very hard-boiled about it. They 
would certainly give India more than one steel mill if they thought 
they could get India on their side. I think the minute they had the 
idea India—or some other country—was becoming actively opposed 
to their policies, they would be very quick to terminate aid. But they 
have seen us achieve some rather remarkable successes with our aid 
programs. American aid was a very important factor in the salvation 
of Europe after the war, and I think they have been tempted to go 
and do likewise. But it is in this field of economic aid that 1 think we 
can, with a relatively small expenditure of money, outdistance their 
performance. 

Mr. CarnanHan. Are they in a position to keep their commitments? 

Mr. McCuoy. They are in a position to keep many commitments, 
if for no other reason than that they have a totalitarian system of 
government which permits them to deflect resources outside the coun- 
try without fear of political disturbances at home. They can, at 
least for the time being, by reason of their totalitarian system, rob 
Peter to pay Paul. They may not be as capable as we are to meet com- 
mitments, but they will be more capable than perhaps we should 
think they would be when we compare our respective economies. 

Mr. CarnAaHAN. Are they overcommitting their ability to perform ? 

Mr. McCtoy. I do not know enough about their commitments to 
judge. I do not know how many promises they have made. If they 
made a promise to finance the Aswan Dam, I think they may be over- 
committing themselves. 

Mr. Carnanan. Thank you, Mr. Chairman. 
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Chairman Ricnarps. Is that all, Mr. Carnahan? 

Mr. CarNAHAN. Yes. 

Chairman Ricuarps. I would like to make a statement at this point. 
I have been under the impression that all four of our witnesses might 
be here all day, but I find that is not the case. They are very busy 
men and two of them will have to leave. Mr. Hoffman, when is your 
engagement ? 

Mr. Horrman. Two-thirty. 

Chairman Ricuarps. That was when our afternoon session was to 
start. And General Smith will have to leave. 

General Smiru. The Chairman of the Canadian Atomic Energy 
Commission was coming at that time and we were to start our con- 
ferences, 

Chairman Ricwarps. I do not want to cut anybody’s questioning 
off. Suppose we let all of them make their statements and we wi 
defer questions until they finish. These gentlemen have gone to 
considerable trouble to come here. We had hoped they could be here 
all day, but they cannot, so if it is all right we will go ahead with 
their statements. 

General Smrrn. Mr. Chairman, I do not have a statement. The 
whole question of foreign aid is such a large one, and I happen to be 
a member of the President’s recent committee which will make its 
preliminary report in December, and I do not have the temerity to 
make a statement. I have made some notes here. 

Chairman Ricuarps. You have made some notes and you would 
be willing to answer some questions as to your viewpoint? 

General Smirn. Yes. There are some matters on which I do not 
entirely agree with Mr. McCloy. 

Chairman Ricuarps. We would like to hear you on that. 

What about you, Mr. Petersen? Can you be here at 2:30? 

Mr. Perersen. Yes, 

General Smiru. I will be here the rest of the week, but beginning 
tomorrow the President’s committee of advisers starts committee hear- 
ings with the Secretary of State and the Secretary of Defense and 
other people where I should be present, but there are one or two 
periods where I would be free. 

Chairman Ricuarps. Would you keep us informed on that? You 
may be available Thursday, is that right ? 

General Smirn. Yes. I notice there are several presentations to 
be made, one by the Director of Central Intelligence. I do not think 
1 need to sit through that one. I notice Mr. Hoffman has a state- 
ment. So may I listen to as much of his statement as I can and then 
excuse myself and make myself available later in the week? 

Chairman Ricuarps. That will be fine. We were anxious to hear 
from you particularly in view of your CIA and military experience. 

Mr. Futron. Mr. Chairman, could we have General Smith’s ideas 
shortly on the points where he disagrees with Mr. McCloy? 

Chairman Ricuarps. He says he has no statement. 

Mr. Fuuron. I would appreciate it if we could have his views on 
what Mr. McCloy said with which he disagreed, although he has no 
prepared statement. 

General Smiru. There are one or two things I would be inclined 
to question. 

Mr. Futron. Could we hear that? 

Chairman Ricuarps. Go ahead. 
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STATEMENT OF GEN. WALTER BEDELL SMITH, VICE CHAIRMAN, 
AMERICAN MACHINE & FOUNDRY CO. 


(Formerly Ambassador to Russia, 1946-49; Director, Central Intelli- 
gence Agency, 1950-53; Under Secretary of State, 1953-54) 


THE SOVIET DANGER 


General Smiru. The first question which the committee staff put 
down was whether the United States during the next 5 years could 
put a lower priority on Soviet danger. Mr. McCloy says“No.” Itisa 
question of what we consider to be the Soviet danger. If, as I have 
always felt, we considered the primary danger to be global war, in- 
spired by the Soviet Union probably, I would not say “No” but I would 
say “maybe we can.” This is a very fluid situation. Our position has 
changed markedly during the past five years, and with respect to 
global war as a danger we dreaded most, it may well be that during 
the next 5 years we can give it a somewhat lower priority. 

That does not mean at all that that would justify us in reducing our 
posture of defense, because it is military strength which has enabled 
the Soviet statesmen to deal from strength rather than from weakness. 
As you know, we demobilized quite rapidly after the last war. The 
Russians kept their military strength in being, putting us at a very 
decided disadvantage. 

Mrs. Ketiy. Mr. Chairman, may I ask the General at this point to 
define something for me ? 

Chairman Ricuarps. Go ahead. We have to move along. 


DEFINITION OF GLOBAL WAR 


Mrs. Kexty. General, will you define global war in terms of not 
using the bomb, and could there be a global war without the use of the 
bomb ? 

General SmirH. Various people, including former Prime Minister 
Churchill, have felt these frightful things might cancel each other 
out. There is no assurance of this. I know during the last war we 
dragged around 5 days of fire for every weapon we had of gas on the 
possibility we might have to use it. My own theory—and this is 
purely personal—is that had the Germans, who had a better gas than 
we had, and Hitler realized that their backs were to the wall and that 
defeat was inevitable, he might well have used it, but by the time that 
fact dawned on him their agencies for delivering gas were destroyed. 
Although our gas was inferior, we could have drowned Germany with 
it because of our large supply. 

By global war I mean a clash between the 2 armed camps represent- 
ing the 2 political ideologies. Confronted with the possibility of 
defeat, I think they would turn to those instruments. 

Mrs. Ketry. Is there an understanding on that in any form? 

General Smiru. No, there is not. 

Chairman Ricnarps. If you want to ask General Smith more ques- 
tions in a few minutes we will have time, but now we will hear from our 
old friend, Paul Hoffman. 
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STATEMENT OF HON. PAUL G. HOFFMAN, MEMBER AND FORMER 
CHAIRMAN, BOARD OF TRUSTEES, COMMITTEE FOR ECONOMIC 
DEVELOPMENT 


(Formerly Administrator, Economic Cooperation Administration, 
1948-50; formerly chairman of the board, Studebaker-Packard 
Corp.; formerly president and trustee, Ford\ Foundation 1950-52) 


Mr. Horrman. Thank yeu. 

My friendship for this committee is such I wish I could spare you 
the reading of my statement, principally because it will parallel to 
some extent what Mr. McCloy said, although there was no collabora- 
tion. He was on the Atlantic coast and I was on the Pacific coast. 


NEED FOR NEW PROGRAMS AND POLICIES 


It was with great pleasure that I learned of the decision of the 
Foreign Affairs Committee to take a fresh, hard look at the foreign 
economic policy of the United States. I appreciate your invitation 
to give my views. I am not at all certain what our policy should 
be, but I am certain that the policy or policies which were effective 
in the past decade will not meet the situation which we face in the 
years just ahead. Khrushchev and Bulganin have a new and different 
program for communizing the world. The leaders of the nations 
which have won their independence since the end of World War II 
are faced with populations militantly nationalistic and who are 
demanding vastly improved conditions and quickly. Too often they 
are anti-Western in their attitude. There is seething unrest in many 
of the colonial territories, particularly in Africa. If we are to gain 
and not lose ground in the epic struggle between the free world and 
the Communist world, new visions, new actions, and new programs 
are needed. 

Economic policy includes much more than foreign aid. As a mat- 
ter of fact, over the long pull our trade policies may prove to be of 
as great or even greater importance. Our posture toward our allies, 
toward the neutral nations, the satellites, also Russia and Red China, 
has great significance; so have informational activities. However, in 
the underdeveloped and chiefly uncommitted countries of Asia, Africa 
and South America, in which more than half the people of the world 
live, the immediate and pressing demand is for an improvement in 
living conditions, in health service, and in educational and economic 
opportunities. 

id policies clearly merit intensive consideration. Partly for that 
reason, and also because my experience lies in that field, it is to this 
problem of what to do about these underdeveloped areas that I wish 
to address my remarks. 


THE UNDERDEVELOPED AREAS 


Before attempting to decide whether we should cut down, shut off, 
or expand foreign aid, I suggest that we pause and ask ourselves two 
questions. First, speaking solely from the standpoint of the Ameri- 
can interests, should the future of the underdeveloped areas be a mat- 
ter of deep concern to us? Second, assuming that it is, can we, again 
in terms of the American interests, justify the cost of a program that 
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would produce lasting results both for the underdeveloped areas and 
for us? 

It is my personal conviction that the United States will be seriously 
affected by what happens in these underdeveloped countries. We 
know from experience that economic development in Mexico and 
South America contributes to our prosperity. So does such develop- 
ment in more remote parts of the world. 


ASIAN ECONOMIC DEVELOPMENT 


I should like to speak specifically about one area of which I have 
some knowledge, Asia. Here live 1,300,000,000 people out of a total 
world population of 2,500,000,000. Six hundred million people in this 
area have fallen under Communist control since the end of World 
War II. Another 600 million live in the 10 new nations that have 
won their independence in the past decade. These are: Burma, Cam- 
bodia, Ceylon, India, Indonesia, Laos, Pakistan, the Philippines, 
South Korea, and South Vietnam. These new nations face problems 
every bit as acute and overwhelming as did our Nation in 1787. 
Poverty, illiteracy, and disease have been the lot of most of these 
people for centuries. Yet the economic resources of these countries 
are critically small; the supply of trained administrators, civil serv- 
ants, teachers, and doctors is limited; and, to top it all off, a hard 
cadre of Moscow-trained Communists have been everlastingly busy 
inciting internal strife. It is possible that these new nations can 
survive as democracies, but outside help might well prove to be the 
deciding factor. 

India is a prime example of the problems our democratic cousins 
to the east of us face. It is the central government’s job in New 
Delhi to bring cohesion and harmony to 29 Indian states of divergent 
tongues and impulses and to almost 400 million persons living within 
them. When the new Indian Government took over, the people were 
faced with near starvation, 85 percent were illiterate and in a very 
low state of health. China was threatening in the north and a strong 
Communist Party was sabotaging from within. The tax revenues of 
the central government were approximately $1 billion. 

India’s first 5-year plan was initiated in 1950. By the end of 
1954 India had increased its industrial production by nearly 40 per- 
cent. It had raised its cereal and grain production from 50 million to 
66 million tons annually. It had pushed up her yearly output of 
cotton, cloth, steel ingots, and cement—some of the vital building 
blocks of a national economy. 

India has just launched her second 5-year plan which she hopes will 
carry the nation even further along the road to self-sufficiency. Her 
emphasis now is on industrial development which means that she 
must have substantial sums of foreign exchange with which to buy 
the capital goods needed. India will be able to finance most of this 
Pasnew herself but to be assured of success she must have outside 

elp. 

Let us assume for a moment that for lack of outside help she fails, 
and that her people, disappointed with results achieved under democ- 
racy, turn tocommunism. If this should happen, it would be almost 
impossible to stop the sweep of communism all across Asia. All 10 
of these new nations would almost inevitably go the way Red China 
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has gone. That would be utterly tragic for those people of Asia who 
are still free, and unfortunate for us. 


IMPORTANCE OF ASIAN NATURAL RESOURCES 


Free Asia is one of the great storehouses of natural resources. 
Five-sixths of the world’s rubber and almost one-half of its tin are 
produced here. Quinine, kapok, and almost two-thirds of the world 
output of coconut products, as well as one-third of the palm oil and 
significant proportions of tungsten and chromium are here. It is a 
source of oil for the Far East. Were it not for India, our steel 
industry would be hard pressed to find all the manganese it needs for 
its ae —— 

he nations of that continent furnish raw materials we require to 
buttress our defenses for the freedom both we and they treasure. 
They are essential to us if we are to achieve the expanding economy 
which we are all counting on. 


UNDERDEVELOPED AREAS OF AFRICA AND SOUTH AMERICA 


While conditions in the underdeveloped countries of Africa and 
South America present problems different from those of Asia’s new 
democracy, the success or failure of the efforts to establish democratic’ 
regimes in these areas is of surpassing interest to us. Another point 
worth noting is what happens in one of these areas has a direct impact 
on the other areas. It was crystal clear at the Bandung Conference 
that the peoples of Asia had an intensive interest in the competition 
between Red China and free Asia. If the massive efforts of the Com- 
munists to subvert the new Asian democracies should succeed, there 
would be a chain reaction hitting first Africa and then South America. 
The Western World might well find itself a shrinking island in the 
Communist sea. All I have been attempting to show is that the first 
question I raised should be answered affirmatively. We should be 
deeply concerned about the underdeveloped countries of the world. 


JUSTIFICATION FOR PROGRAM 


May I now turn to the second question? Can we, again in terms of 
the American interests, justify the cost of the program that will pro- 
duce lasting results both for the underdeveloped countries and us? 
The answer to this question depends on the goal we are seeking, and 
if the goal is sound, whether the program is adequate and 
well-administered. 

If the goal we are seeking is the friendship and gratitude of the 
people we are trying to help, or rather, if we judge the success of the 
program on whether the people are grateful, we should save our money. 
Friendships which can be bought with dollars are not worth having. 

If our goal is to build military alliances through economic aid, again 
I say, “Let’s save our money.” In the first place, with 1 or 2 notable 
exceptions, the underdeveloped countries are not in a position to offer 
military aid to us of any significance. In any event the alliances 
based on dollar gifts are seldom trustworthy. 

If, however, our goal is unselfishly to help these underdeveloped 
countries to become self-sufficient and independent democratic socie- 
ties, we are thoroughly justified in formulating a program with that 
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goal in view. Nothing could better assure the continuance and grow- 
ing strength of our own free society than the — of strong, 
free societies in Asia, Africa, and South America. The sole question 
is one of cost. The program must be adequate or it will be ineffective. 
It must be bold and imaginative or it will not meet the need. It must 
include all of the underdeveloped countries because all are of interest 
to us. We must not be too late with too little. 


CRITICISMS OF FOREIGN AID 


I am well aware of the criticism that has been leveled at foreign aid. 
Foreign-aid programs have been labeled as giveaways or “Operation 
Rathole.” Let me say quickly that they can be giveaways and “Oper- 
ation Rathole” if they are not well-conceived and well-administered. 
On the other hand, they can produce results that thoroughly justify 
their cost. 

ACHIEVEMENTS UNDER MARSHALL PLAN 


I would like to speak of one program of economic aid which this 
committee helped bring into being, and to which it gave vigorous and 
continued support. I refer to the Marshall plan. The original esti- 
mates of the economic experts indicated that the cost of the Marshall 
plan would be approximately $17 billion. It was to be considered a 
success if European agricultural and industrial production could be 
restored to prewar levels in a 4-year period. 

The free Europeans, working together as Europeans never worked 
together before, accomplished economic miracles. In 1947, produc- 
tion in Western Europe was approximately 25 percent below the levels 
existing before World War Il. Less than 4 years later, industrial 
production in the Marshall plan countries was running about 40 per- 
cent higher than the highest prewar level, and agricultural produc- 
tion was 20 percent above the highest prewar figures. And the total 
cost to the United States was not $17 billion—it was less than $13 
billion. 

Here is the real point. That $13 billion turned out to be not a cost 
at all but an investment which saved many times that amount. There 
is general agreement that if Europe had come under the domination 
of the Kremlin in 1948 our situation from a standpoint of defense 
would have been desperate. Nothing we could have done would have 
compensated for that loss, but we would most certainly have had to 
add not less than $10 billion annually to our defense expenditures. 
That means that in the 7 years which have elapsed since 1948 our ex- 
penditures would have been $70 billion higher. 

That $13 billion we invested has brought us another kind of return 
by the way of a substantial volume of trade of the Europeans who 
always have been and still are good customers for the products of our 
American farms and factories. Most important of all, the Marshall 
plan helped to keep nearly 300 million Europeans on the right side of 
the Iron Curtain. 

COUNTRIES’ NEEDS VARY 


I am not suggesting that there should be a Marshall plan for Asia 
or South America. Conditions are entirely different in these areas 
than they were in Europe. The Marshall plan was directed at the 
reconstruction of the war-torn economy of Europe, while in these other 
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areas aid is needed for purposes of development. Furthermore, the 
kind of program needed varies sharply among these countries, Con- 
ditions in some are extremely primitive, and in others well advanced. 
To be successful programs must be geared to the realities in each 
country. There is also need for ccueidertia the manner in which the 
aid should be administered. In some cases it could best be adminis- 
tered bilaterally, in others through regional organizations, and still 
others through the U. N. 


CRITERIA FOR EXTENDING AID 


While I do not believe, as I have said, that there can be a Marshall 
plan for these areas, I am sure that certain lessons we learned from 
the Marshall plan are applicable. First of all, in administerin 
ECA we took the position that we were investment bankers, whic 
meant that we developed criteria for judging programs submitted to 
us. We approved only those programs that met our criteria. We 
also reserved the right to withdraw aid if there was any deviation 
from the program which had been approved. Secondly, we placed 
responsibility on each country, not only for development of its own 
program but also for carrying it out. You can help only those who 
are eager for help and also willing to help themselves. In some cases 
we had to supply experts to help draw up the program, but the ex- 
perts were working for the countries, not us. Third, we insisted upon 
4-year programs rather than spot programs for just 1 year. 

Even in reconstruction programs there would have been fearful 
waste if we had not taken the long as well as the short look. In 
development programs it is my opinion that unless the planning is in 
terms of 5 or even 10 years, genuinely lasting results will not ensue. 


ESTIMATED COST OF PROGRAM 


Earlier I said that if we were not to be too late with too little, 
economic aid to the extent that it can be effectively employed should 
be offered to all the underdeveloped countries. This, of course, 
raises the question of cost and also the distribution of that cost. 
Fortunately, there is available to this committee a comprehensive ‘and 
challenging study of foreign economic policy by Messrs. Max Millikan 
and W. W. Rostow, of the Massachusetts Institute of Technology,* 
which includes not only a detailed proposal which meets the criteria 
I have suggested, but also a well-documented calculation as to cost. 

Messrs. Millikan and Rostow estimate the cost of their program at 
from $214 to $314 billion a year, which means that for a 5-year period 
the cost would be from $12,500 million to $16,500 million. A sub- 
stantial part of this aid could be in the form of loans, another part in 
the form of grants, and another in agricultural surpluses. It is reason- 
able to assume that there would be a sufficient repayment of the loans 
to bring the net cost of the program to from $10 to $14 billion, again for 
a 5-year period, which, by the way, is the shortest period on which we 
should figure. 

Now as to who will foot the bill? A part of the program could 
be carried out through regional organizations such as the Colombo 
plan, a part through the U. N., and a part through bilateral grants 
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and loans from other free nations. But we should face the fact that 
the major portion of the cost would fall upon us. My guess is that we 
would have to be prepared for a cost of from $10 billion to $14 billion. 

Chairman Ricuarps. Are you talking about a 5-year program? 

Mr. Horrman. Yes. 

Here again with the repayment of loans, the net cost of our share 
should come down to from $8 billion to $12 billion. 


BENEFITS DERIVED BY UNITED STATES 


This brings up the question of whether the United States is justified 
in making a further investment of from $8 to $10 billion in foreign 
aid. Let us first consider this solely from an investment standpoint. 
In the next 5 years our military expenditures will probably run be- 
tween $150 and $200 billion. If as a result of the aid program the 
free world is strengthened to a point where our military expenditures 
could be safely reduced, even by 10 percent, the cost of the aid program 
would be more than offset. What is of infinitely more importance, 
the program, if it succeeds, would in the words of Messrs. Millikan and 
Rostow achieve for us the twofold result of increasing the awareness 
elsewhere in the world that the goals, aspirations, and values of the 
American people are in large part the same as those of peoples in 
other countries; and of developing viable, energetic, and confident 
democratic societies throughout the free world. 

There is one point I would like to impress you with if I could, and 
that is, assume for the moment the Marshall plan was a success, which 
I think it was. I think it saved us some $50 to $60 billion in out-of- 
pocket expenditures. If you are going to have a program, I think it 
must be bold or it will do us no good. We have got to persuade the 
underdeveloped countries that their interest is also our interest, and 
we can do it, to my mind, at an extremely low cost. One brush fire like 
Korea would cost us $20 billion. One situation like an Indochina 
would cost us more than the total cost of the program in all the under- 
developed nations of the free world. We should be able to say to them, 
“We are perfectly willing to give you all the help you can effectively 
a because, as Mr. McCloy pointed out, they cannot use very much 

elp. 
PHASES OF THE PROGRAM 


Speaking generally, in a country which needs development, you have 
a two-phase program. The first phase is almost wholly agricultural. 
India is a typical example of this. Its first 5-year program was largely 
devoted to increasing agricultural production. In that period very 
little foreign exchange is needed. However, in the next phase or 
plateau the emphasis on the program shifts to industrial development. 
In this period substantial foreign exchange is needed for capital goods 
and equipment which must come from outside sources. 

In the first phase of a development program the technical assistance 
and other needed services usually require grants. In the second phase 
of the program loans can be made, although it should be recognized 
that they may be fuzzy in character. Whether they are repaid de- 
pends upon whether the program is successful. Under the Marshall 
program we placed several billion dollars of fuzzy loans, which, by the 
way, were a part of the $13 billion cost. Because the Marshall plan 
was successful, most of those loans are current. 
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FOREIGN AID PROPOSAL 


In speaking of the proposal developed by Messrs. Millikan and 
Rostow I aoe no attempt to give the details because that would be 
too time-consuming. The proposal is set forth in detail in the book 
which is to be published January 9. One great value in their proposal 
is that it is bold and imaginative. It would do the job and its impact 
on all peoples of the world would be substantial. Furthermore, it is 
reasonable in cost and the costs are well documented. 


DANGERS IN LACK OF ACTION ON PART OF THE WEST 


May I suggest that while measuring the cost of action let us also 
measure the cost of inaction. One of our keenest observers of world 
events said to me quite recently that lack of action on the part of the 
Western World in helping these underdeveloped and uncommitted 
countries might well result in their succumbing to communism within 
the next 5 years. We would then find ourselves an island in a Com- 
munist sea. This is not an exaggeration. It is a distinct possibility. 


SOVIET RELATIONS WITH UNDERDEVELOPED COUNTRIES 


The Communists have a very persuasive kind of story to tell the 
people in these underdeveloped countries. Their “cultural missions” 
to countries they are attempting to subvert are generally peasants who 
say something like this to the simple poe they are addressing: “In 
Russia 40 years ago conditions in our village were similar to the con- 
ditions you have here today. We did not know how to read and 
write. We had no medical services and we were hungry most of the 
time. Now after 40 years of communism we are well fed, well clothed, 
have magnificient hospitals and wonderful schools. All our children 
can read and write. You can get the same results if you adopt our 
system.” 

"We must not blind ourselves to the fact that this approach has con- 
siderable appeal. It must be offset not by words but by deeds. We 
must show that it is possible to have both material advancement and 
also freedom. 

CHANGE IN SOVIET TACTICS 


I would like to close by talking about conditions in a country which 
I have never visited—Russia. caries I have had long conversa- 
tions with men I consider to be top experts. We all recognize that 
there can be no genuine peace in the world until the Russian leaders 
can be induced to cease trying to communize the world either by ex- 
ternal or internal aggression. Despite the smiles and protestations 
of friendship on the part of Messrs. Khrushchev and Bulganin, who 
are now alive the tune for the Communist world, there is no evi- 
dence that they have had a genuine change of heart. They are, ac- 
cording to their own statements, just as determined to communize the 
world as was Stalin. Further, there has been no abatement of their 
hostility toward the capitalist world. What has happened is a change 
of tactics. The Russian leaders have apparently concluded that for 
the time being at least Russia herself should forego using war and 
threats of war in an effort to gain new ground for communism. 
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Does the fact that the Russian leaders have had no real change of 
heart mean that there is no hope that a policy of “live and let live” 
will some day supplant their present policy of aggression? The an- 
swer is, not necessarily so. It is quite possible that the internal situ- 
ation in Russia may in time force a change in the attitude of the pres- 
ent leaders or bring about a new leadership in Russia. 

The experts point out, first, that even in a dictatorship the rulers 
must pay some heed to the attitudes of the people. According to the 
unanimous testimony of these experts, the people of Russia are much 
more interested in a better life for themselves than they are in com- 
munizing the rest of the world. Furthermore, the people do not share 
the hostility of their leaders toward the Western World, particularly 
toward America. Also, they are no longer frightened about that old 
bugaboo “capitalist encirclement.” They feel confident that Russia 
is now strong enough to defend herself against all comers. The fact 
that fear has been replaced by confidence is of telling importance be- 
cause it means they cannot easily be panicked by their leaders. 

There is a further change which has been and is taking place inside 
Russia which may be of profound significance. In order successfully 
to industrialize and modernize Russia, Lenin and Stalin were com- 

elled greatly to expand the professional and managerial group. 

here are present today in Russia in the body politic millions of pro- 
fessional people—teachers, lawyers, and doctors—and more millions 
of managers, supervisors, and technicians. They are a well-educated 
group. They are a new middle class, a class which resents being 
pushed around by dictators whether they be czars or commissars. 

One of the wisest men I know, Sir Oliver Franks of Great Britain 
who, as you know, was largely instrumental in the actual plannin of 
the Marshall program, said that the growth of this new middle class 
raises a question as to whether it is possible to operate a modern in- 
dustrial state under tyranny. In other words, will the middle class 
people put up with that type of government ? 

I am told that in the last years of the Stalin regime there was grow- 
ing resentment in this new middle class against Stalinist methods 
and a mounting demand for a change of conditions. That’s why hun- 
dreds of thousands of these new middle class Russians were banished 
to slave labor camps. It was because of this unrest in the new middle 
class that almost the first act of the new regime under Malenkov was 
an easing up of the terrorism and the offer of more consumer goods 
and better living conditions generally. It was to appease this group 
and to convince them that the new regime had turned their backs com- 
pletely on Stalinism that Khrushchev made his astounding speech de- 
nouncing the regime of which he had been a part. It is this group in 
which our best hope lies. 

May I say quickly that up to now this new middle class is not or- 
ganized, they do not act as a group; in fact, they are not even class 
conscious. ‘Their passive influence stems from their awareness and 
that of the party bosses that they are needed. How quickly or to 
what extent a real class consciousness may develop, no one knows. If 
the members of this new class should become a cohesive group, a gen- 
uine change of policy both internally and externally could be brought 
about. 

All Iam saying is that we may have a situation inside Russia which 
may in time bring about something more than a change of tactics. 
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In other words, a change to a genuine policy of “live and let live.” 
It seems to me that this makes 1t even more important that, we assist 
these underdeveloped and uncommitted countries in their efforts to 
establish workable democracies, 

Chairman Ricwarps. Thank you, Mr. Hoffman. That was a good 
statement. 

Mr. CuatHam. I am so delighted to be here to see these gentlemen, 
both of whom I know very well, especially Mr. McCloy. I know 
the combined experience of these gentlemen is without precedent in 
our country. 

I have so many questions that I will try to be as brief as I can and 
stay within my time. 


DIGEST OF SOVIET PUBLICATIONS 


I would like to ask how many people in this room read the “Current 
Digest of the Soviet Press.” It is a $150 a year publication put out nf 
a group of Russian professors and people in New York who get a 
the Russian publications, interesting things that refugees bring out. 
It is published weekly and I think Members of Congress and the 
Government get it for $25 a year. 

They are running now a series on delinquency among the young 
children of Soviet officials, naming them by name. 

They are running a series on the great cotton development through 
these enormous canals in southern Russia. As a former cotton grower 
and user of cotton I believe in 25 years Russia will be flooding the 
world with Egyptian-type irrigated cotton. 

They give these speeches of Khrushchev and Bulganin verbatim, 
and this is interesting to me because we are interested in Russia most 
of all. 


PRIVATE INVESTMENT IN SCANDINAVIAN COUNTRIES 


I specialized on Scandinavia on my own for the last 8 years, and 
people in Government ask me why doesn’t private investment go into 
Norway. 

Bivairiconaiiis know that there is a limit of 5 percent on profits and 
they have price control in their constitution, so we, through the 
Export-Import Bank and World Bank and International Bank are 
helping them with this enormous aluminum plant where they are 
building a 600-meter tunnel from a high glacier lake for water power. 


AID TO SOCIALIST COUNTRIES 


I would ask Mr. Hoffman how he feels about our bank continuin 
loans to a Socialist country. Norway exports only pulp, fish, an 
has barter arrangements with Italy, Russia, and several other coun- 
tries. I have friends in Norway whom I see continually, businessmen, 
newspapermen, and others. 

How do you feel about countries like that, and all the Scandinavian 
countries which are extremely socialistic? They are still great friends 
of this country. There are many more people of Norwegian descent 
in this country than there are in Norway. We need those countries 
for bases and we need their help. Those people know they will not 
remain neutral in case of war. I have spent considerable time there 
and I think I know those people fairly intimately. 
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Mr. Horrman. At the time the Marshall plan was inaugurated there 
was great concern about this question of aid to socialistic countries. 
The Congress decided that aid should be extended to them. This, in 
my opinion, was a wise decision because, while no one is a more ardent 
advocate of free private enterprise than I am, I thought the best way 
to stop the trend of socialism in Europe was to help restore prosperity 
to that Continent. I remember that in America, in 19383, arora on 
was swarming with people, businessmen and others, who were seeking 
help. They were willing to accept a considerable amount of regi- 
mentation to get it. By 1936, when a reasonable degree of prosperity 
had been restored, the trend toward more and more Government 
control reversed itself. 

In this battle between socialism and capitalism, our real problem 
is to make the people outside America understand that while our 
economic system is called capitalism, it is as different from the capital- 
ism of Europe as day is from night. If the Norwegian people could 
really grasp the fact that we have developed a people’s capitalism 
here that serves the public interest, they might give up their attempt 
to establish a far less sufficient socialistic system. 

To sum up, I think it would be a serious mistake for us to limit our 
aid to capitalist countries. I think our best hope lies in a growing 
understanding of our American economic system, which serves not 
some of the people but all of the people. 

Mr. Cuatuam. I thoroughly agree they are prosperous. Norwegian 
shipowners are searching the world for building facilities for ships. 
They are searching in Australia and everywhere for yards. However, 
their profits are limited to 5 percent. They are just dynamic people, 
top people, as you know. 

I would like to go into the textile business with Norwegians, because 
it is my impression they have no textile mills except 1 or 2 which make 
woolens, cottons, and everything. 

What you say is perfectly true. After the first of the year I am 
going to Holland on that basis, going in, I hope, with some Dutchmen 
on a woolen mill, and that is the private capital you talk about. 

If the tax situation were as Mr. McCloy suggested, some of my asso- 
ciates would already have been there. I am acquainted with their 
labor situation, and I consider it the most stable government in Europe. 

I have nothing more, Mr. Chairman. I will yield. 

Mr. Horrman. Mr. McCloy may differ with me. I don’t know. 

Mr. McCoy. This question of socialism is a very interesting one. 
You must bear in mind that the Marxist philosophy had a tremendous 
vogue in Europe, and it developed in large degree because the then 
capitalism of Europe, against which Marx was writing, was oppressive. 

Mr. Cuatuam. It is today, right now. 

Mr. McCrory. Even today you have liberal minded, perfectly fine 
citizens who are very strongly socialistic. 

Take Germany; take the case of Germany after the war. It was 
teetering between a Socialist and a non-Socialist government then. 
Some of the most vigorous allies of ours, in terms of combating com- 
munism, were the Social Democrats. Some of the men who had suf- 
fered most heavily under the Hitler regime were Social Democrats. 
To have denied aid to Germany, because in the next election it might 
have been a Socialist Democratic country, would have been a short- 
sighted policy on our part. 
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However, those provisions you refer to in the constitution do impede 
the flow of American capital to Norway. 

Mr. Horrman. Mr. McCloy made this clear: Except for perhaps 2 
or 3 countries, there may be some help needed in southeastern Europe; 
there should be no further economic aid to those countries. 

Mr. CuatHam. Loans are economic aid. 

Mr. Horrman. Loans come within a different category. After all, 
the World Bank is a bank governed by all the countries of the world. 

Mr. Cuatuam. I think if we can get American capital in there it 
would be a great thing for Norway. 


IMPACT ON UNITED STATES OF INCREASED PRIVATE INVESTMENT ABROAD 


Chairman Ricwarps. Talking about this tax relief, guaranties, and 
so forth, what about the danger of enco ing a flight of capital 
from the United States for investment abroad? 

Mr. Cuatuam. It will come back to us, if we trade. 

ae tee Ricwarps. Maybe it will. That is what I am asking 
about. 

As a practical proposition that is one of the things you have to deal 
with, particularly with organizations interested in textiles and with 
other groups. These gentlemen don’t have to be elected, but we do. 

Mr. CuatHam. You and I don’t any more. We can speak freely. 

Mr. McCroy. I have to retain bank accounts, and some of your tex- 
tile friends don’t like a liberal trade policy. 

Chairman Ricwarps. I have one of the largest textile districts in 
the United States. I have told them that in some of the policies they 
advocate they are cutting off their noses to spite their faces, and that 
they are not looking ahead. 

However, if we give too many inducements to get American dollars 
to go abroad, by offering tax incentives and guaranties, you have 
American industries putting up branch factories abroad. That cer- 
tainly destroys American jobs. 

Mr. CuatHam. No. 

Chairman RicHarps. Wait a minute, now. To the average man 
that is what it does. 

I have been in favor of guaranties, and I am in favor of encouragin 
oe dollar investments abroad, but you can see where that eruld 
ead you. 

Mr. Horrman. That is a denial of one thing, of the type of opportu- 
nity for investment that America will offer. 

hairman RicHarps. American businessmen say we make them pay 
higher taxes in order to encourage foreign competition. 

You are a businessman and it is good to hear you are thinking of 
these problems. 

Mr. CuatrHam. It would create more jobs, I think. I am not afraid 
of guaranties in Holland, Scandinavia, and especially, Norway. We 
would process goods to a certain point, bring them here and finish 
them. It would mean more jobs here, better goods, and cheaper goods. 
That is what has made America. If we could sell blankets for 25 
cents we wouldn’t be able to make enough in the next 50 years to supply 
the women of America. You would have better goods at lower costs. 

Chairman Ricuarps. Mr. Merrow. 
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Mr. Merrow. I am happy to hear you talk about the textile in- 
dustry. You have stated the situation very well, Mr. Chairman. 

I want to say that I certainly enjoyed these fine statements here this 
morning. 

Mr. Hoffman, you speak most persuasively. I wish I could do as 
well with some of my constituents. 


AID PROGRAM SERVES INTERESTS OF UNITED STATES 


You mentioned the fact that you thought we ought to spend between 
$8 and $12 billion for the underdeveloped countries. 

Mr. Horrman. In the next 5 years. 

Mr. Merrow. And you said that would be a tremendous saving to 
the American people. Would you expand on thata little? You mean 
from the military standpoint? If you convince the people of that, 
ete might be able to sell this type of program. Until we do that, I 
1ave some doubts about it. 

Mr. Horrman. May I make my position clear on this question of 
foreign aid. I do not believe we have any right to take dollars from 
the American taxpayer and spend them anywhere or for anything 
that is not in the interest of the American people. I do object to put- 
ting a geographical tag on a dollar. The test should be not where it 
is spent but how well it serves our interests. 

For example, speaking about military aid, and assuming for a mo- 
ment that the maintenance of a free Turkey is of paramount impor- 
tance to us, if we had tried to help in the defense of that country by 
sending American divisions there, it would have cost us about 20 times 
as much as it would have cost to supply military aid. The reason is 
obvious. Turkey pays its soldiers a few cents a day and its colonels 
about $50 a month. Furthermore, their soldiers, by the very nature 
of things, fight harder in the defense of their own country than would 
any outside troops. 

Speaking specifically about the point that an effective program of 
aid to underdeveloped countries might prove to be an investment rather 
than an expenditure, may I recall to your mind what I have already 
said about the Marshall program. It did not cost us $13 billion—it 
saved us over $50 billion. 

I can’t say for certainty that the development of these underdevel- 
oped countries as free societies would so strengthen the free world that 
military expenditures could be reduced, but it seems to me that this 
is a reasonable assumption. Furthermore, I think it is time that we 
risked some funds in waging peace. I don’t need to tell you that the 
military can and should get appropriations of from $35 to $40 billion 
annually in order to keep us secure. But we’ve got to begin think- 
ing in bigger terms than we have in the past about waging peace. 
It is a big job, too, and while it will cost only a fraction of what it 
costs to wage war, you can’t do a billion-dollar job with a hundred 
million dollars. 

As a final word, may I say that strengthening these underdeveloped 
countries may prevent our having to engage in military activities 
which are, of course, very costly. Our military activities in Korea cost 
us about twice as much as the cost of a 5-year program of economic aid 
for all the underdeveloped countries. 
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Mr. Merrow. The United States delegation at the last General As- 
sembly of the U. N. sent a communication to the Department of State 
in which we said, among other things, that we are in an economic con- 
test and if we lose this economic contest it would be as disastrous as 
a military defeat. 


COMPETITION WITH THE SOVIET UNION 


You feel that if we do not do something along these lines, whether 
it is $8 or $10 billion, we are in danger of losing this economic con- 
test with the Soviet Union ? 

Mr. Horrman. I certainly do. Mr. McCloy made this point: I 
don’t think in developing a program we want to think in terms of 
competition but in terms of the countries we are trying to help. I 
honestly think that if we orient ourselves in that way we will come out 
with the kind of program that will result in our winning that 
competition. 

I wouldn’t think of competing with Russia for the Aswan Dam. I 
wouldn’t think in those terms at all. I don’t know whether it is a 
good thing or not. I wouldn’t enter into that sort of competition. 

But a country has to be eager to achieve a democratic society or we 
should keep out. That is number one. 

Assuming that you have, as you have in all of these countries to- 
day, the exact form of society is not important, they are attempting 
to achieve democratic societies. If they are, then what do they re- 
quire? You have to handle the program in each country, and that 
can be done. 

As I say, the thing about it that I think is quite surprising is the 
fact it is not going to cost any excessive amount of money. ‘That is 
the thing I found quite exciting. I don’t know how this program 
would come out. I didn’t know what the end result would be. I 
thought they would say we would have to spend $50 billion. That is 
out of the question. 

Mr. Merrow. Don’t you think we have to think in terms of compe- 
tition to some extent because this new offensive by the Soviet Union 
has brought about this reappraisal of our economic foreign policies 
which we are undertaking here today ? 

Mr. Horrman. Quite right. I think we have to be very conscious 
of that competition, but in developing the program our orientation 
should be the needs of the country. 

Mr. Merrow. Is the Soviet Union exporting capital into these 
underdeveloped countries to any extent? We talked of the steel mill 
in India, but are they exporting capital ? 

Mr. Horrman. Mr. McCloy can answer that better. I do happen 
to know that in Burma they made a barter deal which has not worked 
out well for Burma. Burma was forced to take goods in great quanti- 
ties which she did not really need. She did not get the goods she 
wanted. As a result, a hostility to Russia has developed on the part 
of U Nu and other Burmese leaders. 

This, to my mind, is encouraging. It demonstrates again that ty- 
rannical leadership is almost certain to commit blunders. As a mat- 
ter of fact, it was the blunders of the Russians that made the Marshall 
plan possible and also the continuing appropriations. 
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SOVIET BASIC POLICY UNCHANGED 


Mr. Zastocki. I appreciate your fine statements, gentlemen. There 
are numerous questions, Mr. Chairman, that I have. Before asking 
certain questions on the foreign aid program I would like to ask Mr. 
Hoffman to comment further on Soviet future policy. I was amazed 
to hear Mr. Hoffman say that there is a possibility of an actual change 
of Rey in the U.S.S. R. 

n the basis of most recent reports, Molotov is again an influential 
figure with the army backing him. Certainly neither Bulganin, 
Khrushchev nor Molotov are likely to change the policy. Who is 
there on the horizon in the Soviet? 

Mr. Horrman. General Smith knows considerably more about this 
than I do. I say only this, and Mr. McCloy made this point: Is the 
situation developing in Russia in which public opinion will have 
impact on governmental policy. 

It is perfectly clear that it has had only limited impact up to now. 
It is perfectly clear that among ihe present leadership of Russia 
there is no one that is even remotely considering a change of basic 
policy. The question is whether the younger generation of leaders, 
who perhaps will be more aware of the opinion of the Russian people 
will be influenced by that. You are in a guessing contest there. All 
I can tell you is that I have heard a preponderance of opinion among 
the Russian experts that if you think in terms of not 1 year but 10 
years that in that period of time there is at least a possibility that 
these common people in Russia, this new middle group in Russia who 
in my opinion are subject to some influence from this fundamental 
change—and I hope you will not shake your head on this, General 

General Smrru. I am just smiling. 

Mr. Horrman. This change has come about: 

The leaders were able up until a recently to convince their 
people that they were in dire danger of capitalistic encirclement. I 
think they are having a tougher time a that at the present time. 

In other words, I think when they themselves found out they had the 
atom bomb, when they became conscious of their growing strength, 
their susceptibility to that type of propaganda became much less. 

I have heard from people I do trust that that definitely is taking 
place. The Russian people are fairly confident and they don’t believe 
anybody can run over them now. That means they will not swallow 
that line much longer. 

I do think, and this information came from fairly reliable sources, 
that this new middle group, some 20 million people, technicians, they 
have to have if they are to run their economy, it is perfectly clear they 
will not be the same kinds of people that the peasants and common 
soldiers are. At the present time there is no organization of that 
group. There is only a recognition on the part of the top leadership 
of Russia that they need that group. 

Unless you can see a hope that Russian policy will change, and in 
time they will at least reach this pant, where in their attempts to 
communize the rest of the world they will forego violence and sub- 
version, unless they come to that point we will have continued tension 
in the world. We cannot bring peace to the world. 

Mr. Zastockr. Future Russian policy is a big question mark. At 
the present time our foreign-aid program appears to be geared bas- 
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ically to stop communism. If we are going to continue in that direc- 
tion to compete with the Soviets, is it not necessary to more accurately 
ascertain or determine Russian policy? On the other hand, wouldn't 
it be more advisable to emphasize and make clear that United States 
assistance is given to foreign countries regardless of Russia’s policies? 
Is it not necessary that we reevaluate aid on the basis of assisting 
people ? 
PUBLIC SUPPORT FOR FOREIGN AID PROGRAM 


Mr. Horrman. I think in order to persuade the American people 
that they ought to put up the money for an adequate program of eco- 
nomic aid that this matter of competition with the Soviets is bad. 
Even if the Soviets were not in the picture it would be extremely im- 
portant to us that these underdeveloped countries of the world emerge 
as strong democratic nations. Even if Russia were friendly that 
would be true. 

It is very difficult to get the American people interested in a pro- 
gram for the underdeveloped countries simply on the basis of our 
having a very long-run interest in having them emerge in this way. 

Mr. Zasxiocki. If that is our desire, is it not in our interest to edu- 
cate the people ? 

Mr. Horrman. Certainly. 

Mr. Zastocki. If future aid is not forthcoming from Congress, is 
it not because we took the wrong approach ? 

Mr. Horrman. If I had not taken the easy way, along with other 
people, we would not have the tough situation we have now. Vishin- 
sky was our best salesman. Every time we put in an appropriation 
Vishinsky made a nasty talk, and I would ask, “Is this what you 
want?” I think it was a mistake. 

Chairman Ricwarps. I wish these gentlemen could stay here this 
afternoon, but they cannot. We have 1 very important witness this 
afternoon, and possibly 2, who can deal with that matter. 

Mr. Hays of Arkansas. 

Mr. Hays of Arkansas. Mr. Hoffman, are the documentations that 
you used so well available to us or will they be available country by 
country and category by category as to investments ? 

Mr. Horrman. Investments I cannot speak of with certainty. The 
documentation of the proposal is in this book to be published on 
January 9. JI am sure this committee can get whatever copies of the 
book they want. 

This is not necessarily the best of all plans. I don’t know. All I 
am saying is that here is a concrete proposal that meets the specifi- 
cations. In other words, it is bold, imaginative, and it will do the 
job, I think. 

You might have the job done better by some other proposal. My 
main point is that only a proposal that meets that criteria is worth 
the serious consideration of this committee. 


IMPACT OF FOREIGN AID ON UNITED STATES ECONOMY 


Mr. Hays of Arkansas. When we finally agree a something in 
the next Congress, if we Jay out these standards and they are agreed 
on, we will be expected to tel! our people precisely the results in terms 


of the impact on our own economy which the chairman has talked 
about. 
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Do you feel we can defend it both from the long-range point of view 
and the more immediate political considerations ? 

Mr. Horrman. I am sure in these particular areas you will not have 
the problem that we had in Europe, that is the fear we are setting 
up competition for American industry. I cannot conceive of Burma 
becoming competition to American industry. I don’t think various 
lobbies will be around on this program. This program is lobbyproof 
from that standpoint, I think. 

Mr. Fuuron. On textiles, might there not be competition ? 

Mr. Horrman. In these underdeveloped countries you do not have 
at the present time any markets for American goods of any conse- 
quence. There the point is that we are building up markets. 

The major part of our trade always comes from the countries where 
the standard of living is reasonably high. What we are trying to do 
here, if you want to put it on that basis, we would be building up 
future customers that would be of great benefit to us. We are talking 
about 1,200 million people in these areas. If you get $2 apiece out 
of them you have a lot of money. 

Mr. Hays of Arkansas. The figures you have used include both capi- 
tal investments for consumer goods and all types of products 

Mr. Hlorrman. Speaking in political terms, of which I don’t know 
too much, one of the most appealing features of this plan is that 
about 25 to 30 percent of this aid is in the form of agricultural 
surpluses. 

Mr. Ilaysof Arkansas. 25 percent? 

Mr. Horrman. Something like that. If you are interested in exact 
figures here I will give it to you. 

Mr. Hays of Arkansas. I will not take time, but that is right to the 
point I wanted to raise. 

I wanted to get to the other point of what is called infrastructure, 
or non-self-liquidating types of aid. 





MULTILATERAL PROGRAMS 


Mr. McCloy, I assume you rest your reluctance to approve some 
kind of international branch largely because of public opinion, the 
frailty of public support at the present moment. Is that correct? 

Mr. McCoy. I think I would experiment with it but I would not 
put the bulk of aid through an international agency. I think per- 
haps you would have more difficulty supporting such aid before the 
American public, let alone administratively. Until we have an in- 
ternational body that proves itself, it would be imprudent to use one 
for large amounts of aid. 

Mr. Hays of Arkansas. I would be interested in any impressions that 
Mr. Hoffman may gain at this year’s U. N. meeting. 

There are two good arguments for multilateral aid. First, it would 
tend to distribute the burden. American taxpayers ask, “Must we 
always carry the load?” Second, it would show we are cooperative, 
internationally. 

The most eloquent supporter of a new U. N. agency for economic 
development is Mr. Chevan, of Belgium. It poses a very real problem 
for our country diplomatically, that is to show we are not just turning 
thumbs down on something that has wide support among the other 
free nations. 
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I want to be sure I understood you, Mr. McCloy. You are not 
turning it down intrinsically except for this period in which a sounder 
basis must be laid. Is that a fair statement? 

Mr. McCuoy. That is right. 

Mr. Hays of Arkansas. That was our feeling. Would you agree 
then, that we do need, in view of the support that it has aboard and 
the desirability of getting some help from other industrial nations, 
would you agree on that basis we can proceed to study the multilateral 
plans constructively ? 

Mr. McCoy. Indeed, in this book I wrote I came out for a United 
Nations agency to distribute aid, but I rather changed my view since 
then along the very lines you are indicating because I think such a 
course is a little premature, and we have not had experience with it. 
[ am doubtful whether we ought to assume, in view of the importance 
of this program that the extra burden of public support that would 
be necessary for a program administered by an international agency 
would actually be forthcoming. 


LOANS VERSUS GRANTS 


Mr. Hays of Arkansas. Would you care to express an opinion as 
to whether or not an enlargement of the powers of the International 
Bank might provide the answer? That is, giving grants rather than 
exclusively loans? 

Mr. McCoy. I suggested, I believe when I was speaking before, that 
if there were an institution that approached the aid problem with the 
analysis and the objectivity which the International Bank has dis- 
played toward loans, it could serve a very useful purpose indeed. If 
we had such an agency I think it would remove some of my present 
objections to the use of an international body to distribute at least 
u part of the aid funds. 

Mr. Hays of Arkansas. Thank you very much. 

Chairman Ricnarps. We have one more member with questions. 

I want to say Mr. McCloy mentioned this book before. I have not 
read it. Does it represent your thinking on Russia and America? 

Mr. McCuoy. This is the book I referred to. It is not my book. 
It is Professor Roberts’ book. I wrote a foreword to it. I am the 
lead of the organization which put it out. 

Mr. CuatHam. Who published it? 

Chairman Ricnarps. The staff read it but very few members have 
read this book. I have heard of it and it would be good if we could get 
it. 

Mr. McCrory. We will send you copies. 

Mr. Cuatuam. I would like to get the book Mr. Hoffman referred 
to. 

Mrs. Ketuy. Could you tell me if you have been in any advisory 
capacity to the United States Government in the past few years? 

Mr. McCuoy. No official capacity. I have talked to—— 

Mrs. Ketiy. My interest is the use of your vast knowledge. Has 
(he executive branch of the United States Government sought your 
udvice on problems of the world today ? . 

Mr. McCoy. Infrequently. 

Mrs. Ketiy. Infrequently ? 

Mr. McCuoy. Infrequently. 

Mrs. Ketiy. I take that answer to mean “no.” 
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SHIFT IN SOVIET POLICY 


You referred to the shift of the Soviet policy from Europe to the 
Middle and Far East. Do you attribute that possibly to the writing 
off of Europe by the U. S. S. R. or to a weakening of the unity of 
Europe or the breaking up of the West and the weakness of NATO, 
or to the success of our policy ? 

Mr. McCtoy. I attribute it to the fact that the Soviets thought they 
had easier going in the underdeveloped areas, certainly easier going 
than they were encountering in Europe. 

Mrs. Ketiuy. Were encountering or are encountering ? 

Mr. McCuoy. Than they were encountering in Europe. They had 
a huge struggle at one time in the postwar period over Germany, 
which was the big prize—the struggle for the soul of Faust, going 
on very acutely and if you visited Caiman during that period you 
saw it. 

They did not succeed in Germany. I think they came to the con- 
clusion they could not succeed there without the use of force and 
more force than they were then prepared to exert in view of our mili- 
tary position at the time. 

So they have turned to exploit this growth of anticolonialism, of 
nationalism, this growth of restiveness, this desire and urge for an 
improved standard of living in the underdeveloped areas, and they 
have felt they would have a far better field in which to foment unrest 
there than they were having in Europe, although they did not abandon 
their energies in Europe by any means. They did not place an 
exclusive emphasis upon Europe as they had heretofore. 

Mrs. Ketiy. Do you think that the U.S. S. R. can control Europe— 
and southeast Europe—at the present time by subversion with the aid 
of the people who are in government in Europe at the present time? 
I am referring possibly to the new, Connmeaniat-tniined: persons who 
hold government positions in some countries of Europe at the present 
time. Can the U.S.S. R. control them? 

Mr. McCrory. No. Although I think our position in Europe is a lit- 
tle less sturdy now than it was in the immediate past, I do not be- 
lieve that the Communists are on the way to taking over Europe 
through infiltration, if that answers your question. 

Mrs. Ketuy. Yes; it does. 


DETERRENTS TO PRIVATE INVESTMENT ABROAD 


I would like to refer to this larger capital investment you are speak- 
ing of. Do you not think the abrogation of the international agree- 
ment on the Suez by Nasser is going to hinder United States invest- 
ments in the underdeveloped areas ? 

Mr. McCroy. Certainly it is going to hurt them in Egypt and per- 
haps in that general area. 

Mrs. Ketxiy. Just in that area? Will private enterprise not ques- 
tion going into any area in like circumstances? 

Mr. McCrory. Well, it certainly has a disturbing effect. It is like 
dropping a stone in a pool. The effect, however, is so diluted by the 
time it reaches an area like South America, that it is not an important 
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factor. But in the area of the Middle East it is causing everyone who 
is thinking of investing there to hesitate and hold back. 


EXPANDING INVESTMENT GUARANTIES 


Mrs. Ketiy. Considering the uncertainty of other governments, say 
in South America or any other nation, do you think the United States 
Government would have to increase guaranties to private investment 
for the above reason? I think you mentioned limiting guaranties. 

Mr. McCoy. Yes; I perhaps disagree with the chairman a bit. I 
have a little skepticism about the extent to which Government guar- 
anties against political risks prompt investment. I think, myself, I 
would prefer a tax advantage rather than a Government guaranty 
against revolution, for example. I think that after you have re- 
ceived the guaranty and talked to the State Department and are wise 
to an unsatisfactory political situation, you are not very likely to 
expand investment. Guaranties of convertibility, of course, are 
important. 

I would make them guaranties against exchange risks, more than 
anything else. In that way I would limit rather than expand them. 
The chairman has asked me whether I would expand the guaranties 
and I think I should prefer tax incentives rather than further 
guaranties. 


INVESTMENT BY FOREIGN NATIONALS AT HOME 


Mrs. Ketiy. Can you tell us if there is any increase of foreign 
investments of nationals of other countries in this country or in Canada 
or elsewhere in place of in their own country? 

Mr. McCroy. I think there has been a very substantial increase of 
foreign investments in the United States. However, many of them 
represent the accumulation of dollar balances, and are invested in 
short-term securities. 

Mrs. Ketiy. And in Canada? 

Mr. McCuoy. Yes; and in South America, a very substantial in- 
= although the expansion in those areas is more on a long-term 

asis. 

Mrs. Kettiy. Is there anything that can be done to see if those 
people—even in underdeveloped areas we know there are many wealthy 
people—would invest in their own countries instead of over here? I 
am going to take, just for an example, Mannesman enterprises of 
Germany. I learned about this while in Europe last fall. Mannes- 
man, for example, is investing in Canada and all over. 

_ There is a general determination to invest in the Western Hem- 
isphere. 

Mr. McCuoy. I think they are also investing in Germany but they 
have had very little capital. 

Mrs. Ketxiy. But their capital is going outside. 

Mr. McCrory. They have not had much capital in Germany. They 
are just beginning to form capital in Germany now through earnings. 

Mrs. Ketty. Mannesman. 

Mr. McCroy. Mannesman, the steel firm, yes. They have an invest- 
ment in South America, an important steel investment. 

Mrs. Keiiy. Also in Canada. 
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Mr. McCuor. Yes. This is, I think, the natural direction for the 
company’s expansion. Mannesman has large investments in Ger- 
many but I think that the dynamism of the German economy makes 
them seek foreign investments as well as domestic investments now 
that they have some accumulation of capital. I do not believe there 
is any flight of capital from Germany. 

Mrs. Kexxiy. I took Ger many as an example because that question 
did come up and we were trying to tell them they should invest in 
munitions in Germany. It was stated that they would rather pay 
us for military mater ial than rebuild military industry. I. know in 
Italy it isthe same thing. In Greece and in many nations. Could the 
United States do any thing to try to encourage them to invest in their 
own countries ? 

Mr. McCoy. In their own Military Establishment ? 

Mrs. Ketiy. Not just military but ‘the general investment of capital. 
Invest in their own country instead of bringing their capital here. I 
know that is not quite the thing we want. 

Mr. McCroy. I think that in the case of Mannesman, I have heard 
the Krupp people say the same thing. They do not want to move back 
into the munitions-building business, because it means too much in- 
volvement with Government, and too many other aspects which they 
wish to avoid, so that they would prefer to ‘deal i in nonmunitions busi- 
ness. And they are looking for investments in that category in Ger- 
many as well as in other areas of the world. 

I repeat that I believe that with the expansion of the German econ- 
omy we can expect them to invest their capital abroad just as we are 
investing our capital abroad as our economy expands. That is quite 
a different thing from the wealthy man, let us say the wealthy South 
American, who ‘does not put his money in his own country but puts it 
in Switzerland or the United States ‘and does not employ it for the 
benefit of his own nation. That is not, I believe, the case in Germany 
or Great Britain. I think it is the natural result of postwar expansion 
of their economies. 

Mrs. Ketziy. I have another short question which is almost a 
summary. 


RELATION OF PROGRAM TO WELFARE OF AMERICAN PEOPLE 


Do I understand that in this economic program that you believe 
that it should be more of a moral obligation by us as a prosperous 
nation as against Mr. Hoffman’s statement that we should consider it 
our self-interest ? 

Mr. McCuoy. I should agree with Mr. Hoffman. The program 
should stand or fall on the basis of what it means to the welfare of the 
people in the United States. However, I do not exclude a sort of 
noblesse oblige, as a very small element. I think that this can be sup- 
ported, (a) on the basis of our rivalry, if you wish to put it that way, 
or the issue that has been raised with the Soviet Union (6) on the 
basis of our own economic vigor, and I would add another element: 
that we, as the great world leader, do have a certain responsibility, as 
does the leader of any community, to see to it that one’s wealth is to 
some extent made responsive to appeals from less fortunate members 
of the community. I do not brush off this thought as so many do with 
the statement that you only create enemies by this type of aid. You do 
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create irritations, to be sure, but you also have a reserve of goodwill 
and appreciation which is not entirely dissipated by the maladminis- 
tration or the discriminations involved in the distribution of that aid. 

You hear a great deal about Germany today, that they are not appre- 
ciative of our aid. If you walk down the streets of Berlin, you will 
find that they are appreciative. 

Mrs. Kretiy. Do you believe the counterpart formula which was 
the basis of our aid was successful ? 

Mr. McCoy. Yes. 

Mrs. Ketuy. And Mr. Hoffman feels the same that the counterpart 
is the proper method ? 

Mr. Horrmay. I think it resulted in the dollars doing double duty. 

May I just associate myself with Mr. McCloy. I do not exclude 
the values that come out of the humanitarian aspects of this pro- 

ram, I do not exclude them. I think you can sell it entirely on the 

aes of what it will do for America and that is a plus. 

Mrs. Ketiy. Thank you. 


CONDITIONS ON AID 


Mr. Zasvockt. Just toclarify Mr. McCloy’s statement that we should 
have the least amount of conditions. I would like to ask him whether 
certain conditions are not desirable. For example, the committee 
adopted the Richards amendment and the committee amendment pro- 
viding that unless certain reorganization of the tax structure and 
other internal fiscal reforms were adopted by certain countries assist- 
ance would not be advanced—Do you think, Mr. McCloy, that we 
should have such conditions in our future aid programs? 

Mr. McCuoy. The only conditions that I would impose on the de- 
velopment program would be, one, that the country is not committed 
to the Soviets. I would not give any money to Poland while Poland 
is under the Soviet rule. The only other conditions that I would im- 
pose is that they contribute themselves within their means to their 
own development program—that they have a sufficiently sound eco- 
nomic base or are prepared to develop one which will make the use 
of our money in that country fruitful. 

Mr. Zas.ockt. Did not the conditions this committee had insisted 
upon hasten the desired development in the past? I am speaking 
now of the Richards amendment. It prodded western European coun- 
tries into a cooperative effort to—— 

Mr. McCtoy. I should be more familiar with the Richards amend- 
ment. 

Chairman Ricwarps. It dealt with the military program. 

Mr. McCroy. I am not familiar with that. 

Chairman Ricnarps. It restricted the allocation of funds for the 
military program in Europe so as to speed up the organization of the 
European Defense Community. You do not believe in attaching too 
many conditions? 

Mr. McCrory. No. Don’t look in the development program for an 
Army base, or a vote in the U. N., or gratitude as such. Take it as 
it comes. 

Chairman Ricnarps. I know you have more questions, but we will 
have to recess until 2:30. This afternoon I want to remind you we 
will have Mr. Howard Petersen, president of the Fidelity Philadelphia 
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Trust Co., chairman of the International Subcommittee, Committee 
for Economic Development, former Assistant Secretary of War, and 
United States delegate to the London Conference With Common- 
wealth Nations on Japanese Trade Relations. 

I hope you will be back here at 2: 30. 

The committee stands adjourned until 2: 30. 

(Whereupon, at 1:20 p. m., the committee recessed until 2: 30 p. m., 
the same day.) 

AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., Hon. James P. Richards 
(chairman) presiding.) 

Chairman Ricuarps. The committee will come to order, please. 

Ladies and gentlemen, we are privileged to have with us this after- 
noon Mr. Howard C. Petersen. van of course, know of Mr. Petersen. 
He is in private business now but once had a prominent position in 
Government. You may proceed in your own way. 


STATEMENT OF HOWARD C. PETERSEN, PRESIDENT, FIDELITY 
PHILADELPHIA TRUST CO., AND CHAIRMAN, SUBCOMMITTEE ON 
INTERNATIONAL ECONOMIC POLICIES OF THE RESEARCH AND 
POLICY COMMITTEE, COMMITTEE FOR ECONOMIC DEVELOPMENT 


(Formerly Assistant Secretary of War, 1945-47; head, United States 
delegation to London Conference With Commonwealth Nations on 
Japanese Trade Relations, 1948) 


ECONOMIC AID A CONTINUING RESPONSIBILITY OF THE UNITED STATES 


Mr. Perersen. I am honored indeed by your invitation to appear 
before you. Iam going to address myself particularly to the question 
of United States assistance of economic progress in the underdeveloped 
world. I realize this is only part of the broad and varied program 
that goes under the name of foreign aid, but in the present stage of 
the world history I believe it is the most vital and difficult part. 

The United States has spent a great deal of money on foreign aid 
since the end of the war—something like $60 billion. Our aid has 
gone out in many different forms, to many different countries for 
many different purposes. There is a natural desire to be through with 
all this. There is also a feeling that the continued existence of a 
need for aid demonstrates that aid does not accomplish its objectives. 

The fact is that we face a challenge of economic development abroad 
that is only now rising to major importance and that we have not pre- 
viously tried to meet on a major scale. The foreign-aid programs of 
the past decade have on the whole succeeded in their purposes—the 
relief of postwar distress, the rehabilitation of Western Europe, the 
military strengthening of our allies in Europe and Asia. But we 
have not had a comprehensive, systematic or adequate program for 
assistance to economic development in the underdeveloped world. 
Some of our programs have assisted development, but the assistance 
has been intermittent, crisis-oriented, often a byproduct of defense 
efforts. We must now, for the first time, accept assistance to foreign 
economic development as a major continuing responsibility of the 
United States Government that is in our own interests and to which 
we will devote substantial energy and resources. 
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ROLE OF THE UNDERDEVELOPED COUNTRIES 


Out of growing contact with Western industrial societies, the peo- 

le of the underdeveloped countries acquired an intense desire for 
independence, self-expression and status. This desire first took the 
form of a demand for political independence which finally led to the 
breakup of the colonial system. We are now seeing the emergence of 
the second phase of this historic process. : 

The independent underdeveloped countries of Asia, Africa, and 
Latin America, in which live almost half the population of the world, 
have become keenly aware that political independence alone does not 
satisfy their aspirations. They are determined to achieve freedom, 
not only in the negative sense of absence of external control which 
they have, but also in the positive sense of capacity to decide and to 
act. And they look upon economic development, properly, as the 
necessary condition for this positive freedom. Their cate for eco- 
nomic development is a new force in the world and our future is bound 
up with its course and success. 

The fact of our involvement in the course of events in the underde- 
veloped world is coming to be more and more recognized in this coun- 
try. Recent evidence of Soviet interest in these areas has contributed 
to this awareness. But the degree and nature of our involvement is 
not yet adequately understood. Better understanding of our own 
interests is the first and most important step to a program of the neces- 
sary scale and character. 

In a policy statement published in February of this year CED’s 
Research and Policy Committee attempted to discover and describe 
America’s interest in the underdeveloped world. I have supplied 
copies of this statement to members of the committee. Let me briefly 
summarize our conclusions. 


PROGRAM SERVES UNITED STATES INTERESTS 


The United States interest in foreign economic development is first 
and foremost an interest in our own national security. We have 
strong humanitarian interests and economic interest that are far from 
negligible. But it is primarily concern for our security that elevates 
foreign economic development to the front rank of our national objec- 
tives. Let me hasten to explain that our interest in economic develop- 
ment is separate from our interest in making strong military allies. 
Our interest is in strengthening world stability and order—in prevent- 
ing frustration of the natural ambitions of the underdeveloped areas 
from becoming a source of disturbance, hostility, and aggression in a 
world already tense and explosive. Success in this can greatly ease 
our military burdens and avoid spreading our military strength over 
vast areas of the world that now are potential trouble spots. 

Economic development is the most constructive path along which the 
underdeveloped countries can seek to realize their own aspirations. 
This is the path most consistent with their own interests and with ours. 


DANGERS OF FAILURE 


The ambitions of the underdeveloped world for speed in economic 
development are high; perhaps too high to be met under the best of 
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conditions. But, as in most of life, complete satisfaction of ambitions 
is not critical. What is critical is sufficient progress to sustain hope 
and effort. This is not beyond achievement. 

The underdeveloped countries are, with some exceptions, trying to 
achieve economic development by means that are broadly democratic. 
Their economies are not, and will not be, exactly like ours. For yari- 
ous reasons the role of government will be larger. But essentials of 
economic democracy, such as free choice of occupations and freedom 
of consumers’ choice, are being preserved and democratic political 
processes are being fostered. However, the selection of the democratic 
route is tentative and pragmatic with them. It can easily be aban- 
doned if it does not work. 

Suppose that economic development at a reasonable rate is not 
achieved by democratic means. What is the alternative? There is a 
good deal of truth, although it is not the whole truth, in saying that 
the alternative is communism. This danger may be particularly 
great in southeast Asia. Governments that are frustrated in their 
efforts at economic development are likely to turn to totalitarian 
methods, particularly in an effort to squeeze out of their populations 
the capital needed for growth. 

Agrarian unrest is a priority target for Communist propaganda 
and political action. The Communists managed to win at least the 
passive support of the peasantry in China by appealing to their dis- 
content with promises of land and the abolition of debts. This same 
appeal may well work in other countries of southeast Asia if some 
relief is not achieved for the serious problems arising out of rural 
overpopulation. 

Additionally, the Communists have probably been even more suc- 
cessful at winning adherents among the disaffected elements of the 
middle classes than they have been among the peasantry. In a num- 
ber of underdeveloped countries the Communists have allied them- 
selves with local nationalists and sought to focus the resentments of 
the middle classes against the West. Many of these people are well 
conditioned for Communist indoctrination by years of blaming all 
their country’s problems on western colonialism. 

The danger that we would face if frustration of the drive for eco- 
nomic advance in the underdeveloped world should cause further 
spread of communism is clear. What is probably less clear is that 
this frustration would be dangerous to us even if it did not lead to 
communism. Being non-Communist or even anti-Communist is no 
assurance that a nation will be internally stable or externally peace- 
ful. Leaving communism entirely aside, frustration of peaceful con- 
structive efforts is likely to lead to aggressive moves as ways to achieve 
national solidarity and self-expression. For various historical and 
psychological reasons, partly related to the colonial backgrounds of 
these countries, these moves will almost certainly reflect hostility to 
the West. ; 

The situation in the Middle East today shows the form that emerg- 
ing nationalism is likely to take if it cannot find constructive expres- 
sion. It also shows how deeply involved our own interests are, and 
how difficult it is to protect them. We do not want to be running 
around the world with military force or economic sanctions to prevent 
injuries to our political and economic interests, affronts to western 
prestige, and breaches of the peace. Even if this were physically 
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ossible, it would be self-defeating, because it would only deepen 
fateinnens and hostility. At the same time, we cannot ignore the possi- 
bility that each incident may be a small but irreversible shift of the 
balance of forces against us, or that some incident may be the critical 
one that sets off a great war. 

United States national security is also directly involved in the 
consequences of economic development for world trade. The develop- 
ment of an underdeveloped country benefits in some degree most 
countries trading with it. This is particularly important for our 
industrial allies. Their economic health and their military strength 
are much more dependent than our own on an expansion of foreign 
trade and, in particular, on an expanding exchange of their manufac- 
tures for imports of food and raw materials. This economic de- 
pendence of our allies is, of course, an important political and security 
consideration for the United States. 

Japan especially needs to expand its trade with the underdeveloped 
countries rapidly. Unless it can do this, the repercussions on Jap- 
anese policy are likely to be damaging to our position in the Far 
wast. 

NEED FOR INCREASED UNITED STATES CAPITAL ABROAD 


In this situation we must surely hope that the newly released ener- 
gies of the underdeveloped world will be channeled into peaceful, 
democratic economic advance. But we must do more than hope. 
Most of the underdeveloped countries are caught in a vicious circle. 
They cannot raise their levels of production significantly without 
more capital. And they cannot get the needed capital out of their 
current production, at least not without a cruel squeeze on already low 
subsistence levels. 

We can also be sure that capital will not be forthcoming in adequate 
amounts unless the United States provides much of it. This is simply 


a reflection of the preponderant economic size of the United States in 
the world today. 


IMPEDIMENTS TO GUARANTY PROGRAM 


There was discussion this morning of the United States guaranty 
program—to convertibility and no expropriation. One committee 
found that it has not had a significant effect and that the number of 
investments which were guaranteed under it in underdeveloped areas 
is small indeed—something less than $10 million. 

One of the impediments, I take it, to utilization of this program is 
that a country to come under the program must sign a treaty which 
agrees that they shall not expropriate or that they will permit free 
convertibility of funds. In many countries this is felt to be an im- 
pingement upon their sovereignty and they have been unwilling to 
sign treaties. 

“But even in the underdeveloped countries that have signed treaties, 
American manufacturers and industrialists have utilized this guar- 
anty program only to a very small extent. 


STIMULATING PRIVATE INVESTMENT ABROAD 


There was some discussion as well in Mr. McCloy’s statement about 
a tax incentive. We in CED in this report did recommend the re- 
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duction of 14 points in taxes on earnings from foreign investment, 
We also recommended that branches of American concerns be given 
the same tax treatment that they obtain for their subsidiaries. If 
you have a foreign subsidiary, you do not pay a tax on its earnings 
until the money is repatriated, but if it is a—— 

Chairman Ricwarps. What distinction do you make between the 
branch and the subsidiary ? 

Mr. Prerersen. There is a distinction now made in the law. Under 
the law a subsidiary of an American corporation does not pay a tax 
until the dividends are paid out, but if it is a branch—and the differ- 
ence is largely a legal formalism, for it is a matter of choice with the 
manufacturer whether he operates through a corporate subsidiary or 
a branch—in a branch as soon as the money is earned, it is subject to 
the Federal corporation tax. Our recommendation would equalize 
the position as between branches and subsidiaries and not tax until 
there is actual repatriation of earnings. 

I would doubt very much whether these tax incentives will cause a 
great flow of foreign investment. I think the opportunities for profit- 
able investment at home are so excellent today that the investor, having 
a freedom of choice, is not likely to run the risk of all the political 
instability which he finds in most overseas areas even though there is 
some tax Incentive. 

Our committee, however, while suggesting certain measures to stim- 
ulate the flow of private investment and feeling strongly that the 
objective of the Government should be to promote this flow, con- 
cluded that private sources would not provide all or even most of the 
capital that could be effectively used in these areas. Referring to the 
shortage of capital we said, and I quote from this document: 

Even after all practical measures are taken to increase private foreign invest- 
ment from the United States and other industrial countries, it seems probable 
that most of this shortage of capital will remain until development has pro- 
ceeded well beyond its present stage. For this shortage is, in the main, an 
unfilled need for funds to invest in transportation and other basic economic facili- 
ties—fields of investment which are not likely to be attractive to private foreign 
investors. The growth of manufacturing, the extractive industries and trade— 
the fields where private investment has its major opportunity—depend on cre- 
ating these basic economic facilities. 

We therefore came to the conclusion that an expanded program of 
public investment in the underdeveloped countries is in our national 
interest. The returns that we should expect from this investment are 
success in achieving economic development in these countries, and their 
emergence or consolidation as internally stable, externally independent 
nations, willing and able to participate in world affairs in a construc- 
tive manner. 

UNITED STATES GOALS OF ECONOMIC DEVELOPMENT 


I think we should all appreciate what this does not mean. It does 
not mean that we should seek or expect from our assistance, gratitude, 
popularity, emulation, or political commitments. The outlook is dark 
indeed if we can only live in security and prosperity in a world where 
other nations love us, are grateful to us or are allied to us. 

To repeat, the goals of economic development assistance are first, 
development, and second, stability, from which we hope to obtain 
greater national security. 
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ESTIMATED COST OF PROGRAM 


CED did not attempt to estimate just how large the United States 
program of economic development assistance should be. The total 
would have to be worked out from detailed country-by-country studies 
of needs and absorptive capacity. However, to indicate an order of 
magnitude, we suggested that the independent underdeveloped coun- 
tries—and when I talk of underdeveloped countries I talk of those 
that are on this side of the Iron Curtain—could use effectively between 
$500 million and $1,500 million of new foreign capital each year dur- 
ing the next few years over and above what they are now getting. 
Some of this could come from private sources and some from other 
governments but a large part would have to come from the United 
States Government. 


PROGRAM REQUIREMENTS 


As I said earlier, appreciation of our national interests is the basic 
requirement for an effective program of economic development assist- 
ance. We in CED are now studying the next problem, which is the 
character of a program that will most effectively serve our interests 
in economic development. This study is not yet completed, and I shall 
only state here my personal and tentative judgments based on our 
work in process, and I have 6 or 7 points I should like to make. 


1. The program should be consistent with the long-term character of 
the underdeveloped countries’ needs and our objectives 

We should assure our continued assistance during an appropriate 
period—a period of several years, Mr. Hoffman this morning said 
at least five—not just a single year at a time. Countries will need to 
commit themselves—both governments and private investors—to in- 
vestment projects that depend on anticipated economic growth for 
their success and profitability ; risks must be taken, and waste avoided, 
and for that some assurance of future financing must be provided. 
Furthermore, it is an essential part of the process to force government 
and political leaders of these countries to look ahead and think ahead, 
and commit themselves to their country’s economic future. 

A minimum step, I should think, would be the enactment of a con- 
tinuing authorization for the appropriation of funds, up to some speci- 
fied limit, for economic development assistance. This would not lessen 
the power of Congress to review and control the program. But it 
would express the fact that this is a continuing function of govern- 
ment, not requiring annual redetermination of whether we should be 
engaged in it. 

Requests for funds from Congress should be supported by state- 
ments of the long-term programs that they are to implement. This 
would not commit the Congress beyond the appropriations it actually 
makes. But it would stimulate forward planning on the part of our 
administration and the recipient governments, it would assist the 
Congress in making decisions, and it would clarify our intentions at 
home and abroad. Mr. Richards, in starting the meeting this morn- 
ing, spoke of this problem as one that he had very much in his mind. 
It seems to me there are mechanics or fiscal devices, if you wish, which 
could be utilized and have been utilized in other programs to assure 
continued financing. One frequently used by Congress is the corpora- 
tion device; in the case of the highway bill, a trust fund device was 
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utilized; and for many military matters, contract authorizations are 
approved. 


2. In the main, the United States should both determine and admin- 
ister aid programs it finances 

The CED said in its policy statement earlier this year on economic 
development abroad that— 
taking the pros and cons of international administration together, the Research 
and Policy Committee inclines to the view that an expanded program of public 
investment in underdeveloped countries should be administered by a United 
States agency or agencies, except in situations where an international approach 
would clearly be more advantageous * * * 

The committee preferred the World Bank as administrator in the 
cases where the multilateral approach would be most suitable, but no 
exclusive commitment to any chosen instrument was envisioned. 

In cases where the United States is the sole or principal financial 
contributor, the determination of where the money shall be spent, over 
what time-span the program should stretch, the basic size of the pro- 
gram and the underlying agreement between governments controlling 
the use of the aid should remain with the United States. 

It is only the detailed administration of the program that might, 
in special circumstances, be left to multilateral organization. 

We sponsor aid programs of diverse natures in countries as diverse 
as Formosa, Viet Nam, Pakistan, Spain, India, and Libya. In some 
cases the aid is intended to provide the main support to military forces 
of a foreign nation. In other cases, our funds support bases abroad 
for the potential use of our own forces. There are cases where we are 
engaged simultaneously in developing ‘militar y forces and in develop- 
ing economic strength. In some cases we shall probably be concerned 
exclusively with economic development. 

It would be perhaps impossible and at the best extremely difficult 
to parcel out responsibility for different programs between the United 
States and a multilateral agency where economic and security arrange- 
ments are intertwined. It would be similarly difficult to identify 
within countries the resources to be available in furtherance of eco- 
nomic or security aims. 

Furthermore, we should expect that crises w ithin and between na- 
tions will continue to occur. So long as international relations and 
internal political situations are less than ideal, the United States needs 
to reserve to itself maximum freedom to deal with events as they occur 
in the best interests of this Nation. Ido agree with what Mr. McCloy 

said this morning, that he thought these crisis programs, such as the 
Guatemala program several years ago should be considered as some- 
thing apart from the general program of economic development. 

The weight of reason against committing ourselves in any broad- 
scale manner to the use of multilateral organizations in our aid pro- 
grams does not. however, mean we should deny ourselves the possi- 
bility of using them when they are appropriate. 

In advance, no clear-cut instance in which the multilateral approach 
would appear to be superior to bilateral arrangements can be singled 
out. In general, however, such instances would probably be found in 
long-term country programs of economic development when World 
Bank, International Finance Cor poration, or other similar agencies 
were also contributing funds or other help. In such special—and 
probably infrequent—instances, the United States might want to take 
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the role of a subscriber to a program larger than it cares to finance 
from its own funds, and leave the administration of its aid to the 
international agency principally concerned. 


3. We should move ahead with parts of our program for economic 
development abroad as soon as those parts can be decisively 
formed, rather than to await formulation of a complete program 

The pace of programing is bound to be uneven where different coun- 
tries and different situations are concerned. This is not a Marshall 
plan situation where you had a homogeneous population and a com- 
mon problem. The value of getting in action is greater than the value 


of holding up action until a program of dramatic scope can be 
announced. 


4. Our assistance should not be encumbered with unrelated, improper 


conditions, although there are cirewmstances in which some con- 
ditions are proper and necessary for efficient execution of eco- 
nomic-development programs 
In countries where we have military agreements, such agreements 
will in practical fact have a bearing on the amount and continuance of 
our aid. Additionally, and aside from any such special arrangements, 
our own foreign-policy interests must in every case rule our decisions. 
So much, at least, of an implied “string” is always attached to our 
aid. It is related to our general foreign policy. All this, however, 
does not invalidate the view that the most practical conduct is to avoid 
assertion of military or diplomatic conditions where the assertion is 
properly avoidable. Most of the conditions would relate to the utiliza- 


tion of funds and matters wholly related to the economic aspect of the 
aid program. 


5. We inthe CED feel that our approach to the problem of a program 
for economic development abroad needs to be pragmatic, evolu- 
tionary, and adaptable 

We shall have to deal with crises as they occur, to judge the worth 
of programs as they develop. The aim—to assist the momentum of 
development—is clear. Policy must evolve by decisions in major cases. 

The process of programing is in itself a policymaking function. We 

shall better come to grips with the problems that arise in making 

decisions upon those policies, rather than in abstract, advance debate. 


6. On balance, the CED feels that in most instances loans are pref- 
erable to grants 

This is a question, Mr. Chairman, that you raised at the outset. 

Long continued grant assistance tends to demoralize relations be- 
tween the donor and recipient, since the recipient may come to look 
upon the grant as a moral right; the donor is tempted to use grant 
aid as a political tool, and the recipient comes to resent attached con- 
ditions, and to suspect the donor of ulterior purposes. Loans pre- 
serve an above-the-board business relationship, and conditions are 
regarded as natural in making a loan. Additionally, the making of 
the loan can be regarded as depending upon economic performance 
more than upon political considerations, and the loan disbursements 
may extend over a considerable time, but the end amount is pre- 
determined. 

Nevertheless, in some countries resources for loan repayment in the 
currency of the lender may be fully committed. In such cases, loans 
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repayable in the currency of the borrower can be made. These should 
be special cases, however, and their use should be limited, to avoid 


undesirable competition with the Export-Import Bank and the World 
Bank. 


7. The need for enlarged programs of assistance for economic devel- 
opment is not an argument for smaller military security programs 
Our problem is not that we have been spending too much for mili- 
tary security but that we have been spending too little for economic 
development. We need to decide each program on its merits. To do 
this we must label each program as what it is, and to recognize eco- 
nomic development as an independent objective not having to be 
disguised as a form of defense support. 


8. Our development program should be concerned with the needs and 
opportunities for economic development abroad, and our ability 


and interest in providing such assistance, not with competing 
with the Soviets 


We should not be diverted by Soviet activity from what we should 
do, nor should we disperse our efforts on programs we would not 
otherwise find justified in an attempt merely to counter the Russians. 
Competing with the Soviets puts too much emphasis on short-term 
satnaeneie effects and risks distracting our attention from what 
counts most to us—the betterment of economic conditions abroad. 

The competition that should concern us is not that between our 
foreign programs and those of the Soviets; it is between the internal 
development of the Soviet block countries—China in particular—and 
the development of the countries we wish to succeed. And this is an 
essential long-term view. 


9. Where comprehensive development plans are being made, it is our 
only reasonable course to fit our development aid to those plans 


In the case of countries with long-range development plans, such 
as those drawn up in India and Pakistan, our aid programs should be 
broadly enough conceived, and projected far enough into the future, 
to give a measure of the relation between our aid and the achievements 
that can reasonably be expected to flow from long-range planning 
abroad. Both the Pakistan and India plans are 5-year plans. The 
effectiveness of American assistance in such cases will depend to a 
considerable extent upon a confrontation of what we, on the one 
hand, can reasonably propose to do, and what they, on the other hand, 
can do, and can count upon getting from other sources. 

There are likely to be some cases in which assistance to development 
is desirable even though comprehensive plans do not exist. For 
example, overall planning may not be necessary to reveal that certain 
projects or kinds of projects would make a major contribution to 
development. We should seek to encourage a broad approach to 
the problem of determining the capital requirements of development 
and for determining priorities in the use of scarce resources without, 


however, making central planning of economics a condition to our 
aid 
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10. Our agricultural surpluses are a useful and proper adjunct in our 
foreign economic development programs, but we need explicit 
plans and arrangements for their use 

Economic development programs need not forego the use of con- 
sumption goods. Imports of consumption goods that make possible 
the diversion of a country’s own resources into construction of new 
assets may be a most effective way to achieve enlarged investment in 
the country’s capital. The CED believes that until our agricultural 
surpluses have been eliminated—and I do not think anyone in CED 
foresees the early elimination of agricultural surpluses—their use 
is a desirable way of providing dnddedevslopied countries with capital. 

Plans for their use cannot outwit all the uncertainties of the future, 
nor can final plans be made for many years ahead. But to the extent 
that the use of our surpluses can be programed, their usage will be the 
more effective both in this country and abroad. 

That concludes my statement, Mr. Chairman. 

Chairman Ricuarps. Thank you, sir. That is a good statement. 

I believe I will start at the other end of the table in asking questions. 

Mrs. Kelly. 

LONG-RANGE PLANNING 


Mrs. Keity. Thank you, Mr. Chairman. Maybe you should start 
at the other end this time because frankly, as a result of the hearings 
this morning, I agree that all statements are excellent and very inter- 
esting, but I cannot see any new bold program presented to us at this 
time. To me it is a continuation of what we have been trying to 
do all these years. I have not detected how we are going to have a 
long-range program under our system. Are we as a Nation going to 
lend X underdeveloped country X dollars under a long-term, low- 
interest-rate loan, for a purpose we decide that country should have, 
and how is that country going to live up to its agreements? We will 
live up to ours and have in the past, but I do not see how, with the 
instability of the governments in these underdeveloped areas, that 
they will live up to their agreement. 

Mr. Perersen. You suggest a lot of questions. 

Mrs. Ketty. Yes; but it comes down to what guarantee can the 
United States get to assure that nations live up to their agreements. 

Mr. Perersen. On how to assure continuation, I suggest you do 
it in the first place through a declaration of congressional intent; that 
it is in the interest of the United States to engage in a program of 
economic assistance; that you authorize appropriations up to a certain 
limit ; or perhaps go even further and create a corporation and appro- 
priate money to it to assure continuity. I think the main point is 
that the Government should determine on its policy as to whether it 
should be in this business or not. I think it should and that it is vitally 
in its interest. Heretofore, I think we have done economic assistance 
on a piecemeal basis. We have frequently rushed in impelled by crises. 

Mrs. Ketiy. You mean expediency ? 

Mr. Perersen. Yes. Take a vast country such as India. It hasa 
stable government and a democratic government. It has a good eco- 
nomic plan. Its first 5-year plan was successful and they are now 
starting on another 5-year plan for the success of which external capital 
is absolutely essential. Is it to come from the United States Govern- 
ment, from private sources, or from the Soviets? In order for the 
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plan to succeed India must get a certain amount of foreign capital. 
India is a country that has a neutral policy. What we would hope to 
gain from helping India is that they would make economic progress 
and that, we believe, is to our advantage. 

Mrs. Kexty. Let us assume there is a program under which we 
put X dollars in India. Then Russia just built a railroad and made 
much to-do about it, and the popular opinion in the United States 
is that that is not fair to us. 

Do you believe if we go ahead with the program, say with India 
and/or with Pakistan, or with any other nation, we should request 
that the controversial issue in their area should first be settled ? 

Mr, Prrersen. No. I think the fact you have given them economic 
assistance probably gives you a greater voice in ‘diplomatic channels 
to influence them, but I do not think India would take any money from 
the United States under such circumstances. Nor do I believe a con- 
dition such as the Kashmir settlement would be a proper condition. 

Mrs. Ketxy. Let us assume we did go ahead—and I am not saying 
this for political reasons—suppose we had gone ahead with the Aswan 
Dam—lI am just using this as an illustration—and then the Suez sit- 
uation had come up, should we cut off at that. point or continue? 

Mr. Perersen. I think in that particular case you would have to 
cut off assistance because I think when a country you are assisting 

takes overt action that is inimical to our interests, you must protect 
yourself, 

Mrs. Kexuy. If we agree with a nation on a long-term program 
and they turn from their neutral and independent positon to sup- 
port of the U.S. S. R., what should the United States do ? 

Mr. Prerersen. If it became a Communist satellite in midstream, I 
think you would cut off the aid. 

Mrs. Ketty. Would that have to be written into the plan at the 
beginning, then ? 

Mr. Petersen. I would think not. We do not anticipate that it is 
going to happen, but it may happen. Actually, these being aid pro- 
orams, there is not a mutuality of consideration as lawyers know. it 
because consideration does not ‘flow both ways. Certainly we should 
not be put in a position of using American resources against our best 
interests. We may unwittingly do so, but this is a risk we have to 
take. 

Mrs. Ketiy. You think we have to take that risk? 

Mr. Petersen. That is my opinion. What kind of world do you 
want? There are about 20 newly independent nations in the under- 
developed areas of Africa and Asia. You must look at the program 
long-term. The kind of world we live in is going to depend on the 
kind of development of this vast part of the world. How do you in- 
fluence this development? It is clear they need assistance. They 
cannot raise the living standards of their people and show economic 
progress without external help. You hope the help you give them will 
accelerate this progress so that their internal situation is ‘improved and 
they can take their place in the family of nations and play a construc- 
tive part. The difficulty of sellin this program is that it is hard to 
make its benefits to us tangible. go much will depend on tomorrow. 


Mrs. Ketiy. This is a program of tomorrow, long-range 
Mr. Prrersen. Yes, but we need it today. The reason I suggested 
we do it country by country and not wait until you get a broad pro- 


| 
: 








FOREIGN POLICY AND MUTUAL SECURITY 55 


gram before going ahead with those programs that are definite now 
is that 5 or 10 years from now the same issues will be facing you. You 
do not solve these problems overnight. 

Mrs. Ketiy. In other words, you think it should be a country-by- 
country program and not a regional program ? 

Mr. Perersen. I would not rule out the use of the Colombo plan or 
some other plan. 

ESTIMATED COST OF THE PROGRAM 


Mrs. Ketiy. You could not make an estimate of how much would 
be needed ? 

Mr. Perersen. We suggested $0.5 billion to $1.5 billion more than 
these countries are receiving now. Mr. Hoffman’s estimate was based 
on the MIT group’s recommendation, which is a much higher figure. 

It is clear that in the early stages of a program the amounts you need 
are not as large because you are planning the use of the money and not 
using it. As a counterbalancing thing, in the early stages public 
money is essential for roads, transportation, communication, power, the 
very things we in the United States have and do not think much about, 
but until you have an economy that has these basic elements built in it, 
there is not too much basis for private capital to come in. 


DURATION OF THE PROGRAM 


Mrs. Ketiy. At what point do we cut this off? Take the Japanese 
problem. We go into the underdeveloped areas and build them up, 
then their products are in competition with ours. 

Mr. Perersen. Japan is, of course, not an underdeveloped country. 
It is highly developed and industrialized, and I have been talking about 
assistance only to underdeveloped areas. 

Mrs. Kerry. Yes; I know, but its industries had to be rebuilt. 

Mr. Perersen. Certainly our assistance to Japan has been related 
to our security interests. It has been very substantial and it continues 
to be. It is indirect, but there has been much aid to their economy 
through troop pay and otherwise. I think the Japanese now complain 
that the thing has been reversed. 

Japan’s problem is that it needs an outlet for its manufactured 
goods. The extent to which this country becomes an outlet is, of 
course, a controversial question. But certainly Japan needs an outlet 
in the underdeveloped areas. Japan can sell to these underdeveloped 
areas. Japan to me is an important bastion in our defense in the 
Far East. If she is not economically strong, how good an ally is she? 

Mrs. Ketty. Thank you. 


CONGRESSIONAL PROBLEMS INVOLVED IN LONG-TERM COMMITMENTS 


Chairman Ricwarps. I just wanted to say one thing right here, 
Mr. Petersen. I was very much interested in the colloquy on a long- 
range program and the commitments that could be made. 

The Congress realized that in order to make the program success- 
ful it had to be projected farther than on a year-to-year basis. Take, 
for instance, the Aswan Dam project. It was clear the United States 
was not going to commit itself to the Aswan Dam for $100 million 
for 10 years, but we did realize, and this committee wrote into the 
law language that should give assurance to the world that we realized 
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there had to be some long-range planning. We realize our respon- 
sibility. 

You have spoken of contract authorizations. This committee 
wrote as an amendment last year a statement of policy. I will read 
it to you: 

The Congress of the United States, recognizing that the peace of the world 
and the security of the United States are endangered as long as international 
communism and the nations it controls continue, by threat of military action, 
use of economic pressure, internal subversion, or other means, to attempt to 
bring under their domination peoples now free and independent and continue 
to deny the rights of freedom and self-government to peoples and nations once 
free but now subject to such domination, declares it to be the policy of the 
United States to continue as long as such danger to the peace of the world and 
to the security of the United States persists to make available to free nations and 
peoples upon request assistance of such nature and in such amounts as the 
United States deems advisable compatible with its own stability, strength, and 
other obligations, and as may be needed and effectively used by such free 
nations and peoples to help them maintain their freedom. 

We thought we were giving some assurance by that declaration of 
policy that we were going to continue this program. But under our 
constitutional government we felt we could not make a further com- 
mitment. Of course, hostilities on the part of these nations toward 
the United States would vitiate any promises we might make. We 
are not morally obligated if that happens. 

What do you think of that middle-ground statement ? 

Mr. Prrersen. I think it is an excellent statement of your resolu- 
tion to have a continuous program, but I think everyone is aware, both 
in this country and abroad, of the kind of vagaries involved in getting 
annual appropriations. 

Chairman Ricwarps. That is right. That is the reason we did this. 
It is argued that when you authorize something it is considered a moral 
obligation to appropriate for it. You will note that we tied it in with 
our own financial stability and required that they request our help. 
Do you think that they should request assistance ? 

Mr. Prrersen. Well, it is not hard to drum up customers. Pro- 
grams are developed in concert with the underdeveloped nations. 

Chairman Ricuarps. We have been doing things for India and they 
have denied that they asked for our help. They say they need what 
we are doing but are not willing to ask for it. 


ADMINISTRATION OF THE PROGRAM 


Mr. Perersen. This problem of continuity is a difficult one, whether 
you do it through a corporation device as this Congress has done many 
times, or 

Mr. Smirn. Will you yield? 

Chairman Ricuarps. Yes. 

Mr. Smirn. Is it not an administrative problem as to what you are 
going to do about handling it on a continuous basis? It seems to 
me you get to the point of whether there should be an administrative 
agency to handle it after the Congress has established the broad policy 
of the program. We recognize certain inherent administrative de- 
fects and I do not think we have solved the problem. 

Mr. Perersen. I agree you in the Congress do not want to remove 
yourself from control and ability to review these programs. These 
programs should be brought to you and sold to you and you should 
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determine the broad policy within which the administrator can 
operate. 

‘Cheirtnnn RicHarps. Should not the administration have an agency 
that writes the formula under which these things shall be done for 
foreign countries ? 

Mr. Perersen. Maybe this will come out of the Fairless Committee? 

Chairman Ricwarps. The Fairless Committee? 

Mr. Smrrn. Yes. The President has established that Committee. 

Chairman Rriconarps. All they can do is propose to the executive 
department. Maybe we will ~ant to do something about it in this 
committee. 

Mr. Perrersen. I thought you were suggesting a deficiency on the 
part of the executive department in making proposals. 

Chairman Ricwarps. Mr. Merrow. 


PUBLIC SUPPORT FOR THE FOREIGN-AID PROGRAM 


Mr. Merrow. Mr. Chairman, that was a very interesting statement. 

I think I agree with the long-range objectives you have set forth, 
but it will be very difficult to get the Congress, unless the complexion 
of the next one is different from the last one, to commit itself to a 
program of one-half billion or 1 billion a year or 12 billion over 
several years, as Mr. Hoffman suggested, where tho internal stability 
of these nations plus keeping them externally independent is of value 
to the United States. 

The problem arises how to convince the ple specifically of the 
importance of such a program to the welfare and security of the 
people of the United States. Every time foreign aid of any kind, 
economic or military, comes up, the question arises, “It is always said 
if you do not do thus and so communism will spread.” 

The question arises, How can we show that we will be in trouble? 
Suppose we do nothing about this problem ? 

Mr. Perrersen. Of course, we never do nothing, because Guatemalan 
situations arise, Egyptian situations arise. Then we rush in. Maybe 
the use of military force is threatened. Then we try to make repairs 
and readjust the situation. Perhaps if we had a constructive long- 
range program fewer of these crises would occur. 

The difficulty is that you can never prove this. For a long time I 
took shots for hay fever. Well, I didn’t have hay fever when I took 
shots. But how do I know I wouldn’t have it if I stopped taking the 
shots ? 

There is something of the same difficulty here. How can you prove 
that certain crises will not occur if you have an assistance program ? 

Certainly if the crises become “brush fires” and involve military 
action, the cost of the programs of the magnitude discussed here would 
be relatively small. Nor is it large in relation to the size of our econ- 
omy. One billion dollars is a large sum but a small percentage of 
our gross national product. Military expenditures are roughly $35 
billion a year. Against this amount the programs we have discussed 
are not large. 

Some people are motivated by fear of the Russians. I think we 
are overusing this, but some people respond best to the threat of com- 
munism as a justification for an economic assistance program. 
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Some people are motivated strongest by humanitarian considera- 
tions. In the underdeveloped world you are dealing with people with 
desperately low standards of living. This country has a great human- 
itarian tradition abroad through its missionaries, through medical 
work abroad. 

Other people are best motivated by our own economic interests, in 
expanding world trade which inevitably will help this country in the 
expansion of its economy. 

Then there is the perhaps less tangible argument which I suggested. 
The people of the underdeveloped areas will determine in the future 
the kind of world we live in. The only way we can influence them in 
the development of their social, political and economic institutions is 
through economic assistance. 

It may be difficult to sell but since people are differently motivated 
you sell it on all these bases. I don’t think you sell it by hiding it under 
the table as a military measure. 

Mr. Merrow. I agree. The difficult part of this is to sell it. We 
passed a $34 billion defense bill without a dissenting vote. 

When you come to the matter of foreign aid of around # billion, 
then there is a tremendous outcry, and it is a very difficult task to con- 
vince people that that is part of the national security program, and 
they will ask you why you don’t cut out this foreign aid and reduce our 
taxes or balance the budget. 

This program, in its broad perspectives, is excellent, and, I think, 
necessary ; but I don’t know how you will sell it specifically. 

Can you take X nation and say “If we don’t do thus and so, using 
the argument that the Russians will move in, put in their capital, that 
there will be another nation lost to the free world, or if we don’t do 
thus and so in X nation it will hurt our economy”; can we demon- 
strate the problem in that way? 

Mr. Petersen. In most cases you cannot. 

Mr. Merrow. That is what I am afraid of, and I think it will be 
difficult to sell. I believe that this is the heart of the problem. We 
are in an economic contest and somehow we have to develop policy. 
We have to sell the policy and get the people behind it. 

Mr. Prrersren. I don’t underestimate that difficulty at all. It isa 
very grave one. 

Mr. Merrow. It is very serious. I am having a difficult time selling 
this program to the people in New Hampshire at this time. I don’t 
know whether you can sell them at some time later. I assume it is the 
same in other areas. Something has to be done about it. 

That is all, Mr. Chairman. 

Chairman Ricwarps. Mr. Zablocki? 

Mr. Zaniocki. No questions, Mr. Chairman. 

Chairman RicHarps. Mr. Smith? 


SEPARATION OF MILITARY AND ECONOMIC AID PROGRAMS 


Mr. Smiru. I have many questions, Mr. Petersen. I will not im- 
pose myself, however. 

The mutual security law is a three-phase operation. 

Mr. Perersen. Yes. 

Mr. SmirH. With the military, economic, and so-called point 4 
technical assistance ? 

Mr. Perersen. Yes, sir. 
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Mr. Smrrx. Do you think it would be advisable to separate the <6 
ments of that program in the interest of doing the very thing that Mr. 
Merrow has been talking about, namely, to sell the public each phase 
of it than to wrap it up in one package and say “Here it is”? 

I wonder if you have given any thought to the idea I have expressed, 
namely, the desirability, perhaps, of separating them? 

Your presentation, Mr. Hoffman’s presentation, I think all of the 
presentations today have been stressing the economic. 

Mr. Perersen. That is right. ; 

Mr. Smiru. That is not this program alone, you see. I am just 
wondering how we can make it much more effective, or if we can make 
it much more effective by separating them as has been suggested ¢ 

Mr. Prrersen. I would separate them. I would not separate the 
technical assistance program from the economic assistance. I think 
they go hand in hand. The technical assistance program has been 

sretty generally accepted both by the Congress and the American pub- 

fin. It is certainly an important part of any form of economic assist- 
ance, because all of these countries lack skills, managerial talents. 
Unless there is development along those lines you will not be able to 
put your moneys to use effectively. 

You will have to cut the economic assistance in the present program 
somewhat down the middle or somewhere, because a good deal of it is 
defense support, and it is a question of whether it is supportable on the 
basis of economic assistance. 

A lot of it is Korea, a lot Formosa. Sure, it is economic assistance. 
I would like to have it isolated out so you can identify an economic 
development program as such. 

Mr. Sutru. That is right. Let us take it out from under the table; 
then. It is under the table right now. 

Mr. Perersen. There has not been too much effort to sell a program 
of economic development. It always has been hidden, in my judgment, 
and diffused with either crises, threats of the Russians, or something 
ancillary to military aid. Right from the outset, right from the ini- 
tial programs in Greece and Turkey, this has been the case. Its justi- 
fication has been said to be largely military. 

One of the questions your committee posed was: Are we going to be 
dealing more and more in the future with countries which are inde- 
pendent and who do not look to us for leadership and are not our 
allies? The answer is “Yes.” It is that vast part of this world I am 
talking about. It is not committed to the West or to the East. They 
are trying to make an independent go of it. 

Most of them are of little or no military value, so you cannot sell the 
program on that basis. 

Mr. Smirn. You can sell the American public on the idea that if 
our authorities say we must appropriate for military purposes around 
the world, I think they will support that by and large. It has been 
pointed out that we passed a $35 billion military appropriation bill 
without a dissenting vote, so they will go along with that. The only 
question is in these other two areas. 

Mr, Prrersen. I said in my statement that the principal concern 
was national security. I think that is our principal interest. It is not 
national security in terms of winning allies but in terms of trying to 
promote a more stable world with more thriving independent govern- 
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ments. It is not guns, but helping people to stand on their own two 
feet. 


ACHIEVEMENTS OF TECHNICAL ASSISTANCE PROGRAM 


Mr. Smrru. I am greatly interested in this technical assistance, 
and that is a long-range operation. An effort was made to set up, 
or to give consideration to the setting up of, an independent agency 
which would insure continuity and all the things that go with it. 

I take it that we are attempting in this program, or in these pro- 
grams, to get down to grassroots; are we not? 

Mr. Perersen. Yes, sir. 

Mr. Surrn. Do you think we have succeeded in that respect with 
our program to date? 

Mr. Perersen. Sir, I am not expert but I have talked with a lot 
of people who have taken firsthand looks at technical assistance, and 
I give it high marks. A good deal is done through multilateral 
agencies. Some of it is done through the United Nations. Some 
of the stories about what some Americans have done are really 
exciting, helping people, but at the same time showing them in a 
grassroots way what we have here in America. 

Mr. Suirn. Of course, we have considered and approached it on 
the theory that it should be a crash program, and the program in 
India or any other place in the world so far as point 4 is concerned 
will be long-range. 

Mr. Perersen. That is right. 

Mr. Smitrn. We had that very interesting story which appeared 
in the Saturday Evening Post of the Quaker farm family that went 
to India and he said he was dealing with a 10th century mind, and 
it would take years and years to get over the ideas that we were trying 
to inculcate in the minds of those people. 

Mr. Perersen. I agree, sir. It is a long-range program. These 
problems are not cured overnight. 

I was in Mexico recently, a pretty well-developed country, and yet 
you go 5 miles outside Mexico City, a wonderful modern city, and 
they are living as they did in the time of Cortez. That condition 
exists in many parts of the world. 

Chairman Ricnarps. Mr. Zablocki? 

Mr. Zasiockt. No questions. 

Mr. Cuatnam. I have enjoyed your testimony, Mr. Petersen. I 
think it was excellent. 

I was very interested in Mr. McCloy’s statement and Mr. Hoffman’s 
statement. I agree with Mr. McCloy’s statement of this morning. 

Mr. Perersen. I did, sir. I took notes. My points of difference 
were really quite small. 

I did think I would not go as far as he did in favoring the multi- 


lateral use of these funds. 

Mr. CuatHam. You went further than he in that he said a half-bil- 
lion a year. 

Mr. Perersen. In CED we tried to gage magnitude and came up 
with a half-billion to a billion and a half. The very figures show this 
is a rough estimate. 
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TRADE WITH JAPAN AND MAINLAND OF CHINA 


Mr. CuatHam. You were talking about Japan. I always have con- 
sidered that the mainland of China was the great normal market for 
Japan. I think on account of our doings that market is not free to 
them yet but they seem to be edging in. 

You said if that trade were developed it would have settled our 
textile problem had that been open to them? 

Mr. Perersen. That is right. 

Mr. Cuatuam. Do you agree? 

Mr. Perersen. There are other areas as well. 

Mr. CuatHam. Yes, and probably into India. 

Mr. Perersen. That is right—India. 

Mr. CuatHam. You would be in favor of that? 

Mr. Perersen. Not only in favor of it. It seems to me it must come 
unless you are to have a tremendous crisis in Japan. 

Mr. Cuaruam. I think it is inevitable that we trade with China ex- 
cept in articles of extreme ee to the military. But we have 
certain products they need and they have certain products we need. I 
think we will have to get to it. 

Mr. Perersen. Yes, sir; we have products. 

Chairman Ricwarps. Is there not a possibility that if we let Japan 
be taken over by the Communists, we will never get a chance to trade 
with China, that they will trade with each other? That is one of the 
reasons we have to do some trading with Japan ourselves; is that 
right? 

Mr. Perersen. Yes, we have to trade with Japan. You mentioned 
at luncheon the objections of the textile manufacturers in your district, 
but Japanese imports are not great in relation to our total production. 
We also export a lot of textiles ourselves. We export vast amounts of 
cotton. 

Mr. CuatHam. We have to export about 40 percent of our bright leaf 
tobacco—the cigarette and smoking types. 

Mr. Petersen. That is right. 

Mr. Cuatuam. An industrial revolution has come, but we have to 
trade, aside from the underdeveloped areas. Everybody wants Amer- 
ican products if they can get the dollars. The whole thing comes 
down to trying to break down trade barriers not at the expense of the 
textile industry because we have a good settlement at the present time. 

The President signed an order the other day that if woolen imports 
exceeded 5 percent of our production, and it has been as high as 10, we 
would cut it off at 5 percent. In cotton it has hit hard on items like 
velveteens and corduroys. 

Thank you for your testimony. 

Chairman Ricuarps. Mr. Carnahan ? 

Mr. Carnanan. I appreciate your statement, Mr. Petersen. 


PROBLEMS OF LONG-RANGE PLANNING 


What do you consider a long-range policy—5 years, 10, years, 50 
years ? 

Mr. Prrersen. Most of the economic development in these countries 
is back where we were 150 years ago. They are also developing their 
social and political institutions. They want to speed up the process 
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and they want to jump from the 18th and 19th centuries into the 20th 
century overnight. This causes problems. Their aspirations look to 
be much beyond their ability to perform. 

In Congress you have to view the situation in terms of relatively 
short time, maybe 5 years. But I think you have to think of its con- 
sequences and influences. What kinds of political institutions, eco- 
nomic and social institutions, will we have in the world? You have 
to think of it over a longer period than 5 years because 5 years quickly 
oes by. 

. Mr. “Ganw AHAN. Dealing with individual countries, do you feel that 
perhaps dealing witha country in 5-year periods would be a wise thing 
to do? 

Mr. Perersen. Certainly long enough. 


DESIGNATION OF UNDERDEVELOPED COUNTRIES 


Mr. Carnanan. When you speak of aid to the underdeveloped coun- 
tries, just what do you have in mind? What are the euldattierstoped 
countries 

Mr. Prerersen. I would include in that definition all of Latin Amer- 
ica, all of Africa except the southern part, the Middle East, and the 
whole southeastern Asia, really up to and including the Philippines 
and Korea, but not including Japan, and not including countries be- 
hind the Iron Curtain. You can argue as to which countries ought to 
be in or out. 

Mr. CakNAHAN. Would we designate them by areas, or should there 
be a definite list of the underdeveloped countries? 


DIVERSE PROBLEMS OF UNDERDEVELOPED COUNTRIES 


Mr. Perersen. Certainly their problems are very diverse. In Latin 
American countries you have lack of people and too much land. In 
southeast Asia you have tremendous overpopulation. It is very hard 
to generalize, but, certainly, programs have to be of a different nature, 
depending on the state of development of the country and its particular 
problem. 

Take Venezuela, for example. It is a pretty far advanced country 
in economic development, largely due to the fact they have oil. 

Mr. CargnaHan. How about Saudi Arabia? 

Mr. Prrersen. It has resources and large income, but not much 
trickles down to the people. It would not be on the list for much in 
the way of assistance because revenues there are great. 


AGRICULTURAL SURPLUSES 


Mr. Carnauan. I believe you stated agricultural surpluses could 
furnish capital. In what sense could agricultural surpluses furnish 
capital ? 

Mr. Perersen. By permitting the country to divert its own moneys 
if it is a country which must import food, divert its money from 
spending for food to spending on capital improvements. 

Mr. CarnaHan. Would you recommend the counterpart-fund idea 
in connection with the use of agricultural surpluses ? 

Mr. Perersen. Yes; but I must admit I am not technically compe- 
tent to give much of an opinion on that. 
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PUBLIC SUPPORT FOR THE FOREIGN-AID PROGRAM 


Mr. CarnaHan. We talk a lot about selling a new plan. Was there 
much done to sell the Marshall plan before it was initiated ? 

Mr. Perersen. I think there was a great deal done. There was vast 
marshaling of public opinion with a well-organized program, a bi 
citizens committee. It had a long buildup, starting with Genera 
Marshall’s speech at Harvard. 

Mr. CarnaHAn. How longabuildup? Wasita year? 

Mr. Perersen. I don’t know. I think you can trace the program 
back to Dean Acheson’s speech at Cleveland, Miss. It would not be 
more than a year ; no, sir. 

Mr. CarnanHan. Are not the same types of seeds being planted now 
for some new type of foreign-aid program ? 

Mr. Perersen. I hope they are, sir. 

Mr. CarnanHan. What do you think would be the reaction if Con- 
gress came up with a long-range program permitting the necessary 
funds to the underdeveloped countries to the amount they could effec- 
tively use? What do you think would be the reaction ? 

Mr. Perersen. Today ? 

Mr. CarnaHANn. Yes. 

Mr. Perersen. I have no doubt that in many places it would be 
unpopular. I don’t think public opinion has gone nearly as far as 
it should in support of this program. I think this is a problem Mem- 
bers of Congress face. 

Mr. Carnanan. Is it the problem of Congress to sell the idea? 

Mr. Perersen. No; it is the problem of the leadership group of this 
country—in the Congress, executive branch, in industry. It is a gen- 
eral problem. 

Mr. CarnaHAN. What would be the reaction of industry if Congress 
came up with such a program ? 

Mr. Perersen. Maybe I shouldn’t have answered your first ques- 
tion, because you now lead me into the second one. The CED is a 
group of 150 businessmen. I think you would get their votes. I don’t 
think I can answer beyond that. 

I think the business community, when the program is properly ex- 
plained, is somewhat more sophisticated in matters of appreciating the 
necessity for capital to increase productivity, to raise standards of 
living, and of the difficulty in generating savings and the ability to 
produce capital out of these subsistence-level economies. These proc- 
esses, however, are not generally understood, and that poses the 
problem. 


SEPARATION OF MILITARY AND ECONOMIC ASSISTANCE PROGRAMS 


Mr. CarnanAn. You do feel breaking the program down into its 
component parts would make it much more palatable than it has been 
in the past 2 or 3 years? ; 

Mr. Prrersen. Certainly it makes it subject to more orderly and 
convincing presentations to the public as to the need of it, because 
the different segments stand on different bottoms. 

Mr. Carnanan. You do not feel, then, that coming up with a purely 
technical assistance program, for instance, not tied in with the mili- 
tary, would mean we would not get a technical-assistance program ? 
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Mr. Perersen. I said I would couple the technical assistance with 
the economic assistance, because they go hand in hand. Technical 
assistance also lends certain amount of help to the other. It has been 
well received. ) 

Mr. CuarHam. Would you agree, as has been discussed by certain 
members, that the military assistance program should be put in the 
Department of Defense and taken away from this other foreign aid? 

Mr. Petersen. They administer it in practical effect. 

Mr. Cuaruam. We voted unanimously for $35 billion for defense, 
and it certainly seems to me it should go in the military program for 
that reason. Then the development program, in my opinion, would 
come much easier. 

Chairman Ricwuarps. I think so. 

Mr. Cuatuam. And could be better explained. 

The agricultural people of this country who have products to be 
exported are in favor of this program, I think. I think the heads 
of the farm bureaus are definitely aware that we must have such a 
program. 

Mr. Sarru. In that connection, when we recall that 50 percent 
or more of our last bill was for those purposes—— 

Mr. Cuatuam. That is right, sir. 

Chairman Ricuarps. I want to follow that up just a minute. 

Mr. Carnahan and Mr. Chatham brought up the matter of oe 
ing the military and economic assistance. Every military authority 
that we have had, from Admiral Radford right on down, has testi- 
fied before this committee that the military part of this program is 
part of our overall defense. Most of them testified that they got more 
per dollar in the overall defense in this program than they did from 
direct appropriations to our own forces because of the cost of main- 
taining our own forces overseas. 

From what you said, Mr. Petersen, I am sure that yorf are convinced 
that there has to be an economic program and technical assistance. 
Maybe some differences should arise as to how the technical assistance 
program should be related to the economic program. 

What disadvantage would it be to the United States, and how much 
easier would it be to pass the Congress, to put military aid in the De- 
fense Department appropriation? That is the biggest part of the for- 
eign-aid money ¢ 

Mr. Perersen. About two-thirds of it, I would say. 

Chairman Ricwarps. As a practical proposition I believe that most 
people will not see any merit in continuing to tie together military 
and economic assistance. The people abroad, when you give them 
economic assistance, are inclined to say “This is part of your military 

rogram.” And they say “You are doing this for the defense of the 
Jnited States.” We don’t get any credit for understanding the situa- 
tion of many of these people. 

You are a former Assistant Secretary of War. Do you not think it 
would be wise to segregate the authorization for the military part of 
this program and have it submitted to the Armed Services Committee 
and have the program operated in close coordination with the State 
Department on policy matters? 

Mr. Petersen. The justification is military. It seems to me it ought 
to be separate and distinct and justified separately and distinctly. 
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Chairman Ricwarps. I disagree with Mr. Carnahan that you would 
never pass a program without the military being in it. t 

Mr. Carnanan. I did not mean to imply that. I wanted the think- 
ing of the witness. ’ 

Chairman Ricwarps. I misunderstood you. The pomt I want to 
make is that if you had a $3 billion program only $1 billion may be for 
economic aid. That does not look so big to the American people and 
you would accomplish the same purpose. 

In other words, we are appropriating through the Armed Services 
Committee hundreds of millions of dollars for United States bases 
abroad in countries whose stability depends upon our economic sup- 
port. Yet the bases are financed in the defense appropriation and the 
economic aid to these countries is called foreign aid. 

My good friend, Carl Vinson, chairman of the Armed Services Com- 
mittee, does not want the military-aid program. He is reluctant to 
take on a program which is difficult to get through the House. He 
wants somebody else to carry the albatross. For the good of the pro- 
gram and to further complete understanding by the American people, 
I am glad to hear you say that you believe that this should be done. 

Mr. Perersen. I do, sir. 

Chairman Ricuarps. Any other questions? 


EXPANDING WORLD TRADE 


Mr. Merrow. May I say just one thing more. Do you believe that 
with the development of these underdeveloped countries that it will 
increase markets for the United States and that will help our economy 
in that respect ? 

Mr. Perersen. I do,sir. I think the whole history of industrializa- 
tion of countries is that as they get further along in development they 
become larger traders and that benefits any trading nation and we 
are a trading nation. 

Mr. Merrow. Do you think—this is for the purpose of trying to sell 
the program—that with research enough done on that phase of the 
problem that it could be demonstrated that by the development of 
these countries we would sell certain goods and benefit ourselves in 
that respect and we would not build up industries that would compete, 
such as the textile industry and so on? A case could be built on that 
basis, could it not? 

Mr. Perersen. It is very difficult, the reason being that our foreign 
trade is such a small part of our total economy. Therefore, even a 
dramatic increase in our foreign trade does not have a great, effect 
in raising the level of our gross national production. You take a 
trading nation like the United Kingdom or Japan or Western Ger- 
many, where it is a large part of the activity of their economy, in the 
realms of 25 to 50 percent obviously it means more to them. Where 
in our economy our foreign trade is only 3 or 4 percent of our gross 
national product—even a very dramatic increase, although it might 
be big in absolute terms and it would not be large in relative terms. 

Though we would get a benefit because we are a trading nation, 
it is not as important that we get these increases and new markets 
as it is for our principal allies who have to trade to live. 

Another way of saying it is it is not relatively as important to us 
and therefore for us it is more of a long-range prospect. I personal- 
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ly believe over a long range the whole dynamism of the American 
economy will be promoted by becoming more and more of a world 
trader. But today, though we are the biggest world trader, relative 
to the size of our economy, it is not great. That is the problem in 
proving your proposition. 

Mr. Merrow. That isthe problem in proving it. We have to demon- 
strate it will not hurt us economically or otherwise we cannot sell the 
program. I thought if you could tie it to helping the economy of the 
United States, tie it to stability and keeping peace in the world and 
tie it to checking communism, we would have sound ground on which 
to get acceptance of the program. 

Mr. Perersen. [ do not think there are any negative economic as- 
pects. I think you could demonstrate that. I think in the main as 
these countries develop they become better customers for our goods 
and this helps us. Furthermore, as their living standards increase, 
they will not enjoy as great a labor cost differential in competing with 
our products on world markets. 

Chairman Ricuarps. Thank you very much, Mr. Petersen. We 
are very much indebted to you for taking the time to come down here 
and help us out. 

Mr. Perersen. I enjoyed it. 

Chairman Ricnarps. Your discussion helped us a lot. 

(Whereupon, at 4:40 p. m., Tuesday, October 9, 1956, the hearing 
was recessed to reconvene at 10 a. m., Wednesday, October 10, 1956.) 
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WEDNESDAY, OCTOBER 10, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON Foreign AFFarrs, 
Washington, D.C. 

The committee met at 10 a. m., in room G-3, United States Capitol, 
Hon. James P. Richards (chairman) presiding. 

Chairman Ricuarps. The committee will come to order, please. 

Gentlemen, we will continue hearings on the mutual-security pro- 
gram and foreign aid as related to our foreign policy. We are 
privileged to have with us this morning three very distinguished 
gentlemen, Dr. Mosely, Dr. Bergson, and Dr. Inkeles. I believe Dr. 
Turkevich will be here later. These three witnesses say they can 
be with us this morning and this afternoon so I hope you will feel 
free to take what time you may need in asking questions. 

I am sure these gentlemen have been informed they have been re- 
quested to come here as experts in their fields as a result of the resolu- 
tion that was passed by this committee in June. This resolution pro- 
vides: 


Resolved, That the Committee on Foreign Affairs of the House of Representa- 
tives shall examine and reappraise, under the direction of the chairman, the ob- 
jectives, methods, and results of the foreign policies and programs of the United 
States involved in the Mutual Security Act and related legislation— 


and so forth. 

It is understood by the committee and the staff that we could not 
make a proper reevaluation of what should be done in the foreign 
policy field without considering the significance of recent develop- 
ments in the Soviet Union. The witnesses today will testify on that 
phase of this subject. 

Our first witness is Dr. Philip Mosely. 


I welcome you here and want to express our appreciation for your 
coming. 
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STATEMENT OF DR. PHILIP E. MOSELY, DIRECTOR OF STUDIES, 
COUNCIL ON FOREIGN RELATIONS 


(Consultant to Rockefeller Foundation, 1946. Director, Research 
Program on the U.S. S. R., 1951. Formerly Professor at Columbia 
University and Director Russian Institute; Adviser to United 
States Delegation to Moscow Conference, 1943 ; Political Adviser to 
United States Delegation, European Advisory Commission, Lon- 
don, 1944-45; Council of Foreign Ministers, London, Paris, 1945- 
46; United States Representative, Commission for Investigation of 
Yugoslav-Italian Boundary, 1946; Department of State, 1942-46) 


Dr. Mosrety. Thank you very much for this opportunity, Mr. Chair- 
man and gentlemen, to comment on some of the current trends and 
prospects in Soviet foreign policy. 

Since we are living in a bipolar world in which there are now only 
two great powers capable of initiating and carrying through their 
own policies without having to adjust in very material ways to third 
powers, we have a special responsibility to examine the Soviet power, 
the Soviet outlook on the world, and the prospects of how they intend 
to use that power. 
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RECENT SIGNIFICANT CHANGES IN THE SOVIET UNION 


I would like to mention briefly some of the internal changes in 
Russia and how they seem to me to affect the outlook of Soviet aims 
and then turn to an analysis of their strategic outlook, both military 
and political, and then to throw out just a few very modest sugges- 
tions of things I think we might do. 

Before I do that, however, I want to say I am appearing in my 
personal capacity and not as a representative of the Council on For- 
eign Relations. Because the council is a research institution with a 
wide membership of many views, I cannot speak for the council as a 
whole. 

In the three and a half years since Stalin’s death or assassination— 
it will probably be a long time before we know which it was—the new 
leadership has made a number of significant changes designed to 
remove some of the irritants in Soviet life. For example, this sum- 
mer while I was in Moscow on my first visit since 1943—I might add 
parenthetically this is the first year people have been able to go with- 
out any questions asked, just apply for a visa and go, so naturally I 
went, since I could not have gone in earlier years, in years since the 
war—this summer the Soviet Government put through a new pension 
plan which substantially improves the value of the retirement system 
for the urban population. This was very popular. I talked with one 
elderly lady of 76 who said she could now retire and live on her 
pension, whereas up to now she would have starved to death on her 
pension. 

The Saturday workday, the sixth day of work, has been shortened 
by 2 hours. Many individual Soviet people commented to me about 
this very favorably. When they asked me what the Saturday work- 
day is in the United States, they were amazed to find we have a normal 
5-day 40-hour workweek for most lines of work. No one had ever 
told them this. 
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There is a general feeling that the secret police is less active. There 
is not so much simply ta ing people away, and people feel a little 
more secure in their personal lives and professions than they did in 
the postwar years and in the 1930’s. This does not mean that the 
secret police is less powerful potentially or the people are less afraid 
of it as a controlling factor. It means it is less active at this time. 
As Soviet people said to me, they are not taking people away now, 
but the “eye” is still watching. In other words, people over 35 in 
particular felt that the system could reinstate terror at any time, and 
they were being very, very cautious. Some people said yes, this is 
a time when the Government wants ple to stick their necks out, 
and then when they have the next tightening up they will have it on 
the record, and off they go to Siberia. 

The people in their twenties, for whom this is the first period of 
relaxation, take it much more seriously and feel it will move more and 
more toward freedom of opinion, at least freedom of discussion, within 
the broad limits of the regime. I want to come back to that point in 
a minute, because that, is very important. 

In other words, under the new leadership, all the instruments of 
power—the Communist Party with its monopoly of power, the army, 
secret police, the tremendous bureaucracy—are all there, all func- 
tioning, and the regime is trying to make it function better by remov- 
ing some of the irritants and thus increasing the size of the carrot and 
diminishing a little bit the size of the stick. There has been no 
fundamental change in the political system or in the ideology or in 
the assumption that the one party, with its self-appointed and self- 
perpetuating leadership, has the right to rule, 4 by “rule” they 
mean tell people what to think as well as what to do. 

One question which has attracted a great deal of attention in the 
past 3 years is whether this leadership, deprived of Stalin as an all- 
powerful leader, will have the same degree of unity or whether there 
will be fights among them which may lead to a weakening of the 
system. 

Of course, there have been changes of personnel. Beria was exe- 
cuted together with some of his close collaborators. Malenkov was 
demoted, but is still near the center of power. Molotov seems to have 
less influence than before. These changes can go on and still the 
basic instruments of power remain the same. The party presidium 
makes the final decisions, and they are carried out by the party ap- 
paratus, military apparatus, state apparatus, and economic apparatus. 

I want to state my own view that this system is capable of absorbin 
a good many changes of policy and a good many changes of personne 
without being basically weakened. It would be weakened only if the 
top party leadership appealed to one or another element of power for 
support against others; in other words, if the top party leadership 
or a part of it appealed to the army against the party machine or 
appealed to the party machine against the state apparatus. 

This concept that there are separate instruments of power—and 
sometimes our press identifies those with individuals—is in my opinion 
not a sound way to approach the study of the Soviet system. The 
party presidium and the party controls permeate all instruments of 
power. The party central authorities either appoint directly or re- 
view and approve the appointments of all executives in the various 
types of work under the regime from a medium level up. As we 
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understand it, the appointment of a colonel in the army, for example, 
is approved by the party committee in Moscow, and similarly, appoint- 
ment of important managers of factories, of heads of research insti- 
tutes, of rectors of universities—the whole range of appointment— 
are controlled by the party presidium. 

The role of the party has, in my opinion, actually been strengthened 
since Stalin’s death. Stalin tended to use the secret police against 
top party figures from time to time. He tended to play one instru- 
ment off against the other. Today the secret police seems to operate 
in a more subordinate capacity subject to the the top party leadership 
as a whole and the role of the party itself has been strengthened by 
a variety of reforms, by urging of the top leadership that the mem- 
bers of the party take more responsibility, and this seems designed 
to increase the sense of responsibility and develop initiative through- 
out the system and not to suggest a split among these different 
instruments of power. 

We have to think of this as a monolithic party system permeating 
and using these other instruments of power rather than a more loosely 
organized system in which one part of it can struggle against the other 
effectively. 

I am going to leave to Professor Bergson, naturally, as our leading 
expert in this country on the Soviet economy, the question of the 
economic situation. 1 only want to mention my impression this sum- 
mer, returning for the first time since 1943 when I went to Moscow 
with Mr. Hull, to the Moscow Conference. It is that there is a vigor 
in the system, there is a slow improvement in a very low standard of 
living—low from our point of view, not from that of the peoples of 
the Near East and Asia and Africa—there is a slow improvement 
which gives people more energy, more ambition, more incentive to 
work hard. 

Mr. Gorpon. Mr. Chairman, may I ask a question before you go 
to another field? Have the Moscow police relaxed somewhat on the 
punishment for offenses? Did you notice anything on that or are 
they just as vehement in punishment as before ? 

Dr. Mosety. Under the Soviet system there are two kinds of police. 
There is what might be called the regular police who take care of the 
normal things as any police would do, and then there is the political 
police usually called the secret police though it is not so secret but 
it has secret agents. The secret police appears to have been cut 
down somewhat in numbers, to be interfering less actively, but it is 
still there, still gathering information, it still has widespread powers 
of arrest and investigation without benefit of counsel. 

One oi the main changes that is now taking place is to separate 
the functions of investigation, prosecution, trial, and judgment. 
Previously, for all political crimes—and anything could be political 
if the Government said it was—people could be arrested, investigated, 
tried in their own absence and without counsel, without even knowing 
what the charges were, and sentenced, all by the secret police. ‘Today 
they are working toward and developing a system by which the 
secret police will investigate and arrest and can hold without trial 
indefinitely, as a matter of fact, and do not need to provide access to 
counsel or any contact with the outside world outside the prison; 
but there is a separate court which hears the case, and the prosecution, 
the state’s attorney, is also a separate element. 
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This would look to us like a separation of these functions. Actually, 
all three of them are exercised for the Communist Party and there- 
fore there is a unity of direction in them. There is not a real separa- 
tion, not a real independence of judges or states’ attorneys. 

But even this very limited separation of the functions ~* searching 
out and punishing crime is a considerable improvement in the Soviet 
system. It does not mean they are going over to democracy. A well- 
run autocracy would also want a well-run system of judgment for its 
own benefit as well as that of its subjects. We can say in a way the 
Soviet system in making these changes over the past 2 years is moving 
toward the system that it is better for the state and ruler to have a 
more efficient system of justice. 

As far as ordinary police are concerned, there was no opportunity 
to study any particular change. It seems to go on about the same. 
The political police, who are a separate body, are less active today. 

Mr. Gorpon. Thank you. 

Dr. Mosety. I can give you an illustration to show they are still 
very alert. While I was in Moscow, two American tourisi. /isiting 
the Soviet Union for the first time, not knowing Russian, came out 
of the theater in the evening and lost their way. They passed a door- 
way, wide open and lighted inside, and went in to find somebody to 
get them back to their hotel. Through the use of French, because 
the younger of the 2 knew French, they carried on a conversation for 
about 2 hours. I don’t know what they talked about but I am sure 
it was fairly harmless, things about how much do you earn, how do 
you get to the university, how many rooms do you have in your apart- 
ment—those things that Russians are normally interested in asking. 

When this was over and they were guided back to the hotel, their 
new Russian friends urged them to come back the next evening for a 
longer talk. They went to the state tourist agency, the only one, 
Intourist, and said they had had this interesting talk and wanted 
to go back the next evening and would Intourist provide them with 
pg to save time and make it more efficient? Intourist said 
‘ “es.” 

The next evening they went back to this dormitory for people who 
had not yet secured apartments. When they came to the door, there 
were three rugged characters in leather jackets who would not let 
them enter. The people they had been talking to the evening before 
— in and out without looking in their direction or recognizing 
them. 

That suggests there are pretty tight limits within which the regime 


continues to supervise its people and to discourage genuinely free 
personal contacts with foreigners. 


Mr. Gorpvon. Thank you, Mr. Mosely. 
SHIFTS IN SOVIET FOREIGN POLICY 


Dr. Mosery. I want to turn now to some of the questions of Soviet 
foreign policy. It seems to me the Soviet leadership in the past 3 
years has caught up with the atomic age and the age of airpower. 
During the years immediately after the war Stalin seemed iuterested 
primarily in pushing forward into adjoining areas. He wanted us to 
get out of Germany and give him the whole of Germany and the whole 
of Europe. He hoped to take over Finland by combined pressure 
of the naval base he held in Finland and through economic pressure. 
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He exerted pressure against Turkey to turn over one-fourth of its 
territory together with the most strategic part of their country, 
Istanbul, together with bases. 

Through the Balkan and Greek Communists he was trying to take 
over Greece. He had strong hopes of taking over Italy and France, 
where there are large Communist Parties, through the nian fol- 
lowing the war and the great discouragement of the people. He ex- 
erted pressure on Iran in 1946 and tried to hold on to a major part of 
Iran. 

The attempt to take over West Berlin by the blockade was a similar 
example of pressure by a powerful land power against adjoining 
areas, and of course the attempt to seize South Korea was the biggest 
blunder that Stalin made in this respect, in his miscalculation of forces 
beyond his knowledge and beyond his own geographical periphery. 

There were signs even before Stalin’s death that this concept of 
easy outward expansion through direct use of land power was bein 
revised or at: least reviewed, but probably Stalin’s own physical anc 
mental condition toward the end of his rule made it difficult for him 
to make major decisions and so we have seen a gradual unfolding 
of a different concept in Soviet policy only since 1953, and particularly 
since February 1955. 

It is now pretty well established that there was a major foreign- 

olicy debate in the Kremlin, in February 1955, which was followed 
oy the adoption of a more active policy of seeking friends abroad and 
not stressing directly the aim of military and ideological takeover in 
adjacent countries. 

From the point of view of the Soviet leadership, we and they are 
engaged in a race for decisive weapons. These are in the course of 
development in both countries. That is clear. These weapons would 
make war very, very different from what it was from 1941 to 1945 
and it is difficult to evaluate in many cases exactly how they would 
work out. 

From the point of view of the Soviet leadership, the military tech- 
nological race is going well, and therefore they have every reason to 
pursue that race as fast as they can, utilizing their highly centralized 
control of science and industrial capacity and managerial and re- 
search skills to see if they can secure a break-through ahead of us. 

At the same time they have recognized that even now there is a 
very substantial deterrent on both sides rather than on one side. 
These two factors combine in their thinking, as I analyze it, to mean 
that they want to have a more relaxed situation in the world for the 
next few years, perhaps 5 years, perhaps 10 years—we cannot really 
see precisely that far ahead. 

I feel that, if they secure a decisive break-through in weapons dur- 
ing that time and then feel they have a definite superiority over us, 
they are likely to return to a system of threats against their neighbors 
on the assumption that we will be deterred from coming to their assist- 
ance. 

In the meantime, since the Soviet leaders have complete freedom to 
reverse the field overnight and to drop a flexible and more relaxed 
policy for a policy of threats and force, they have no disadvantage 
in pursuing the relaxation and they have every reason to pursue it. 
If they can, throngh causing a sense of comfort and relaxation in 
the West, secure an important margin of advantage this will! be better 
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for them than keeping up a tense cold war and thereby having to make 
still larger sacrifices of resources, manpower and talents in order to 
achieve a relative or comparative advantage. 

Thus, both from the point of view of the defeats which they have 
suffered since the war in their foreign policy aims and in their develop- 
ment of new weapons and new strategy which looks to long-range 
warfare as a decisive element rather than to direct movement of 
armies across land frontiers, it is to their advantage to pursue a policy 
of relaxing the tensions, dividing the West, and inducing a reduction 
of effort in all fields of international security and cooperation among 
the free nations. 


THREE BASIC DOGMAS OF SOVIET COMMUNISM 


As part of this campaign to bring about relaxation, the Soviet lead- 
ership last February at the 20th Party Congress restated 3 of its 
basic dogmas. I would like to take just a minute to look at them 
because this shows how tricky the Soviet use of ideology can be. 

They said they believe in peaceful coexistence. “Peaceful coexist- 
ence” in the Soviet definition means that, as long as some nations are 
not Communist or Communist-controlled, there is coexistence of differ- 
ent systems. Thisisa fact. It is not a thing they consider desirable 
or of indefinite duration. When we say “coexistence,” we recognize 
the right of each nation to have its different system and we do not 
intend to interfere with it. For the Soviet leadership it merely means 
that until now they have been unable to overthrow or bring about 
the overthrow of other systems and establish their own system 
throughout the world. 

Khrushchev has said repeatedly before and since his major speech 
of last February that of course the world is going Communist, of 
course their system is going to dominate everywhere, and this is only 
a matter of time. When it has been suggested that the Soviet leader- 
ship was modifying its ideology and really meant coexistence in the 
way in which we, as free and democratic people mean it, he has 
laughed at that and said “We will change our ideology when the 
shrimps learn to whistle” and he means that. 

A second statement Khrushchev has made is that “War is not in- 
evitable.” Of course, war is not inevitable because in the first place 
it takes at least 1 side to start a war and sometimes it takes 2. When 
Khrushchev says “war is not inevitable,” he always explains, first, 
that one-third of mankind is now under the Communist system and 
Russia and China have the two largest military forces in the world. 
In the second place he emphasizes that another third of mankind con- 
sists of people throughout much of the Near East and Asia, non- 
Communist Asia, who are not commmitted to either side and to that 
extent they are on the side of “peace.” From Khrushchev’s point of 
view these uncommitted peoples are subtracted from potential strength 
of the non-Communist world. He finally stresses that within the free 
world there are powerful groups which oppose any war and therefore 
the danger of war is lessened. But Khrushchev always says as long 
as capitalism exists there will be danger of war. He does not say that 
war cannot come. He merely says war can be prevented by the new 
balance of forces in the world and especially by those forces which 
are under Soviet leadership. 
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This, you see, is a very different thing from abandoning the con- 
cept that conflicts can be lessened or resolved and that there can be 
a genuine peace and not merely an absence of armed conflict between 
his world, Khrushchev’s world, and the free world. 

A third dogma which was restated somewhat by Khrushchev last 
February is that there can be different paths to “socialism,” by which 
he means, of course, the Communist system. The Soviet leadership 
alw ays tries to steal the “good” w ords like “progress,” “democracy,” 
or “socialism,” which of course is a “good” word in many parts of the 
world. When Khrushchev explains that there are different paths” 
to socialism including the “parliamentary” path, the establishment of 
a Communist regime through free elections, he gives some curious 
examples. 

For example, he says, one instance is the establishment of the Com- 
munist regime in Czechoslovakia in 1948. In 1948 the Communists 
took over the police, they arrested their opponents, they closed and 
confiscated the newspapers of all opposing parties, they threw tens of 
thousands of people into jail and concentration camps, they took over 
a complete monopoly of power and held one-list elections in which 
there was only a single list to vote for or against, and Khrushchev 
calls that the “parliamentary” path to socialism. 

A second meaning of this Soviet dogma, as restated by Khrushchev, 
is that, once a Communist regime has been established, it is its duty to 
rule in its own way, that is by dictatorship, not by parliamentary 
means, not leaving open any room for free opinion, for a free legisla- 
ture, which we consider the essential thing in a parliamentary or any 
representative system. 

I have taken a few minutes to outline these three restatements of 
Soviet aims and dogmas by Khrushchev because they illustrate how 
completely the Sov iet leader ship is bound up in its own way of think- 
ing, fascinated by its own form of power, which is absolute, and how 
it uses words that have one meaning for it and another for us. If we 
start to use it in our meaning and they are using it in theirs, we have 
the basis for a very serious misunderstanding of their purposes. 


REASONS FOR RELAXATION IN SOVIET POLICY 


To conclude, the new Soviet tactics today are to promote a period of 
relaxation during which they are pursuing very vigorously the scien- 
tific and military « campaign for new forms of power, long- -range power, 
to supplement and in part to supplant the very large land power which 
they still maintain while also developing naval power for limited pur- 
poses in adjacent seas and for blockade by submarine. Particularly 
they would like to have the capacity to cut off the United States from 
reinforcing Western Europe by submarine warfare. 

During this period of struggling for the military advantage, which 
they are pursuing without any limitations on public support, economic 
support, or scientific support, they are using a more varied battery 
of devices. 

One of these devices is to appeal to governments, including non- 
Communist governments, and perhaps even tyrannical governments 
in some cases. The only thing they ask those governments is, “Are 
you against the United States?” and “Are you against the West?” 
They do not ask, “Are you against the Communist system ?” 
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This is a broadening of their policy but it is no broader than the 
policy they pursued in the thirties. We must not forget that. 

The Soviet leaders are encouraging neutralism and a “peace bloc” 
throughout the world. They never bring up the fact they have the 
greatest military bloc in the world and one that is much tighter than 
any other because it is under Communist control and that they can 
use its entire forces at the discretion of a small self-perpetuating lead- 
ership. 

They are appealing to many groups within other countries. In 
the last year they have made a major effort to approach the Socialist 
leaders in Western Europe. These Socialist leaders understand com- 
munism and have taken a very firm position against Khrushchev’s 
blandishments, but we cannot be sure rejection of them will be equally 
firm in Asia. The Soviet leadership cannot appeal for cooperation 
to the Socialists in Asia unless it also appeals to the Socialists in 
Europe. 

They are appealing to differences among our allies. In the past, 
when the Soviet threat seemed very close, the tendency was to sup- 
press differences among the countries of the free world. As the Soviet 
threat seems less immediate, these differences come to the fore. I feel 
confident there is basic solidarity there, which is very important, but 
the immediate effect is to cause dissension. That is true now. 

The Soviet hopes for the next 5 to 10 years are that by developing 
a strategic superiority they can win additional areas without resort to 
all-out war. They would rather win by gradual pressure, by isolating 
and then absorbing countries, one by one. 

They hope there will be a severe depression in the West. They 
have been predicting it since 1945. They say the prosperity of the 
United States is now maintained by military expenditures and our 
foreign aid. 

They hope to win over the uncommitted one-third of the world to a 
point closer to an anti-Western stand and closer to support of the 
Soviet purposes. 

They hope to break up the free-world system of alliances and foreign 
bases. In the interim between now and the development of the in- 
tercontinental capacity, the bases are the main deterrent to Soviet ex- 
pansion. They are following today, as witness developments in Ice- 
land, for instance, a more flexible policy in achieving this goal. 

Over the next 5 to 10 years, the Soviet leadership shows no sign 
of relaxing its basic goals of expanding its own system and its own 
power. It is m: iking a great military effort and applying a more 
flexible battery of military and economic devices through which it 

seeks to expand its influence and to create new opportunities to expand 
its direct control. 

Thank you, Mr. Chairman. 

Chairman Ricuarps, ‘Thank you, Dr. Mosely, for a very illuminat- 
ing statement. The committee will note there is a series of questions 
that were sent out to the witnesses. They are not rigidly to be fol- 
lowed, but you will notice they cover the general “subject matter 
that Dr. Mosely has just discussed. 

I want to ask you this question: The impression in the United States 
is that possibly the moderation of the Russian rec ent course is an aban- 
donment of the tenets of Marxism. In your opinion, can it be con- 
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strued as a withering away of the power of state? Do you think this 
is an exhibition of weakness ? 


DECENTRALIZATION OF SOVIET OPERATIONS 


Dr. Mosgry. Mr. Chairman, I feel they are following a consistent 
course of strengthening their system of control and making it work 
more efficiently. Many of the habits of administration which Stalin 
relied upon, especially in his later years, were counterproductive. 
For instance, an important issue might be held up for months until 
it could be determined by him personally. The present system is 
trying to push decision-making a little farther down the scale. Now 
the leaders want more decisions left to those closer to the scene. 

This means that the party program remains unchanged, but the 
system of striving for its aims is made a little more flexible. One 
comparison which seems to me has some validity is that they have 
shifted from the Ford to the General Motors type of executive de- 
centralization. When Henry Ford ran the company, many issues 
were held up until he could decide them. General Motors pushes 
decisions down to the various component companies and within the 
companies farther down. When Mr. Ford died, his grandson bor- 
rowed the General Motors policy of decentralization. This is not a 
weakening of the system as such. 

Chairman Rionarps. This decentralization and this relaxation is 
not necessarily a departure from the original concept of world domi- 
nation, is it? 

Dr. Mosety. No. I think it reflects two other factors. They have 
accumulated a large number of experienced administrators, and in- 
stead of having them refer everything to Moscow, they say, “You 
decide.” They still have many ways to check on their perfor mance. 

Another factor is, the economy has a little more leeway in it and 
therefore they do not have to measure every little piece of resource 
as they did immediately after the war when things were very, very 
tight economically. 


EFFECT OF SOVIET TACTICS ON OUR FOREIGN POLICIES 


Chairman Ricuarps. Do you think there should be any changes in 
the field of foreign aid to combat this new approach ? 

Dr. Mosrty. I of course do not have at my disposal anything like 
the exact and up-to-date and detailed range of information that you 
gentlemen have, but as a citizen I would say that we are going to have 
to take account of some of these Soviet emphases in setting « our own 
policies. I think we must try to speed up the development of our 
own intercontinental capabilities and the defenses of them, because 
the ability to absorb or ward off a heavy attack on them may be 
as important as having the power of retaliation firmly in hand. 

Another factor is that there will be more disagreements and argu- 
ments back and forth among our allies. We do not need to regard 
that as a defeat. We ought to be glad that our allies feel more secure 
and feel they can express views of their own more vigorously than in 
the past. Rather than shouting out that our alliances are breaking 
up because of disagreements, we should take up more detailed dis- 
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cussions with them and we should be philosophical when we have dis- 
agreements with them. 

A third factor to consider is just what is the purpose of our base 
system and of our military aid. In some areas it seems to me we 
have bases because this is good for the morale of the people in the 
areas. It makes them feel that, in case of a sudden Soviet or Chinese 
Communist attack, they will not be abandoned. If this is the case, we 
should not feel we have to go in too heavily for local expenditures if 
these will not be too effective in the new type of warfare. 

The Army, Navy, and Air Force of auheed our allies wants the 
latest weapons, but it is not clear it is desirable to spread them out in 
considerable numbers. I think we should review the function of our 
system of alliances and bases and perhaps concentrate on areas that 
will be most important in case of aggression and give lighter emphasis 
where it is primarily a psychological effect we are seeking. 


NEED FOR CONSTRUCTION OF FOREIGN-AID PROGRAM 


Another factor is that instead of looking at our economic aid pro- 
grams as primarily emergencies, as they are now—and their major 
emphasis today is in South Korea, Formosa, and South Vietnam—we 
should look beyond that. I feel perhaps we need to do more now 
in these areas so as to do less later on, maybe in Formosa and South 
Korea and South Vietnam, which are absorbing a large part of our 
economic aid for a military stiffening purpose, so that they can 
take care of themselves more nearly in future years and not drag it out. 

With respect to other areas ae we are doing a small amount 
of aid, I think we should continue this and develop it, but I could not 
recommend specific amounts. It seems to me that in Turkey, India, 
Pakistan, and so on, we ought to be able to plan a little further ahead. 
I know that you gentlemen have provided much more leeway in this 
than was true several years ago, but perhaps we ought to look at a 
period of 5 years for certain basic developments needed in those 
countries to put them in a better position, and this may result in 
spending less money in those 5 years than if we had to do it on too 
short-term a basis. 


MULTILATERAL AND FLEXIBLE FOREIGN-AID PROGRAM 


I think we ought to consider other channels for helping those people 
in their development. The Colombo plan, I think, has a very good 
political and psychological effect, because the members sit down to- 
gether and decide what could be done and it is carried out by bilateral 
agreements. There is a regional discussion first and then the deci- 
sions are carried out bilaterally. I think we sometimes fail to get 
the psychological effect we should get from these programs because 
they are too bilateral. If there could be more multilateral decisions 
I think we would get a bigger response in the end, 

For example, if Burma wants to develop its forests, it might be 
better if we could arrange for a Swiss or Austrian or Swedish forester 
to be sent to work 2 years there at the cost of what we would have to 
pay an American for 1 year. Similarly, if Ethiopia, for example, 
needs to develop its livestock industry, a Danish expert will work 
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2 years for the same amount of money it would cost to send an Amer- 
ican for 1 year, and if a Dane or a Swede says some good things about 
America, it might have more influence than if an American said it. 
We forget how much power we have and how that makes other coun- 
tries feel insignificant. 

I think we should look to more flexible ways. The reason I feel we 
need the aid program is because the peoples of these countries are 
running their own affairs, or over a period of time they will run their 
own affairs, and they will have to expand their educational, adminis- 
trative, and economic resources, and I think it is to our advantage to 
have them develop them along Western lines. The efforts they are 
making in many cases, as in India, are quite remarkable. We cannot 
expect to buy their friendship. If they can develop along free and 
democratic lines in close cooperation with the West, that is all we 
have to ask. If it comes to a major showdown, they will then be pre- 
pared to stand up for themselves against Soviet tyranny. 

Chairman Ricwarps. I want to ask the committee’s views on this. 
IT had some other questions on this, but I will now call on other mem- 
bers of the committee. These three gentlemen will testify on the 
same general subject. Would the committee rather hear the other 
witnesses and then ask their questions ? 

Mr. Cuarnam. Are these gentlemen going to be available this 
afternoon ? 

Chairman Ricwarps. Yes. 

Mr. CuatHam. Personally, while it is fresh in my mind, I would 
like to question Dr. Mosely now before being charmed by the other 
witnesses. 

Chairman Ricwarps. Very well. I will save my questions. Mr. 
Gordon. 


SEPARATION OF MILITARY AND ECONOMIC ATID 


Mr. Gorpon. How do you feel about the separation of the military 
from the mutual-aid program ? 

Dr. Mosery. I feel we have done ourselves great damage in many 
ey of the world by lumping military aid and economic aid together. 

his practice is easy for us to understand in our own context, but if 
we look at it from the point of view of people in other countries who 
have a limited amount of information and do not understand our 
political system very well—they know we are free and powerful but 
do not understand the details—we have done ourselves damage. There 
are certain countries that need some help that have refused it, such 
as Syria and Burma, and so on, because their people felt it carried a 
definite military commitment. 

Mr. Gorpvon. Then you feel it should be separated and handled by 
another body of the Government? 

Dr. Mosety. Where it should be administered, I cannot judge, but 
to put a military label on it is a psychological deterrent to achieving 
what we hope to achieve. . 

Mr. Gorpon. Thank you. 

Chairman Ricuarps. Mr. Merrow. 


SOVIET ECONOMIC PENETRATION 


Mr. Merrow. I appreciate the very lucid statement you have made 
on Soviet foreign policy and the fact Soviet principles have not 
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changed and that the same basic principle of world domination is the 
one they will follow. 

How much emphasis are they placing on economic penetration as a 
means of trying to implement this policy, and have you any evaluation 
of how much aid they are giving? 

Dr. Mosety. Thank you, Mr. Congressman. There are two factors 
here. One is the amount of their trade with the non-Soviet world. 
This is probably running $1 billion a year compared to $4 billion 
carried on within their own bloc. This is a very small factor in the 
trade of the non-Soviet world. It is increasing somewhat, but not on 
a very large scale, and basically the Soviet leaders try to keep within 
their own boundaries all the resources they can so that they will not 
be dependent on imports of raw materials and machinery. 

Another factor is their use of credits in order to facilitate the ex- 
pansion of their political influence in underdeveloped countries. They 
have actually given, signed and sealed, relatively small credits so far, 
some to Egypt, India, Burma, Afghanistan, and to Indonesia they 
have not been signed yet. The credits are relatively small. I do not 
see how they can take over economically any country except possibly 
Afghanistan, and I do not think any country would be wise in taking 
over the Afghans because the Afghans have a very unpleasant way of 
fighting people who come into their country. I do not feel the present 
Soviet economic offensive is likely to create a dangerous situation, 
but it is one we need to watch. Our Government needs some flexible 
funds available so that, in the event of a sudden Soviet squeeze on one 
of these vulnerable countries, United States funds would be readily 
available for action. In other words, if Afghanistan suddenly felt a 
squeeze from the Soviet side, we ought to be able to step in with a 
modest amount and relieve the situation. 

Mr. Merrow. The witnesses who appeared here yesterday gave 
various estimates of aid that the United States should make available, 
such as one-half billion to one billion a year for 5 years, and so forth. 
You say the amount the Soviet Union is spending is relatively small. 
It would be interesting to have an estimate as to how much so that 
it could be compared with the amount of money we are asked to spend 
or the amount that we will spend. What I am trying to get at is the 
reason why the United States should spend $8 billion to $12 billion 
or $5 billion, or whatever it is. What do we hope to gain by this policy 
if the Soviet economic penetration is not as dangerous as we are led to 
believe. 

Dr. Mosety. The first factor is that the Soviet aid is not aid in our 
sense. It is based on long-term credits subject to repayment in the 
commodities of the recipient countries. So far they have not made 
any gifts. They have merely extended credits. They are able to do 
that by administrative fiat. Two percent is the usual rate of interest 
they charge, and they can extend the credits over long periods. And 
because of their low standard of living they can absorb almost any 
goods they receive in return. They do not need them, but are glad to 
have them. What they are trying to do is use these credits and the 
increased trade based on them to increase their political influence in 
these countries. 

I feel that our program should not be based primarily on what 
the Soviet leaders are doing or can do, but on the concept that within 
certain modest limits it is in our interest to help these countries build 
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their way of life along Western or free lines. This would also have 
many benefits to us in that as they progress they would become much 
better customers for American goods. Over a period of years we are 
likely to be repaid for aid through an increased volume of trade and 
the profits that we make out of that, because of our great advantage 
in the international division of labor. 

I think the Soviet economic offensive is a real factor, but I do not 
want to exaggerate it. It is a real factor and I think if we do not 
do anything the Soviets would gain great advantages. 

Mr. Merrow. Thank you, Mr. Chairman. 

Chairman Ricuarps. Mr. Carnahan. 


PRINCIPAL AIMS OF THE FOREIGN-AID PROGRAM 


Mr. Carnanan. Dr. Mosely, do you feel that to stop communism 
or contain communism is the compelling purpose of our foreign-aid 
program ? 

Dr. Mosety. Yes; I feel that it is and that it is going to remain. 
But if we emphasize in our aid programs this direct purpose, we tend 
to reduce the effect of the aid programs in the recipient countries. If 
we encourage ambitious and self-governing countries to develop their 
resources, we will have a better effect in those countries. In other 
words, while many of the leaders understand the Communist threat 
to them, the bulk of their people do not understand it. They have 
never had anything to do with the Russian system until now and 
they just have not the background that Americans and Western Euro- 
peans have to see it in those broad terms. 

Mr. Carnanan. Then you feel such a statement is a poor statement 
of our interest ? 

Dr. Mosety. I think the more we can emphasize that we feel the 
world has to progress together, though not necessarily to the same level, 
the better effect our aid will have throughout the countries that are 
now developing their resources and which will exercise more and more 
a will of their own in coming generations. The more we emphasize 
we are doing it only to stop communism, the more we tend to undercut 
1 of the 2 major purposes of our program. It may or may not stop 
communism. 

The other motive back of it is that you have to have a line of de- 
velopment in most parts of the world which will be favorable to the 
kind of world in which we want to live as free men and, therefore, 
we have got to do a certain amount to help these other peoples along. 

Mr. Carnanan. Have you thought through a restatement of the 
aims of our foreign-aid program ? 

Dr. Mosrry. That is a big order. I have not put it in specific words 
other than what I have said, that we will hurt our aims if we stress 
only the strategic end of it and call it all military aid instead of saying 
this or that part of it is economic aid and technical aid, and so forth. 

I think we ought, when we can, make it more multilateral in the 
method of channeling it. 

Mr. CarnaHAn. Do you feel there is considerable misunderstanding 
or misinterpretation of our aims in our foreign-aid program on the 
part of our own people? 

Dr. Moser. I feel that there is. I feel that, because we have faced 
a repeated threat of military expansion since 1946 on the part of the 
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Soviet Union and since 1949 on the part of Communist China, we have 
tended to concentrate all our attention on how to meet this military 
challenge. 

We are in a new world situation. Before there is any resistance 
to expansion of Soviet tyranny, we are the ones who have to decide 
whether resistance will be offered and how it will be offered. This 
adjustment to a new strategic situation has naturally been in the fore- 
front in all our thinking and discussions since 1946. 


FOREIGN AID ON A LONG-RANGE BASIS 


I think today we ought to try to look at it from the long-range 
point of view of how to have the kind of world we want to live in, to 
trade in, to travel in, to have friends in, and we ought to say, “Yes, 
we are not ashamed, we are in a sense philanthropists. We are willing 
to help them along so that they can be free nations participating in a 
free community of nations.” 

Mr. Carnauan. Do you think there should be any change in our 
foreign-aid program other than stating it on a long-range basis? 

Chairman Ricwarps. I believe he testified, in answer to Mr. Gordon, 
that he would separate the military and economic. 

Mr. Carnauan. Do you think we are probably using the correct 
methods and the correct approach other than the fact it ought to be 
on a long-range basis ? 

Dr. Mosery. I think we ought to accept this as a long-range respon- 
sibility in modest dimensions. I am not an economist. I think a 
large amount of staff work would be necessary to determine how much 
should be spent in a given country. But I think that the aim of help- 
ing free peoples along in the direction they want to go and we want 
to see them go is the important thing. If this can be done, then there 
should be the assurance that it will be a continuing thing in modest 
proportions; that it will depend in large part on what they are will- 
ing to do, that we will not call it all military, and that we will try 
to work through multilateral rather than bilateral methods. I think 
these are the main changes that would make our efforts more effective. 

The Soviets believe they can win the struggle by winning over the 
uncommitted third of mankind. I think we have very great ad- 
vantages in that entire area of the uncommitted third, and we only 
need to use those advantages. 

Mr. CarnaHan. That is all, Mr. Chairman. 


FOREIGN AID AS A SOUND INVESTMENT 


Chairman Ricuarps. Do you feel, Dr. Mosely, that even with the 
admitted shortcomings of the foreign-aid program today, it has been 
a good investment for the United States ? 

Dr. Mosety. Yes, sir, I do. I feel if we look first at Western En- 
rope, it has worked out better than we thought it would work out in 
1947-49. There is, in effect, no economic aid to Western Europe now 
except indirectly through counterpart funds and military orders, the 
offshore procurement plan. Even Austria, which had a very bad 
position in 1945-46, is not asking or receiving direct aid from us now. 
I feel the kind of aid for Europe has worked out very well. Even in 
Greece, it has achieved more than seemed possible in 1948-49. It has 
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not worked as well as it should in Turkey, but there are certain factors 
there that make it a special case. 

Chairman Ricuarps. Mr. Fulton. 


POSSIBLE EXPANSION OF COMMUNIST CHINA INTO U.S. 58. R. 


Mr. Fuuron. I would like to make a comment, and would ask you 
to put in the record later your feeling on it. I do not think it is com- 
munism as such that is the great threat, that is merely the vehicle for 
this new imperialism. It is basically the old story of the aggressive 
expansion of power or powers by various means, but implemented by 
strong forces. Russia has become a “has” nation instead of a “has 
not” nation. When Communist China wanted the breadbasket, she 
took over the rice bow! of Indochina by force and subversion. When 
China wanted the use of valuable resources and water rights for 
China’s industrial complex, China moved into North Korea. There- 
fore, why is it not possible that China will move to get Russia’s indus- 
trial complex just north of the line? And why is it not then possible 
that in the foreseeable future Russia, being two nations, east and 
west, will be either split by force by China, or China will try to take 
the oriental people from the Soviet Empire by subversion? Is this not 
a possibility of a new direction of expansive forces? 

If you will comment on that later and put it in the record, I cer- 
tainly would appreciate your views. 

(The following statement was subsequently submitted by Dr. 
Mosely :) 

Communist China and Soviet Russia are closely bound together by a shared 
program of aggression. Divided, each would be far less powerful than it is today 
and, if hostile to each other, they would tend to cancel each other out. Even 
though mainland China and Russia may not always see eye to eye in each 
question, they are not likely, for many years to come, to turn against each other. 
At least, it is impossible for us to build any policy on this remote contingency. 
And for a long time to come the Chinese will be dependent on Soviet industrial 
and military support and technology. 

Chairman Ricwarps. Mr. Chatham. 

Mr. Cuarnam. I am extremely interested in what you say. I come 
from the South, and we have to export our cotton and tobacco, and 
to us foreign-aid development means keeping up our exports. 

Do you read the Digest of the Soviet Press? Itismy bible. I read 
it through and through. 


COTTON PRODUCTION IN THE U.S.S.R. 


They have been running a series on the enormous irrigation develop- 
ment in the south to grow cotton. I am trying to figure it out in acres. 
It seems to me, in the foreseeable future, they will be a great exporter 
of cotton. Where I live cotton has been a major crop. Cotton pro- 
duction is going down in the chairman’s State over the years, but that 
will have a great effect on the economy of the South here if they do 


what these publications say, and they show maps where these canals 
are going, and I believe topographic maps are available. I would like 
your comment on that. 

Dr. Mosrety. The Soviet Union is, on balance, a small net exporter 
of cotton today, largely to the European satellites. 

Mr. Cuatnam. And tobacco, Turkish types? 
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Dr. Mosexy. I am not sure they export much tobacco. Probably 
they import more than they export, but the Soviet Government does 
not publish figures on its foreign trade on any systematic basis. 

If the Soviet average person could increase his consumption of cot- 
ton textiles to the level of, let us say, West Germany, today, it would 
absorb much more cotton than they can now produce or can produce 
under these new irrigation plans. 

Mr. Cuatruam. You do not think they will be a world exporter of 
cotton in quantity in the foreseeable future ? 

Mr. Moszxy. If the Soviet Government wants to pursue the policy of 
raising standards of living slowly but steadily at home, both in order 
to improve political morale and to strengthen the solidity of the re- 
gime in case of war or a showdown by threat of war, it will have to 
continue to improve the standard of living. Cotton textiles play a 
very important part in this, proportionately a larger item than in the 
American standard of living. 

I for one am not convinced they will use the additional production of 
cotton at home to increase exports very substantially. This program 
will take 10 years to develop. If during these 10 years they continue 
to improve slowly but steadily the standard of living, that increased 

roduction will be absorbed at home. However, they will have capac- 
ity to export, if they want to, because they can always tell their people 
to go without, as they have done over and over again since 1917. 

On the other hand, failure to achieve a gradual improvement in food 
and textiles, in housing, and other necessities will certainly lead to a 
slipping back of morale, a decline in willingness to work hard, and so 
on. The regime is committed, but it can always get out of its com- 
mitment, to raise the standard of living gradually but steadily. 

Mr. CuHatuam. We have huge surpluses of cotton and tobacco, so I 
am concerned about that. 


EAST-WEST TRADE 


How do you feel about opening up trade with Soviet Russia? I 
was concerned a few years ago when they offered us manganese for 
butter. I was very much for it. I cited the question we would not 
give them equipment for drilling for oil, but I understand they have 
equipment many times as good as ours. Every drilling company in 
the Southwest and in Canada is trying to get that equipment. 


CONTROL OVER STRATEGIC ITEMS 


How do you feel about opening up general trade with Russia except 
for strategic military items? 

Dr. Mosrry. I feel we will have to keep a sharp control over stra- 
tegic items, but that we are likely to reduce the number of categories 
described as strategic over a period of time. 

Mr. Cuatuam. Britain has had to do it. 

Dr. Mosrety. That is correct. For one thing, if the Soviet Union 
produces a certain type of machine at home, and wants to buy a similar 
type abroad, we are not causing any serious delay in their economic 
development if we refuse, or our allies refuse, the export of that par- 
ticular type of machine. 

The Soviet system is the second largest industrial system in the 
world. It has a high production of machine tools. Many of them are 
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not as modern or productive as ours or those of Western Europe, but 
they are still good. 

I feel in a period of partial relaxation we will have to cut back our 
definition of strategic items. I feel we will have to give it a more 
narrow strategic meaning. 

This will not lead to a very large or crucial expansion of trade with 
the Soviet bloc. For one thing, they are unwilling to become depend- 
ent upon the rest of the wort, and so far rubber is the only item on 
which they have some serious dependence. 

On the other hand, from the point of view of our allies more than 
of our own economy, a certain amount of trade is to our advantage. 
We have to weigh the fact there is a minor advantage to the Soviet 
system in buying a particular item—say, an improved dynamo, abroad, 
rather than waiting a year or two to produce it at home—as against 
the political disadvantage of conflict with our allies in our efforts to 
Jimit too narrowly their trade with the Soviet Union. 


VOICE OF AMERICA AND RADIO FREE EUROPE 


Mr. Cuaruam. I spent 9 years in Scandinavia. I listened with 
great interest to the Voice of America and Radio Free Europe. Four 
years ago I heard my own delegates vote in Chicago through short- 
wave. 

This year all stations were jammed completely except the English, 
which were titwillow songs and such programs as walking trips 
through Wales. 

Every 15 minutes, if they were not on, they had the 4 musical notes, 
and I listened to them constantly. They had very good propaganda, 
addressed to the satellites and nations in the Far East, and to America, 
I take it, because that is the only thing I could get. 

If they are doing that so completely I don’t know how we can over- 
come it. Ina month I never got an English broadcast, not one Ameri- 
can program. I spent hours searching for that. 

It seems to me that is a great part of the money we are spending on 
radio to go to the satellites and Russia, and they are completely 
jammed. 

Dr. Mosety. Well, sir, the situation in the satellites is rather dif- 
ferent from that in the Soviet Union. Apparently in the satellites the 
Voice of America and Radio Free Europe are listened to widely, and 
somehow it does get through. 

Within the Soviet Union, I had the impression this summer that 
there is more listening, there are more people who know how to fiddle 
with those dials better than I do, and who do manage to get some of it. 

Mr. Cuatuam. They are smarter than I, because I didn’t get them. 
We got a lot of Polish programs in English. 


CULTURAL PENETRATION OF THE IRON CURTAIN 


Dr. Mosrty. I think we should take advantage of the relaxation to 
try to get much more material about the United States, and about the 
Western World in general, into the satellites and the Soviet Union. 

For example, if we could simply donate large numbers of books; 
these books are read over and over, and they have a deeper impact. 

Mr. CuatHam. Would they allow us to put them in? 
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Dr. Mosety. We can challenge them to do it. We let their books in 
here, and we should negotiate vigorously for access to our books and 
translations into Russian and other languages. 

Mr. Fuuron. Let us talk about negotiating with our own Govern- 
ment first. There are present restrictions in New York and Pittsburgh 
on cultural levels, where visiting Soviet pianists and violinists are 
restricted from appearing, but five Soviet scientists could visit 
Pittsburgh without State Department objection. 

Dr. Mosety. We should review our policy of cultural contacts. For 
example, while short-term visits are useful, and they do give some un- 
derstanding of our way of life, our high productivity and so on, we 
ought to go beyond that to try to train some of their younger historians, 
social scientists, economists, and so on, and even if they go back and 
say very bad things about us, there will be an impact on their think- 
ing over a period of years which I think will be highly favorable. 

Even if they are convinced Communists and fully loyal to the 
Soviet system, it is still to our advantage to give them direct knowledge 
of the United States and how it works, especially in the fields of his- 
tory, political science, and so on. 

Mr. Cuatuam. That is all, Mr. Chairman. 

Chairman Ricuarps. I believe Mr. Fulton asked these gentlemen 
to furnish some answers to questions for the record. 

Anything that witnesses are willing to submit to us will be a favor 
to the committee, but we have no right to require them to do so, be- 
cause it requires a good deal of work on their part. 

You have come down here on your own free will, and if you feel 
you can without inconveniencing yourself too much we will appreciate 
anything in addition that you wish to submit for the record. 

Mr. Zastocki. Your statements and comments are certainly ap- 
preciated. 


U. 8. INTERVENTION 'SHROUGH AID TO SATELLITES 


There is no doubt that Soviet Russia intervenes in and dominates 
its satellite countries and is today the modern imperialist power in 
the world. 

Should we, if necessary, through our aid program intervene and to 
what extent ? 

Dr. Mosety. The Soviet system of intervention is basically operated 
through the Communist parties, and at the present time there is cer- 
tai adjustment going on in the satellites for captive countries as I 
prefer to call them, because none except Yugoslavia came into the 
system from its own free will. 

Our way of intervening has to be entirely indirect it seems to me. 

Mr. Zastockt. Is it desirable to intervene at all ? 

Dr. Mosrxry. I think we are committed by national tradition 
against intervening directly in the affairs of friendly states, or trying 
to tell them directly what they must do. We cannot do that in terms 
of our desire to treat them as equal members of a free community of 
free nations, Where we can exert a great deal of influence in friend- 
ly countries is by careful technical discussions at the expert level with 
the officials and advisers who report to the ministers and cabinets, 
pointing out that one economic program may be poorly adapted to de- 
velop their resources, that another type of program eld be better. 
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We will have to bring them along by discussion and scientific analysis, 
and sometimes we will have to do things we think are not well advised, 
in order to persuade them to do things that are better adapted to their 
needs. Almost every government wants to have one steel mill, whether 
or not it is good for it. 

The development of an economy often begins with simple things, the 
wheelbarrow instead of the human back, and the scooter rather than 
the automobile, and so on. 


CONDITIONS OF AID 


Mr. Zastockt. Should we withhold assistance to the Middle East 
area, for example, until they settle their local problems? Should any 
sort of pressure in that respect be included in our future aid? 

Dr. Mosety. I feel we can exert more pressure if we make it clear 
that on a modest scale we are going to help them in their long-range 
programs over a period of years, and we then try to exert informal 
and indirect political influence on that basis. 

If we set a condition first that they must agree with our political 
policy, we have less chance of their coming around to it. They might 
prefer to go under communism or at least become extremely antiwest- 
ern, rather than accept political conditions laid down in advance. 


THE ASWAN DAM AND THE SUEZ CRISIS 


I feel, for example, while I naturally don’t know the full details, 
that we would have been better advised to work along with the Egyp- 
tian High Dam project with limited aid to get it started, and then 
our experts and engineers and others would constantly be saying in- 
formally, “Well, how can you afford to delay this? It is vital to your 
national development. If you are going to waste a lot of money on 
buying arms, how can you follow it through ?” 

They still would want some arms but there has to be a combination 
of helping them along toward their basic goals and gaining more in- 
fluence in that way and using that in turn indirectly to influence them 
to parallel policies, policies that are going to help them achieve na- 
tional growth. 

Mr. ZasLocki. You are saying it was a mistake to withdraw assist- 
ance to the Egyptians? 

Dr. Mosery. I feel if we weren’t going to do it we should have made 
up our minds much sooner and not carried on such long and elaborate 
discussions. 

Then having gone that far and having reviewed it in terms of 
Egypt’s future needs for its population, we should have gone on with 
it and we should not have rithdenaitn from it abruptly. We would 
have been better off if we followed that line. 

Mr. Zasiocxi. Even now with the circumstances as they are in 
Egypt? 

Dr. Mosriy. I would say that, if we secure a fairly satisfactory 
compromise on the question of the supervision of the Suez Canal and 
its use, perhaps 6 months from now we ought to go back in and again 
talk about some of Egypt’s economic and social needs and how they 
will achieve them. 
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Mr. Zastockt. We didn’t withdraw our assistance for the Aswan 
Dam because of the Suez crisis. The withdrawal was before; was it 
not? 

Dr. Mosrty. We said “We are not going to help you with it” and 
then the Suez crisis began a week later as a retaliation. 

Mr. Zastockt. Do you maintain it was a cause, or one of the causes, 
of the Suez crisis? ; 

Dr. Mosrery. Our withdrawal triggered off the Suez crisis, the 
seizure of the canal and its nationalization. I think we could have 
avoided that or brought about an orderly preparation of transition 
in 1968 if we had shown a willingness to help in a modest way to 
move toward that objective which is essential to Egypt’s livelihood 
in the future. 

Chairman Ricuarps. Mr. Hays of Arkansas. 

Mr. Hays of Arkansas. I want to thank you for your splendid 
statement, Doctor. 


MULTILATERAL TECHNICAL ASSISTANCE 


I was interested in what you had to say about employing 2 or 3 
Swiss in a Burma forest problem. That is certainly something which 
would have an appeal to us on the budgetary side. 

I suppose you had in mind doing it still bilaterally rather than 
through multilateral agencies? 

Dr. Mosety. We could do it either way. If we provided the selec- 
tion of the experts through an American-Burmese Commission, then 
it could use a Swiss, an Austrian, a Dane, or a Mexican in many fields. 
The people, while representing the general feeling of the West, would 
not have specific American coloration or sees represent so-called 
American imperialism, which is a word unfairly and unfortunately 
used. We have to lead people forward to a better understanding of 
both ourselves and their own place in the world. 

Mr. Hays of Arkansas. Have you had an opportunity to study the 
SUNFED proposal ? 

Dr. Mosgxy. I don’t know all the details but I feel basically this 
does offer a further channel for securing the basic effect we want 
without identifying it directly as a United States gift. 

Mr. Hays of je ey I asked Mr. McCloy about it yesterday and 
I want to pursue it with you for just a moment. The two approaches, 
bilateral and multilateral, are not mutually exclusive, are they ? 

Dr. Mossy. No, sir. 

Mr. Hays of Arkansas. So often people get the impression that if 
we go into the multilateral phases we are abandoning the bilateral 
activities. 

Dr. Mosety. That is right. 

Mr. Hays of Arkansas. Or abandoning the bilateral. 

Dr. Mosery. That is not true. Much of it will be bilateral, anyway, 
especially in those areas of military danger. There are other areas 
where the military and strategic factor is less urgent at the moment 
and will be for the next few years, and here there are advantages 
in trying to work through multilateral channels. The multilateral 
problem always will be smaller just because we have special strategic 
responsibilities in certain threatened areas. 
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Mr. Hays of Arkansas. I had opened up to me at the United Nations 
last year the appeal from this source : 

So many of our allies want to share in it. I use the term “allies” 
very broadly. The other industrialized nations feel that the partner- 
ship idea is important. Pressures are on our people on the diplo- 
matic side to participate in the multilateral procedure. That is one 
reason that I feel we need to get this phase before our people. 

Then it has a strong appeal in the possibility of a distribution of 
the burden. Here are such countries as Belgium, Holland, and other 
nations of Europe that are quite enthusiastic. If we do not tie in some- 
thing through the special fund, which is still in the proposal stage, 
then they might go along independently of us. 

Dr. Mosety. Strengthening the multilateral channels means we can 
tap available resources in much smaller amounts, but still very use- 
fully, in a variety of countries. Norway is doing something of its own 
in the development fields. So is Switzerland. 

The more we do it unilaterally the more they look to us because we 
look like the best source. If they have to submit their projects to an 
international agency which reviews them with a large amount of tech- 
nical and economic expertness included in that review, they will not 
be able to turn their frustrations against us and feel “If only the 
United States would do this and this for us we would get ahead fast.” 

If they have to turn to an agency where they are justifying their 
claims to a variety of nations this takes the onus off us and also may 
provide a further channel by which other industrial countries, aside 
from our own, will be able to add their part to the development, and 
with the weakening of empires and colonial rule any additional chan- 
nel of that kind which will help the underdeveloped countries and 
bring the industrial countries into a better relation with them, di- 
vorced from direct political control, the better the evolution will be. 

Mr. Hays of Arkansas. In the final analysis, it comes down to how 
well sold the American people are on those ultimate goals, the objec- 
tive of developing undeveloped nations. That seems to me the key 
to it. 

Dr. Mosery. Yes, sir. 


SOVIET PARTICIPATION IN MULTILATERAL AID 


Mr. Hays of Arkansas. Of course, on the multilateral approach the 
good arguments are met with another appealing argument on the re- 
sistance side, which is “Russia is sitting in on these things.” 

If we do it through the United Nations auxiliary agencies, they say 
“Here is Russia with a hand in it which she wouldn’t have if we were 
doing it bilaterally.” That is a hard one to answer. 

Dr. Mosety. That is right. 

Mr. Hays of Arkansas. Except that we are really making progress 
in this global conflict if we get Russia out-voted, as we have been able 
to do. I think that is the thing the American people have not pon- 
dered, how many times Russia has been defeated time after time 
where the little countries have been on our side. 

Probably at this stage it is something you have to deliberate. 


Do you share my feeling on that in general? I am inviting your 
comment on it. 
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Dr. Mosrny. I feel the risk of having the Russian representatives 
take part in the decisions is small because decisions all have to be 
worked out in an open way. 

What worries me about Russia’s participation in aid-trade pro- 
grams is its secret negotiations on a bilateral basis with Afghanistan 
or with Indonesia. 

If the Russians bring into an open forum what they are willing to 
do, it takes the political sting out of it. If they refuse to come into 
an international channel, it also makes it clear that they are pushing 
their program for a directly political purpose, a sinister purpose. 
Also, international negotiation will make it clear how little they are 
really willing to do. 

At the present time, where each side is dealing separately with indi- 
vidual governments, the Russians can make a major political play 
with a small amount of trade, credits, or even with just offers. 

If everything is put down in cold figures as to what they are will- 
ing to do, it would be very small, and, at the same time, they will not 
be able to gain anything much, if any political advantage. The role 
of expertness in international decision making can be increased be- 
cause political pressures will tend to neutralize each other out in a 
forum where a variety of nations have to be informed and can judge 
the basis on which this or that decision is being made. 


ADJUSTMENT OF UNITED STATES FOREIGN POLICY TO RUSSIAN RELAXATION 


Mrs. Ketiy. I want to refer to this relaxation of Russian policy. 
Do you think the foreign policy of the United States is responsible 
for or has contributed to the buildup of this third force? 

Dr. Moseiy. Has the United States foreign policy aided in the 
buildup of this third force ? 

Mrs. Ketiy. That is my question. 

Dr. Moser. I feel that because we have tended to place the mili- 
tary factor first, which was necessary for the last 10 years, it has 
tended to reinforce the thinking in the third-force areas that this is 
no longer the predominant factor today in world politics. In other 
words, the third-force countries have reacted in the traditional way 
of weak countries reacting to a powerful country stressing military 
factors by asserting that military power is not the only factor to be 
considered. 

If we continue to emphasize the military threat as the primary 
method of Soviet policy in the next few years, the third-force coun- 
tries are likely te We further disillusioned with our attitude toward 
their problems. Even those people in their country who feel the 
Soviet threat is a very real one and sooner or later will come their 
way don’t want to overstress it now. They want to try to cope with 
their own internal problems first. 

In a country like India the fear of the people now running the 
country is that unless they get a more dynamic social and economic 
development with more political unity the Communists 5 or 10 years 
from now may be able to gather all the discontented together and take 
over the country from within. 

They feel that to make large military expenditures now, to prepare 
for a defense which they cannot carry through anyway, would only 
deflect them from coping with those internal problems. 
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Our point of view should be that as long as they are not on the 
Soviet side and under Soviet control we can fs friends, and we should 
try to encourage them to solve their own problems along western, 
democratic, and free lines. 

If we can help them in some modest ways along that direction, fine. 
I think we should try to help them. Anything we put into that would 
be much less than 1 day of war and its effect on our own country. 

If the Soviet leadership is defeated by a more flexible and diversified 
set of policies on our part in the third areas, that will cause them 
further to postpone their attempt to revive the use of military power 
and military threats and will gain us more time to strengthen the free 
world. Over a period of a generation it is very doubtful that the 
Soviet leadership will be able to maintain a willingness among its 
a. to make these desperate sacrifices for the sake of expanding 

oviet power. 

In other words, over a period of time the evolution of the Soviet 
system may tend to erode the ability of the regime to use its manpower 
and its people for aggressive purposes. 

Mrs. Kerry. If the U. S. S. R. invades any of these neutral coun- 
tries should the United States go to their defense, if they have refused 
to build up their military defenses? After all, the United States 
hurts its economy by maintaining a high military force. We have to 
make a decision that is clear somewhere along the line. 

Dr. Mosrry. I feel we would have to go to the defense of some 
of these areas if they were invaded. I feel the deterrent today is in 
large part our system of bases, but we will have longer range deter- 
rents in a few years. 

In other words, if each side can deter the other, then what happens 
in between is very important. A shift in an election in India, or a 
failure of an industrial or agricultural plan in Pakistan, may become 
crucial because the tightness of the major strategic factor will grow 

rreater rather than less. That means that the balance may be tipped 
y what happens in nonmilitary fields and in areas lying in between 
the two major powers. 

That is why, rather than losing interest, or giving up hope, which 
we certainly don’t want to do, we should develop more flexible and 
imaginative policies operating through more diverse channels as we 
try to influence these third force countries along the way that their 
present leaderships want them to go. 


RELATION OF FOREIGN AID PROGRAM TO UNITED STATES ECONOMY 


Mrs. Ketxiy. This foreign aid program of ours is actually essential] 
to the United States in order to remain the great industrial nation 
we are. 

Dr. Mosery. That is right. 

Mrs. Ketiy. Therefore do you believe it would be better for us to 
lower tariffs or broaden the trade agreements ? 

Dr. Mosrry. This is a field where there are many experts. 

Mrs. Kerry. Yes, I know it is difficult for a short answer. 

Dr. Mosrry. I would like to know more about what is happening 
in the case of wool, for example, where I believe we have been trying 
out an experiment which was perhaps worked out right in this 
room, that is, providing protection for an industry which can produce 
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only part of what we need and at the same time provide greater 
stability of market for our allies from whom we import most of the 
wool which we need. ; 

I believe we tend to underestimate the effect exerted on our allies 
by particular policies which seem essential to one part of our economy 
and: one part of our country. We pursue certain policies in ship- 
ping, which I do not need to review. These have serious effects 
on Norway, Greece, Netherlands, and other countries where shippi 
is a major factor in national prosperity. A ripple to us is a tida 
wave to them. 

Writers and publicists as well as political leaders must try to make 
much more of an effort to explain to our own people that this or that 
sacrifice will be needed on our part, too, if we are going to help the 
entire free world develop its economy in a healthy and cooperative 
way. This is a difficult assignment, but it is an assignment for every- 
one interested in world affairs. 


RELAXATION OF STRATEGIC CONTROL LIST 


Mrs. Ketiy. Did I understand from your statement that the United 
States should relax the strategic control list and sell more to Russia 
and the satellite nations? 

Dr. Mosety. I feel it is moving that way, anyway. It is, therefore, 
better to keep under active review the nature of the list and the indi- 
vidual items. 

Mrs. Ketuy. We are doing that under the Mutual Defense Assist- 
ance Control Act, but should the United States cut back on that list? 
Should more strategic materials be removed from the top strategic 
control list ? 

Dr. Mosrty. I think we should. If the Soviet Union, let us say, 
secures an improved dynamo a little earlier than they could build it 
from blueprints and other information readily available to them from 
the West, then the gain we make in delaying them a year or two does 
not offset the fact that they have the taliiin or technical knowhow 
to do it anyway, with a little more time and sacrifice. By not per- 
mitting that exchange we may be causing serious difficulties to some 
of our allies, making it more difficult for them to reduce the dollar gap, 
and we are causing political conflicts within their own society. 

If we were going to be in a war in the next year or two, then per- 
haps we ought to blockade all trade with the Soviet bloc. But if we 
are going to have a period of increased trade, with some relaxation of 
tension and with some opportunities, perhaps, to have some effect on 
the evolution of the Soviet system and its outlook over a period of 
time, then looking at it in that time scale we will need to relax some- 
what our strategic controls. 

Of course, in anything involving military technology we must hang 
on to any lead we have. In some fields, however, it is possible that 
Soviet technology will come out ahead of us. 

Mrs. Kenuy. If the strategic list is decreased, we would be helping 
them build up their war potential. 

Dr. Mosrty. They are building up that, anyway, building up their 
industrial capacity at a high rate, and they have all the factors in their 
own territory which they need for that. Therefore our trade controls 
over the last 514 to 6 years have in some ways speeded up their process 
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of filling the gaps in their technology, forced them to develop more 
self-sufficiency, develop it more rapidly than they would have other- 
wise. 

I agreed with our policy of trade controls as we followed it then, 
from 1950 on, but I believe in this new time scale it will be very 
difficult to justify it because we are not preventing the Soviet Gov- 
ernment from doing what it wants to do. We are not really adding 
even 1 percent to the cost to them of doing it. 

On the other hand, we are likely to cause serious difficulties for our 
allies which would make the situation more difficult to control. 

Mr. Zasvockt. Is there any evidence that the Russians are willing to 
reciprocate and share their technological know-how; make it available 
to the United States and the free world? 

Dr. Mosety. They have said that they would. 

Mr. Zas.ocki. Are there any concrete evidences that they have? 

Dr. Moser. Yes; a little. 

Mr. Cuatuam. The drilling incident I pointed out. Our fellows 
can make millions out of it, 10 times as productive as the drills we 
wouldn’t let them have. It is a new method entirely. 

Mrs. Keiiy. Drilling oil wells? 

Mr. Cuatuam. Drilling oil wells. We wouldn’t let them have oil- 
well-drilling equipment. This fellow from Dallas heard about it and 
got the North and South American agency. 

Chairman Ricuarps. Let us go on to the next witness at this point. 

I want to thank you very much. 

We have another very important witness who is also an authority 
on the Soviet Union, Dr. Abram Bergson. We appreciate your com- 
ing down here to testify before us, and we would like to hear your 
statement. 


STATEMENT OF DR. ABRAM BERGSON, RUSSIAN RESEARCH CENTER, 
HARVARD UNIVERSITY 


(Formerly Chief, Economic Division, Subdivision of U. S. S. R., 
Office of Strategic Services, 1944-46; member United States dele- 
gation, Moscow Reparations Conference, 1945; professor of eco- 
nomics, Columbia University, consultant for Department of State 
and Rand Corp., 1948; author of Soviet National Income and Prod- 
uct in 1937, Structure of Soviet Wages) 


Dr. Bereson. Thank you, Mr. Chairman. 

Mr. Chairman and Congressmen, your staff has posed a number of 
very significant questions which it felt might suggest lines of inquiry 
to the witnesses whom you have sonmbed. As a student of the So- 
viet economy it aaieeak to me that I might serve you best if I were to 
comment very briefly on several outstanding economic subjects which 
impinge on a number of your staff’s questions. 


GROWTH OF SOVIET INDUSTRY AND TECHNICAL PROGRESS 


There has been much discussion in this country lately of the ques- 
tion of the rate of growth of Soviet industry. Russian industry, I 
believe, is growing at a notably rapid rate, as has often been reported. 

Last year the Russians completed their fifth 5-year plan. The 
extent of their industrial progress in recent years can be appraised 
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from the gains in production in different industries that the Soviet 
Government has reported under this plan. From 1950 to 1955, the 
Russians increased their coal production from 261 to 391 million 
metric tons, or by 50 percent. The production of petroleum grew from 
38 to 71 million tons, or by 87 percent. The Russians produced 27 
million tons of steel in 1950. By 1955, they had expanded output by 
18 million tons, or 66 percent of the initial figure. The production of 
electric power grew from 91 billion to 170 billion kilowatt-hours, or by 
87 percent. 

Industrial production as a whole reportedly has grown at these 
yearly rates: 


Percent 
DOB nici sini deters cima ces csr ting -ntemtndndggituitigeineipainianaaiinninn annette 16 
Fin ere cntncinceer co nitegentvinenedingsiomtisinamigtiaeneninemiimemeeaae 12 
I aes cs <cnpeseneppenap tartpiasunemen=neschipenencinpiaseniemeingsannghigpadeuaiataaadientneamaan 12 
WOOO U6 ek oekaki cnt aee ad ended eee 13 
196 4-G6 on 2 tie weiinn nici een eee eee 12 


As students of the Soviet economy often have learned to their grief, 
the official statistics of the Soviet Union are difficult to interpret. The 
reported accomplishments often cannot be taken at anything like face 
value, and in some instances, the distortions have been serious. The 
figures I have just cited, however, do not seem subject to serious de- 
ficiencies such as have been discovered in many kinds of official data. 
Very possibly the official series for total industrial production tends to 
exaggerate the Soviet growth, but unless the Russians have perpe- 
trated a gigantic statistical hoax, which does not seem likely, we 
must conclude that they are growing industrially at a signally high 
rate. 

During the first half of this century industrial production in the 
United States grew at an average rate of 4.1 percent a year. From 
1950 to 1955, American industry grew by about 4.7 percent a year. 
At these rates Soviet industry is growing 2 to 3 times as fast as 
American industry. 


I have been referring to the recent Soviet trends. What of the 
future prospects? 


RETARDING FACTORS IN SOVIET INDUSTRY 


In seeking to continue with accelerated industrialization, Khru- 
shchev and his colleagues will have to grapple with many adversities. 
In terms of quality and location, as well as quantity, the Russians are 
not as well supplied with industrial minerals, for example, iron ore 
and coking coal, as their usual data on reserves suggest. In the future, 
they will be hampered by diminishing returns in this area, although 
probably not seriously. To a greater extent than was true under 
Stalin, additional capital investments must go to replace wornout 
capital equipment and so cannot supply to the same degree as for- 
merly net additions to the capital stock. This, too, will tend to retard 
future growth. 

The vital factor of technological progress is difficult to appraise. 
The level of the best Soviet scientific work is very high, and the Soviet 
Union now has over one-half million trained engineers and techni- 
cians; or about as many as we have. But the Russians formerly under 
Stalin could profitably borrow at almost every point from western 
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technological practice, and this source of progress must tend to di- 
minish in importance in the course of time. For this reason, it is dif- 
ficult to believe that the Russians can advance technically as rapidly in 
the future as they did in the past. 


ECONOMIC AND AGRICULTURAL TRENDS IN THE U. &. 8. R. 


As everyone knows, Stalin’s successors are endeavoring to raise 
agricultural output and living standards above the abysmally low 
levels prevailing at the time of Stalin’s death, but so far they have been 
seeking to do this without encroaching unduly on the capital invest- 
ments in industry that are needed to sustain a high rate of industrial 
growth. Thisisa difficult task, and to what extent they can accomplish 
it still remains to be seen; the results of these current endeavors, 
especially in agriculture, will be bound to have important consequences 
for the economy generally, including industry. 

For many reasons, chiefly the new agricultural programs, the dif- 
ficulties in feeding a rapidly growing urban population, and the 
urban housing shortages, the Government cannot recruit new labor 
for industry as easily as it did in the past. Accordingly, in expanding 
industry in the future it must rely increasingly on measures to raise 
labor productivity that demand scarce capital for their realization. 
This must be recorded as still another retarding factor, so far as 
future industrial growth is concerned. 

These adverse factors add up to an impressive list, and together 
I believe they could be serious, but in grappling with them Khrush- 
chev and his colleagues have at their disposal a potent weapon. This 
is the Government’s totalitarian control over the share of the national 
income going to capital investment, and over the division of capital 
investment between industry and other economic sectors. The claims 
of agriculture and consumption generally are pressing, but so far the 
Government has avoided trying to satisfy these claims at the expense 
of industrial growth. If only Khrushchev can continue to prevent 
any real break in the tempo of industrial expansion he may be able, 
in time, to concentrate even more of the capital industry produces on 
its own further growth. Possibly he will be able to do this—as he 
unquestionably hopes he can—while still increasing investments mod- 
estly in other branches, including agriculture. With good luck, the 
Russians conceivably might continue for many years to lift themselves 
by their own bootstraps in this way. 

While devoting perhaps one-fourth of the national income to capi- 
tal investments, Stalin also found the means needed to support a cold 
war military force. Khrushchev and his colleagues could hardly cut 
their military budget, on economic grounds alone, and, contrary to a 
current view, they have not invariably cut it since they came to power. 
At least the originally projected budget defense figure for 1955 ap- 
pears to have involved an increase. Cuts in the budgetary defense 
figures in money terms for other years are in any case difficult to judge, 
in view of the parallel cuts of uncertain magnitudes in the prices of 
industrial goods; and without details on other components in defense 
outlays, caution seems in order also in construing announced cuts in 
manpower alone. Circumstances permitting, however, Khrushchev 
might obtain additional resources for industrial expansion in this way 
and so cope the more effectively with his adversities. 
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REFORMS IN AGRICULTURE 


The recent trends in agriculture and living standards alluded to 
earlier may warrant further brief comment. Under Stalin’s 5-year 
plans industry scored dazzling successes but agriculture lagged far 
behind. In 1952, the year before Stalin died, the Russians produced 
8 times as much steel as they did in 1928, the year when the first 5-year 
plan began. In 1952 they probably produced little more than 90-95 
million tons of grain, compared with about 80 million tons in 1913. 
Meanwhile, the population grew from 140 to 185-190 millions, or by 
one-third. .Although there were considerable gains in some lines, for 
example cotton, other branches, especially livestock, scarcely pro- 
gressed at all. At the time of Stalin’s death the Russian diet was, 
in important ways, inferior to that in 1928, and that was poor enough 
by almost any standard. 

In the face of this extreme unbalance, Khrushchev and his col- 
leagues, since 1953, have initiated a number of reforms in the collec- 
tive farm system, including measures to improve peasant incentives, 
and several grandiose new projects, particularly a vast expansion of 
the grain-sown area by the use of virgin and idle lands in the east, and 
a great campaign to extend the cultivation of fodder corn. 

Stalin’s successors have shown exceptional vigor in ne 
many of these measures. By this summer, for example, they ha 
added more than 90 million acres to their total cultivated area, but 
most Western experts on Russian agriculture appear to feel that the 
future progress will be slow. The reforms, especially the increased 
incentives, will be generally beneficial, but under the unfavorable 
Soviet soil and climatic conditions the new lands and corn projects 
may not yield returns at all commensurate with the great efforts 
expended. 

ATTEMPTS TO RAISE LIVING STANDARDS 


Under Stalin, living standards lagged along with agriculture. In 
1928 the average city dweller omnia an average of 7.1 square yards 
of floor space. In 1952, this had fallen to 4.7-5.3 square yards. After 
taxes and bond deductions, the average industrial worker in 1952 
could buy 10 percent less goods than in 1928. This is in terms of a 
1937 “market basket.” In terms of a 1928 “market basket,” contain- 
ing more meat and other goods that later became scarce, the cut in 
“real” wages from 1928 to 1952 was 37 percent. Because of the 
increase in the number of female workers and therefore in the number 
of breadwinners per family, the city dwellers fared better than the 
figures on “real” wages might indicate. Under the 5-year plans, 
the farmer prospered no more than the city worker and perhaps less. 

Stalin’s successors have been seeking to ameliorate the lot of the 
worker not only by expanding agricultural production but also in 
other ways. Partly through the acceleration of consumers’ goods 
manufactures and partly through increased imports they managed 
in 1953 and 1954 to increase rapidly the volume of consumers’ goods 
offered for sale in the city and the country. 

Judging by the official reports on retail trade the rate of increase 
ia the volume of consumers’ goods has slowed greatly since 1954, and 
in relation to the vast needs the Russians have been making only 
limited progress in housing, but the Government has introduced this 
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ear a whole series of new measures that tend to improve the workers’ 
ot. 

Last March the Government cut working time in industry by 2 
hours a week. It avowedly is planning to cut hours further in the 
future. In July of this year, the Government reformed the social 
insurance system, mainly in the direction of providing more generous 
pensions to retired and disabled workers and their dependents. Last 
month it initiated a general increase in the wages of the lowest paid 
workers. In May of this year, the Government abolished legislation 
introduced in June 1940 providing for the criminal prosecution of 
workers leaving their place of work without the permission of the 
factory director. 

While material progress has not been as fast as the Russian people 
hoped since Stalin’s death, we should not underestimate the gains 
that have been achieved. 

Even the briefest presentation must refer to the recent trends in 
the foreign economic sphere, especially foreign economic aid. The 
outstanding facts, as far as they are known to me, are these: 


EXTENSION OF CREDIT AND CAPITAL BY SOVIET UNION 


The Russians are becoming an increasingly important supplier of 
capital to the orbit. While Soviet withdrawals from the orbit in 
the form of reparations and other exactions have now ceased or have 
been reduced, the Russians recently have been granting sizable credits 
to the orbit, especially China. The Soviet Union may well be con- 
tributing on the order of several hundred million dollars’ worth of 

oods and services a year to help finance accelerated industrialization 
in China. The extension of credits has gone hand in hand with the 
provision of technical assistance and both tend to reinforce the close 
economic ties previously established and still maintained within the 
orbit through the concentration of the vast bulk of orbit foreign trade 
within this area. 

Outside the orbit, the Russians and also other orbit countries have 
lately extended a number of credits. The total involved according 
to one report, about $700 million since 1953 seems modest by United 
States standards, but the funds have been carefully directed to coun- 
tries where the Russians might hope to compete effectively with the 
West, especially Yugoslavia, India, Afghanistan, and Indonesia. 
Moreover, the Soviet funds have been offered on favorable terms. 
The Indians, for example, will be able to pay for their steel-mill credit 
in rupees rather than foreign exchange and 2.5 percent interest. On 
all sides credits are reinforced by complementary measures for techni- 
ca] assistance. 

Orbit trade with the free world generally is still on a minute scale. 
In 1955 the entire bloc accounted for but 2.6 percent of the free world’s 
total trade, that is, about as much as was accounted for by Italy alone. 

Trade with the free world has been expanding, however, and has 
reached significant proportions with some less advanced countries, 
especially Egypt. In 1955 Egypt sold 26.7 percent of her exports to 
the bloc and purchased 6.8 percent of her imports from the bloc. In 
the second half of last year the bloc took 40 percent of Egypt’s ex- 
ports of cotton. 
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In view of the Russians’ preoccupation with their own industrial 
development it has often been assumed that they would have neither 
the interests nor the capabilities to compete effectively with the West 
in the foreign economic sphere. On the record to date this is certainly 
an overoptimistic view. Khrushchev is giving Russian industry first 
priority, but apparently the expansion of the orbit generally, espe- 
cially China, is also a very active concern. The Soviet Government 
generally does not appear to be interested or able to underwrite eco- 
nomic development outside the orbit on any wholesale scale, but it 
clearly wishes to win friends and influence people outside the orbit as 
well, and if Russia’s overall capabilities are limited we should not 
underestimate the great advantage of flexibility she possesses through 
the government’s totalitarian control over capital investments and 
the state monopoly of foreign trade. 

In the economic sphere, the current Soviet scene presents us with 
elements of continuity and elements of change, and these must pro- 
voke diverse reactions on the part of thoughtful citizens concerned 
with United States foreign policy. A sincere atiempt on the part 
of the Soviet Government at long last to provide the Rustin people 
with more satisfactory living conditions can only be welcomed in this 
country, although successes in this sphere might be little more cause 
for complacency than failures. The continued Soviet accelerated 
industrialization drive and the Soviet foreign economic endeavors, 
in the opinion of this witness, constitutes challenges which we hardly 
can afford to ignore. 

Mr. Gorpon (presiding). Thank you for your very informative 
statement. 

I have no questions at this moment so I will call on Mr. Chatham. 

Mr. Cnuatuam. I thank Dr. Bergson for coming down. Do you 
read the Current Digest of the Soviet Press? 

Dr. Bereson. Yes, indeed. 

Mr. Cuatuam. I think all members should read it. I have no 
questions. 

Chairman Ricwarps. I would move that we continue with ques- 
tions after the lunch hour. 

Mr. Gorvon (presiding). We will recess if it be the desire of the 
committee and have our lunch now. We shall recess at this moment 
and return at 2:30. 

(Whereupon, at 12:50 p. m., the committee recessed to reconvene 
at 2:30 p. m. the same day.) 


AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., Hon. James P. Richards 
(chairman) presiding.) 

Chairman Ricuarps. The committee will come to order, please. 

Mr. Bergson, we enjoyed very much your statement on the current 
economic trends in the U. S. S. R. I want to ask you one question. 
What are we going to do about it? 

Dr. Brereson. Congressman, that is certainly a big question. The 
economic facts, of course, have to be taken together with many, many 
other facts if we are to draw any conclusions. 
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THE RUSSIAN ECONOMIC CHALLENGE 


I have a few thoughts which might be worth recording here, Con- 
gressman. The Russian economic challenge at home and abroad is 
important. The total amount of Russian foreign economic aid out- 
side the orbit is not very big in relation to the billions of dollars we 
are usually concerned with in this country, but the Russians have 
been very selective in their targets and the aid has been associated 
with a very flexible foreign economic policy generally. The Russians 
are quite flexible with regard to their foreign trade. They can buy 
rice if they think it will serve a foreign policy purpose for them to 
buy rice. They can buy other things that may 5 important to one 
or another backward country to sell them so they have a good deal of 
flexibility in the economic sphere which makes their jeden go much 
further than the total amount might suggest. 

We have to bear in mind, too, that our own efforts have often not 
been so great in the target areas the Russians have selected. They 
and other bloc countries have actually made very large loans to Yugo- 
pote in the last year or so. The total amount comes to perhaps $300 
million. 

Within the orbit and especially in respect to China the Russians are 
engaged in a really significant effort even in terms of the total involved. 


RUSSIAN INFLUENCE IN INDIAN AND CHINESE DEVELOPMENT 


I, myself, am skeptical that the Russians are prepared to make a 
great effort outside the orbit to develop any particular country. But 
they are making a very sizable effort in China as far as we can ascer- 
tain. This is something we have to think about a good deal here. We 
ought to sit back and ask ourselves what this means, not merely in 
terms of the day-to-day circumstances but in terms of the long-run 
outlook. What will the situation be 5 years from now or 10 years from 
now if the Chinese are able to move ahead rapidly as they plan to do 
and the Indians, for example, have not been able to move ahead very 
much? I am sure the Russians are thinking in these terms. The 
Russians made great progress; they have eee great economic prog- 
ress, especially in industry, in the course of time, but capital is still 
tight in Russia. They have great ambitions and accordingly they 
want to use their capital to a great extent to develop their own indus- 
try, but nevertheless as far as we can make out the Russians are sparing 
a sizable amount of capital to accelerate the Chinese development. 

In doing so they have many factors in mind but among them is their 
long-term political aim in Asia. If Chinese development can be pro- 
moted, it might be worthwhile for the Russians to invest in this even 
to some extent at the sacrifice of their own development. Chinese 
development is being promoted, say, relatively to India’s. 

It is true the Russians are aiding India but it is important to distin- 
guish between the kind of aid given to India, a sort of retail, showcase 
aid, and the kind of aid going to China which looks like very substan- 
tial, wholesale aid. I doubt that the Russians would be prepared to 
make the kind of commitment in India that they are making in China. 
They want the Chinese development to show up very well in the long 
run and, while they want to win friends in India, they have rather 
different objectives for the visible future in these two areas. 
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Well, it does seem to me that this kind of situation—this is, of course, 
just part of the total picture—is among the factors that do justify the 
kind of review, if I may say so, that this committee is undertaking 
right now. 

LONG-RANGE VIEWS ON FOREIGN AID 


I would urge, if I may, that the committee think not only of the short 
run but the very long run in this connection. One of the outstanding 
features of Soviet policy over a long period is that they have taken 
very long-run views. Stalin was notable for his willingness to take 
long-run views and the Russians are still doing that. I feel that we, 
ourselves, have to do that if we want to meet their challenge effectively. 


NEED FOR EXPANDED FOREIGN AID 


Chairman Ricuarps. You think we should continue the basic facets 
of our foreign-aid program ¢ 

Dr. Berason. Mr. Chairman, my knowledge in this area tapers off as 
I get into the specifics of the situation. From a general view and on 
the basis of my study of Russia in particular, I feel that this should be 
given very high priority by this Government. If anything, I have to 
join with those who feel our efforts should be expanded in this area. 


SEPARATION OF MILITARY AND ECONOMIC AID PROGRAMS 


Chairman Ricuarps. Do you think in legislation military aid should 
be disassociated from economic aid ? 

Dr. Bereson. I feel as Mr. Mosely does, Mr. Chairman, that in the 
past our foreign economic program has suffered to some extent because 
these two aspects have been too intimately connected. We might get a 
bigger bang per dollar, better results per dollar, if these two were not so 
closely associated in the future. 

Chairman Ricuarps. And get the same benefits for ourse!ves as a 
country ¢ 

Dr. Brreson. I think so. 


LOANS VERSUS GRANTS 


Chairman Ricuarps. Assuming we are going to continue our pro- 
gram of economic aid, do you think that the emphasis should be on 
loans as Russia has done or should it be with the emphasis on grants? 

Dr. Berason. Well, Mr. Chairman, I am not sure that there is a case 
for shifting to grants in this area. I have the feeling—I do not speak 
with any deep knowledge on this matter—that the need to repay the 
loan in time, I do not have the feeling that this, in itself, is a real bar- 
rier to the promotion of the kind of aims we are interested in promot- 
ing. Probably some of the recipient countries would just as well have 
us making loans rather than grants. You do get the feeling, even if 
you do not make a serious study in this area, that these people are very 
touchy and are very much concerned to maintain their dignity. From 
that standpoint many of the countries would really prefer to have us 
make loans. 

The matter of the terms is very important. The Russians have been 
making loans but at very low rates of interest, which they can do easily. 
They can fix the rate arbitrarily without regard to any domestic fac- 
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tors. Also, they have established very favorable provisions for repay- 
ments. The Indian steel loan is being repaid in terms of the Indian 
currency so that the Russians are agreeing to take Indian goods in 
repayment and the Indians, accordingly, escape any foreign exchange 
problem. 

The Afghanistan loan will be repaid similarly. 

This matter of repayment, I feel, is very important to the recipient 
countries; the terms of repayment. 

Chairman Ricwarps. Of course, one argument against the loan 
procedure heretofore has been we lose control of the kind of projects 
it will be applied to. It may be that any government that borrows 
money will say “I will do as I please with it.” Heretofore in giving 
grant economic aid we have had a say-so in what kind of projects 
would be developed by the country. 

Dr. Bereson. I am not sure that is so generally, that we have lost 
control. Of course, we do exercise some control in making the initial 
decision on whether to make a loan at all. You meant loan, by the 
way, when you said that ? 

Chairman Ricwuarps. Yes. 

Dr. Bercson. We have some control at that point. 

I agree with the previous witness that this is a very delicate area 
generally. The less-advanced countries are very concerned that we 
do not intervene too actively in their affairs. This is a feeling we 
will have to reckon with if we are going to be successful in our for- 
eign economic aid program. The Russians, to my knowledge, have 
been very correct in this regard. You see, as Mr. Mosely points out, 
they have means to intervene politically in practically every country 
in the world and this is an area where they can exercise some influence. 
But in dealing with economic aid they have been quite correct and to 
my knowledge have not tried to press these countries in one direction 
or another. That is, the projects seem to grow out of the country’s 
own demands to a very real extent. 

Chairman Ricuarps. In this country we believe in mutualism. A 
large segment of Congress has believed that if we aided a foreign coun- 
try, it should stand up and be counted on our side. I see exactly what 
you are talking about. Ly insisting on countries taking sides we may 
drive them in the wrong direction. I am taking too much time. 

Mr. Smith? 

SOVIET INDUSTRIAL PRODUCTION 


Mr. Smrru. I am sorry I did not hear your statement this morn- 
ing, Dr. Bergson. I have only one question. We have bandied about 
here the expression “a long-range program.” In this instance, what 
would you consider a reasonable period of time for a long-range pro- 
gram—10, 15, 25, 50 years? 

Dr. Bergson. When I was urging that we take a long view, I had 
in mind not necessarily that we had to commit ourselves to some spe- 
cific long-term project, but rather that we take into consideration long- 
range gains and possibly long-range losses from inaction in formulat- 
ing a program for 1 year. We should consider that Russia in a period 
of 5 or 10 years will very much increase its industrial production, and 
that another 5 or 10 years will probably see a very lacie expansion 


of Chinese potential, and if there are not counteracting forces it is 
possible there will be a very large lag in India. It seems to me that 
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we have to begin to act well in advance if anything is to be achieved 
in these circumstances. 

Mr. Smiru. The long-range aspect, then, would depend to a degree 
on the country involved? Would it not depend on the country we 
had as the target ? 

Dr. Bercson. Well, I should think, if I may respond very quickly 
to what is really a very complex question, you would have to take into 
account all these targets at one time, and a lot of them are targets that 
are very important from the standpoint of what the situation might 
be 5, 10, or 15 years hence. This kind of factor is often referred to 
in the press saul elowitidie: this factor of Indian and Chinese competi- 
tion. It is the kind of thing it is pt easy to sit by on, because next 
year and the year after it is not at all apt to be critical. But given 
the forces we can see operating now—the Chinese control of their own 
capital investments, and the Russian aid, are forces that are operating 
now—it seems to me there is a very real possibility that in 5 or 10 
years these forces might be very important to us in an adverse way. 

Mr. Smiru. Those of us who have to go to the people with these 
problems, at least in my part of the country, find it difficult to sell the 
idea of a long-range program. My own reaction is, we have to look 
at it long range, but to say we will adopt a general principle of a 
5- or 10- or 15-year program, that is very difficult for me to sell to my 

eople. 
. Dr. Berocson. The Russian leaders do not face this problem as we 
face it, and they can make commitments in China at a real cost to the 
Russian people. We have heard a great deal about discussions in 
Russia about investments in consumers goods as against investments 
in heavy goods. Khrushchev and his colleagues are able to make a 
commitment in China without appealing to the Russian people, and 
they can do that in terms of very long-range objectives. Stalin prof- 
ited by being able to make long-range commitments with long-range 

ainsin mind. We have to bring home to the people that the Russians 

ave this advantage, and we ourselves have to consider these long-term 
factors if we are to act effectively. 

Mr. Smirn. Thank you very much. 

Chairman Ricuarps. Mr. Gordon. 


COMPARISON OF UNITED STATES AND SOVIET INDUSTRY 


Mr. Gorvon. Dr. Bergson, you mentioned in your statement this 
morning that the industry of Russia is growing 2 or 3 times faster 
than that of the United States. Will you elaborate on that? 

Dr. Bereson. I am glad to have a chance to say a word more about 
that. I think these are the facts: The percentage rate of growth 
per year is 2 to 3 times faster than the American rate of growth 
now. Now, there are some facts that ought to be kept in mind in 
appraising what this means. The Russians are still far behind us, as 
the total Russian output is smaller than ours. Their total industrial 
output is of the order of one-third or two-fifths of ours. So that 
notwithstanding that they are growing percentagewise very rapidly; 
the absolute growth of the Russians is no greater than ours in terms 
of tons of steel per year, and so on. But growth of this type would 
in course of time bring absolute gains to Russia, because in course 
of time if anything like the present divergence in growth rates per- 
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sists, the Russians would begin to close the gap not only relatively, 
which they are doing now, but in absolute terms. 

Mr. Gorvon. How much of the Russian production is exported and 
how much is consumed at home? 

Dr. Brerason. On the whole, their exports are mainly for the satel- 
lites and are a very small part of their production. Foreign trade 
is not as important to them as it is to the United States. 

Mr. Gorpon. That is all. 

Chairman Ricuarps. Mr. Carnahan. 


FLEXIBILITY IN RUSSIAN TRADE 


Mr. Carnauan. You suggested, I believe, that the Russians re- 
sorted to trade as assistance to a country. Do you mean they might 
purchase a commodity they have no need for in their economy ? 

Dr. Brereson. There are several sides to the picture. They can use 
many, many things. They are very short on agricultural produce 
which is produced by many of these backward countries. When they 
take rice from Burma, they can use it. The Russian people are glad 
to have it. At the same time, they are able to interpret their needs 
in a very flexible way, and if they feel there is a significant political 
advantage in buying more from one country at a particular time than 
they did before, they can do it. They have enough control over the 
situation to maneuver in a very flexible way. This gives them a very 
significant advantage. All the evidence we have is that, outside the 
orbit, the Russians still want to maintain their autarchic policy. 
They do not want to be dependent on the West for their essential 
needs. 

At the same time, what is often involved is a relatively small amount 
of goods from the Russian standpoint. The Russians consume mil- 
lions of tons of grain a year. The amount of rice they may purchase 
from Burma is very small in relation to the overall Russian picture. 
So you have a lot of flexibility. They can go places without abandon- 
ing their autarchic principles. 

Mr. CarnaHan. And they have the advantage of being able to 
shift to a different commodity if necessary ? 

Dr. Bercson. Yes. 

Mr. Carnanan. That is all. 

Chairman Ricuarps. Mr. Chatham. 


RECOGNITION OF RED CHINA 


Mr. Cuarnam. I am going a little far afield, but I think it is 
pertinent here. In 1950 I made a speech advocating the recognition 
of the Peoples Government of China on the theory Chiang Kai-shek 
would never get back on the mainland of China. Conditions have 
changed, but [ still think he will never get back on the mainland. 

Do you think, first, that we will someday recognize the People’s 
Government of China? To me that is very important. 

Chairman Ricnarps. You do not want to ask whether we will recog- 
nize the People’s Government of China; do you? 

Mr. CuHaTHAM. Yes. 

Chairman Ricwarps. You want him to get into a political argu- 
ment ? 
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Mr. Cuatuam. No. Iam asking for his opinion as an expert. And, 
second, I want to ask, should we open up trade with China, because 
I have always thought internetinaal areds is the road to international 
peace. Those are two rough questions. 

Dr. Bereson. You asked about whether we should open up trade 
with China ? 

Mr. CuatrHam. Yes; and in the foreseeable future do you think we 
should recognize the People’s Government of China? 

Dr. Brerason. Well, Congressman, if you ask what we will do in 
this area, I think what you need is an expert on America and not an 
expert on Russia. 

Mr. CuatuHam. I think it is to our interest to recognize the People’s 
Government of China. 

Dr. Bereson. It is the kind of question that everyone in this country 
ought to be facing. From a very long-term standpoint, growth of 
the Chinese and Russian industrial potential poses a very substantial 
problem for us, and I feel that one of the few effective ways we have 
to deal with this is to do what we can to help build up the industrial 
potential of other countries with very large populations, such as India. 

We have to face the fact that the world balance of power is shifting 
and will continue to shift, and we have to think imaginatively of new 
ways to channel the forces that are in motion so that the outcome will 
be favorable or at least not unfavorable to us. 

We also have to ask ourselves if there is any possibility of attacking 
this problem by encouraging centrifugal forces in the orbit. There 
are centrifugal forces. We see that in Yugoslavia, for instance, and 
presumably there will be forces like that in China, and one of the 
things we have to consider is whether we might be able to encourage 
forces of this kind from a long-range standpoint. 

Mr. CuatHamM. Would you consider Japan there? 

Dr. Brreson. In this picture Japan is a very significant element, 
but I do think of the Chinese potential in course of time as running 
in larger dimensions, because of the enormous population that goes 
with it. One of the questions we have to explore seriously is whether 
the growth of the Chinese-Russian potential cannot be dealt with 
by encouraging forces which tend to separation of these areas. 

Mr. Cuatruam. Including Japan ? 

Dr. Bereson. Japan is not in this orbit, and it certainly is to our 
interest to keep her from getting into it. 


TRADE WITH RED CHINA 


Mr. Cuatuam. How about opening trade with China? How do 
you feel about that ? 

Dr. Brreson. I have felt, I guess, like most people in this country; 
that, in view of the Chinese actions in North Korea, our actions re- 
garding Western trade with China were in order. I have felt that 
politically this was a proper thing to do, given the situation we faced 
in Korea. The situation has not cleared up yet and this has to be 
considered in connection with our trade policy with China. 

In regard to our long-term situation, assuming the political factors 
evolve favorably, I am sure that these trade controls are awkward 
for the Chinese. The Chinese are handicapped by them. I doubt 
that this is going to be a vital handicap to them. Accordingly we 
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ean afford to appraise this situation in terms of what the costs are 
to us and our allies. The gains to us are not so impelling that they 
must necessarily rule out another policy. The controls have been a 
constant source of friction between ourselves and our Western allies. 
There has to be a balance, and in drawing the balance we should con- 
sider that the gains to us in handicapping China are not likely to be 
vital, although there is no question the Chinese industrial drive is 
impeded. 

Mr. CuatHam. Thank you. 

Chairman Ricwarps. Mr. Hays of Arkansas. 


REDUCTION IN SOVIET MILITARY ESTABLISHMENT 


Mr. Hays of Arkansas. Dr. Bergson, I want to ask you about a 
statement you made this morning. I do not recall your exact words, 
but I believe you said Russia could hardly afford to reduce her military 
budget on economic grounds alone? Was that it in substance? 

Dr. Bereson. Yes. 

Mr. Hays of Arkansas. I am not sure I understand that. Would 
you elaborate on that point? 

Dr. Bereson. Well, Congressman, there are two questions that arise 
here: What have the Russians been doing in this area and what are 
they likely to do in the future, and how do economic factors appear in 
their decision ¢ 

I wanted to caution the committee against taking their budget de- 
fense figures at face value. You know they have announced cuts in 
their budget defense figures. There was actually one increase in 1955 
and even the cuts for other years are difficult to interpret because the 
Russiaus are cutting prices at the same time. They do not announce 
what the cut meant in real goods. They merely announce so many 
million rubles will be cut from defense. We should bear in mind 
that ii:dustrial prices have been falling in Russia since 1949. 

They have announced manpower cuts, but they have not told us 
about other parts of the military establishment and here, too, some 
caution is in order. 

The economic situation, while it is difficult for the Russians, is not 
of such a critical character that they will cut defense for economic 
reasons alone. If the international situation is very favorable they 
would be glad to have the opportunity from an economic standpoint 
to reduce the military budget, but I do not think they will decide this 
on economic grounds alone. It is sometimes suggested their economic 
condition is such they cannot afford to maintain a large military 
establishment. I say, “Well, if they can cut the military budget they 
can build their economic structure, but I do not think their economic 
situation is such that this alone would be sufficient to cause them to 
cut their defense.” 

Mr. Hays of Arkansas. Do they ever have the kind of pressures we 
have at times in this country that armament programs are essential to 
full employment and economic health ? 

Dr. Bercson. For the foreseeable future I do not think that would 
be important to them. The government controls their total invest- 
ment. In this country capital investment is largely decided by indi- 
vidual businessmen. The government in Russia decides this. And 
when they cut down on defense they can raise investment if they want. 
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If they want, they can allocate more resources to ar Given 
their control, I do not think the need to maintain full employment 
would work this way. They can get that anyhow. 

Chairman Ricuarps. Mrs. Kelly. 


SOVIET INDUSTRIAL PRODUCTION 


Mrs. Ketty. I would like to rephrase a question that I think you 
answered but it was not clear tome. Is Russia shifting to industrial 
production at the expense of the military production ? 

Dr. Brercson. The total shift in their production since Stalin’s death 
has been very, very limited. They have invested a little more of the 
total in consumers goods. They are still allocating the bulk of their 
capital investments to heavy industry. They may have cut defense 
a little. I do not think there has been any major shift. To sum 
up the emphasis in this area is still predominantly what it was under 
Stalin, in heavy industry, but there have been some shifts on the 
margin that have been favorable to agriculture and other branches. 


COMPARISON OF POPULATION CHANGES IN U. 8. 8. R., INDIA, AND 
UNITED STATES 


Mrs. Ketty. How is the Russian population increasing in relation 
to that of the West ? 

Dr. Brreson. Well, right now the United States population is 
increasing just as rapidly as the Russian population, at the rate of 
about 114 percent per year. 

Mrs. Kerry. How is the Russian population increasing in compari- 
son to India? 

Dr. Bereson. I regret I do not recall the recent figure for India. 
Do you know ? 

Dr. Mosety. The Indian population is increasing very rapidly, about 
4or 5 million a year. 

Dr. Bereson. The Russian population is increasing by about 3 mil- 
lion a year, at the rate of 114 percent per year. Our rate of growth 
is about the same but the absolute increment is smaller. 


EFFECTS OF POPULATION CHANGES IN THE U. S&S. 8. R. 


Mrs. Kextiy. Will that have any effect on their domestic policy or 
the need to shift from the military buildup to more economic policies ? 

Dr. Brreson. They have industrialized up to now to a very great 
extent by the use of more labor in industry, and this has meant a very 
rapid growth of the city population. They have taken a lot of people 
into the cities. In the 5 years 1950-55 the city population in Russia 
grew at a rate of about 41% percent a year. That means that even to 
stand still in things like housing standards and retail sales they have 
to produce much more goods. 

This has been one of the serious problems Khrushchev had to face 
when he came into power. Ifthe Russians want to continue to expand 
industry, the question arises, are they going to let the cities continue 
to grow? If they do that, how will they house and feed this addi- 
tional 414 percent a year? 

Their answer in part is the new measures they have adopted. In 
agriculture they are trying to raise output, but they are trying to 
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do that without cutting materially the amount of capital going into 
industry. They are also trying now to raise industrial output to a 
much greater extent than before by improving labor productivity. 
So far as they can do this by raising labor productivity, there are 
not so many mouths to feed in the city. One of the reasons why they 
are emphasizing labor productivity so much is to limit the increase 
in mouths to be fed in the city. They are maneuvering so as to main- 
tain their high rate of industrial growth and they tailor other things 
accordingly. They will try now to build up industry, without such 
a rapid increase in the city population. 

Mrs. Ketiy. Have you any new figures on the number of people 
in slave camps in Russia ? 

Dr. Bereson. No, I do not. 

Mrs. Ketuy. Is there a restlessness among the Russian people in 
that respect ? 

Dr. Bercson. My impression is that there has been some relaxation 
in this area and that a number of people who were in camps have 
been released since Stalin’s death. 

Mrs. Keutiy. That is all, Mr. Chairman. Thank you. 

Chairman Ricuarps. Well, Dr. Bergson, we thank you. I am sure 
your testimony will help us a lot. 

Dr. Bereson. Thank you, Mr. Chairman. 

Chairman Ricwarps. I want to call next on Dr. Alex Inkeles. 
Dr. Inkeles, we are glad to have you here and appreciate your coming. 
We will be glad to have your statement. 


STATEMENT OF DR. ALEX INKELES, RUSSIAN RESEARCH CENTER, 
HARVARD UNIVERSITY 


(Formerly with Office of Strategic Services, 1943-46; consultant, 
Program Evaluation Branch, International Broadcasting Division, 
Department of State, 1949-50. Author of Public Opinion in Soviet 
Russia, a Study in Mass Persuasion; coauthor of How the Soviet 
System Works) 


Dr. InxexEs. I want to apologize for the fact that I did not have a 
chance to coordinate my remarks with those of Mr. Mosely. However, 
I think it might go to show there is some agreement between the ex- 
perts, and I think there will be sufficient differences in emphasis so that 
my presentation will not be entirely a repetition of his remarks. 


EXTENT AND MEANING OF RECENT CHANGES IN UJ. 5S. 8S. R. 


For decades enemies of oppression and lovers of human freedom 
have hoped that the Soviet people might someday win some surcease 
from the political terror and the economic oppression under which 
they have so long labored. Now almost every day brings news of the 
revocation of some old legislation or the announcement of some new 
program or policy which seemingly promises to better the political and 
economic position of the Soviet people. There is reason to believe 
that we have not yet seen the end of such concessions, or better grants, 
made by the present leaders. Of the multitude of questions raised 
by these developments, I would like to restrict my formal statement 
to two: What is the extent and meaning of the changes which have 
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occurred or likely will occur in the Soviet situation and what seem 
their probable cause or causes ? 

To consider, first, what has changed on the domestic scene we may 
note: 

1. Most obvious, there has been a shift which almost no one doubts, 
from absolute dictatorship—which the Soviets euphemistically call 
one-man rule—to dictatorship by a committee which they call collegial 
rule. Although in the long run it is likely that one man will emerge 
with more absolute power, committee rule could persist for some time, 

2. The systematic secret-police terror has been so tremendously re- 
duced as to seem at a virtual halt as compared to the levels of police 
activity which have characterized the Soviet Union through most of 
its history. No less important for the future has been the marked 
reduction in the size, the importance, and especially the autonomy 
of the secret-police apparatus. Thousands have been released from 
the forced labor camps and many of the prominent victims of the 
purges have been publicly declared as rehabilitated. 

3. The overt expression of opinion and sentiment has greatly in- 
creased in the Soviet population. There is nothing in the Soviet 
Union which at all approximates the freedom with which people in 
Poland now voice their discontents on the street, and their misgivings 
and doubts in the press. But compared with the situation as of 1953 
or even 1955 there has been a great change, as many Soviet citizens 
hasten to point out in speaking to foreigners. 

4. Scientific and general intellectual discourse, including work in 
the arts, has been freed from some of the most extreme restrictions 
and controls of Stalin’s time. The orthodoxy is not only less rigid, 
but in some areas such as psychology, there seems at the moment to be 
no clear set official line and extensive discussions of a rather funda- 
mental nature are permitted the psychologists in the search for a new 
philosophy and program for the field. 

5. Contact with the outside world has been greatly increased. This 
includes not only the flow of official delegations into Moscow, which 
affects only a few, but also large-scale tourism, which reaches thou- 
sands, and the extensive showing of foreign films which reach millions. 
Soviet citizens, however carefully selected, have been abroad as 
tourists, and Soviet students are being sent to study in the univer- 
sities in the West. Foreigners in the Soviet Union can to an un- 
heard-of degree now make informal contact with Soviet citizens, be 
invited to their homes, and may even be visited in their hotel room. 

All the items on the foregoing list are examples of changes which it 
is exceedingly difficult to believe would have happened had Stalin 
lived until now. There are many other actions which have occurred 
since his death which could easily have been taken by Stalin, but 
which the people seem to take as part and parcel of the new milder 
dispensation. In particular I would cite here a series of welfare 
measures such as the new pension law; the total elimination of fees 
for upper secondary and college education; the new minimum-wage 
provisions; the reduction in the salaries of artists, inventors, and 
others having exceedingly high earnings and the eliminating of legal 
penalties for the performance of abortions. 
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REASONS FOR CHANGES UNDER THE NEW LEADERSHIP 


With regard to these changes we may ask what is their meaning as 
reflections of the nature and intentions of the current leaders, and 
what implications does this have for the strength or weakness, stability 
or instability, amenability or implacability of the current regime? 

One of the most widespread theories about these changes is that 
they were wrung out of the present leadership by organized or semi- 
organized interest groups such as the army or the engineers and in- 
dustrial managers; that they were granted out of the fear and weak- 
ness of the present leadership; and that once granted, they were 
visible evidence of the feasibility of winning concessions and hence 
an invitation to the population to make ever new demands for freedom. 
I find myself unable to find merit in any part of this theory. 

One of the central difficulties with sich a theory is that it almost 
completely fails to deal with what has not changed in the Soviet sys- 
tem. Above all is the fact that the one political group, the Commu- 
nist Party, remains the absolute undisputed sole possessor of political 
power and administrative initiative. Further, within the party there 
is no more democracy or popular participation than before, power 
still being concentrated in the hands of a small self-perpetuating 
clique. There is absolutely no popular participation in the process 
of making the really fundamental decisions about the role of invest- 
ment versus consumption. Even within the sums allocated for con- 
sumption the people have little say as to what will be consumed. 


CONTINUED USE OF SECRET POLICE 


Despite all the talk about the evils of Stalin’s one-man rule, no 
real institutional safeguards have been developed to prevent a recur- 
rence. Despite the lowered rate of arrest, the leaders continue free to 
use the police as an almost personal instrument of terror, as in the 
elimination of Beria’s associates. It is clear that despite greater em- 
phasis on “legality” the law must stand aside when the party deems 
it necessary, and that the individual’s so-called rights extend only 
so far as the political leaders find convenient at the moment. 


CONTROL OVER INFORMATION 


The means of mass communication remain totally within the hands 
of the party and regime, and the control on access to information is 
still in the Kenda of the Government which prevents the entry of for- 
eign journals and jams the Voice of America. The trade unions 
remain instruments of the Government for mobilizing the workers to 
increase output at the same pay, and the professions, such as law and 
medicine, continue without benefit of the great free professional 
societies so important in our democracies. The peasant continues to 
be a poor sharecropper working for a boss as exacting as any known 
anywhere in his ability to get a larger share of the crop—and get his 
share first. The non-Russian nationalities of the Soviet Union con- 
tinue to be so sharply restricted in their autonomy as to still invite the 
term “prison of nations.” 

These and dozens of other features of the now classic inventory of 
Soviet institutions continue unchanged. There is, furthermore, little 
or no indication in Soviet sources that they are meant to be changed. 
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On the contrary the regime goes to some pains to indicate these are 
by no means Stalinesque excrescences meant for extinction but endur- 
ing aspects of Soviet society. One cannot then but wonder that if 
the changes made were concessions wrung from a reluctant leadershi 
why some of these unchanged features were not also included. An 
if there is a group able to exact changes, why is it not also powerful 
enough to demand that its representatives sit in the highest party 
councils? 
MOTIVATION FOR CHANGE IN SOVIET POLICY 


It is my impression that the change in Soviet policy was in fact the 
product of a calculated decision made in the highest party echelons, 
and passed down from the top to the army, the managers, and engi- 
neers, and the society at large in the characteristic manner of Soviet 
rule. It is my opinion, further, that the fundamental motivation for 
the changes was neither weakness nor fear. On the contrary it was 
an expression of confidence made in anticipation of further success. 
One need hardly have been a member of the party presidium to be 
privy to the fact that in the last years of Stalin’s rule the Soviet system 
was operating at much less than its optimum potential. It had be- 
come extraordinarily bureaucratized and was stifling initiative and 
wasting human talents at a stupendous rate. But whatever its ineffi- 
ciency, it was a safe system. The measures taken by the Soviet leaders 
after Stalin clearly implied looser controls as the price of greater 
efficiency. Such action would be taken only by an administration 
secure of its tenure and confident that it would not be swept away 
in the tide which might burst forth if the gates were opened even a 
tiny crack. 

POPULAR REACTION TO NEW SOVIET POLICY 


Careful study of the recent Soviet press, plus the impressions of a 
recent tour of a month’s duration, persuade me that the present lead- 
ers have been highly successful in their domestic policy. I believe 
that they are much more genuinely popular, even though vastly less 
the object of awe and fear, than Stalin was. They have greatly re- 
duced tensions and grievances within the population, and by a very 
modest investment in economic improvement for the population have 
succeeded in creating an atmosphere of hope and optimism which must 
be seen at firsthand to be appreciated. For the present the people 
seem very impressed and surprisingly satisfied by small increments to 
the standard of living, at least so long as they appear to be part of a 
continuing development. It may well be that the per capita con- 
sumption standard is at present actually lower than it was in 1927 and 
1937. Certainly anyone who goes to the Soviet Union must be struck 
by the relative poverty of the common, and even the uncommon, people 
in a nation which is by absolute measure so wealthy and powerful. 
But our standard of judgment is not necessarily that of the Soviet 
people. In my recent trip I repeatedly asked people the seemingly 
innocent question : “Why in so rich and powerful a country is housin 
so scarce, clothing so poor in quality and style yet high in price, food 
either so limited in variety or so expensive?” Almost without excep- 
tion this condition—generally admitted without argument—was at- 
tributed to the war, even in cities where the war had not directly 
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reached. Again and again I was urged to consider how far they had 
come since 1946, which seemed for most the natural basis for com- 
parison. Almost none spontaneously referred to the prewar period, 
and even when reminded of it, they seemed not to be interested in 
that “distant past.” The evils of that past which I enumerated were 
almost invariably met by the assertion that things were different now, 
and would change still more in the future. Thus, it appears that de- 
spite our continuous, and I believe proper, attention to the fact that 
the present leaders were Stalin’s lieutenants and are deeply impli- 
cated in his darkest deeds, the Soviet population appears in large meas- 
ure to absolve them from responeltihite for the sins of the past, or at 
least to ignore them, and to credit them for the attainments of the pres- 
ent, whatever their real cause. 

In sum, then, I would describe the domestic situation of the present 
leaders, assuming they do not fall out among themselves, to be as good 
as it can be, allowing for the built-in deficiencies of the Soviet socia! 
structure. The present leadership is on the whole popular, and there 
is no major organized nucleus with either power and resources—or in 
the case of the Army, with the inclination or the incentive—to chal- 
lenge the group. Far from encouraging people to demand more and 
more and thus get entirely out of hand, the concessions granted 
various groups seem to have increased satisfaction and the kind 
of good will which disposes to patience and confidence. Mainte- 
nance of this state of affairs depends upon certain actions which seem 
to be well within the capacity of the regime. These include modest 
but steady improvements in the economic conditions of the people, par- 
ticularly in the supply of food, clothing, and housing; restraint in the 
use of the secret police; continuing to provide opportunities for social 
advancement from the ranks; and maintaining the main welfare fea- 
tures of the system. This stability assumes as well the avoidance of 
any radical intensification of the so-called process of building 
socialism, such as an effort to eliminate the peasant’s private plot and 
convert all the collectives into state farms. Similarly it assumes that 
no new radical measures will be attempted in the political realm, such 
as a strong campaign against the last slim vestiges of autonomy which 
still remain to the non-Russian nationalities in their union republics 


POSSIBLE CAUSE OF UPSET IN U. 8 S. R. 


No government is of course immune to crisis and upset. The pres- 
ent leaders must be reckoned vulnerable to upset should there be cer- 
tain types of large scale economic crisis. Outstanding among these 
would be a really catastrophic crop failure, or a less severe but long 
drawn out and progressive agricultural deficit. The present leaders 
are also vulnerable to upset as a result of a crisis involving loss of a 
very different kind of harvest, namely the crop of satellite Commu- 
nist states. Should the condition with regard to control over the 
satellite Communist parties continue to deteriorate, and in particular 
should some satellite be lost to control entirely, there would be a 
major crisis within the top Soviet echelon. In the ensuing struggle it 
is possible, but not likely, that the man or group presently held respon- 
sible for the soft policy would succeed in gaining acceptance for a 
volicy of greater relative equality and independence for the satellites. 

fore likely he would lose out to a group favoring controls of the 
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Stalin type. Either outcome could be expected to have major reper- 
cussions on Soviet domestic policy, and in the long run on Soviet for- 
eign policy. 


SOVIET CHANGE OF MIND BUT NOT OF HEART 


I come now to the relation between the foreign policy of the United 
States and the developments I have sketched. By way by introduc- 
tion I wish to stress that despite the substantial change in the style 
and tone of Soviet foreign policy, I believe the long-range objectives 
have not changed signifies untly. The Soviet leaders continue to be 
devoted to the goal of establishing communism on a worldwide basis. 
The change in the conduct of foreign policy, like the change in the 
conduct of domestic policy, is important and welcome. But in both 

cases the long-range objectives remain largely the same as they were 

before. The present policies are simply more realistic, flexible, and 
better adapted to current conditions. They represent a change of 
mind but not a change of heart. 

Accepting this basic consideration we can still ask what our policy 
‘an do to maximize the chances for peace without sacrifice of our 
vital national interests. It is my opinion that ultimately the chan- 
nel for influencing Soviet foreign policy is American foreign policy. 
With one major exception to be noted below, I do not believe that 
we can significantly influence Soviet foreign policy through action de- 
signed initially to influence the course of Soviet internal affairs. In- 
deed, I believe we in America tend grossly to overestimate the potential 
influence we can have on Soviet domestic affairs “if only we spend 
enough.” 


EXCHANGE OF PERSONS AS CHANNEL OF INFLUENCE 


One major hope can, however, be held out. The process of internal 
change in Soviet society has not yet run its course. Further mellow- 
ing of the regime is not impossible, and no one can say with certainty 
how far the process of mellowing will go. There is some, although 
not necessarily compelling, reason to hope that the further this policy 
goes the greater will be the prospect that Soviet leaders will accept 
the idea of peaceful coexistence as more than a convenient slogan. 
There is really only one main channel of influence on that process 
which is open to us—namely increased movement of persons, and 
the impressions and images they carry, through the Iron Curtain. 
This assumes not only visits by Americans and others from free coun- 
tries to Soviet Russia, but equally visits from individuals of Soviet 
citizenship to the United States and Western Europe. And it assumes 
not only tourism, but more prolonged visits in the form of exchange 
programs involving industrial and agricultural specialists, music 
and art groups, professors, and students. It would be difficult to exag- 
gerate the hunger of the Soviet people for more information about 
American life. It would be equally difficult to exaggerate the degree 
of their ignorance—and much worse—the level of misinformation 
about America. Although new ventures, like the magazine Amerika, 
can and will help, I strongly believe in the value of first-hand con- 
tacts as a source of influence on public opinion. 








112 FOREIGN POLICY AND MUTUAL SECURITY 





I believe we would be remiss indeed if we failed to exploit to the 
full this single channel of potential influence which is open to us and 
which might contribute significantly to the continued liberalization 
and perhaps the ultimate democratization of Soviet society. 

Chairman Ricuarps. Thank you. That is another fine statement. 

We will call on Mrs. Kelly first. 


YUGOSLAV SITUATION VIS-A-VIS SOVIET UNION 


Mrs. Ketuy. In your statement I think I heard you say Yugoslavia 
was lost at one time to the U. S. S. R. Do you believe at this point 
that Yugoslavia is back completely with the U.S.S. R.? 1 

Dr. Inxetes. I have difficulty only with the word “completely” in 
your question. Compared to the situation which prevailed in the years 
immediately after the open break, they are very far back in. 

Mrs. Ketiy. Very far back in? 

Dr. Inxetes. Yes. However, compared to the situation of Po- 
land and, let us say, Czechoslovakia in particular, they are still pretty 
far out. From our point of view the really critical question in terms 
of future developments is the problem of control over the satellites 
and that is why I stress that as one of the main potential sources o 
upset for this Government, that is, for the Communist regime. The 
question is, “What will be their ability to devise a new policy or pro- 
gram with regard to this area?” They have absolutely no experience 
in running. a coalition combining moderately independent members. 
Unlike their own population at home, they are dealing not with a 
largely docile and reasonably fearful group of citizens. Rather, they 
are dealing with countries which have been under Soviet rule for only 
10 years, have certain internal pressures, and sometimes have hated 
the Russians. All those factors make this an exceedingly difficult 
problem. 

Yugoslavia remains at the present time, despite the fact it is now 
substantially back in, the most embarrassing of all the phenomenon 
in this situation, because it is Yugoslavia that essentially symbolizes 
the possibility of an alternative to the satellites who otherwise have 
nowhere to look for a model or would have no speaker or champion 
within the orbit of Soviet control. 

Chairman Ricuarps. You mean embarrassing to Russia and not 
tous? 

Dr. Inxetes. Embarrassing to the Soviet leadership. One of the 
challenges to us, if I may say, is that we not be premature and hasty 
in making judgments about Yugoslavia on its way in, or of any one of 
the countries that is inside now if it starts to come out a little bit, but 
that rather we play this as skillfully as we can. I think this has tre- 
mendous potential for weakening the solidarity and monolithic qual- 
<a the power to carry on programs of expansion, of the Soviet 
orbit. 

Mrs. Kettry. Is the U.S. S. R. at this point using Yugoslavia for 
the carrying out of its long-range program to the rest of the world, or 
to these neutral nations? That, then, would be embarrassing to us; 
would it not? 

Dr. Inxetes. I would have to be a better student of Yugoslavian 
policy than I am to venture a judgment on this. 

Mrs. Ketiy. We are speaking of the Communist ideology. 
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Dr. Inxetrs. You would have to draw a balance sheet of what the 
Yugoslavs have done to draw them back to the Soviets and what they 
have done to maintain aspects of their independence. 

One of the challenges that this situation poses for us is that it tests 
the flexibility of our ideology. I think we as Americans have a tend- 
ency to feel you are either all on our side or all on the other side. 

nfortunately, I think in general in foreign affairs, certainly in 
this area, it is very difficult to get that clear or sharp division. What 
is required of us is the kind of flexibility that maximizes on the little 
corners without worrying too much about whether any one of the 
nations involved is entirely on our side or the other side. 

All things considered, at this moment Yugoslavia is one of the great- 
est assets that we have because it is the closest that we have to a kind 
of bombshell inside the Soviet orbit. It is a destructive force as it 
is now constituted because it sets a living example of, and it speaks 
for, the possibility of what they now meu of as independent, or indi- 
vidual, national roads to socialism. This may ultimately be destruc- 
tive to the kind of focused control of the satellites which Stalin de- 
veloped and wanted, and which the present Soviet leadership, from 
their point of view, made the mistake of allowing to slip for a moment. 

I think it has great potential for softening up of the system unless 
the consequence of the present crisis is to go back to the Stalin ap- 
proach. It is dubious whether they could manage it. 

Mrs. Keitiy. You pointed out the President of the Presidium is 
the important Communist; that being a different ae in Yugo- 
slavia than Tito proves that Yugoslavia is in line with the Communist 
system. 

Dr. Inxe.es. Although there are certain important differences, 
such as degree of emphasis on centralization, and I think there are 
certain relatively greater degrees of freedom, I would by and large 
describe Yugoslavia as a Communist country which has many of the 
identifying features of the Communist philosophy as found in the 
Soviet Union. 

One of the things that might be most effective in slowing down So- 
viet international communism would be another Communist country. 
We have assumed the only thing to slow down Communist action is 
our action. Our action has a good deal to do with containing and 
reversing the flow of Soviet policy, but it is at least very advantageous 
if we have an assist by having some help from inside, as it were by 
having a fellow on the other team working for us. Ultimately one 
of the consequences for the sort of struggle for independence which 
Yugoslavia represents within the Soviet orbit is that this influences 
countries such as Poland and ultimately it works in the line that suits 
our policy. 

Mr. Zastockt. Has the return of Yugoslavia to the fold been ex- 
ploited by Russia to any degree? 

For example, has Soviet Russia declared Tito’s return as due to 
the shortcomings of free world policies and failure? 

Dr. Inxetes. Mr. Mosely would be a better person to check that 
with than Iam. I have the impression they have not played it this 
way in their press. On the whole they have emphasized the general 
moral value that comes from it, the return to the fold of someone who 
had strayed, and consequently the general strengthening of their par- 
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ticular wing of the world. They tried to create that impression not 
only with the Communist satellites but the neutral areas. 

I was struck with the apparent impact, on the part of Muscovites 
and people living in other cities of Russia, of the constant flow of 
delegations from all over the world into Moscow. This has created 
an atmosphere where people have come more and more to believe that 
if all the world hasn’t gone Communist that somehow Moscow is the 
political center of the world, because everyone seems to come to Moscow 
for a delegation meeting or areception. Yugoslavia’s return is treated 
in that same general category. It has high propaganda value. I 
don’t think the relations with Yugoslavia really permit overemphasis 
on the difficulties that Yugoslavia was in with the West though it is 
obviously a theme built into this larger picture. 


CHANGES IN TACTICS OF THE U. S. S. R. 


Mrs. Ketty. Were the changes made in the tactics of the U.S. S. R. 
made in that 19th Party Congress? 

Dr. Inxetes. Party Congress, the 19th and 20th. 

Mrs. Ketxty. The 19th Congress? 

Dr. Inxexes. The 20th was the last one. 

Mrs. Kreituy. Are these changes in the overall, changes made at a 
congress like that? Then handed down? 

Dr. Inxeres. Most of the particular decrees and laws which have 
been mentioned have been in process of being promulgated ever since 
Stalin’sdeath. Some have taken place much more recently. 

There is a lot of argument among the experts as to when the shift in 
policy took place. Someone at the Russian Research Center is of the 
opinion that before Stalin died the new policy with regard to Europe 
was adopted but was more implemented with regard to the new 
leadership. 

With regard to domestic policy that is not the case. 

Mrs. Ketiy. The 19th Congress would have taken place during 
Stalin’s lifetime, then ? 

Dr. Inxetes. Yes. 

Mrs. Ketiy. I read somewhere that that is when it took place. 

Dr. Inxetes. That is right, and that is the congress where it looks 
as if Malenkov was now being given Stalin’s mantle because he pre- 
sented the most important address. 


EXCHANGE OF STUDENTS 


Mr. Hays of Arkansas. I wanted to ask about the students coming 
to western colleges. Where are they going, Soviet students coming to 
western colleges? Where are most of them going? 

Dr. Inxetes. France and England I think are the outstanding 
places. So far as I can tell, Mr. Mosely knows about this from first- 
hand experience, they are actually now ready to send students into 
American colleges and universities if the formal arrangements can 
be worked out. 

Dr. Mosery. That isso. Seven French students were sent to Mos- 
cow University a year ago to spend 10 months there, and 7 Soviet 
students were sent to the University of Paris. 

Off the record. 
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(Discussion held off the record. ) 

Mr. Hays of Arkansas. Do you think it would be a desirable devel- 
opment to promote these exchanges with the Soviet ? 

Dr. Mosety. I feel it should be done at a somewhat higher level, the 
level of advanced graduate students or young experts and young 
professors because they will have much more to gain by doing their 
research in the Soviet Union, and similarly the people they would 
send at that level would go back able to use what they learned 
here. 

For example, we have tremendous improvements in housing, methods 
of building housing. They have a big housing problem. 

If we can get them to strengthen the people building more housing 
this would be good for the Russian people and it would be better for 
us if it creates a competing claim on resources which may reduce their 
ability to build military goods or to help build up China. 

In very modest ways it would be helpful for our side. It would not 
be decisive. It would be worth doing. 

Chairman Ricuarps. You feel people we send must be mature in 
their thinking ? 

Dr. Mosgty. Yes, they should have made a substantial investment 
of time in the study of the Soviet system and be able to evaluate it as a 
whole and not be at the undergraduate level where they wouldn’t 
normally have enough background to understand what they were 
up against. 

Mr. Zas.ocki. The exchange of Soviet students, you believe they 
also should be postgraduates ? 

Dr. Mosety. Between 25 and 35, at an age when they have begun 
a profession, are doing well in it, and would go back and have some 
influence behind the scenes to present a more realistic view of the 
United States. 

Mrs. Keniy. Are there many American students in advanced stages 
in the universities of the United States studying Russian background 
at this time? 

Dr. Mosety. Yes. At Columbia, which was the first area center es- 
tablished in 1946, we have at any given time about 120 advanced 
graduate students up to the Ph. D. candidates. Large numbers of our 
graduates are working in government and working for private re- 
search organizations, too, and in journalism; many are teaching or 
preparing to teach. 

Harvard also has a large number. They are smaller in numbers at 
Berkeley, Stanford, and at the University of Washington. There are 
some at Yale, Marquette, Syracuse, Notre Dame, Michigan, Northwest- 
ern, Fordham. We could send some of our very best people who 
are already devoting several years to intensive study of the language, 
system, and particular research problems under it. This would be a 
real gain for our side if we could get our people in for a year and 
not just a month. 

We cannot do that unless we reciprocate by accepting Soviet ad- 
vanced students for study here. 

On the other hand, it would be a great advantage if the people who 
are teaching American history in Soviet universities actually studied 
at Columbia, Harvard, Northwestern, Duke, and so forth, or a year 
in an American environment. Whatever nasty things they said about 
us, they never would be the same after having been exposed to the 
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American way of life, the freedom, and personal responsibility for 
careful thought and careful work. I think we should welcome this 
competition. We have everything to gain. 


RUSSIAN ENGINEERS 


Mr. Hays of Arkansas. The Russians insist that their universities 
now are turning out 50,000 engineers every year. Do you know 
whether or not that is approximately correct ? : 

Dr. Turkevicu. I have some figures here. 1955, 63,000; 1954 it 
was 53,000; in1953 it was 40,000; in 1952 it was 30,000. You see, it 
is going up. 

Chairman Ricuarps. Let me introduce Dr. Turkevich, who is an 
expert on the scientific developments in Russia. We will get to him 
in a moment. 

RELAXATION OF RELIGIOUS CONTROLS 


Mr. Hays of Arkansas. I wonder if you gentlemen have any com- 
ment on whether or not there is any significance attaching to the 
relaxation of tight religious controls? Is the appearance of growing 
religious freedom in Russia occasioned by having Russian church- 
men visit our country a superficial development ? 

I understand that the two things that impressed them here was the 
interest in the church that they found among government people and 
among intellectuals. Those were the two groups. I pointed out in- 
cidentally that the two sometimes overlap. 

Dr. Inxetes. The war with religion was brought to an end dur- 
ing the last war. Nothing new or startling has happened in recent 
times, either in the last years of Stalin’s life or more recently. Per- 
haps there has been some easing of the flow of funds for the re- 
pair and rebuilding and reopening of churches. I have the impres- 
sion that has speeded up under the new dispensation. In principle 
there has been no basic change that from our point of view might 
be regarded as a disturbing development. 


CHURCH AS AN INSTRUMENT OF SOVIET FOREIGN POLICY 


As the accommodation between the regime and the church has 
progressed, the church—whatever the deep-down feelings of the lead- 
ership may be, and they are not really known to us—finds it more 
and more convenient to go along with the regime, and I think more 
and more to become essentially an instrument of its foreign policy. 

I don’t know anything we can do to stop that. It unfortunately 
faces us with a very difficult problem. If what this means in practical 
terms for people inside Russia is more chance to practice religion, 
can we in good conscience take such action as might ultimately reduce 
this prospect? 

The more we get the church in difficulty with the regime the more 
we decrease rather than increase the prospects where the payoff lies. 
This is an area where there is not much we can do. 

We ought to continue to maintain contacts between religious groups 
in America and in Russia, and at these contacts at the informal level 
our churchmen should make clear the misgivings they have about 
what they feel to be the extent of the use of the churches in Russia as 
instruments of the policy of the Government. 
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NECESSITY FOR INCREASED CONTACTS WITH WEST 


Mr. Hays of Arkansas. I will believe they have freedom when 
I hear of a sermon being preached in a Baptist church in Russia in 
which the preacher criticizes the Government. 

There would be that possibility; that is, this permitting of visits 
could have some dangers from the standpoint of the Russian system. 

Dr. Inxexes. It seems to me this is another example of the general 
phenomenon to which I was trying to allude. 

They didn’t make this change for the sake of having us send people 
in to create disturbances. They made it becauses they felt if they 
were to create the right impression as part of the free contact and 
movement from various organizations in the West to the Soviet Union 
it was necessary. 

One of the consequences from their point of view is just the kind 
of thing you speak about. It seems to me that when all is said and 
done the balance is on our side on this sort of thing. 

I stressed at the end of my statement that as a student of the 
problems of public opinion, all the research we have done indicates 
formal media of communication do very little, if anything, to change 
anybody’s opinion, but that personal contact does great things to 
change opinion and attitude. 

I am a believer in the value that comes from having even ordinary 
Americans and citizens of western society, unless they are completely 
confused about the basic issues involved, visit the Soviet Union to 
tell the people there about our life. In the Soviet Union I saw a 
great many ordinary American tourists who didn’t know the first 
thing about the structure of Soviet society asking and answering 
questions. As near as I could make out, they were disseminating 
information which was having a lasting effect on the people with 
whom they were conversing. Largely because of the fact of their 
obvious ignorance of Soviet society, largely because they were Ameri- 
can tourists who had no knowledge of the system, the comments they 
made were accepted without suspicion. Things they simply said about 
America, their own lives, and the experience of people around them 
made the eyes pop out of the heads of the people who were hearing this. 
I know they were running home and telling other people. You can- 
not make light of such an influence, especially if it is the only channel 
available to you. 


SCIENTISTS IN EAST AND WEST BERLIN 


Mr. Futton. I have a problem of the loss or leakage of Western 
scientists and engineers to the East. In West Berlin there are a num- 
ber of scientists, chemists, and people of that type who work in East 
Berlin. Could you put the figures in of the scientists who go back 
and forth every day across the border and contribute to the Eastern 
system, and likewise the number of scientists who are unemployed, 
if we can get it, in West Berlin? We always talk about shortages of 
scientists in the West, and yet we have three or four thousand working 
in the eastern sector of Berlin every day, as residents of West Berlin. 

Do you have any information on that ? 

Chairman Ricuarps. If you have it, of course, we cannot call on 
you to get it; but if you would like to supply it, you might put it 
in the record. 
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Dr. TurKevicu. I have no such information. 

Mr. Cuatuam. I am sorry Mr. Fulton was not here when Mrs. Kelly 
questioned Dr. Inkeles about Yugoslavia. 

Mrs. Ketiy. He can read the record. 


POLICY OF TITO 


Mr. Cuatuam. I wonder if you would comment on Tito’s policy ? 
Would you say Tito’s policy is based on his being pro-Yugoslav, and 
that is his main policy, not leaning too much completely to the West 
or to the East, but that he believes he is working to the advantage of 
Yugoslavia ? 

Dr. Inxetes. Again at the risk of exposing myself by offering opin- 
ions in an area where I am not expert, I think I could agree with that 
assumption about Tito, although I think it goes deeper than that. I 
think you are dealing here with a phenomenon where ideology is taken 
much more seriously and literally than is true in our general experi- 
ence as Americans. 

We tend to take ideology less seriously and concentrate more on get- 
ting a good job done, using the criteria of commonsense. 

Most of the world, unfortunately, doesn’t take that view, and this is 
the source of one of the difficulties today. 

I think Mr. Tito is pro- Yugoslav, and that is one of the sources of 
the difficulty. What the Soviet Union wants in the satellites is that 
all of the leaders be pro-Soviet first and foremost. They always 
selected and trained people on that basis, bringing them to Moscow 
during times of crisis in their-home countries, and then when the 
opportunity presented itself bringing them back with clear instruc- 
tions as to how they were to behave. 

The long series of postwar purge trials largely centered around this 
issue of being pro- Polish or Seek ama 

Many connie would say it is unfair to the poor Polish and Czech 
people to say that even those tried Communist leaders were pro-Polish 
or pro-Czech. 

In Soviet eyes, however, they seemed to be unduly so. That was 
one of the difficulties with Tito. I personally would not minimize the 
ei to which there is a genuine ideological controversy going on 

ere. 

We don’t want to take the time out to consider the fine points be- 
cause they are all relatively evil from our point of view. But within 
the realm of their beliefs these things may be vital issues, and we 
should not neglect the fact that to some extent Tito conceives of him- 
self, I believe, as a possible alternative core around which many of 
the Communist states might organize. I think he would like to be the 
ideological and philosophical leader of a movement which will go 
down in history as representing a new road to socialism. He takes 
seriously his role as a leader of the Communist movement of a certain 
type, and, if you like, a man challenging Stalin’s place in the history 
of the Communist world. 

I suspect Tito also believes, although he doesn’t stress it, that all 
roads lead to communism, but he would like the roads to be paved in the 
Titoist way rather than the Moscow way. 

Both of these things are not acceptable to Moscow rule. They may 
be more acceptable to the present leadership. Stalin couldn’t swallow 
this kind of thing. 
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From one point of view it would be to our advantage if the present 
leaders were more like Stalin, because if they were sufficiently recal- 
citrant they might create more difficulty in the satellite countries. By 
adopting a new approach this thing might work. Those two things 
ought to be kept in mind in evaluating Tito. 

I don’t think Tito is for the West if you put the question that way. 
I don’t think he is for the West. He is more for Yugoslavia. 

Mr. Cuatuam. Thank you, sir. I have greatly enjoyed your tes- 
timony. 


DISTINCTION BETWEEN SOVIET COMMUNISM AND YUGOSLAV COMMUNISM 


Mr. Suir. I have enjoyed your statement, also. I am having 
difficulty with this Communist thing. Apparently from what you 
have just said there is a difference in the shading here between com- 
munism in Russia and communism in Yugoslavia. To me communism 
is communism wherever you find it. It has one objective, and 
that is the destruction of the West. I find it extremely difficult to 
reconcile the Yugoslav situation and the Russian. I think they are all 
in the same boat, in the same kettle. 

Dr. Inxetes. As I thought I was saying in the last comments I 
made, ultimately Tito is not for the West, and in that sense I think 
I quite agree with you that there is no difference between Soviet 
communism and Yugoslav communism in that respect. 

From the short-range point of view it may make a great difference 
if your belief in the undoing of the West means you have to take 
armed action against it rather than letting it decay from its own 
contradictions. There are various differences of this kind which in 
the short run may be very critical. That is the difference between 
Tito and the Soviet regime. 

Mr. Carnanan. I would like to pursue that idea a little further. 
Do you believe Tito’s brand of communism would tolerate national 
loyalty? They could be Communists and still be Yugoslav? 

Dr. InxKetEs. I think it comes down essentially to that. The issue 
is drawn so sharply only because of the existence of this counter center 
which used to take a different definition of it, and still does. During 
the time of the upsets in Europe the Communist center in Moscow 
forced Communists in France and Italy to make public declarations 
to the effect that if there were a war between the Soviet Union and 
their country they would not defend their country. That is pushin 
people to the absolute limit with regard to their national loyalty aie 
allegiance as against their identification with the worldwide Commu- 


nist movement which means allegiance to the directives and policies 
set by Moscow. 


ECONOMIC EXPLOITATION OF THE SATELLITES BY THE U. S. S. R. 


The critical problems for the satellites under Stalin and to some ex- 
tent to the present time were not with regard to foreign policy, where 
they find it easier to go along but with regard to domestic policy. 
They have been expected to follow a rigid doctrinaire route in the de- 
velopment of their own economy and social system which has pushed 
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them to take measures and adopt programs which have made for ex- 
treme reaction on the part of the population. Although one should get 
an economist’s judgment on this it seems a major part of the diffi- 
culty stems from their exploitation by the Soviet Union on an eco- 
nomic basis, goods bought from them at a low price and Soviet goods 
sold to them at high prices. 

Ultimately many of these things seem even to local Communists to be 
exploitation by the Soviet Union, as a national state, of their home 
country. For many people national identification has become a con- 
venient and acceptable way of expressing resentment of this ex- 
ploitation from the Soviet Union of the countries in the satellite 
areas. Consequently, I think it is quite reasonable to express this as 
a conflict between two ideas; a belief that you can, in the one case, have 
communism only by allegiance to the Soviet Union, and in the other 
case feeling it ought to be possible to have communism plus some iden- 
tification with national goals and objectives even when they run 
counter to the interest of Moscow. 


LABEL OF NATIONAL COMMUNISM 


Mr. Carnanan. Then you think there might be a label of national 
communism rather than international communism as promulgated by 
the U.S.S. R.? 

Dr. Inxexes. This is not only developing, but it has always existed 
and always has been fought by Moscow. I personally would not hold 
out the hope that if there were more national Communist states that 
they would necessarily take a much friendlier attitude toward us than 
did the Soviet Union. Sometimes we tend to slip into assuming that 
just because these places broke with Moscow they would be more pro- 
western. That is not guaranteed, but it is more likely. If you are 
dealing with a lot of individual states with some autonomy, chances 
are better you will find some people who find it better to be on our 
side rather than being neutral or hostile. 


RED CHINA AS PROPONENT OF INTERNATIONAL COMMUNISM 


Mr. Carnanan. Do you think it possible that Red China might be- 
come the leading proponent of international communism ? 

Dr. Inxe.es. At this moment, no. In the long haul, after its de- 
velopment has progressed a certain distance, perhaps the chances 
might increase. 

I have the impression that at the moment relations are quite close, 
and the integration between Chinese and Soviet policy is quite good 
and relatively advantageous to China. That was not equally true with 
the satellites, partly because the Soviets gave China more of the things 
it asked for, with no questions asked, than it did with the satellites 
where it largely took. 

Mr. Carnauan. International communism then does hold national- 
ism for the U.S. 5S. R.? 

Dr. Inxees. With the exception of China, I would say that is the 
case. One of the demands it has made is that, if you are a good Com- 
munist, you must believe in the interests of the U. S. S. R. because 
the U. S. S. R. was defined as the central leading core of the world 
Communist movement. They spread the belief that if the U.S. S. R. 
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went under world communism would go under, and the highest loyalty 
of every Communist was in the ultimate security and protection of 
Miscow 


Mr. Carnauan. Then no nationalism is possible outside of the 
U.S.S. R.? 

Dr. Inxetes. It has not been up to now. This is the crux of the 
issue at this moment. That is why I speak of world communism as 
living through a great crisis at this time. What has been a central 
part of world communism now is undergoing some reexamination and 
some challenge. 

Mr. CarnanAn. Unless they take care of that trend it will mean 
perhaps the breakup of international communism. 

Dr. Inxetes. I wouldn’t say necessarily the breakup, but it might 
cause a redefinition of the patterns of world communism to such a 
degree as to change its impact, as a solid monolithic organization on 
world affairs; yes. 

ROLE OF TITO 


Mr. Zastockt. Doctor, I gather from your excellent statement that 
a new policy, or a change in Soviet policy, in the immediate future, 
is quite unlikely. 

Your statement that Tito’s, or Yugoslavia’s, situation is a disagree- 
ment to Russia, prompts me to ask you the questions—What “role 
is expected of Tito? Why would Russia invite Tito? They must 
have some designs for him, some future plans, where they can use 
and exploit him. 

Dr. Inxetes. I think, all things considered, he was more of a dis- 
advantage outside the orbit than ‘Inside, because he was definitely and 
in a clear-cut w ay within the range of nations which defined them- 
selves as ready to defend themselves. That position has been weak- 
ened. That was one of the considerations in bringing him in. 

If I have created some confusion about that I want to clarify the 
implications of what I said about what Tito means. 

I think that, all things considered, we suffered a loss when Tito had 
his rapprochement with the Soviet Union. I feel, however, it is not 
a total and catastrophic loss to our side because one of the things that 
has gone along with the loss aspect has been the gain arising from the 
fact that now inside the camp, and therefore, in a way, a more dis- 
ruptive force, there is a man of great power and independence who has 
behind him a relatively unified country, and who keeps challenging 
the policy directives given from Moscow. He provides a living ex- 
ample to the other satellites of the possibility of taking what he calls 
an independent road to socialism. ‘That is on the positive side. I am 
trying to draw a balance sheet. 

I feel if everything could have been left as it was, that would have 
been better. Asked to make a choice, if someone said: “You have to 
choose right now, you have the power; would you like Yugoslavia to 
go into the camp ‘of the Soviets again, a disruptive force from inside, 
or stay entirely outside, as it is now?” I would have voted for its 
staying outside as it is now. 

I was trying to stress the fact that it has gone a good ways inside, 
and that is not total loss. There is some aspect of gain we ought 
to consider. 
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Mr. Zasiockt. My question was whether you had a theory as to. 
what was in the back of the minds of the Soviets in inviting Tito 
back. 

Dr. Inxetes. Since their whole policy in recent times has been to 
weaken the solidarity of the Western front—first was their hope that 
by bringing Yugoslavia back into the fold he would change from the 
position he was in before, one of probable solidarity with and move- 
ment with the West in case of Soviet incursion into Europe, to a posi- 
tion which is much more doubtful, if not actually ruling it out. I 
think they got that. 


ATTITUDE OF MINORITIES IN THE JU. S. 8. R. 


Mr. Zastockt. I have two other brief questions: Is there any evi- 
dence that the minorities within the U. 8. S. R. are more satisfied 
under the new regime? 

Dr. Inxetes. That is an exceedingly difficult question to answer 
with any precision. The answer might vary with the particular 
nationality involved; also with the time perspective. One of the re- 
sults of the wartime experience was an intensification, an exacerba- 
tion, of the nationality problem. 

This was because partly Stalin took action against whole national 
groups and either broke them up or moved them to distant areas of 
the Soviet Union, often separating families. The result of this was 
exacerbation of the nationality problem. Coupled with this was the 
difficulties that arose from the fact that many people were incor- 
porated into the Soviet from areas where national feeling was high. 

In recent years this tension with regard to the nationality question 
has very substantially eased off. New difficulties have arisen as a re- 
sult of the speech against Stalin because in Georgia there were riots, 
disturbances in Armenia. That feelings ran high at that time are 
still evident, if you tour in Soviet Georgia. 

My feeling is in general the nationality problem, though a con- 
tinuing source of difficulty for the Soviet regime, is not critical. 

Mr. Zas.ocki. Can we do anything to stimulate their dissatisfaction 
at the present time? 

Dr. INKEtEs. Yes, we could—I am not sure that it is wise that we 
should attempt it—by continued emphasis upon the deficiencies in the 
status and autonomy of the minor nationalities we could exacerbate 
feeling beyond its present level. It is difficult to do because of radio 
jamming. 

My own feeling is, however, that the main result of this would be 
oppressive action on the part of the regime which would mean the 
loss of those few people that are our real friends in those countries. 
This is a question of long-range strategy. They are people who are 
friendly disposed to the West. They are the most vulnerable since 
they head the police lists. Insofar as we are not facing an inter- 
national crisis and are not thinking of this as a large-scale, momentary 
need of ours, I am not sure it is the wisest policy. One can do it. 

Chairman Ricuarps. Mr. Gordon. 


SITUATION IN POLAND 


Mr. Gorvon. Doctor, following up the question by Mrs. Kelly on 
the Yugoslav question, I would like to tie in the situation of Poland. 
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Would you think that the recent developments in Poland are an 
indication that Russia is relaxing control on that country ? 

Dr. Inxetes. No. I would rephrase the issue. I would say, if I 
may, that the recent developments in Poland are posing a bigger prob- 
lem for the Soviet Union with regard to the issue of control. In 
other words, the recent developments in Poland constitute a challenge 
to the Soviet Union. It is now seeing under its very eyes policies being 
carried on which I think they, on the whole, disapprove of, such as 
greater relaxation in the handling of the peoples, easy sentence at the 
trials. I heard people cussing out the Russians right in the streets 
in Warsaw, and the police did not grab these people. This kind of 
thing I am sure the Soviet regime does not like. It has to face the 
challenge. 

The changes at the higher levels are manifestations of the tendency. 
It will say “this is intolerable” and go back to the Stalinist-type of 
control or it has to say “that is all right. It is their right to do that.” 
Either of these policies is extremely difficult for the Soviet regime, in 
the light of its history of control over the satellites and the more recent 
easing, to actually adopt. They have a crisis in this area. No one 
can predict with precision the outcome. I would say, therefore, they 
have a very big problem on their hands and I think it is no accident 
that a man like Tito is willing to fly to the Soviet Union and all the 
people are coming to meet him in those conferences. This would not 
happen unless there was a major crisis. If this is not a sufficient crisis 
to make a major upset, I would at least put it high on the list of 
situations having such potential. 

We should watch this situation with the most close attention. 

Mr. Gorpon. The developments are rather fast in Poland. 

Dr. InKeEtEs. Yes, indeed. 

Mr. Gorpon. Thank you. 

Chairman Ricnarps. Thank you, sir. 

Dr. Turkevich? Dr. Turkevich will, I believe, deal with the sig- 
nificance of recent scientific developments in the Soviet Union. I 
think you taught a class this morning at Princeton and have rushed 
down to Washington since then. We are very much indebted to you, 
too. I would appreciate it if you would tell us something about your 
background. 


STATEMENT OF DR. JOHN TURKEVICH, EUGENE HIGGINS PROFES- 
SOR OF CHEMISTRY, PRINCETON UNIVERSITY 


(Consultant to Atomic Energy Commission. Formerly on staff of 
Manhattan project; member, United States delegation to United 
Nations Conference on Peaceful Uses of Atomic Energy, 1955. 
Author 2 Brookhaven Guide to Russian Scientific Periodical Lit- 
erature. 


Dr. Turkevicu. I am Dr. John Turkevich, Eugene Higgins pro- 
fessor of chemistry, Princeton University; consultant to the Atomic 
Energy Commission. I was on the staff of Manhattan project; was 
a member of the United States delegation to U. N. Conference on 
Peaceful Uses of Atomic Energy in 1955 and was the author of 
Brookhaven Guide to Russian Scientific Periodical Literature. 
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RELIGION IN THE SOVIET UNION 


I first would like to make a statement on the religious and church 
situation. My father, Metropolitan Leonty, is the head of the Ortho- 
dox Church in this country, Russian Orthodox Church. The church 
split away from Russia in 1919 because it was evident as early as 
1919 that the church was being used as an instrument of the Soviet 
Government. There have been repeated attempts on the part of 
Soviet churchmen to bring the big American group of some 600 par- 
ishes back into the fold of Moscow jurisdiction. This has been re- 
sisted violently by my father. The Soviet Government is still trying 
to use the church for political purposes. 

Chairman Ricuarps. I believe you said he was head of the Orthodox 
Church ? 

Dr. TurKxevicn. Yes. 

Chairman Ricuarps. He came here from Russia ? 

Dr. TurKevicn. In 1906. 

Chairman Ricwarps. Did you come at the same time ? 

Dr. Turxevicn. I was born here. 

Chairman Ricuarps. You were born in the United States? 

Dr. TurKkevicu. Yes. 

We all must keep in mind, that religious services are going on in 
the Soviet Union though under the Government control. The Old 
Testament is read, the New Testament is read, the Lord’s Prayer is 
sung and this just has to work out for the good in the end. Though 
we must be very careful of the political implications of the church 
organization in the Soviet Union we must also realize that religion 
is one of the strongest forces for the good over there. 

In connection with some discussion that was carried on before I 
would like to repeat a joke our scientists heard in Moscow. A Soviet 
scientist said during Tito’s visit to Moscow “We are having a lot of 
fun with Tito. Tito is very much like a football. We blew him un 
we kicked him, and now we are chasing him.” 


SOVIET ACCOMPLISHMENTS IN SCIENCE 


I want to come to my main subject: important changes that have 
taken place in the Soviet Union in science and technology. I can 
only give the highlights of it, since this is a very big subject, empha- 
sizing the Soviet accomplishments in science and their bearing on our 
foreign policy. 

I have written an article for the American Academy of Political 
Science on “Soviet Science in The Post-Stalin Era,” it has all the rele- 
vant detailed information covering the whole field. I can give you 
a copy of that. 

Chairman Ricuarps. I would like to get that right now and place 
it in the record. 

Mr. Gorpon. I move that the article be placed in the record. 

Mr. Zastockt. It is short. I second Mr. Gordon’s motion to insert 
the article in the record. 

Chairman Ricwarps. If you do not object. 

Dr. TurKkevicu. No. 

Chairman Ricuarps. Without objection it will be placed in the 
record. 
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(The article referred to is as follows :) 


{From The Annals of the American Academy of Political and Social Science, Philadelphia, 
January 1956] 


Soviet ScrENCE IN THE Post-STaALiIn ERA 


By John Turkevich * 


In this age when science and technology are dominant factors in the might of 
a nation, an assessment of Soviet science is particularly timely. Recent years 
have shown marked advances in many areas of Soviet science and technology 
and an increasing conformity with the principles of worldwide science. 

Science of any nation has both international and national characteristics. In 
its international aspects, science moves along a broad front with scientists of 
many nations contributing to its progress. The atomic age was ushered into 
the 20th century by Planck, Heisenberg, Hahn, and Einstein, Germans; by Bohr, a 
Dane; by Rutherford and Aston, Britons; by Fermi, an Italian; by Curie and 
Joliot from France; by Lawrence, Urey, and Rabi, Americans. Ease and free- 
dom of communication—an assurance of cross-fertilization of ideas—has been 
associated with science ever since it freed itself from the mumbo jumbo of the 
witch doctors and the obscure jargon of the alchemical adepts. Western science 
of the last three centuries has been characterized by widespread and rapid ex- 
change of information on new discoveries and advances. Exchanges of visits to 
laboratories have been commonplace. Formal training of advanced students is 
often supplemented by further study under distinguished foreign scholars. 
Finally, it is a principle universally recognized in the West that science brooks 
no interference, political or ideological, in its search for truth. It is a firm tenet 
in the faith of a scientist that scientific truths are based on experiments; that 
valid experiments can be reproduced in any country irrespective of race, na- 
tionality, or ideological outlook; and that dogmatic deductions from religious 
belief, neat philosophical formulations, or social-economic ideology have no place, 
as such, in the structure of scientific knowledge. 

On the other hand science has its national characteristics. Through his knowl- 
edge and skills a scientist discharges his primary responsibility—the defense of 
his country. Through their inventiveness and perseverance, scientists and engi- 
neers are bolstering up the economic strength of their countries and guaranteeing 
an increase in the standard of living. Science and technology are part of a 
national life. As such, in common with other nationa! institutions, they have a 
tradition, organization, capital goods, budget, training of personnel, personali- 
ties, and interaction with other groups of society. These various components 
have a strong national coloring differing from one country to another. They 
give character to the scientific activity of a given country. 

The character of Soviet science is Russian, Characteristics commonly asso- 
ciated with Soviet politics, economics, and intellectual activity can be recognized 
in science. During the last few decades, crawling within the shell of its national 
existence, Russian science has lost considerable strength through its isolation 
from the cooperation and helpful criticism of world science. During the postwar 
period, its domination by Marxist and Stalinist ideology resulted in a distortion 
of scientific truths, a convulsive reexamination of scientific tenets, disappear- 
ance of important branches of science, and strained relationships with the sci- 
entists of other lands. Soviet science not only lost prestige, it lost strength— 
it had tampered with the recognized principles of obtaining scientific truths, 
replacing the authority of an experimental result by the authority of an ideologi- 
eal principle. 

The last 3 years have seen a change in Soviet science. The truculent attitude 
has disappeared; the isolation of Russian scholars is being lifted. _ Science is 
being discussed in the Soviet Union not as an expression of a Communist ideology 
but as a science having its own principles, traditions, and universality. 

In the following pages an attempt will be made to point out the significant 
events that have taken place in recent years in Soviet science. 


1John Turkevich, Ph. D., Princeton, N. J., is Eugene Higgins professor of chemistry, 
Princeton University; lecturer on government and science, oodrow Wilson School of 
Public and International Affairs; and consultant, U. 8. Atomic Energy Commission, Na- 
tional Science Foundation, Brookhaven National Laboratory. 
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ORGANIZATIONAL CHANGES 


Soviet science, like most of the other government activities in the Soviet state, 
is a highly organized structure. Scientific research is carried out at institutes 
under the auspices of the U. S. S. R. Academy of Sciences, at the universities 
under the Ministry of Higher Education, and at plant laboratories under various 
specific government ministries. During the last decade there has been no change 
in the general pattern of the organization. The academy still represents the 
“elite guard” organization; its presidium, the general staff of Soviet science. 
Its president, A. N. Nesmeianov, occupies a position of prestige and power ini 
the Soviet Union unlike that of any other scientist in any other country. The 
academy has been brought to its full strength by the election on October 23, 1953, 
of 51 academicians and 148 corresponding members. This was the first election 
in 7 years, and it introduced new blood into the academy. 

During the last 2 years the following new institutes have been established: 
The institute of biophysics, the institute of nuclear problems, the institute of 
electronic and radio engineering, the institute of acoustics, the institute of or- 
ganometallic compounds (for substances such as tetraethyl lead, insecticides, 
etc.), and the institute of automotive engineering. A mathematical computer cen- 
ter has been organized. The institute of mathematics and that of metallurgy 
have received new buildings, while the physics institute received an addition to its 
laboratory in Moscow. The institute of energetics and that of plastics have been 
expanded. 

The budget of the academy rose from 59.2 million rubles in 1952 to 75 million 
rubles in 1953, and to 116.4 million rubles in 1954. 

The academies of Union Republics (for example, Ukraine and Byelorussia) 
also carry out research associated with the scientific and technological problems 
of their particular region. Their work is coordinated with that of the U. 8. S. R. 
Academy through a coordinating committee and an interlocking leadership, 
whereby a member of the Academy of Sciences of the U. S. S. R. is also the presi- 
dent of the academy of a Union Republic. 

The presidium of the academy—the president, the secretary general, and the 
secretaries of the individual divisions—passes annually on all research pro- 
posals, authorizes funds and personnel, and evaluates the results obtained. Over 
and above this detailed direction, the presidium is guided by two principles. The 
first is the search for key problems, those research problems whose solution will 
open the maximum number of paths for future scientific development. The 
second is the ever-insistent plea to apply scientific discoveries for the betterment 
of the state, for “science in the service of the people.” Use of slogans as special 
incentives to fruitful research has been recently abandoned. Such psychological 
rallying points as “reexamination of science in the light of the decision of the 
1948 Agricultural Congress” (the genetics controversy), “science helping to build 
dams and hydroelectric stations,” “science as an aid to agriculture,” have been 
replaced by a small number of more specific objectives. The tasks chosen for 
1955 are high-power electronics, rapid digital calculating machines, semiconduc- 
tors and their technical applications, scientific basis for catalysis, basic biological 
functions of proteins, material exchange of bacteria, high-temperature alloys, re- 
liability of electronic devices, key problems in theoretical physics, automatic con- 
trol of production, and the scientific basis for power exploitation in the U. S. 8S. R. 


SCIENTIFIC ACCOMPLISH MENTS 


If a well-trained science administrator examines the research scene from as- 
tronomy to zoology, he can recognize what programs are fruitful, what theoretical 
and experimental developments will insure a steady expansion of scientific knowl- 
edge. For a country to be a major power it must have a full spectrum of such 
activity ; it must have research going on in every major field. Such a program 
insures the proper appreciation of new scientific discoveries for technical develop- 
ment of a nation even when the discovery is not made in the native country. It 
also maximizes the possibilities of unexpected scientific discoveries, “the breaks 
in the game” that give a country leadership in the race for scientific knowledge. 
Only a few countries—the United States, the United Kingdom, and, before World 
War II, Germany—could muster sufficient strength to be active at all frontiers of 
every science. Now, 10 years after World War II, the Soviet Union has joined 
the ranks of the major scientific powers. As one scans the Soviet scientific scene 
one sees ambitious plans, tremendous organization, and an expanding plant. The 
Soviet Government is trying hard to excel in all fields of science and to recoup the 
losses it suffered through the idiosyncrasies of the Stalin regime. 
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MATHEMATICS 


Mathematics, the queen of the sciences, still dominates the scientific scene. 
Many branches in both pure and applied sciences are frustrated in their develop- 
ment because present-day mathematical thinking does not give an accurate solu- 
tion to some key problems. Proper application of mathematical methods guar- 
antees a complete formulation of a complex physical phenomenon and a consistent 
analysis of its implications. The general theory of relativity had to be formu- 
lated in terms of tensor analysis. Modern quantum mechanics required the solu- 
tion of equations previously buried in mathematical treatises. It necessitated 
the widespread utilization of geometrical concepts previously considered highly 
sophisticated. The field of mathematics has been traditionally strong in the 
Soviet Union. Algebra, geometry, probability theory, have received a steady 
contribution from older mathematicians such as S. N. Bernstein, A. Ia. Khinchin, 
A. N. Kolmogorov, A. A. Markov, L. 8S. Potriagin, and I. M. Vinogradov. At the 
October 1953 session of the U. S. 8S. R. Academy of Sciences D. 8. Aleksandrov 
and N. N. Bogoliubov, both mathematicians of worldwide reputation, were 
elected to the academy. In the field of mathematical physics the Soviet Union 
ean boast of the achievements of L. D. Landau, V. A. Fok, D. I. Ivanenko, I. Ia. 
Pomeranchuk, and I. E. Tamm. In addition to these mathematicians with world 
reputations a large number of younger men are making monthly contributions to 
the world pool of mathematical knowledge. The following were singled out for 
recognition by election as corresponding members of the academy: I. M. Gel’faud, 
Iu. V. Linnik, A. L. Mal’tsev, M. A. Markov, D. E. Men’shov, and S. N. Mergelian. 

The middle decades of the 20th century have seen the growing development 
of giant electronic computing machines for solving the complex problems of 
modern science and technology. Hundreds, thousands of radio tubes, crystal 
amplifiers, rectifiers, resistors, condensers, electronic memory devices are com- 
pounded into a single complex mechanism. Such machines rapidly solve prob- 
lems that would otherwise require thousands of man-years for problems pre- 
viously considered impossible. Their variety and complexity have created a 
new art, used for tracing trajectories of projectiles, the propagation of radio 
waves, the determination of the stability of machines, and the control of auto- 
matic factories. 

Electronic calculators are essential weapons in the heavy scientific armament 
of any nation that considers itself a world power. The Soviet Academy has paid 
great attention in recent years to such calculating machines. The presidium of 
the academy announced last year the operation of a giant computer and the 
organization of a computer center of the academy for the theoretical and tech- 
nical development of computing machines. This center is undertaking a syste- 
matic survey of fields of science and technology where such machines will give 
fruitful solutions to “key problems” and is training personnel for this new field 
of “applied mathematics.” During the elections of October 1953 the academy 
elected two specialists in this field to its rank: S. A. Lebedev as academician and 
P. S. Novikov as corresponding member. 


ASTRONOMY 


Soviet astronomy suffered a severe setback during World War II when the 
famous Pulkovo Observatory near Leningrad and the Crimean Observatory were 
completely destroyed. Within the last 2 years the reconstruction of both of these 
observatories has been completed and astronomical observations are actively 
pursued in diverse branches of the subject: on diffuse nebulae by G. A. Shain, 
on the polarization of stellar radiation by V. A. Dombrovskii, and on the behavior 
of stellar associations in an attempt to solve the problem of whether stellar 
creation is still taking place. A military development in England during the 
war led to the unexpected discovery that celestial bodies emit radiation similar 
to radar. Astronomers have found that a study of this phenomenon elucidates 
diverse astronomical processes. Soviet scientists have been active in this field, 
particularly in the study of the radar waves given off by the sun. President 
A. N. Nesmeianov, in his address before the election of new members of the 
academy in October 1953, pointed out that astrophysics and astronomy give sig- 
nificant insight into thermonuclear processes, and this opinion was implemented 
by the academy in the election of the leading astrophysicst, B. A. Ambartsumian, 
as academician, and of three astronomers, M. S. Zverev, HB. R. Mustel, and P. P. 
Parengo, as corresponding members. 
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PHYSICS 


Modern physics has three very active branches—nuclear physics, low tempera- 
ture physics, and the physics of the solid state. Soviet scientists have been 
active in all these fields. In the summer of 1954 a 5,000-kilowatt atom-power 
station was put into operation, and in the summer of 1955 at the Geneva Con- 
ference on the Peaceful Uses of Atomic Energy the details of its construction 
were revealed and freely discussed. Soviet sources have also stated that many 
industrial atomic-power stations of the same type but of greater power, 50 to 
100 megawatts, are being constructed in Russia. Early in 1955 there appeared 
in the Doklady (Reports) of the U. S. S. R. Academy of Sciences the first scien- 
tific papers describing the results obtained with the 600-million-volt proton syn- 
chroton at Moscow. The largest high-voltage machines of this type in the 
United States are of only 400 million electron volts. However, we have at the 
Brookhaven National Laboratory an accelerator of another type, a cosmotron of 
8,600 million electron volts, and at the Radiation Laboratory in California, a 
bevatron of 6,000 million electron volts. The Soviet scientists are meeting this 
challenge, for they announced at the Geneva Atomic Energy Conference that 
they expect to complete a high-voltage machine of 10,000 million or 10 billion 
electron volts. Less dramatic but very extensive and thorough work is being 
earried out by Soviet scientists in the many subdivisions of nuclear physics: 
interaction of neutrons with fissionable materials, details of the structure of 
radioactive nuclei, and the effect of radiation of solids. At the October 1953 
election the following Soviet atom scientists were elected as academicians: 
L. A. Artsimovich, I. E. Tamm, Iu. B. Khariton, and A. D. Sakharov. 

Soviet investigation on cosmic rays, that penetration radiation of tremendous 
energy which bathes the earth, from unknown extraterrestrial sources, is of 
lower caliber than the Soviet work in other nuclear fields, no doubt as a result 
of the unfortunate claim made some years ago by the Soviet physicists, Alikhanov 
and Alikhanian, on the detection in the cosmic radiation of “varitrons,” ele- 
mentary particles of varying mass. This claim was questioned in the West 
and attacked by a group of Soviet physicists, with a subsequent bitter polemic 
in the Soviet physics journals. The controversy has never been settled officially, 
and Soviet cosmic-ray research has suffered a lack of prestige. 

Extremely low temperatures—that of liquid hydrogen and helium, hundreds 
of degrees below room temperature—have been of primary scientific interest to 
scientists of many countries, for at these temperatures many complex properties 
of solids become simple and susceptible to a formulation in terms of atomic 
structure. On the other hand, liquids such as helium show unusual and unex- 
pected properties that baffle theoreticians. Furthermore, study of properties of 
matter at low temperatures leads to the development of efficient and economical 
methods for production of the cheap oxygen so necessary in the manufacture of 
gasoline from coal and natural gas and so desirable in metallurgical processes. 
Soviet physics has had great strength in this field, with world-famous institutes 
at Kharkov, in the Ukraine, and in Moscow. Peter L. Kapitsa, one of the leading 
Soviet physicists, has been prominent in this field both during his researches in 
England, at Cambridge University, and during his subsequent stay in Moscow. 
Early this year Kapitsa was named director of the Institute of Physical Prob- 
lems. Soviet work in the field of low temperature has been characterized by 
strong theoretical insight, imagination, and experimental elegance. 

Electronics is at present undergoing a revolution. Physicists and chemists have 
found that the fragile radio tubes, photocells, and even television tubes can be 
replaced by carefully purified solids. These devices, small in size, mechanically 
stable, and long of life, are gradually replacing ordinary vacuum tubes. Many 
everyday electronic devices contain such transitors and photoelements. The 
solar battery has them as a component. Behind this important technological de- 
velopment there are decades of intensive scientific work in many countries of the 
world. Russian scientists have made and are still making important contribu- 
tions, both theoretical and experimental, in the fields of luminescent substances, 
photoelectric devices, and new electric and magnetic materials. Attention is 
also paid to the electric and mechanical properties of plastics. Two Soviet phy- 
sicists were honored by election as academicians in the general field of the solid 
state: A. P. Aleksandrov, in plastics; and I. K. Kikoin, for his work on magnetic 
materials. At the same session of the academy 16 younger physicists were elected 
corresponding members of the academy. 
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CHEMISTRY 


Literally hundreds of papers are published yearly in Russian journals de- 
scribing the results of chemical research in all branches of the science—inor- 
ganic, organic, physical, biochemical, analytical, and colloidal. The nature of 
the subject of chemistry is such that it requires detailed and painstaking work 
to support modern chemical industry. In general, Soviet chemistry follows the 
main lines of the development of the subject in other countries. One can, however, 
point out the following as notable points of Soviet interest: extensive use of 
radioactive isotopes for the study of details of chemical reactions, investigation 
of the chemistry of “manmade elements” such as plutonium, and the use of nuclear 
radiation for acceleration or activation of chemical processes. The photochem- 
ist, V. A. Kondrat’ev, and the geochemist, A. P. Vinogradov, were elected acade- 
micians in 1953, and both took part in the Geneva Conference on the Peaceful 
Uses of Atomie Energy. The significant achievements in the field of organic 
chemistry are the production of new types of plastics, a new synthetic rubber, 
the manufacture of chemicals and soaps from petroleum, and the synthesis of 
new insecticides and morphinelike drugs. The chemists who were elected to the 
academy for leadership in these fields are: B. A. Arbusov, I. L. Knuniants, V. A. 
Kargin, and I. N. Nazarov. 

GEOLOGICAL SCIENCES 


Geological studies in the Soviet Union cover the whole gamut of internationally 
recognized interests. Expeditions have been sent by the academy to the polar 
section of the Urals, to Kazakhstan, and to the Altai territory. An investigation 
has been carried out to determine whether cotton cultivation is possible through 
irrigating the Tuva Autonomous Region in middle Asia. Explorations are con- 
tinually carried out for coal, petroleum, iron, and rare metals. A very extensive 
study of the northwestern Pacific Ocean has disclosed the existence of a sub- 
oceanic mountain range extending from the Hawaiian Islands northward to 
the Komandorskii Islands and dividing the northern part of the Pacific into 
two basins. Continued study is devoted to the Russian perennial headache—the 
permanently frozen lands of northern Siberia. During the October 1953 session 
of the academy, 10 prominent geologists, geophysicists, and geographers were 
elected academicians. In addition 23 other geologists were added to the academy 
as corresponding members. 

BIOLOGY 


Biology, the science that suffered so deeply from the genetics controversy, 
has turned during the last few years to biochemistry. Radioactive tracer atoms 
are being used to study animals, the chemical processes of material exchange 
in the brain tissues, liver, and muscles (in animals and in plants), and the 
formation of sugars and nicotine. Photosynthesis, the process of converting 
abundant carbon dioxide and water into starch by means of the solar radiation, 
is investigated by isotopic atom methods. The solution of this “key problem” 
will permit the synthetic production of food. Nuclear radiation is applied to 
the cold sterilization of food. 

Zoologists continue their publications on the fauna of the U. S. S. R., and the 
botanists are making similar studies of the flora. The biology section of the 
academy has also dealt with practical problems. It has organized the produc- 
tion of the antianemia vitamin Bw» and used radioactive phosphorus to investi- 
gate the uptake of phosphorus fertilizer from the soil by plants. The latter 
study permits determination of the best phosphorus compound to use as a ferti- 
lizer and the best time for phosphorus application. 

The science of genetics is dead in the Soviet Union. Publications on what West- 
ern science would call genetics are nonexistent. The last few years have seen, 
however, the decline of the influence of Lysenko, the prophet of Soviet Marxist 
genetics. His voice is not heard in scientific pronouncements, though he is still 
active administratively in biological sections of the academy and dominates the 
Soviet Agricultural Academy. The wounds of the genetics controversy have not 
healed. Recently there has been an attack on Lysenko’s ideas by several Soviet 
botanists and a very polemical defense by one of his supporters. The presidium 
of the academy took the biology section to task for permitting the controversy to 
go on. 

The following biologists were elected to the academy: A. L. Kursanov, in plant 
physiology ; V. N. Shaposhnikov, in industrial bacteriology ; V. A. Engel’gardt in 
biochemistry ; and I. V. Turin, in soil science. 
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ENGINEERING SCIENCES 


The field of engineering has shown marked activity during the last few years. 
Development of an atomic-energy powerplant, the production of a high-octane 
gasoline, subterranean gasification of coal, study of gas dynamics, and various 
phases of electronics received particular attention. Soviet engineers and scien- 
tists have been particularly intrigued with the possibility of automatic control 
of production in factories. 

At the October 1953 meeting, the following leading Soviet engineers were elected 
to membership in the academy: the airplane designer, A. N. Tupolev; the motor 
and jet engineers, V. Ia. Klimov and L. I. Sedov; the famous hydroelectric power 
specialist, S. Ia. Zhuk; the machine designer, V. I. Dikushin; the marine archi- 
tect, Iu. A. Shimanskii; the metallurgists, M. M. Karnaukov and G. V. Kurdiu- 
mov; the electronic engineers, M. P. Kostenko, V. A. Kotel’nikov, A. N. Shchukin, 
and S. A. Vekshinskii; and the combustion engineers, B. 8. Stechkin and M. A. 
Mikheev. In addition 44 engineers were elected as corresponding members. 


INTERNATIONAL CONTACTS 


A recent important aspect of Soviet science is the increase in the international 
contacts of Russian scientists. Before 1952 the presence of a Soviet delegation 
at an international scientific conference was a rare event. Since that time there 
has been a marked rise in the number of delegations attending foreign scientific 
meetings: 14 in 1952, 30 in 1953, and 65 in 1954. In August 1955 the Soviet 
Union sent to the Conference on Peaceful Uses of Atomic Energy at Geneva 
a delegation of over 100 scientists, engineers, and technicians. The Soviet repre- 
sentatives were of high technical ability, presented 74 papers on various phases 
of atomic energy (the United States presented 166, the United Kingdom 64, and 
France 27 papers) and participated freely in scientific discussions. The Soviet 
exhibit on atomic energy, at the same time, was impressive. In the last 3 years 
the number of visits to the Soviet Union by foreign scientists has also been 
significant. In 1952 10 groups, in 1953 14, and in 1954 8 groups were shown 
Soviet institutes and laboratories. In 1955 there has been a continuing stream 
of groups from various countries visiting the Academy institutions. Repre- 
sentatives of 17 countries attended the opening of the reconstructed Pulkovo 
Observatory. On July 1-5, 1955, just before the United Nations Conference in 
Geneva, the Soviet Academy held its own conference on the peaceful uses of 
atomic energy, at which 21 papers were presented on nuclear physics, 18 on 
chemistry, 20 on biology, and 21 on various applications of atomic energy. 

International exchanges of journals and books, curtailed 3 years ago by the 
Soviets, is again widespread, and in 1954 the U. S. S. R. Academy of Sciences 
sent abroad 350,000 books. 


SCIENTIFIC AND TECHNOLOGICAL PERSON NEL 


The training of scientific personnel represents a long-time investment. In 
modern society equipment can be built in several weeks, laboratories in months. 
Training of scientists and engineers requires years. The number of such men 
in a given country is determined not only by the availability of schools and 
teachers but also by the desire of youth to enter these professions. Social 
mores, family background, and financial remuneration all play a role in the 
youth’s decision. Soviet leaders have publicly recognized the importance of 
science for the development of the security of their country and for its military 
and economic potential. Russian scientists and engineers enjoy the full care 
of their Government and the respect and admiration of the populace. They 
are well paid. At the same time the Soviet educational system is geared for 
training in science—in the primary schools, in secondary education, and par- 
ticularly in universities and graduate instruction. 

In the 4-year primary school, normally entered at 7, the Soviet youngsters 
spend 30 percent of their time on science. The secondary school system in the 
U. 8. S. R. consists of a general secondary school and vocational training schools. 
The general secondary school requires 3 or 6 years and the same curriculum is 
given to all students. Science teaching constitutes 46 percent of the instruction. 
In 1953 there were 4,600,000 pupils in the U. 8S. S. R. secondary schools, and 
700,000 of them graduated that year. Vocational schools are either short 
courses for apprentices given in factories or 3- to 4-year tekhnikum’s which train 
technicians or master craftsmen. In 1953 these schools graduated 50,000 tech- 
nicians. There is no analogue to the tekhnikum in the United States educational 
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system. In 1953 the American secondary school system had 7,266,000 students, 
many of whom received a very inadequate training in science. 

The Soviet higher educational system (VUZ) consists of 33 universities, which 
give general education and produce most of the scientists, and some 800 special- 
ized schools: for medicine, 74; teacher training, 320; engineering, 154; agricul- 
ture, 61; arts, 55; economics, 38; veterinary science, 38; and so forth. Table 1 
gives the number of graduates of each type of institution in units of a thousand. 


TABLE 1—Number of graduates from Soviet institutions of higher education, by 
type of institution, 1952-55 


{In thousands] 


Type of institution 1952 | 1953 | 1954 | 1955 















Engineering 30 40 53 63 
Agriculture 15 17 18 21 
PR dnn cece sd : 17 16 24 25 
Ie oe ine wn cance cncwssictpecviedounnunebdabeaaesetianaedieesn 8 9 10 ll 
GR PROIING. 6 iin sce dete dstscde ee Ucccskubdesboakdbennaeealdadiestatedaaae 18 18 17 18 
Teacher training. ad 606. o6sid} cases ccadstinbatnciinntbhilnciinnstnitiblinauheebiti 69 65 53 47 

TONE. . cecccccone tnadccuuncboecssqcqubaneyeoelasadubbepeuseaacesunaae 157 | 165} 175 185 


The total number of graduates from higher educational institutions is lower 
in the U. 8S. S. R. than in the United States, for in 1952 there were 333,000 new 
college graduates in the United States, compared to a figure of 157,000 in the 
U. S. S. R.; in 1955 the figures are 281,000 and 185,000, respectively. However, 
it must be pointed out that many of the graduates of American colleges receive 
not professional training, but a liberal education, while all graduates from the 
Soviet higher educational institutions are given training in engineering, teaching, 
science, and so forth. A particularly important trend must be noted in the number 
of graduates in engineering: in the Soviet Union their number rose from 30,000 in 
1952 to 63,000 in 1955, while in the United States it decreased from 30,000 in 
1952 to 23,000 in 1955. In agriculture the number of graduates in 1952 was the 
same in both countries (15,000) while in 1955 the number declined in the United 
States to 12,000 and increased in the Soviet Union to 21,000. In the health 
sciences there has been a marked rise in the U. S. S. R. over the 4-year period, to 
be contrasted with the constant number of 28,000 graduates in the United States. 

The importance of scientific training in higher education in the Soviet Union 
was underlined by the opening on September 1, 1953, of the new building of 
Moscow University on the outskirts of the capital. The main, 32-story building 
has a volume of 48.3 million cubie feet and contains the geology-geography de- 
partments, the science library, the mechanics department, the mathematics de- 
partment, an auditorium seating 1,500 students, and the administrative and 
social rooms for the university. The adjoining buildings, each of a capacity of 
9.4 million cubic feet, house the physics and chemistry departments. In all, the 
university consists of a complex of 27 basic buildings and 10 service buildings. 
These contain 1,693 laboratories, 21 auditoriums with seating capacities of 160 
to 600, and 141 recitation rooms. There are 6,000 rooms available as living 
quarters for undergraduate and graduate students and 184 apartments for instruc- 
tors and professors. The university has a library of 1,200,000 volumes. A 
faculty of 2,300 (of whom 30 are academicians, 59 corresponding members, 486 
doctors, 846 kandidats, 407 professors, and 498 docents) teach 18,200 university 
students and 1,600 aspirants (graduate students). This impressive complex of 


buildings, which dominates the Moscow skyline, was built solely for the training 
of scientists. 


TABLE 2.—Number of doctor of philosophy degrees granted in United States and 
kandidat degrees in U. 8. 8. R., 1952-55 


[In thousands] 


Degrees 1952 | 1953 | 1954 | 1955 
pe CRUE Wr ON oo en nat nee cawesnn cneeeebnmmeioe 3.8) 40] 42 4.4 
GOUING INNING oo an Sc dee dans ssl AL as iieniena 5.9) 7.3} 7.8 84 
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GRADUATE WORK 


Graduate work in the Soviet Union leads to two degrees, that of the kandidat 
and that of doctor of science. The kandidat degree is of a slightly lower stand- 
ard than the American doctor of philosophy but definitely more advanced than 
‘our master of science. The requirements for the kandidat degree are comple- 
tion of a series of courses in an institution of higher education, successful 
solution of a research problem, and presentation and public defense of a kandidat 
‘dissertation. Table 2 gives a comparison of the number of kandidat degrees and 
doctor of philosophy degrees given in recent years in units of a thousand. 

The doctor’s degree in the Soviet Union is different from that given in Western 
Europe and the United States. In the Soviet Union the doctor of science is 
awarded for mature, independent research which normally requires a maximum 
of 4 years’ work. It is formalized in a dissertation and is subjected to a public 
examination. Before this degree is awarded, the dissertation must also be 
reviewed by a board of experts designated by the supreme accrediting committee 
(VKA), which finally grants the degree in the name of the Government. It thus 
represents Soviet Union recognition of a mature scientist. About 500 doctor of 
science degrees are granted annually. 

The numbers of personnel professionally trained in science in the Soviet Union 
and the United States are given in tables 3 and 4: the figures there show defi- 
nitely that the pool of scientists and engineers in the Soviet Union is comparable 
to that in the United States. Scientists employed in research and teaching in the 
U.S. S. R. number 165,000; in the United States, 250,000. 


TABLE 3.—Number of university graduates employed in science, Union of Soviet 
Socialist Republics and United States 








U.S. 8. R. | United States 

Living university graduates, all fields._........................----2. ee 2, 680, 000 6, 040, 000 
CERISE CURIIOTIG FIP CORI og ohn re reed decree ewe ndbs opi occedss | 1, 140, 000 | 1, 150, 000 
Physical sciences and engineering_....__............--.-...--.-- inthe ee 625, 000 | 545, 000 
ER ae ee ee L cenb bb = opp ph acnnasaaSecassaeddesct 310, 000 | 445. 000 
IRS 5.5 che dtidea eet wistan cpesey wes tite sebbcnueehiaes cane eben 205, 000 160, 000 





SCIENTIFIC PUBLICATIONS 


An important feature of science is the dissemination of scientific information. 
It is through scientific journals that scientists keep abreast of recent developments 
not only in foreign countries but also in their own country. Information so 
obtained is used either to modify their research programs to avoid duplication or 
to stimulate approaches new to research. Soviet science has not neglected this 
feature of scientific activity. The publication program of the Academy is prodi- 
gious. Fifty journals appear weekly, monthly, or bimonthly, ranging from 
Priroda (Nature), a monthly popular science magazine, and the Doklady (Re- 
ports) of the U. 8S. 8S. R. Academy of Sciences, which give four-page communi- 
cations on the latest scientific developments in the Soviet Union, to numerous 
journals devoted to specific sciences. In physics alone over 500 articles are 
published every year. 

Soviet science, isolated as it is from the Western World where most of the 
discoveries are made, uses three methods for following scientific developments 
in the West: review journals, translations of foreign treatises, and a journal of 
abstracts. Review journals are periodicals which give a detailed survey of 
subjects of current scientific interest; in the Soviet Union there are separate 
journals of this type for mathematics, physics, chemistry, and biology. The 
articles in them are well written and are ideally suited to keeping a reader in- 
formed on developments in a critical scientific field. It has also been the policy of 
the Academy during the last three decades to translate and publish in the Soviet 
Union all important English, American, French, and German scientific treatises. 
The Soviet Union’s own books on the physical sciences are excellent—well com- 
piled and on a par with their western counterparts. They are published in large 
numbers and sell for a very low price. 

The classification, systematization, and indexing of the tremendous number of 
scientific articles are carried out by the journals of abstracts. These periodicals, 
of which the most extensive is the American Chemical Abstracts, condense 
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articles to short abstracts, which are then printed in sections arranged by subject 
matter and thoroughly indexed according to subject, formula, and author. Avail- 
ability of such abstract journals is indispensable for scientific work, for they 
minimize the possibility of duplication and guide the research worker through 
the forest of scientific facts. In chemistry there are about a million compounds ; 
by using an abstract journal and its indices a research worker can compile a 
bibliography on any one of them in a matter of several minutes. Publishing 
an abstract journal is a very expensive enterprise, carried out for chemistry and 
biology in the United States, and for physics in England. 

Two years ago the U.S. S. R. Academy of Sciences embarked on the publication 
of an abstract journal Referaty, which will cover all fields of science. In 1953 
7 branches of science were reviewed in 3,000 manuscript pages. The journals 
scanned for material were both Soviet and foreign. In 1954 the number of 
manuscript pages rose to 18,574, containing 102,000 individual abstracts—the 
equivalent of 35 volumes of an encyclopedia. In 1955 the Academy planned to 
expand the abstract journal to 25,000 manuscript pages. The abstracts are of 
high quality and testify to the large number of people in the Soviet Union who 
have received an advanced education in science. A special institute of scientific 
information has been created for the purpose of organizing the distribution of 
scientific knowledge in the country. The Referaty may be the most ambitious 
and comprehensive scheme in existence for extracting the essence of scientific 
results, sorting it according to subject, and making an index to the information 
so obtained. 


TABLE 4,—Number of individuals holding advanced degrees in science in Union of 
Soviet Socialist Republics (Kandidat) and United States (Ph. D.) 


U. 8. 8. R. |United States 








De ETE DOR an co cinnie nivmn cise sctnaeicmneiiaenh scien canine ee 64, 000 51, 000 
PRyGiods GUNN. a sas hn cnt ene sted ce cn ctnccdcbbudsductbancbeuedé 33, 000 32, 000 
RINE. 606m n 4p angasns he aden bacenyesanchtudkgnctunwanesbadbensunbhnsatin 19, 000 
PEO act cet qcani gts dp shcnatabensddahscy gg geatenp hie :oemhen tine wadied 


8, 000 
12, 000 11,000 


IDEOLOGY AND SOVIET SCIENCE 


Before the advent of totalitarianism there were no ideological distinctions in 
science. The laws of nature were invariable, unaffected by changing national 
scene. The methods of science were the same throughout the world, the validity 
of experimental fact being based on the reproducibility of experimental results 
by any scientist skilled in the art of experimentation. The usefulness of gen- 
eralization and the fruitfulness of the theories were subjected to free criticism 
untarnished by attacks on personalities and by appeals to authority. During the 
period of totalitarian regimes, and particularly after World War II, a new type 
of science arose—a ‘‘Marxist science.” In this form of science, conformity with 
the “dialectic materialism of Marxism” was established as the new and crucial 
criterion of truth. The struggle in the U. 8. S. R. betweeen Soviet Marxist sci- 
ence and supporters of western bourgeois science culminated in 1948 in the 
famous genetics controversy. In this heated polemic as to whether effects caused 
by environment can be passed on to progeny, scientific reasoning was abandoned 
and scientific decision was reached not by scientists but by an excathedra pro- 
nouncement of the Central Committee of the Communist Party. In forcing their 
decision on the genetics discussion the Central Committee interfered with due 
process for establishing scientific truths. The result was the death of genetics as 
a science in the Soviet Union and the disappearance from active scientifie work 
of a number of prominent Soviet scholars. Furthermore, the decision of the 
Central Committee had its repercussions in other branches of Soviet science. 
In chemistry, a number of scientists were taken to task for espousing the 
“ideological resonance theory of the structure of organic molecules”; in physics 
the controversy centered on relativity, quantum mechanics, indeterminancy prin- 
ciple, definition of force; in physiology on the methods of Pavlov physiology. 
Many public discussions were held on these subjects; many scientists were pub- 
licly rebuked for what appeared to us in the West a trivial deviation from a 
weakly delineated party line. 

In the last 3 years a calm has settled over Soviet science. No violent polemics 
shake its structure. Although there has been no publie renunciation of the views 
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of Lysenko’s Marxist genetics, the academy does not appeal to the principles 
of Marxism for the development of Russian science. 


CONCLUSION 


An attempt has been made in this paper to present some of the salient features 
of the large and complicated national activity encompassed by the phrase “Soviet 
science.” As the world moves into the nuclear age, it should be apparent to all 
who consider the Soviet scene that Soviet science represents a tremendous 
potential for scientific and technological progress, that some of this potential 
has been translated into success, and that the Soviet leadership is making a con- 
scious, well-planned attempt to assume the scientific leadership of the world. 

Dr. TurKkevicu. My point is this: Soviet challenge is expressed in 
science and technology—Soviets are using science and technology not 
only to build up their military and economic system but they also 
are beginning to use it as a medium or a tactic in foreign affairs. 

The Soviet leaders have stated very definitely their objective in 
science. I would like to read to you a translation I have made of an 
address by Dr. A. N. Nesmeyanov, president of the academy. In 
1955, he concluded his speech to the U. S. S. R. Academy of Science 
by saying: 





On the whole, I support the view that in our scientific competition with other 
states we must compete not so much in numbers as in ability. Productivity 
of work plays, in science, a greater role than in industry. Good organization 
of scientific work on a wide scale is capable of increasing by many factors our 
strength and success. In this connection, initiative of the indivdual sections 
of the academy is necessary. 

Since we are well organized, since we have focused on the solution of important 
key problems of science, since we have thought out carefully the distribution 
of scientific work, since we are supplied with the latest scientific technique, and 
have available the well-integrated work of the scientific forces of the whole 
country, we undoubtedly will go firmly to the attainment of first place in world 
science. 

This is the avowed objective of the president of the Soviet Academy 
of Science. The Soviets are out to be the first in science and tech- 
nology. 

{ also would like to tell you a discussion I had in Geneva with 
one of the leading political people in their scientific group. I had 
a given my scientific paper at the United Nations Conference on 

eaceful Uses of Atomic Energy. The Russian delegate came to me 
and congratulated me. I thanked him, and said that it was very 
pleasant to have competition between our two countries, not in mili- 
tary affairs or economic matters, but in science. I used the word 
“konkurentsya.” He looked at me and said: “Professor, we would 
not use the word ‘konkurentsya’ in the Soviet Union. It has bad 
connotations. It means getting ahead by pushing the other man into 
the ground. We have a better way of doing it, and a better expres- 
sion, ‘sorevnovanye’—getting ahead by chan on his shoulders.” 

This is the new spirit of Soviet science. e: are not out to 
destroy us, they are out to use us, to get ahead. This must be kept 
in mind. 

We know science is used by the military in the Soviet Union in 
connection with atomic warfare. They also use it in the economic 
sphere. Now the Soviet press has been talking about exporting 
scientists and technicians to other countries in order to exert indirectly 
their influence through science. 

To evaluate the Soviet science and technology one must consider 
four fields of activity of science and technology in the modern state. 
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The first field is that of maintenance of the technological plant, the 
industrial functions of a country—running factories, operating 
plants. You need a certain number of scientists and engineers to do 
that. The Soviet Union is well staffed for such an activity. 

The second activity of scientists and technologists in a modern state 
is development work—taking discoveries of pure science and applying 
them to make products on a mass-production scale. Again we have 
evidence from their airplane industry, from their automobile industry, 
from various other industries, that the Soviets are very good in the 
development field. They even may be better than our friends and 
allies, the British or the French. 

The third field of scientific and technological activity is what I 
would call “pedestrian research”—extending knowledge in a very ob- 
vious direction. A large amount of such research goes on all over the 
world, including in our country. Most men who have had a standard 
training in science and technology, when presented with a scientific 
development carried out by others, can say “We shall do this” or “We 
shall do that.” It does not require a genius to propose obvious ex- 
tensions of technology, or very clever men, but just good well-trained 
men. The Soviet Union does a tremendous amount of work in this 
area of standard pedestrian research. A fictitious example of such 
work, would be the following: We in the West have made acids with 
1, 2, 3, 4, up to 20 carbon atoms; they will make 1 with 21 carbon atoms. 
They would use the same method as we do. Their accomplishment 
constitutes research since nobody has made one with 21 atoms before. 
But this is not what would be called very high quality research. Such 
research is very necessary for industry. The general progress of 
science requires such routine research operations. The Russians do a 
tremendous amount of such work, particularly in chemistry. Also, 
such scientific activity has a very definite advantage, because it gives 
people training—training in experimental work. We must recognize 
that the Soviet Union is training their scientists and technologists by 
repeating work that we have done, by extending our work a little fur- 
ther along. 

The Soviets are quite weak in the category of fundamental “key 
research.” I have been looking over Soviet scientific literature rather 
thoroughly for the last 7 or 8 years and I have met very many of their 
scientists at international meetings. I have not seen a single potential 
Nobel laureate. One Soviet scientist may possibly receive a Nobel 
prize for a discovery he made in 1946. I can characterize the status 
of Soviet science in another way. If we in the West did not know 
what the Soviet Union was doing in science, the progress of Western 
science would not suffer materially. 

On the other hand, Soviet science could not make the rapid advances 
if it did not have a very good idea of what is happening in the West. 
They are building on top of us. For this drive the Soviet science has 
a tremendous potential. The Soviet Union is a major scientific and 
technological power. It has all the elements necessary to make it a 
still stronger scientific power. It has a strong tradition that it in- 
herited from Imperial Russia. The Soviet Union is well equipped 
with laboratories and with equipment in the laboratories. It has un- 
limited funds available from the Government for what we would call 
pure research. As one Soviet leading scientist told me, money has 
never been a handicap to the progress of Soviet science. 
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EDUCATION GEARED TO SCIENCE 


The Soviet Union has a big manpower pool. As my article indi- 
cates, and studies by DeWitt, at Harvard, and others have shown, 
education in the Soviet Union is particularly geared for developing 
scientists and technologists. It has an integrated administrative 
structure in science. No country has such a well-organized apparatus 
for science as the Soviet Union has. The President of the Soviet 
Academy of Sciences, Alexander N. Nesmeyanof, is a very, very im- 
portant man in the Soviet Union. He occupies a position that no other 
scientist occupies in any other country. He has a rank very similar 
to that of a Minister, and he controls all science in the Soviet Union. 
He presides over the Academy of Science, which is considered and 
spoken of in the Soviet press and publications as the general staff of 
Soviet science. This general staff controls the work of the institutes 
of the academy which, in scientific development, play a role akin to that 
the guard regiments execute in the army. Soviet science is organized 
very much like an army. 

Recently Soviet science has been freed from the ideological strait- 
jacket in which it had been clad the last 20 years. One of the weak- 
nesses of Soviet science under the Stalin regime was application of 
principles of Marxism rather than principles of world science as cri- 
teria of truth. We are all familiar with the famous genetics contro- 
versy where, instead of experiment as a criterion for the truth, an ex- 
cathedra statement from the central committee determined whether 
environment or heredity affected progeny. There has been a change 
in the Soviet Union in that this ideological straitjacket, to which part 
of science was subjected, has been removed. This freedom is giving 
a tremendous lift to individual Soviet scientists. Many of the scien- 
tists have come back from “places unknown,” and have been greeted 
with honor. It is now considered a greater honor to have returned 
from “places unknown” than to have received in the past a Stalin prize. 


SCIENTIFIC CONTACTS WITH THE WEST 


All this is giving Soviet science new strength. Furthermore, as we 
all know, Soviet scientists have had greater contacts with Western 
scientists. These meetings have been a great morale builder for the 
Soviets, because in carrying out this fundamental “key” research, in 
carrying out significant developments in science that break through 
the barrier of human ignorance, contacts between scientists of various 
countries are a source of inspiration. The Soviet science has suffered 
because of lack of such contacts. Soviet science has been monotonous. 


STATUS AND FUTURE OF SOVIET SCIENCE 


What I would like to do with you now is to just talk about various 
parts of science—physics, chemistry, and mathematics—and point out 
where the Russians have made progress or claimed to have made 

rogress. I would like to compare it with what we have done, and 
indicate the prognosis for the future. 

Physics has been one of their strongest fields. In the field of atomic 
weapons I do not have to emphasize to this group or to anyone in this 
country that the Soviet Union has made notable progress. The Soviets 
have mastered the technique of making atom bombs; they have made 
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thermonuclear weapons, and they are breathing down our neck in the 
nuclear armament race. No other country except England has been 
able to attain such progress with respect to ourselves. I think we all 
ought to realize that a time will come when other countries of Europe— 
France, Sweden, et cetera—will have the ingredients necessary for 
atomic war. 

We certainly can conclude that in the atomic warfare field their 
technology has been very good. 


SOVIET SCIENCE COMPARED WITH WESTERN SCIENCE 


Chairman Ricuarps. You say very good, Doctor. How good is it 
compared to others? How good is it compared to the Germans? I 
mean up to the time of the end of the war. 

Dr. Turxevicn. I do not think they were as good as the Germans, 
French, or British at the end of World War II. It is obvious that 
during the short time since the end of World War II they were able 
to make the nuclear weapons. England is just beginning to test them. 
This is certainly evidence that if the Soviet Union wants to concen- 
trate on any scientific or technical field, they can successfully develop 
that field. 

Mr. Smtru. But did they not steal what they have from us or from 
the British ? 

Dr. Turxevicn. In the first place, they had the assurance from us 
that a nuclear weapon can be made. Secondly, they must have ob- 
tained a reasonable amount of information from their espionage activ- 
ities. The sober fact is that they did construct atomic weapons. The 
British also had information. 

Chairman Ricwarps. One of Britain’s troubles was the money, but 
could they have done it earlier had they invested in it ? 

Dr. Turxevicu. Another comparison between the three countries, 
the Soviet Union has a uranium 235 diffuser. The British are just 
beginning to build such a diffusing plant. I think we have to concede 
the fact that in the case of the Soviet Union we are dealing with a 
major scientific power, that the Soviet Union can deliver technological 
— and they iio delivered the technological goods. Whether the 

oviets got it by hook or crook is irrelevant for my argument right 
now. if the Chinese received the scientific information, if Chile 
received it, if Yugoslavia obtained it, they could not do much with it. 
The Soviet Union can exploit and develop scientific knowledge, even 
though it is not effective as yet in creating it. 

Chairman Ricnarps. Those 50,000 scientists that they are turning 
out of the educational centers there, how well are they grounded in 
a of science as compared to our graduates in that 

e 

Dr. Turxevicn. The training in science in the Soviet Union is very 
thorough. Their textbooks are good. To my mind, their training 
has one very serious limitation—it is too highly specialized. They are, 
to use an expression, often overeducating their people beyond their 
intelligence. One can do that, and I, as an educator, can testify to 
that. They are loosing flexibility in their manpower pool. 

Chairman Ricuarps. You are not talking about their native ability. 
are you? , 
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Dr. Turxevicu. No. I am talking of their engineering training. 
They turn out a large number of engineers. The evidence we have 
is that these engineers are highly specialized. They differ from engi- 
neers we turn out in this country in that our training is such that 
American engineers can tackle any number of engineering problems. 
This is one saving grace in this technological manpower race. 

The second important Soviet activity field is atomic power. The 
Soviet Union, as you know, showed at the Geneva Conference two 
summers ago moving pictures of a reactor. They have a reactor that 
produces electricity. They claim this is the first reactor that does 
produce commercial electricity. In my discussions with them I told 
them that we also had one, but we did it the hard way; we built it 
under water to power a submarine. Their program in the reactor 
field is very strong and ambitious. Their reactor outside of Moscow 
is 5,000 kilowatts, and their program envisages in 5 years a 2-million- 
kilowatt reactor. 

They have pointed out to me they really do not need these reactors. 
They have other sources of energy, just as we do in the United States. 
This program undoubtedly is being pursued for prestige purposes. 

They have also organized outside of Moscow a center of research 
for their satellite countries. This is an example of their use of scien- 
tists to keep their satellites together and to subject other countries 
to their scientific influence. 

Their work on the peaceful application of the thermonuclear reactor 
is extensive. I have a strong feeling that this is the problem they 
would like to beat us on more than any other one. They are very 
anxious for prestige discoveries in the field of science. There has 
been a recent report of a conference on peaceful application of the 
thermonuclear reaction in Moscow. Judging from this report they 
seem to be using some of the ideas that have been publicly discussed 
in this country. The prestige race in science is on. Another feature 
of it is the high-energy accelerator. As you know, one of the instru- 
ments for nuclear research is the high-speed particle. This high-speed 
particle is generated in accelerators. Right after the war we built an 
accelerator of 400 million volts. About 3 years ago the Soviet Union 
announced one of a similar type of 680 million volts. They did not 
develop a new principle nor did they use a new principle in the 
construction of this accelerator. They just made a larger one than 
wedid. They built on what we had. 

Mr. Smirn. Has that been verified ? 

Dr. TurKkevicn. Yes. 

( Discussion off the record.) 

Dr. Turxevicu. In the meantime we had used another principle 
and built an accelerator of 3 billion volts at Brookhaven and one of 
6 billion volts in California. The Soviets announced in Geneva 2 sum- 
mers ago that they were building one of 10 billion electron volts. They 
showed us pictures of it at that time. Our scientists visited this ac- 
celerator last May. The claim is it will operate within a year or two. 
This accelerator is a tremendous scientific tool. The weight of the 
magnet is 36,000 tons. Our biggest magnet to date is 9,000 tons. 

We countered by a new Brookhaven accelerator geared for 25 bil- 
lion volts. The Soviets have come out with designs that they disclosed 
at their Moscow Conference in May and in Geneva this summer for 
an accelerater rated at 50 billion volts. A tremendous amount of 
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money has been anne to this project to gain prestige. They have 
not beaten us as yet, but they are trying very hard to take away from 
us leadership in this particular field. 

In the field of cosmic rays they tried to achieve fame 6 years ago, 
but this was not successful. : 

Another field in which they are very active is the field of solids. 
Technologists can replace radio tubes, photoelectric cells, and so on, 
by solids. This field has been actively exploited the last 30 years by 
the Soviets. 

During the past few years there have been numerous articles pub- 
lished in the Soviet scientific publications. In spite of the large num- 
ber of engineers, in spite of the large number of scientists, in spite of 
the well-equipped laboratories, and in spite of a high standard of livin 
for their scientists and engineers, the yield in high-grade publishe 
articles has not been very great as yet. The potential is there, but the 
yield to date has not been great. 

In the field of mathematics, 10 years ago the Russian mathematicians 
were the top people in the world. Now they are just about as good as 
we are. The leadership in this field is now held by the French. 

( Discussion off the record. ) 

Dr. Turxevicu. Another active field is that of calculating machines. 
Many scientific problems are hampered by mathematical difficulties. 
It is a major achievement when a country is able to construct giant 
machines which permit the computation of complex problems. The 
Russians claim their BESM machine can carry on 7,000 operations a 
second. It isa very fast machine. The machines that we have in this 
country do about 15,000 operations a second, and we hope to have one 
that is going to carry out 140,000 operations a second. Here again we 
have a race going on between the two countries in another field of 
scientific endeavor. 

In chemistry they have not been as strong as they could be. They are 
supposed to have a strong field in explosion chemistry and gas dy- 
namics. 

Soviet science has been particularly weak in one field of great. hu- 
manitarian interest, and that is in the field of antibiotics, natural 
medicinal products, biochemistry, and drugs. This field has had a 
tremendous advance in the West. It has increased the health of the 
world’s population and also extended the span of life. The Russian 
scientists have not been active in that field. Their President Nes- 
meianov has taken them to task repeatedly for this. 

One could go on through the various fields of science and technolo 
and point out what they have done here and there. This would take 
time. I would like to say in summing up that there is a tremendous 
amount of work in the Soviet Union in science and technology. A 
large fraction of this work is good extrapolation of the work done in 
the West and very similar to work done in the West. They may do 
something that we have not done, and often do it, but the reason why 
they have done it and we did not, is often because we did not get to it, 
and they got to it first. 

This does not mean that in the future we are not going to have a 
flowering of Soviet scientists and technologists. They have an exten- 
sive potential, and the more contacts the Soviet scientists have with the 
West, the greater will be the possibility that significant “key” dis- 
coveries will come from the Soviet Union. 
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SOVIET SCIENTIFIC PERSONNEL 


There is one heartening feature about the present situation. Most of 
the Soviet scientists one sees in the West, and from what one can judge 
from the biographies of those one does not see, come from the old 
Russian intelligentsia. This social class has not been exterminated by 
the ruthless rule of the dictatorship of the proletariat. It has sur- 
vived and many of its members and their children are scientists. 

Chairman Ricuarps. How can these Russian scientists do such a 
good job under that system? They still have to come through the 
standard academic system to learn what they learn ? 

Dr, Turxevicn. The stubborn fact remains that they have pro- 
duced scientists, that science has survived 40 years of a ruthless regime, 
and Russian scholars produce considerable amount of creditable work. 

Chairman Ricwarps. We are confronted with a fact. 

Dr, Turxevicu. That is a fact. One explanation I have offered 
is that science was the only safe release they had for creative activity. 
They have no opportunity to take part in political life and discussions 
of the economics of their country. They have concentrated all their 
efforts and their energies in their science. This is a release mechanism. 
As you know, some of the best works that we have, have been written 
in prisons. Did not John Bunyan write The Pilgrim’s Progress in 

rison and did not Cervantes write some of his greatest works while 
in a dungeon ? 

Chairman Rionarps. I believe Bunyan learned to write long be- 
fore he went to prison. But the fact remains you are telling us the 
situation exists. 

Dr. TurKevich. Yes. There is, however, this hopeful feature in. 
that the scientists represent a group of reasonable people in the 
Soviet Union. In all my discussions with them they were very sin- 
cere in their concern about atomic warfare. They say they will try 
to do everything on their side to curb the breakout of atomic warfare. 


PROPOSED EXCHANGE OF VISITS BETWEEN SCIENTISTS OF THE UNITED 
STATES AND THE U. 8. 8S. R. 


The contacts they have had with the West have shown them that we 
also are reasonable people. They were very much surprised, I think, 
to find we had 2 legs, 2 hands, and that we smiled. One could see that 
during our first contacts at Geneva with the first large group of Soviet 
scientists. —They were very solemn at first, but then they warmed up. 
It should be a very explicit point in our relations with the Soviet 
Union to cultivate visits by the groups of scientists, engineers, their 
literary writers and artists. As time goes I think they will realize 
that their scheme of doing things is not the right scheme. The good- 
ness in man will finally come out in the Soviet Union. During this 
period we should restrain all evil on their side and hope, because this 
is part of our religious belief that the good will win out. We must 
use that principle in governing our relationships with other countries. 

There are certain concrete things that can be done from the stand- 
point of science and human relations. We must sponsor visits be- 
tween scientists of that country and scientists of this country. We 
have to do it in the framework of preserving the security of the 
United States. The policy of the Government to date has been to. 
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take small areas, exchange visits in those small areas, go on a quid pro 
quo basis. If we show them something they must show us the 
analogous thing in the Soviet Union. In all these exchanges it must 
be realized that they will get far more scientific and technological 
information than we will. 

On the other hand, they would get that type of information any- 
how, if not from us, from other countries in the West. What we will 
hope to gain by such visits is a political maturing on the part of an 
important body of Soviet citizens. 

One of the main problems, I think, in connection with the Soviet 
Union, and this will be a problem also in our relations with other 
countries, such as India and China, is that scientific and technological 
maturity comes very rapidly. It takes less than a generation and a 
country can become a major technological and scientific country. All 
one has to do is to look at history and see the development of Germany. 

Germany got its knowledge and technology from England and 
France in the 19th century. 

We can also look at our own history. We were not much of a scien- 
tific or technological power before World War I. We have certainly 
gone places since that time. We have also seen this rapid rise in the 
Soviet science and technology during the last three decades. 

But this rapid rise in Soviet science and technology has not been 
accompanied by a maturity in economic, political, and even spiritual 
things. They are a very, very immature country so far as economic, 
political, and cultural values are concerned. It should be part of our 
duty as religious people, as people who carry the tradition of western 
culture, to educate and bring that country and other countries to the 
maturity so that they can join us in the conclave of nations for the 
betterment of the world. 

This is a job that we have to do, and I think we have an instrument 
to do it through the Soviet scientists. 

Chairman Ricwarps. Those people come here and what they pick 
up is important, and the fact that they see something they never saw 
before in all probability will be mighty helpful. 

Doctor, that was very, very helpful. I know your statement has 
been very helpful. 

Mr. Smiru. To what extent are the German scientists being used 
in Russia ? 

Dr. Turkevicu. Off the record. 

(Discussion held off the record.) 

(Whereupon at 5:40 p. m. the committee adjourned.) 
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THURSDAY, OCTOBER 11, 1956 


House or REprEsENTATIVES, 
ComMITTEE ON Foreign AFrrarrs, 
Washington, D.C. 

The committee met at 10 a. m., in room G-3, United States Capitol, 
Hon. James P. Richards (chairman) presiding. 

Chairman Ricuarps. The committee will come to order, please. 

Ladies and gentlemen, we are privileged to have with us this morn- 
ing two very distinguished witnesses, Mr. Finletter, former Secretary 
of the Air Force, and Mr. Kennan, former Ambassador to Russia. You 
know these two gentlemen and there is no use for me to go further into 
their backgrounds. 

I would like to call to the attention of the witnesses that we are 
holding these hearings as a result of a resolution passed by the 
Foreign Affairs Committee on June 21. That resolution provided 
that this committee would reexamine and reappraise the objectives 
and methods and results of the foreign policies and programs of the 
United States, particularly as they relate to the Mutual Security Act. 

I want to express to you our appreciation that you would come here 
and give us the benefit of your views. 

The first witness this morning is Hon. Thomas K. Finletter. You 
have a statement ? 

Mr. Finterrer. Yes; I have, Mr. Chairman. 

Chairman Ricwarps. Will you proceed, sir. 


STATEMENT OF HON. THOMAS K. FINLETTER, PARTNER, COUDERT 
BROS., NEW YORK 


(Formerly special assistant to the Secretary of State, 1941-44; con- 
sultant to United States delegation to United Nations Conference, San 
Francisco, 1945; Chairman, President’s Air Policy Commission, 1947- 
48; Minister in Charge ECA mission to United Kingdom, 1948-49; 
Secretary of the Air Force, 1950-53.) 


Mr. Finuerrer. I am honored to have this opportunity to appear 
before the Committee on Foreign Affairs. 

I would like to say, Mr. Chairman, that I was not familiar with 
the resolution which you just read when I prepared my statement. I 
hope you will forgive me if I go a little beyond the field of mutual 
security, although most of what I have to say bears on the subject. 

Chairman Ricnarps. I will say also that these hearings are in execu- 
tive session and there will be nothing published without your consent 
after giving you an opportunity to look at your remarks. 

Mr. Fintetrrer. Thank you, sir. 
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I submit the following recommendations as to the matters which 
might be explored by the committee during the course of its current 
appraisal of United States foreign policy. 

1. There is one important matter affecting our foreign policy which, 
if I understand the procedures of the Congress correctly, is not the 
special responsibility of this committee. This is the matter of the 
adequacy of our military defenses. 


NEED FOR SUPERIOR AIR-ATOMIC POWER 


Still, the work of this committee is affected by our defense planning 
because our whole foreign policy in the NATO area, at least, where 
we face Russia with her ever-growing air-atomic power, is dependent 
on the United States having an air-atomic power of its own, so well 
defended and capable of such a strong counterblow, if attacked by the 
Russians, that the Communists will know in advance that it will be 
fatal for them to start an atomic war. 

I shall say only this about our military planning: First, we are 
failing to keep our air atomic power at the level I have just referred 
to, which might be called the “sure deterrent level.” That is to say, 
so clearly superior that the Russians would surely respect it. And 
second, 1 believe that it should be our urgent policy to get our air- 
atomic power back to this sure-deterrent level at the earliest possible 
moment. 

SOVIET COLD WAR OFFENSIVE 


2. The most important question within the immediate responsibil- 
ities of this committee seems to me to be: How to deal with the new 
Russian cold war offensive which is doing us such serious harm in 
what I shall call for convenience the gray areas, namely, those coun- 
tries to the east of Europe which are sometimes called, not entirely 
accurately, the uncommitted areas, the countries starting on the north 
African shore and leading on out through the Near East, south Asia, 
southeast Asia, to the Philippines, Japan, and the other Pacific islands. 

To understand this new Russian offensive we have to look at Russian 
strategy as it has evolved since the end of World War II. 


PHASE I OF SOVIET OFFENSIVE—EUROPE 


Phase I of the Russian attempt to conquer the free world after V—J 
Day was the drive against Europe. The economies of the Continent 
and of the British Commonwealth had been badly battered by the war, 
and the problems of readjustment to conditions of peace made for 
grave political disturbances. Europe looked like good hunting ground 
for the Russians and they drove hard to find the weak spots. This 
phase I, the attack in Europe, was blocked largely by the efforts of 
the United States. 

Our Greece-Turkey policy stopped the Russians in the Mediter- 
ranean area. The Berlin airlift, the Marshall plan, the North Atlantic 
Treaty Organization, and the beginnings of a NATO defense force, 
with United States troops in Europe and with United States strategic 
air-atomic power in the background, stopped the Russians in their 
tracks in the rest of Europe. So, probing for weak spots, the Russians 
moved their attack to the East. Phase II of the postwar Russian 
offensive began. 
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PHASE II OF SOVIET OF FENSIVE——ASIA 


The catastrophe of the loss of China, prepared as it was by years of 
work of the Russians and of the Communists of China, happened. Let 
us note, in order to understand the techniques the Russians are now 
using, that China was not conquered by open war by the Red army 
but by indirect force, that is, by subversion, conspiracy, and aid to 
the local Communist forces. Or, as someone once said, by riding this 
movement that was active in China and taking advantage of it as one 
takes advantage of a horse which one masters. 

The next venture of the Russians after their success in China, though, 
was open, undisguised war, that is, the attack by North Korea on South 
Korea. This, let us note, isthe only case in which the Communists have 
engaged in orthodox war in their post-World War II maneuvers to 
conquer the free world; and even here the war was started by the 
armies of the puppet North Koreans, with no Russian or Red Chinese 
troops involved at the outset. 

The resistance of the United Nations in Korea taught the Commu- 
nists a lesson. The free world was not going to be conquered bit by bit 
in a series of local wars. 

So the next move of the Communists was by what might be called in- 
direct war (much the same technique as that used to bring China into 
the Communist area), namely, the device of stirring up a civil war in 
the country to be conquered and then helping the Communist side of 
this civil war by providing it with arms, technicians, and other 
support. 

This, as the committee knows, was the device used in Indochina, and 
it worked well. All of the northern part of Indochina was lost to com- 
munism, and more than 10 million free men passed to Communist rule. 

The point I wish particularly to emphasize is that in all of this 
Communist attack in the Far East, which I have called phase II of the 
postwar Russian offensive, the Communist technique was to conquer 
by force, whether by direct war or by indirect subversion. 


PHASE III OF PRESENT SOVIET OFFENSIVE—NEW TECHNIQUES IN 
UNCOMMITTED AREAS 


And there is a further point: It is that in phase ITI of the Russian 
postwar offensive—that is the phase we are now in and the phase we 
must consider—the Russians have given up their main reliance on 
force, direct or otherwise, and have adopted a wholly new technique. 

The point in time which divides phase IT and phase IIT may be said 
to be the death of Stalin (although I have some hesitation in speaking 
of these matters of Russian history when we are about to hear from 
Ambassador Kennan), but it does seem that before his death Stalin had 
begun to move away from the tough warlike line which had been his 
trademark during most of his regime. 

In any case, it is very important for us to analyze this new Russian 
a in what I call phase III, to understand it so that we can 

at it. 

We are not beating it now. We are still fighting the old Russian 
techniques which they have largely abandoned. We have not yet 
caught up with what the Russians are now doing to us. 
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8. Considerably oversimplified, the essence of this phase III 
Russian offensive is this: 

The Russians have recognized, and apparently have persuaded their 
Red Chinese ally to go along with them, that there is a much better way 
of conquering the gray areas than by force. ‘The new system is to iden- 
tify the Russians with the revolution of self-determination of all the 
peoples of the gray areas and to make it appear that the West is fight- 
ing this revolution and is trying to defeat the will of the formerly 
colonized peoples to be free and to govern themselves. 

Thus the current Russian attitude in the gray areas (and to a some- 
what lesser extent the Red Chinese attitude) is: 

(i) to be antimilitaristic, because these formerly colonized peo- 
ples think of militarism as the means by which they lost their 
liberties in the past; 

(ii) as part of the same line to preach peace and above all to 
talk of disarmament; to assert that the Russians are the great 
apostles of disarming, while the West, incorrigibly colonialist 
and militarist as they claim it is, blocks the Russian ambition to 
do away with armaments, particularly atomic arms, and thus to 
save the world from the horrors of atomic war; and 

(iii) to identify the economic interests of all these peoples of 
the gray areas with the economic interests of the Russians and 
the Chinese; in short, by means of ruble diplomacy to create a 
great ruble aroa comparable to the sterling area of the West and 
thus to make one huge economy where the formerly colonized peo- 
ples will sell their excess cotton, rice, and other goods and will 
receive in exchange the manufactured goods of Russia and the 
capital credits they are unable to get from the West. 

This Russian offensive in phase III thus concentrates on two main 
points: First, on antimilitarism, anticolonialism, and prodisarmament, 
not just talk of peace in general terms but specific proposals to get rid 
of atomic and other military forces; and second, on the creation of 
this great ruble area. 


UNITED STATES COUNTEROFFENSIVE 


4. Now as I have said, it was quite right that during phases I and II 
the United States should oppose force with force. And as the mem- 
bers of the committee know, the countermeasures of force which the 
vaeed States took to combat the tough Stalin line were daring and 

rm. 

First was the Korean war which served notice that the United States 
and most of the free countries of the United Nations would not see 
the free world taken over by force bit by bit. Next was the support 
of the French and Vietnamese in Indochina through the shipment of 
arms and to some extent through the aid of technicians. Then came 
the completion of the vast chain of politico-military treaties: the bi- 
lateral treaties with Australia, New Zealand, the Philippines, Japan, 
South Korea, and the Nationalist Government of China: and the 


multilateral treaties of SEATO and the Northern Tier or Baghdad 
Pact. Then came the warnings that we would go to war, even to 
atomic war, if the Communists did not respect our line of containment 
in the gray areas—the threats of massive and pinpointed and other 
kinds of atomic retaliatiop and the threat of landing United States 
ground troops on the mainland of Asia. And, finally, our economic 
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aid policy which, in all of the gray areas, has been warlike in the sense 
that practically all of it was in the form of weapons of war of 
“defense support” items. 


REEXAMINATION OF TREATY COMMITMENTS—NEAR EAST 


5. We need, I think, to reexamine and to change many of these 
y0licies. 

First as to the various military treaties I have just referred to. Of 
course, having signed these treaties we must honor them. 

I do not think, though, and I suggest for the possible consideration 
of the committee, that we should reexamine our commitments under 
the Baghdad Pact with a view to seeing whether we have become in- 
volved in Near Eastern jealousies to our disadvantage without any 
compensating military advante e. Indeed, the Baghdad Pact seems 
to have contributed to a new development in the Near East which 
calls for a reexamination of our policy in that area. I refer to the 
fact that for the first time so far as I know, the Russians, capitalizin 
on the weakness of our position in the Near East (to which I thin 
the Baghdad Pact contributes), have succeeded in realizing the old 
Russian ambition of getting a foothold in this area. The Russians, 
in short, have sscohiplisived what the Baghdad Pact was supposed to 
prevent. Do we not need now to see what substitute policy we should 
develop to prevent further Communist expansion in the Near East? 


RESTUDY OF SITUATION IN VIETNAM—U. N. PARTICIPATION 


Another area where events have been changing rapidly recently is in 
Indochina. Apparently since the defeat at Dienbienphu, since the 
Geneva Conference and the loss of Northern Vietnam, the remainin 
Vietnamese, under the leadership of Diem are building up a real will 
to resist of that part of Vietnam which is still free. So far there have 
been no hostile military moves from the north. But the situation is 
precarious. It obviously represents a new state of affairs which 
deserves study. One matter which should be considered is whether 
or not it would be possible to bring the United Nations into this area, 
if such is the wish of the local government of Vietnam, to antici- 
pate any aggression or subversion by the Communists in the North. 


LEGALITY OF UNITED STATES POSITION IN FORMOSA—U. N. PARTICIPATION 


Further, I recommend also that a study be made of the current situa- 
tion in the Formosa area. Here the United States and the Nationalist 
Government of China alone are defending Formosa and the Pescadores 
and perhaps the Matsu and Quemoy groups as well. I should think 
that this bilateral defense of these islands should be put on a sounder 
juridical basis. The United States right to be there derives, I take 
it, from the Japanese Peace Treaty, to which there are more than 40 
signatories in addition to the United States. I believe it would be 
worthwhile studying whether it would not be juridically better to have 
the defense and the future disposition of Woraiad and these other 
islands referred to the jurisdiction of the United Nations. 

Moreover, this would seem to be practically desirable because it 
would put the defense of the islands on a multilateral basis, and may I 
add, on a legally sound and therefore I think morally sound basis, and 
would not subject the United States to the possibility (in case the Red 
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Chinese should take it into their heads to attack Formosa, or one of 
the Pescadores, Matsus, or Quemoys) of being at war with Communist 
China and perhaps Russia as well, without the support of any allies 
other than the Nationalist Chinese. 


NEW TECHNIQUES TO COUNTER THE SOVIET OFFENSIVE 


6. Now as to the other question which I mentioned above, namely : 
What are the new techniques which we should adopt in order to meet 
this new emphasis of the Russians on peace and their drive for a 
great ruble area? I suggest that the following lines of inquiry by the 
committee might be desirable. ; 

(a) Should it not be United States policy to identify ourselves 
with the aspirations for self-government of all these peoples of the 
gray areas; should we not, that is, support these peoples in their 
fight for that traditional American principle, the right of self- 
determination ? 

(6) Next: If the foregoing is to be our policy (and it is hard 
to see how otherwise we can hope to reach a meeting of the minds 
and a partnership for freedom between us and the peoples of 
Asia, Southeast Asia, South Asia, and the Near East and Africa) 
must we not greatly lessen the emphasis on military treaties, 
stop the miscellaneous shipment of arms (except where a clear 
defensive need exists), and stop entirely the use of threats of war, 
atomic or otherwise, in the conduct of our foreign relations in all 
the gray areas? 

(c) Next: If we are to counter this Russian drive for a ruble 
area do we not have to change our foreign-aid policy? Perhaps 
we have to continue defense aid, especially to the threatened South 
Koreans, to Diem in Vietnam and to Chiang Kai-shek on 
Formosa ; but nevertheless, I should think that all of our directly 
military and defense support aid must be reexamined. This form 
of aid should be continued only on a clear showing not only that 
it is needed but that it is politically wise to continue it. 

7. The problem which this new Russian offensive puts to the United 
States is basically how to meet these two points. First, how to meet the 
Russian challenge on peace and secondly, how to meet the challenge 
of the ruble area. 


MEETING THE SOVIET “PEACE” OFFENSIVE 


8. First on the peace issue. Here the current battle between the 
Russians and the West centers on the disarmament question. The 
Russian claim is that we are blocking progress by insisting on having a 
complete inspection system in effect in Russia and in the West before 
we will talk about cutting down any of our armed strength. The 
Russians make the point that they have actually reduced (or at least 
say they have reduced) substantially the number of men in the Red 
army. And they assert too that they have made offer after offer to 
make further reductions in all kinds of weapons, including atomic 
weapons, while we hold firmly to the idea of the step-by-step approach, 
of which the first step is to be the installation of an inspection system 
centering around the flyover proposal made by President Eisenhower 
at the summit meeting last year. 
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REEXAMINATION OF DISARMAMENT POLICY 


I know that this question of disarmament has been the subject of 
considerable study by this committee. Nevertheless, I suggest that 
the following points might merit further consideration: __ 

(a) United States policy on disarmament has changed since Presi- 
dent Eisenhower’s April 16, 1953 speech. Up to and through that 
speech our policy had been that we were in favor of a complete system 
of worldwide enforced disarmament. This policy had previously 
been stated in President Truman’s October 1950 speech to the United 
Nations and in his broadcast in November 1951. It was, as I say, con- 
firmed in President Eisenhower’s speech of April 1953. 

Under this policy our attitude was that we favored an all-or-nothing 
approach. I mean our previous approach. We were opposed to 
unilateral disarmament, that is, giving up our arms in reliance on 
Russian promises or even giving up arms in a one-step-at-a-time 
approach to the question. We intended to keep up our armaments 
to full strength until such time as the nations agreed on a complete 
plan for step-by-step moves toward a reliable enforced system of 
total disarmament to be enforced by the United States. 

This policy apparently changed some time after the April 16, 1953, 
speech of President Eisenhower. The new policy was to insist on 
the establishment of the inspection system before there would be any 
consideration at all of the later steps to be taken. 

I do urge upon the committee a restudy of this subject, and par- 
ticularly a close examination of the question whether any policy, such 
as our present one of insisting on having the inspection system first, 
can ever produce results. 

May I oppose my own opinion on this question?) The more one 
studies this problem the more one comes to the conclusion that it is 
very difficult to get agreement on one step of a disarmament plan 
unless the whole plan, including all the steps from the first to the 
final one, is agreed upon in advance. There may be exceptions to this. 
Lyut I do not think that inspection is one of them. 

The trouble with this one-step-at-a-time approach to disarmament— 
and this, Mr. Chairman, I do think is a very important point—often is 
(hat the one step in question is to the advantage of one side or the 
other, usually to the side of the one which proposes it. So you have 
the situation that either the step in question is to the disadvantage to 
the side which proposes it, in which case it is a foolish proposal, or it 
is to the disadvantage of the other side, in which event it will not be 
accepted. 

I therefore recommend that this present policy of demanding that 
the Russians accept our inspection proposals before we discuss any 
of the other aspects of disarmament be reexamined. I do not mean 
by this that inspection is not an absolutely integral part of any enforce- 
ment system. It is. My point is that it should not be the first to 
be considered. 

(5) I recommend, also, as worthy of study, the question whether it 
seems reasonable to hope that we will be able to avoid a great war 
unless the nations do put into effect a complete system of enforced 
disarmament. The argument is often made that our only hope of 
breaking the long series of wars which has continued uninterruptedly 
since the beginning of history is to get rid of the causes of war, and 
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that it is futile to attempt to put into effect a disarmament system 
until the causes of international friction have been removed. I re- 
spectfully disagree with this point of view. I submit that the exist- 
ence of uncontrolled armaments is in itself a major cause of war and 
that we cannot hope to prevent war unless we do achieve a system of 
enforced disarmament. If this is correct it follows that there is 
great urgency in this matter. 

(c) I suggest also, that even if the committee were to agree with 
what I have just been saying, the odds will be very heavy against 
our being able to persuade the nations of the world to agree to any 
acceptable system of disarmament. I submit that the first question 
to be resolved is whether or not this country is ready to go forward 
with a truly complete plan. I believe it is. But as yet no complete 
plan has even been proposed and if one were, the implications of it in 
terms of invasions of our sovereignty would be serious. I accord- 
ingly suggest that the committee might consider whether it would 
not be desirable to have a concurrent resolution proposed in Congress 
for the purpose of creating a great debate as to the attitude of the 
country on this question. 


EFFECT OF SOVIET ECONOMIC OFFENSIVE 


9. Now may I say a word on the second question I raised, namely 
that of our foreign economic policy ? 

I think it will be agreed that we have to do something drastic to 
stop the momentum of the present Russian drive to create this vast 
ruble area of which I have spoken. Plainly, we cannot let the Rus- 
sians have the open field to the goal line which they now have in this 
matter of economic policy. Even countries which are strongly in- 
clined to the ideals of freedom of the West cannot stand up against 
Russian offers to buy their cotton, rice and other crops for which there 
is an insufficient Western market. Nor can they resist the offers 
of loans of foreign exchange which are needed where they do not 
have the capital to build the factories, dams, irrigation systems and 
other capital improvements their economies need. And if those 
countries which incline to the West cannot resist the Russian economic 
blandishments, those who do not feel so kindly toward us will be 
all the more susceptible to the Communist lures. 


MEETING THE SOVIET ECONOMIC OFFENSIVE 


10. The foregoing merely states the problem; the solution of it is 
of the highest complexity and we may be certain of one fact only. 
If the Russians drive for a ruble area is not to imperil our position 
in all the lands from Suez to the Pacific islands, a drastic reversal of 
our present economic foreign-aid policy is necessary. Relatively 
small economic aid is no longer consistent with the responsibility of 
the United States in the world or with the securing of freedom in the 
vast areas of it. How high the figure should be I cannot even suggest: 
I can say only that it would be small relative to the vast sums spent, 
and so rightly spent, on our armed services. Asan order of magnitude 
figure I would suggest something in the order of $2 billion a year of 
obligational authority without giving effect to any reductions in the 
present levels of direct military and defense support aid. 
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GUIDING PRINCIPLES OF UNITED STATES ECONOMIC AID 


11. What though would be the guiding principles on which this 
economic aid would be based? Secretary of State Dulles has well 
stated the broad purpose when he said: 

The United States cannot live either happily or safely as an oasis of prosperity 
in a desert of misery. No wealthy individual can live happily in a community 
of poverty to which he is indifferent. It is the same with the society of nations. 
All the wealthy and economically developed nations have in fact helped less 
developed countries to develop. We were helped from abroad when we were 
beginning to develop this continent. That is a law of social life and we cannot 
violate it except at our peril. That is more true than ever since the Soviets 
are now themselves offering development aid (New York Times May 11, 1956). 

In fact, we have not applied this principle of Mr. Dulles. I submit 
that we should apply it but I suggest too that nothing less than a com- 
plete shift of emphasis in our economic aid abroad will enable us to 
comply with this highminded but extremely practical principle which 
Secretary Dulles has announced. I suggest further that if the com- 
mittee decides to study this question further it might consider the 
following principles for a new foreign economic policy, namely: We 
should, in giving our aid, not seek to get in return political or other 
quid pro quos for the money or materials we ship. By that I mean 
immediate political or other quid pro quos. We must not seek gratitude 
or political alliances. The transactions should not be gifts (except 
in the most exceptional circumstances) ; they should be commercial in 
nature and largely in the form of loans. The terms of the loans should 
be generous. Existing markets should not be disturbed, or should be 
disturbed to the very minimum by the loan transactions. There should 
be no encouragement to countries to set up a bidding contest between 
us and the Soviets; indeed our loans should go mainly to those peoples 
who need them and who will accept them in the spirit of partnership. 

These, Mr. Chairman, are but the broadest of generalities. I make 
them only to show how complicated and important the studies of the 
committee on this subject will be. 

I would add this: It would be very difficult to accomplish such a 
reversal of policy, to shift from an emphasis on military aid to 
exactly the opposite, namely, aid which seeks no military or immediate 
political advantage. But I do believe it can be done because it is right; 
because the people of the country will be inclined to accept from their 
elected representatives a new policy which is good if it is properly 
explained to them. 

I thank the committee for this opportunity to be heard. 


SEPARATION OF MILITARY AND ECONOMIC AID PROGRAMS 


Chairman Ricuarps. Thank you, Mr. Finletter, for that very able 
statement. We will want to ask you a few questions. I have 2 or 3 
I want to ask and then I will call on the other members of the 
committee. 

We have been confronted for several years with the question of 
whether or not military aid and economic aid should be separated. 
You mentioned the impact made upon foreign opinion by the coupling 
of these two things together. In general this tends to emphasize the 
military side. Practically every leader in military affairs who has 
come before our committee has testified that the military phase of 








152 FOREIGN POLICY AND MUTUAL SECURITY 


foreign-aid legislation is part and parcel of our own defense program. 
If that is the case, would it not be best for a number of reasons to make 
the military aid features of the program a part of our defense program 
and have military aid go before the Armed Services Committee instead 
of coming to the Foreign Affairs Committee ? 

Mr. Fixuerrer. That is a very penetrating and fundamental ques- 
tion. I can give you my quick impression as to the answer and that is 
that I am inclined to think the two types of aid should be separate 
and should be separately administered. I think when you have them 
administered by the same people it is very hard for the administrator 
to know when he is trying to build up our defenses and when he is try- 
ing to comply with this responsibility of the rich United States to do 
its share as a rich country in relation to other countries which are less 
fortunate. 

I can see where there would be some crossing, some shadowy areas, 
where you could not tell which was which, but on the whole ‘T think 
I would be inclined toward separation of administration. 


LOANS VERSUS GRANTS 


Chairman Ricuarps. I notice you mention loans so far as our eco- 
nomic aid is concerned. Do you think in view of present conditions 
and the Russian emphasis on loans that economic aid should be loans 
instead of grants ? 

Mr. Frxterrer. Yes, 1 do. There may be cases where a grant would 
be appropriate, but I think the closer we make it to a commercial 
transaction, the better. Private enterprise cannot handle all these 
matters, so to the extent the state gets into the matter it is not strictly 
a commercial transaction, but I think we can learn by looking at our 
opponents. My observation is the Russians have been meticulous in 
not giving away money; and second, in not insisting on military or 
political quid proquos. This is the form of the Burmese and Afghan- 
istan transactions, and I understand the transaction with India as 
well. The deal with Egypt which has caused us so much concern 
was a barter agreement of arms for cotton. 

Chairman Ricuarps. You think loans would be preferable even 
though they were not sound bank loans such as made by the Interna- 
tional Bank? 

Mr. Finuerrer. Yes. I am suggesting loans of a type which are 
less commercially sound than those of the falecualine! Bank or of 
private enterprise. 

Chairman Ricwarps. We would take a chance of losing but you 
think the good that would come out of it in the long run would be bet- 
ter than the grant ? 

Mr. Finterrer. I think, sir, we should start with trying to get as 
close to a commercial transaction as possible, which means to start 
with loans. 

Chairman Ricnwarps. This House has insisted on a percentage in the 
form of loans, and we always did it against the advice of the executive 
people because they insisted the borrowers could not repay. Asa mat- 
ter of fact, the record of repayment of those loans has been very, very 
good, and even when they cannot pay I have definitely come to the 
conclusion we would be wise to put our aid on a loan basis anyway. 
1 am glad to hear you say that. 
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Mr. Hays of Arkansas. Mr. Chairman, I did not understand you. 
You say we would be wise to require them to put the aid on a loan 
basis ? 

Chairman Ricwarps. Yes; I think the emphasis should be on loans 
by and large. I think there might be exceptions such as the point 4 
program. Most people who have testified here have said they believed 
that too. But we have had 1 or 2 other people, including some bankers 
who say that such a policy interferes with the work of the World 
Bank. I think you could step down from class I loans to class II 
loans, or class III loans, and take the risks. It would be good not only 
from the standpoint of foreign opinion but from the standpoint of the 
solvency of the United States. 

Mr. Smith. 

Mr. Smiru. Mr. Finletter, I think you have given the committee 
many fine suggestions upon which we can go to work very constructive- 
ly, in my opinion. 

Referring again to the statement the chairman just made relative 
to the separation of the military from the general program, in doing so 
it seems to me, and would you not agree, that there is a considerable 
psychological advantage in so doing. We have been at a disadvantage 
in the Communist world, I think, with the charges that we are looking 
out to secure our own personal welfare or interests at the expense of 
the countries we claim to be helping. If we could separate the pro- 
gram I think we in that way would make our position much stronger. 

Regarding the economic phases of the quesiion, there was testi- 
mony yesterday, or maybe it was the day before. to the effect that the 
Russians have not gotten into the aid business to a very large ex- 
tent, and whatever they have done has been on a rather selective basis 
where they could get a particular political advantage. 

I think, Mr. Chairman, Mr. Finletter has given us an outline here 
that could well serve as a model for the matter we have for considera- 
tion. 

Thank you very much, sir. 

Chairman Ricuarps. Mr. Chatham. 

Mr. CuatHam. I enjoyed your testimony, Mr. Finletter. 

May I ask you, Mr. Chairman, is this confidential like the testimony 
of yesterday and the day before? There will be no statement given 
out on it ? 

Chairman Ricuarps. There will be a statement that the meeting 
was held, and it is expected that the testimony will be released after 
it is revised by the witnesses, but there will be no giving out of testi- 
mony right now. 

Mr. Cuaruam. I agree with the chairman that the military aid 
should go to the Armed Services Committee because it is for the se- 
curity and defense of the United States. 


UNITED STATES PRIVATE INVESTMENT ABROAD 


I want to go into another question I think you are qualified to 
answer. Iam interested in these private investments abroad. Do you 
think tax benefits are better than guaranties? I personally do. If 
tax benefits were given on investments abroad, the company making the 
investment would evaluate the chances of revolutions and confisea- 
tions and things of that sort. I know I would be more interested in tax 
benefits than guaranties. How do you feel about that ? 
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Mr. Frintetrer. I do not think I can answer that question now. I 
would consult the private business community and find out how they 
felt about it, I know the guaranty provisions of the Economic Coop- 
eration Act were not entirely satisfactory. I have inclined toward tax 
benefits but have not studied the matter closely enough to answer the 
question. 

Mr. Cuatuam. I have talked to my business associates, and those 
I have talked to were in agreement with me. And, Mr. Chairman, 
Jack McCloy was in agreement with that. 

Chairman Ricuarps. Yes, he was. As you know, existing legisla- 
tion guarantees against loss by expropriation and war. There have 
been some people who wanted to increase the guaranties to include 
revolution. That is going a pretty long way. The question is what 
would encourage foreign capital to these countries. 

Mr. CnatHam. Private capital. 

Chairman Ricwarps. Private capital. That is what I mean, private 
capital. 

Mr. Cuatruam. I would be glad to get your opinion on that because 
I consider you an expert in that field. 

Mr. Frxterter. Thank you, sir. 


CONGRESSIONAL PROCEDURE ON MILITARY AID 


Mr. Futron. I appreciate Mr. Finletter’s testimony because it has 
been helpful. There is one question that is raised by your testimony 
that I would like to go a little further on, and that is the possible 
separation of the military from the economic aid. 

In the first instance some separation of the military from the eco- 
nomic aid is good because it takes away the military cast which rather 
overrides the economic features, 

The question then arises as to who will handle it. It seemed to me to 
be unusual for one committee having the foreign policy in mind to 
be handling only the economic aid for foreign countries, and then to 
separate off the other aid by a division so that the Armed Services 
Committee would handle the foreign military aid only as part of the 
defense of Gibraltar-America, 

In my view on handling the problem, if there are two types of aid— 
that is military or economic aid—if they are separated I think never- 
theless we have to have both of them operated in an area of reference 
that has diplomacy in it. In the question of the procedural method of 
handling it I would like to hear what you think about that. 

Mr. Frnterrer. It is presumptuous for me to make any suggestions 
as to procedures to the Congress, but since you have asked me the 
question I will venture to do so. 

I have never thought about this question, and what I am saying now 
is without proper chance to think it over. My quick reaction is that 
I would like to see both in the hands of the Foreign Affairs and Foreign 
Relations Committees because I think foreign aid is not wholly mili- 
tary nor wholly economic, and I think it would avoid too sharp a dis- 
tinction between the two and it would give effect to the desirability 
of coordinating the two if the same committees of the Congress had 
had control over both. 

Mr. Futron. That is what I feel. I was just raising the question 
here originally. I don’t think it has been discussed here. 
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Chairman Ricuarps. You think there should be separate legislation 
but it should come before the same committee of Congress? 

Mr. Finterrer. That is what I was suggesting, sir. 

Mr. Futron. I would agree with that in order to get, first, the paral- 
leling of the policy; and, secondly, the setting of it in an area of 
diplomacy rather than in an area of the rather isolationist point of 
view, simply the defense of America. 

Chairman Ricuarps. Right now this whole thing is headed up by 
the President. Of course, the President is Commander in Chief. As 
it works right now you have a setup in the State Department to coordi- 
nate this thing. The Defense Department runs the military aid pro- 
gram, however. Not a gun goes overseas unless Defense says so and 
not a plane goes overseas unless it works in with our defense program. 

You have the President with two caps on, anyway, as the head of 
the executive department and the Commander in Chief of our own 
Arined Forces. He heads it all up. Therefore, everything could be 
coordinated through the President. 

Right now you would not have to change a thing in the administra- 
tion of the program except the name of it. In legislation heretofore 
we have divided the program under separate headings such as military 
aid, economic aid, and so on. It has been set out that way in the 
bill. 

It would not change anything much simply to introduce two separate 
bills. You have it separated in the bill anyway. 

What I am mainly concerned about are two things: One is the 
possibility that we are creating the impression in some foreign coun- 
tries that we are backing colonialism and that we are a knock-them- 
down-and-drag-them-out nation, and the other is the impression cre- 
ated on our own people that we have a gigantic foreign aid bill when 
two-thirds is for military aid and, sesealiong to the Defense Depart- 
ment testimony, it is essential to our own defense. 

You are familiar with the Air Force setup particularly. We get 
leases on foreign bases, but their usefulness depends on how stable 
those governments are. That stability depends in many cases on 
our foreign aid program. 

I don’t think there would be a voleanic eruption in administration 
if the legislation were handled in a different way than it has been in 
the past. I have wanted to show you the thinking of some people on 
this committee on this matter. 

Mr. Futon. The point I would like to finish on, and I think Mr. 
Finletter and I both were adverting to it, is the question of who sets 
the policy for the sending of the arms. Certainly the Armed Services 
Committee is closely conversant on the foreign policy of the particular 
areas to which they go, so that if it is to mean anything at all it would 
have to mean a transfer of the military policy on foreign affairs to the 
Armed Services Committee. 

The question then is, Can you have a division of authority between 
the two committees or should the same committee which handles for- 
eign policy under legislation then set the two programs in this area 
of policy, which of course is under the State Department? I just 
raise that question. 

Mr. Frxtetrer. I think, Mr. Fulton, there are two separate ques- 
tions: How it is handled within the executive branch and how it is 
handled within the Congress and within each House of the Congress. 
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What I was suggesting at the outset is that first, within the Con- 

ress, the economic aid, purely the economic aid, should be within the 

jurisdiction of the Foreign Affairs Committee and the Foreign Rela- 
tions Committee for the reasons you have expressed, 

The doubtful question, and the one I understood you raised, was 
what should happen to economic aid of a military nature. Where 
should that be? You were raising the question of whether that, too, 
might not be within the jurisdiction of the Foreign Relations and 
Foreign Affairs Committees. 

Mr. Foxton. Yes. 

Mr. Frnuerrer. I was suggesting that I think they are so inter- 
twined with the pure economic aid that consideration should be given 
to having them handled—direct military and defense support aid— 
also handled by the Foreign Affairs and Foreign Relations Com- 
mittees. 

Mr. Furton. I agree with you thoroughly on that because I think 
the policy is more important than the choosing of the particular 
weapons which the Armed Services Committee is expert on. 

Mr. Frxuerrer. I think very often these arms shipments, even 
though they are not defense support but straight arms—tanks, air- 
planes, whatever they may be—are matters which have the very high- 
est foreign policy content in them. They are not questions of what 
shall be our defenses, as to which there is no question of policy of a 
foreign affairs nature. 

When tanks, for example, are sent to country X, even though they 
may be only five tanks and therefore not very important as a military 
matter, it very often may have the very highest foreign policy content. 
That is the reason why my answer to your question was to suggest 
that the Foreign Affairs Committee and the Foreign Relations Com- 
mittee be the committees with the jurisdiction over these military and 
defense support shipments. 

Mr. Futon. Yes, because it then emphasizes the policy rather than 
the shipment. 

Mr. Fintetrer. Exactly. 

Chairman Ricuarps. On the other hand, the Chairman of the Joint 
Chiefs of Staff and the other military authorities come here and ask 
for military aid money on the ground it is part and parcel of our own 
national defense system. 

Admiral Radford comes here and he says, “This is part of our over- 
all defense program for the security of the United States.” 

The military aid program passes Congress on the basis that it is 
part of the defense of the United States. 

There are, of course, great differences of opinion on this issue. 

Mr. Zablocki? 

Mr. Zasiocki. Thank you, Mr. Chairman. I arrived a little late, 
for which I apologize. I am looking forward to reading Mr. Fin- 
letter’s statement. Ihave no questions at this time. 

Chairman Ricuarps. Mr. Hays of Arkansas? 


CRITERIA FOR ECONOMIC AID 


Mr. Hays of Arkansas. Mr. Finletter, it is certainly a pleasure to 
have you with our committee. I appreciate what you have told us. 
It is very enlightening. 
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You used the expression “aid, if needed.” I assume you did not 
mean by that that we are apt to find malty countries in a large area 
who do not actually need development aid? I would agree that need 
would be part of the criteria. You do not imply that you think there 
are large countries, many countries, that would not come into that 
situation ? 

Mr. Finterrer. That is correct. 

Mr. Hays of Arkansas. On the whole, I interpret your statement 
to mean that you regard some need as apparent ? 

Mr. Frntetrer. Yes; I didn’t state it well. What I was trying to 
do is to exclude the giving of economic aid for the purpose of gaining 
political advantage where the need might be doubtful. 

Mr. Hays of Arkansas. I see now. 

Mr. Frnterrer. I didn’t express it well. Thatis what I meant. 


CRITERIA FOR MILITARY AID——-LATIN AMERICA 


Mr. Hays of Arkansas. On the question of military aid, for example, 
in Latin America, as I recall, last year was the first time we had rather 
ambitious proposals for military aid beyond training for Latin Amer- 
ican countries. 

Do you think we are in danger of encouraging countries in that cate- 
gory of diverting energies from sound economic and social programs 
for the benefit of their own people into a military program where it 
is not particularly needed in the present framework of military threats 
to our own security ? 

Do you have any thoughts on that? I was worried about it. We 
didn’t get into it fully enough last year, perhaps, because the commit- 
tee was so pressed with other problems. 

What is your feeling about setting Latin America out for a little 
different treatment from the larger Asian and African situations, 
building up, in other words, military structures in the Western Hemi- 
sphere that are somewhat new in this concept of defense ? 

Mr. Finterrer. I think there has been a tendency to give military 
aid where it was not needed. You have three areas, roughly speaking, 
where military aid can go. One is to the NATO area, and there mili- 
tary aid is generally, 1 think, good and is needed, because these are 
our allies and the members of our own society, and we are facing a 
Russian military threat. 

Here I think the case for military aid is apt to be a good one. 

I think you have in the other extreme, the other American Republics, 
and in the middle you have the so-called gray areas. 

I have been making the suggestion before this committee today that 
we have exaggerated and overdone the military policies in which I call 
the gray areas, and I think there is a tendency to exaggerate them even 
more in the case of the Central and South American Republics because 
military aid, I presume, should be sent to them only to the extent that 
this military aid would be helpful to them in resisting an attack from 
without. I don’t see any attack from without on the Central and 
South American Republics. Therefore, I should think military aid 
would not be desirable to these countries as a general rule. 

Mr. Hays of Arkansas. That confirms my feeling. I just wondered 
if it would not be wise not to get into the conventional idea of military 
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aid without reference to the special situations which exist in Latin 
America. 

Mr. Fin terter. I would doubt whether it is necessary to state these 
negatives—you must not ship arms hither and yon and other places. 
The reason for emphasis on arms is perhaps the one the chairman was 
mentioning a moment ago, and that is that the representatives of the 
executive branch who come up here before the Congress say a certain 
amount of shipment of money or goods is necessary for the defense 
of the United States. That is difficult to resist. 

I believe that argument has been overdone, and it is for that reason 
that I welcomed Mr. Fulton’s idea of getting these arms shipments 
and defense support shipments into the area of foreign policy where 
they can be examined in terms of their political and diplomatic effect 
rather than in terms of a claimed, unjustifiably claimed, military 
advantage. 

What I am ending up here with is the conclusion that if the Con- 
gress will recognize the importance of economic aid, pure economic 
aid, and will make the necessary appropriations, which it will be 
difficult for the Congress to make, I agree, but if they will do that I 
think they will make a major contribution to doing away with this 
overemphasis on military aid in places where military aid is not 
desirable or needed. 

Mr. Hays of Arkansas. And as I understood your answer, and 
it was a generalization, as I expected it to be, the Central and South 
American situation would be a very good illustration of that possibil- 
ity ? 

Mr. Frntetrer. Yes, Mr. Hays, but I would not single out the 
South American and Central American countries only. The situation 
exists also in what I called the gray areas. 

Mr. Hays of Arkansas. I mentioned it particularly because, as I 
recall it, last year was the first year that we seemed to be getting 
into that as an enlargement of this very erroneous policy that we have 
been pursuing, erroneous in the sense of overemphasis on military 
aspects. 

I liked what you said in closing about Congress doing its part to 
acquaint people with present realities in the problem of development. 


BUILDUP OF BUSINESS COMPETITION ABROAD 


What can we say to the toughest question of all—that we are build- 
ing up competition abroad, taxing the American businessman to put 
new competitors in the field? Would you like to talk to that point a 
little more than you did in your principal statement ? 

Mr. Frnuetrer. Mr. Hays, again you have asked an almost un- 
answerable question. All I can say is that I understand fully the 
difficulties that you gentlemen face when you have to explain why 
you have voted for appropriations of the taxpayers’ money to build 
up a business which would compete with the business of your constitu- 
ents. It is a political question and I cannot venture an answer to 
that. I can make a stab at it in terms of the overall national interest, 
which is that unless we do that sort of thing we will have communism 
right up at our front door, and the local industries that will be pro- 
tected may be destroyed in an atomic war. 
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I don’t know whether that answer would be satisfactory to the 
constituents immediately affected. That part I cannot answer. 

Mr. Hays of Arkansas. I am glad to hear you say that because I 
think it confronts very frankly the difficulty of selling this in terms 
of an immediate economic advantage for us. I think you have to take 
those two things into account—one, the long-range aspect. I think 
the economic advantages to any businessman in the long run, certainly 
to the country as a whole, are apparent for a soundly conceived for- 
eign aid program. Second, there is the obvious security side of it. 

The difficulty of selling it on a long-range return basis is greater 
than it is on security aspects but it does not follow that it is less valid. 


PRINCIPLE OF SELF-INTEREST 


Mr. Frnuetrer. May I also add one other point which has to be 
mentioned to have a complete answer, and that is that this committee 
faced up to this question when it approved the Marshall plan appro- 
priations. 

After all, on a strictly blind, selfish viewpoint the thing to have 
done was to have allowed Europe to go to pieces, let it fall prey to 
communism, and to have fostered our own domestic interests in that 
way. 

What would have been the result? You would not have had a $400 
billion gross national product today in the United States. It might 
have been nearer $200 illion. So merely in the most selfish economic 
terms the policy which we are talking about of creating as reasonably 
good conditions as we can by whatever aid we can afford to give 
is enlightened self-interest, but it is self-interest, economic self-inter- 
est as well as self-interest in terms of national security, in my opinion. 


MULTILATERAL APPROACH IN ECONOMIC AID 


Mr. Hays of Arkansas. But that self-interest has to anticipate sound 
trade policies and some proper gearing of our economic policies gen- 
erally to the full requirements of a continuing foreign-aid program. 

Mr. Merrow and I had difficulty last year in dealing with this ques- 
tion of SUNFED. We were faced on one side by what. we regarded 
as an unrealistic proposal for a big, new United Nations grant pro- 
gram for the underdeveloped countries. We regarded it in the form 
submitted as inopportune and unrealistic. 

But at the same time we found enthusiastic support among some of 
the industrialized nations for the idea of a multilateral program to 
fill a gap that now exists. The World Bank, Monetary Fund, and 
other international agencies meet much of the requirement but still 
do not have power to help with the non-self-liquidating projects, such 
as harbors and highways. 

To what extent should we meet some of this problem with the multi- 
lateral approach rather than the United States assuming so much 
of it? 

Mr. Fintetrer. Mr. Hays, you are the expert in that area by reason 
of your work with the United Nations. I hesitate to try to answer the 
question. But, since you have asked it, I will try. 

Without pretending to have exhausted the subject in my thinking 
I do incline toward the multilateral approach in all of this economic 


aid. 
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The first thing is to try to get other people to share part of the 
burden. In the second place, to the extent other nations may not 
share part of the burden, thinking particularly of those not on our 
side, to that extent it would show up what the true situation is, and 
which nations do have a proper sense of world responsibility. 

Mr. Hays of Arkansas. Here is a point that has not been fully 
met on this question, and I fully concur with what the chairman said 
and what you say about emphasizing the loan aspects of a program. 

We can do some of it multilaterally. Then when there is a “sour 
situation,” as there will be, we are not ourselves, as a nation, in the 
position of demanding payment. There is loss of prestige with that. 
Under multilateral aid it is the world organization that carries the 
onus and we are not made a target by our enemies. 

I just feel that needs to be highlighted, and I am sure from what 
you said you agree. 

Chairman Ricwarps. It doesn’t work that way with Russia. The 
Russians do not seem to get into trouble with nations which have 
borrowed from them. The question is how tough you will be on 
collection. 

Mr. Hays of Arkansas. But if we get tough on bilateral loans we 
are the target. If it is a United Nations program and there is a con- 
troversy, then the United States is not a target. That was my point. 


MAINTAINING STRENGTH OF NATO 


Mrs. Ketty. It is nice to have you here, Mr. Finletter. You seem 
so definite in your solutions and suggestions that I hesitate questioning 
you. 

However, I wish you would turn to page 2 of your statement. You 
enumerated the beginning of a major defense force. Do you think 
NATO is outdated and weakened, and do you think it is still needed in 
Europe? 

Mr. Frnterrer. I will be positive about the answer to that, Mrs. 
Kelly, yes; I think NATO is very definitely needed. I think that 
NATO is at the moment—I think it might be correct so to describe 
it—a military confederation. 

It has no economic or political powers, or practically none, but I 
think it has served the purpose of solidifying western society in a unit 
determined not to be conquered by the Soviets. 

I think it is one of the best examples of unity, the greatest show 
of unity in western society today, and in my opinion it should be 
strengthened. 

I would like to see the current move to strengthen its political and 
economic functions developed. 

I may say that I should not like to see anything done which would 
weaken its military aspects. 

Mrs. Ketiy. We should strengthen NATO. 

Mr. Fryvetrer. And above all we should not consider the with- 
drawal of United States ground troops from NATO. 


MILITARY PACTS IN NEAR EAST AND ASIA 


Mrs. Ketiy. Bearing that in mind and what it did to Russia, de- 
terring Russia and forcing her to go to another area of the world, 
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do you not think that other military pacts are as essential, such as 
SEATO and Baghdad? 

Mr. Fintetrer. No; I do not. I think the circumstances are en- 
tirely different in the Near East, where the Baghdad pact is, and 
SEATO in southeast Asia. 

I think NATO is a good arrangement because it is an arrangement 
of the members of a common society, built on the superstructure 
of thousands of years of living in this common society and in common 
institutions. It has, in short, a solid political basis. That is the basis 
of the will of the members of western society to hold together in order 
not to be conquered by an enemy power. 

I do not think the same thing applies at all in the Near East, in 
south Asia or southeast Asia. There you have members of another 
society. 

You have people who do not have this common tradition with us, 
who indeed have a tradition of some antagonism to us, the tradition 
of hatred of colonialism in all of these areas. 

Moreover, the attack being made on these people, as I pointed out 
in my paper, is not essentially a military attacks. 

I mentioned that the Russians brought China within the Communist 
orbit by riding the horse of the Chinese revolution, of the Chinese 
determination to be free, of the Chinese will for self-determination, 
if you will. That is what the Russians and Chinese now are trying 
to do in all the rest of these places I call the gray areas. 

To talk in terms of military pacts and threats of war and militarism 
is merely to feed fuel into the fire which is devouring us. 

Mrs. Ketiy. These pacts are supposed to be under the United Na- 
tions. I felt the failure of the Baghdad pact was because we were 
not in it directly. 

However, fothcwins up that idea of the pact, on page 7 you state: 

One matter that should be considered is whether or not it would be possible 
to bring the United Nations into this area. 

Is it possible to any great extent, when we have already tried to 
bring the United Nations into this Far Eastern area, due to the fact 
Russia will veto anything we try to do? 

Mr. Finterrer. Before we get to that, I think we were talking 
about Formosa 

Mrs. Ketiy. Yes. 





LEGALITY OF UNITED STATES POSITION IN FORMOSA 


Mr. Finterrer. My objection to the situation we find ourselves in 
Formosa is that we are not acting there juridically properly. 

When we went into Korea, we went in under the authority of a multi- 
lateral treaty, namely, the United Nations Charter, agreed to by most 
of the people of the area. There was no objection to this action by 
the indigenous peoples because they recognized its legality. 

In Formosa we are there by ourselves, with only the Nationalist 
Government, and our authority to be there, if it derives from any- 
thing, derives from the Japanese peace treaty. We don’t consult any 
of the other signatories to the Japanese peace treaty. We are going 
it alone. 

I think this go-it-aloneism is another form of military emphasis 
which is doing us great harm in this area and is making the peoples 
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of all that area think that we are incorrigible colonialists with whom 
they must not work. 

I don’t think all of these pacts simply because they are under the 
U.N. are juridically sound. 

The only agreement we have in the Formosa area is a bilateral 
arrangement with China, and that is not a sound basis for our being 
there. 

Mrs. Ketuy. You mean we should not pull our troops out of there, 
but we should request other nations in the United Nations to bring 
their troops in ? 

Mr. Finuerrer. We cannot pull out of there because of the situa- 
tion we have worked ourselves into. To pull out now would be a 
betrayal, and something which we could not do. 

I think we should cet the Formosa situation back as quickly as 
possible on a sound juridical basis—call upon the United Nations to 
perform its duties, namely, to take over defense of those islands and 

take over the decision as to their juridical disposition in the future. 
I want to get back on a law-abiding basis. 


UNITED NATIONS POSITION ON NATIONALIST CHINA 


Mr. Zasvockt. If your suggestion is followed that the defense of 
Formosa and the other islands be placed under the jurisdiction of the 
United Nations, wouldn’t that be a great step in assisting Commu- 
nist China? In effect, it would remove the Nationalist Government 
from the U. N. We recognize the Nationalist Government of China. 
To follow your recommendation would put that Government under 
the jurisdiction of the United Nations. 

Mr. Finuerrer. I don’t think that would follow. We must have 
confidence in the decisions of the United Nations. For example, it is 
quite possible that the people who ought to own Formosa should be 
the Formosans. If that is the decision, and if to that extent it is 
against the Nationalist Government in China, it would have to be 
accepted. 

Mr. Zastockt. Then there will be no Nationalist China in the United 
Nations. It would be eliminated. 

Mr. Frnuerrer. That may be. If that would be the decision—and 
I am not saying it would be the decision of the United Nations—it 
would be difficult for us to say it is wrong. 

Mr. Zartocki. Wouldn't it be hurting our cause in that area of 
the world? After all, the people of Thailand and the Philippines 
are looking forward to a strong position from the United States in 
that area. 

Mr. Frvtetrer. I think we have to have confidence in the United 
Nations or not. A court can make a decision which will cause trouble, 
but if we do believe in the United Nations to decide these things, 

‘ather than the rule of might, then we have to abide by their decisions. 
I agree sometimes their decisions might be awkward and against our 
side. 

Mrs. Ketry. That was the point I was going to bring up next that 
bothered me about this Far East situation. 

Mr. Cuatrnam. I understood we had only some training troops on 
Formosa. We have no troops there. General Chase was there for 
group training. We have no troops. 
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Mrs. Ketry. Not troops. We still have some in Korea. I am 
talking about the whole general area. 

Mr. Zasiocki. We have commitments. 

Mr. Cuatnam. United States commitments; yes. 


CONGRESSIONAL DEBATE ON DISARMAMENT 


Mrs. Kerry. Is the United States able at this time to consider a 
complete plan of disarmament? We could plan one overall, but due 
to the fact that you have the tremendous Russian manpower versus 
the power of the free world, and the defense of the free world is based 
on the atomic bomb, how could we begin or even think of disarma- 
ment ¢ 

Mr. Frxterrer. This is a question which has to be debated. I 
suggest we make up our minds on this question; either we are for a 
disarmament plan or we are not. I think we have to make that de- 
cision. I have suggested there be a debate in the Congress on this 
question. 

The quick answer might be that if you did have a complete dis- 
armament system enforced by the United Nations, the United Nations 
would have the force to prevent Russia from overrunning Europe. 
This is a question you have to consider. 

Mrs. Keiiy. How can you bring this debate in Congress? We do 
not want to tell the whole world what our defense situation is. Even 
we are not told everything, though we are members of the Foreign 
Affairs Committee. How could we bring an argument like that up for 
debate ? 

Mr. Frxterrer. My own view is that there is no secret which has 
to be kept a secret which would interfere with a full debate of this 
question before the Congress. 

Mr. Hays of Ohio. I would like to pursue this question of the 
United Nations a step further. Before I do that, may I say that I 
think you made a fine statement and one in which I find myself in 
general agreement. Iam sorry I cannot use some quotes from this be- 
tween now and the 6th of November. 


U. N. JURISDICTION OVER FORMOSA AND IN VIETNAM 


Anyway, going to this question of putting the defense of Formosa 
in the hands of the United Nations, I have one question no one has 
brought up yet. How are you going to prevent Russia then from hav- 
ing a veto over the defense of Formosa? She probably will not absent 
herself the next time as she did in the Korean thing. 

Mr. Finterrer. My understanding is that the resolution of No- 
vember 1950 takes care of that. That was at the time the Russians 
were absent from the Security Council and the Uniting-For-Peace 
Resolution was adopted to the general effect that if the Security 
Council refuses to act, then the General Assembly may act upon 
mi jor ity vote, 

Mr. Hays of Ohio. That sounds all right, but what happens during 
the week or 10 days that the General A: ssembly is making up its mind 
what to do and the Chinese Communists are moving in? 

Mr. Frvtetter. I think we have to stay there. I disapprove of this 
unilateral approach of ours that might makes right, which we have 
adopted to certain areas, one of which is Formosa. The fact remains 
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we have taken certain moral commitments, and until the United Na- 
tions takes over the defense of that area, and specifies what parts of 
the area it is defending, until that time I think the United States has 
to stand by the commitments it has publicly taken, and that is a flat 
commitment to go to war if anybody attacks the Pescadores or For- 
mosa. 

Mr. Zas.ocki. Isn’t your suggestion too late? At the present time it 
would set off a chain reaction, because it would make it possible for 
the Communists to take over Formosa and the other islands. 

Mr. Frintetrer. No. In submitting this to the United Nations we 
should take the position that until such time as the United Nations did 
assume effective jurisdiction for the defense of these places we are held 
7 our guaranty of Formosa and the Pescadores and, subject to the 

esolution adopted by the Congress, of the Matsus and Quemoys as 
well. 

Mr. Zas.ocxt. If the United Nations failed to take a position, are 
we not in an embarrassing situation ? 

Mr. Frintetter. The same one we are in now. 

Mrs. Ketiy. Maybe I am wrong, but it is my understanding that 
there is an agreement among the nations involved in the Korean war, 
the 18 nations, if there was a further aggressive move they would come 
back in there with us? 

Mr. Fintetter. In Korea that is correct. 

Mrs. Ketiy. Then we are there at this moment until there is a final 
peace, and if there is aggression the United Nations will come back ? 

Mr. Frnterrer. That is the United Nations operation in Korea. 

Mrs. Ketiy. In Formosa ? 

Mr. Frnuerrer. There is no United Nations action taken with re- 
spect to Formosa. That is my point. You are making my point for 
me by pointing out the distinction between the two. 

In Korea we are there under what may be properly called the rule 
of the United Nations. That is the reason why the presence of the 
United Nations in Korea has received the support of the peoples in the 
area. We are not in Formosa under any such rule. We are there 
merely by the right of conquest. 

Mrs. Ketty. That rule carries there because we had quite a debate 
in this committee, and it was stated that if there was an aggressive 
move and a buildup in North Vietnam, where China would move into 
that area of Vietnam, we would go back and the 18 nations would go 
back. The question was, we never had proof of the aggression or 
transfer of troops into North Vietnam. 

Mr. Finterrer. My impression is that the declaration of 1953, I 
think it was July, of the 18 nations with respect to Korea, was confined 
to the Korean situation and did not affect Formosa or Indochina. 

Mrs. Ketiy. There was a question of North Vietnam, as to whether 
we should move in; was there not ? 

Mr. Finterrer. That is right; whether we should move in. 

Mrs. Ketity. Am I right, Mr. Chairman? 

Chairman Ricuarps. Mr. Hays of Ohio has the floor. 


MARSHALL PLAN AND NATO DETERRENTS TO AGGRESSION 


Hays of Ohio. I would like to ask another question about 
NATO. The so-called three wise men asked the NATO Parliamen- 
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tary Standing Committee to appear before them and give their views 
on what should be done to strengthen NATO. I was one of the three 
chosen by this 15-nation standing committee to present those views. 

I said this, that it seemed to me that history had shown that the free 
nations of the world can stand together in times of military stress, 
and even in joint ventures work pretty well together; but, by the 
same token, it seemed to me that history showed in times of general 
economic stress they not only could not stand together but they had a 
tendency to fall apart and frequently blame each other for their 
troubles. 

The Foreign Minister of Norway, Mr. Lange, took issue with me. 
I think he missed the point, and I said so. 

He said, “Look at the generous attitude of the United States after 
World War II when it did help the nations of Western Europe who 
were in economic difficulties.” 

I pointed out to him that the United States itself at that time 
was not in economic difficulties, and I was referring to a time of gen- 
eral world depression, such as we had in the late twenties and early 
thirties. 

Would you care to comment on that? I made the final point that 
it seemed to me that since NATO had successfully deterred Russian 
military moves in Western Europe, that the Russians themselves had 
indicated their next move would be in the economic field, and in fact 
they said so, that they would try to strangle the United States eco- 
nomically, and the free nations of the world, that we should do some- 
thing, not giving up the military alliance but doing something to 
fortify ourselves on the economic front. 

Mr. Frnterrer. I think that history bears you out. The Marshall 
plan antedated NATO in Europe, and I doubt very much whether it 
would have been possible to have had NATO if you had not created 
the economic base on which the superstructure of the military con- 
federation could have been built. 

I quite agree, too, that if the economic situation deteriorates again 
it will carry with it an imperiling of the political and military cohe- 
sion. I should like to see NATO expanded to give effect to this prin- 
ciple. I would like to see the economic and political functions of 
NATO expanded. 

Mr. Hays of Ohio. If you have any concrete suggestions you could 
give me before the NATO Parliamentary Conference the last of No- 


vember, I would appreciate having them if you care to drop me a note. 
Mr. Frnuetrer. Yes. 


PUBLIC UNDERSTANDING OF FOREIGN AID PROGRAM 


Mr. Carnauan. In your opinion, what would be the reaction of our 
people if the Congress should authorize a foreign aid program of 
perhaps one and a half to two billion dollars a year, such a program 
separated from military emphasis and directed toward developing 
local economies and encouraging self or national determination for 
the underdeveloped area groups? 

Mr. Frntetrter. I think it depends on how well the program was 
explained. If a program is good and is fully captined: the Ameri- 


can people will, I believe, accept it. I really believe that. I might 
be wrong. 
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I should think the American people would be considerably troubled 
at the progress that Messrs. Bulganin and Khrushchev have been mak- 
ing in the gray areas and I don’t think they like it very much. I 
don’t believe we can underestimate the capacity of the American peo- 
ple to understand these things and make sacrifices to meet these 
Situations. 

Mr. Carnanan. You think they are approaching a willingness to 
accept whatever program is necessary ? 

Mr. Frvxuerrer. I think with the kind of debate which would take 
place in the House and Senate, and with the proper kind of explana- 
tion to the people, I think they would go along with it. 

Mr. CarnaHuan. What would be the reaction of such a program in 
the underdeveloped areas ? 

Mr. Frnuerrer. I would guess they would be relieved in seeing that 
this great country of the West is accepting this high measure of re- 
sponsibility for world well-being. 

Chairman Ricnarps. Mr. Finletter, we appreciate your taking the 
time to come here and we appreciate the information you have given 
the committee and your viewpoint of this very important problem. 

The next witness is Mr. George F. Kennan, Institute for Advanced 
Study, Princeton; former Foreign Service officer; member, Policy 
Planning Staff, Department of State, 1947, 1949-50; Ambassador to 
Russia, 1952. 

We have had the pleasure of having Mr. Kennan before. Will you 
proceed with your statement, Mr. Kennan? 


STATEMENT OF HON. GEORGE F. KENNAN, INSTITUTE FOR 
ADVANCED STUDY, PRINCETON, N. J. 


(Former Foreign Service officer; member, Policy Planning Staff, 
Department of State, 1947, 1949-50; Ambassador to Russia, 1952) 


Mr. Kennan. Mr. Chairman, I have no prepared statement to pass 
around, such as Mr. Finletter had. Actually, I would prefer to answer 
your questions rather than to spout off the top of my own head. 

I would like, however, to say a few words to the questions sent to 
me, on the understanding that these are the ones which are of particu- 
lar interest to the committee and on which they would like particularly 
to hear my own opinion. 


INFLUENCE OF SOVIET PUBLIC OPINION 


The first of these was whether public opinion in the Soviet Union is 
more of a factor than formerly, and whether the present rulers are 
more subject to the will of the people. 

By “formerly,” I take it that one means the period before Stalin’s 
death, generally speaking. 

Chairman Ricnarps. Yes. 

Mr. Kennan. I think you have to distinguish here between the 
opinions of people at large, the masses of the population, and the 
opinions of individual influential groups around and near the Gov- 
ernment. They are quite different things. So far as the people them- 
selves are concerned, their opinions, in my own estimation, have only 
a very restricted significance from the standpoint of government. 





: 
' 
: 
: 
' 








FOREIGN POLICY AND MUTUAL SECURITY 167 


The Government has to reckon that if people get too hungry, too 
tired, too dispirited, it shows itself in their work, and the military and 
economic programs of the state suffer accordingly. 

For this reason, the Soviet leaders are concerned to keep the broad 
masses of the people reasonably well housed and fed and keep them 
not without some hope for the betterment of their conditions. 

They also like to keep them occupied, particularly the youth, in their 
free time, to provide a framework so they are kept busy and don’t get 
restless. 

Beyond this, I do not think they worry very much about how people 

feel. It is true they like, where they can, to stir up some enthusiasm 
among people for the purposes of the Gov ernment, but in my own 
observation that has been very little indeed since the recent war and 
it is not the basis of their approach to people. The basis for their 
approach and the basis of their effort to get more production out of 
the people is in the field of economic incentiv es, just as it is in the 
western countries. That is, they rely primarily on arrangements 
whereby the man who works more and produces more gets more to 
eat and more in the way of clothing and shelter. 

To the extent, therefore, that they have to take account of the frame 
of mind of the people and their vigor and their cheerfulness, they may 
be said to be interested in the opinions of people. But, as I say, that 
is a limited extent. Beria once was overheard to say that people are 
sheep. He spoke contemptuously of people: To the effect that they 
can easily be handled. While the present leaders are not as cynical 
as that, they think they have a government which permits them to do 
pretty much as they like, w ithout having to consult the opinions of 
the masses of people on problems of current policy. 


IMPORTANCE OF SPECIAL GROUPS TO SOVIET LEADERSHIP 


It is quite different when you get into these groups that I mentioned 
before: What I would call the influential groups surrounding the 
Government. 

There are four of these that I would mention particularly—the offi- 
cers corps of the army and the other armed services; the intelligentsia 
(the writers, artists, publicists, musicians, playwrights, actors, scien- 
tists) ; certainly the industrial executive class, which is a growing class 
in the Soviet Union, very important ; finally the professional party 
workers, 1.e., the apparatus of the Communist Party itself, a body of 
several hundred thousands of people employed full time as party offi- 
cials largely engaged in administrative tasks, of one sort or another 
around the country. 

For various reasons the state of minds of each of these groups and 
their opinions at any given moment are of great importance to the 
present Soviet Government. 

The army officers are important because since Stalin’s death the 
army has had the exclusive position as the armed sanction of the power 
of the Government. They are the only people who have arms in quan- 
tity. The Government has to be sure that the army is on their side 
and with them. 

Any serious alienation of the higher officer corps of the army or 
other armed services could have extremely serious consequences for 
the stability of the regime. The leaders are aware of that. 








168 FOREIGN POLICY AND MUTUAL SECURITY 


The feelings of the intelligentsia are important to them because 
they, the Soviet leaders, give a very high priority to education and 
intelligence and competence in the field of communications as a con- 
tribution to the development of their life at home and also as a con- 
tribution to their entire foreign program. 

They feel that these people are important. They are very well aware 
that in large other parts of the globe, in Africa, Asia, and the under- 
developed areas in particular, high importance also is attached to 
cultural life, to intellectual pursuits. In many of these newer countries 
it is the intelligentsia who are running things today, and the intelli- 
gentsia are interested in cultural achievements. 

In other words, the Soviet Government believes that cultural propa- 
ganda is very important and that for this you have to have a vigorous 
cultural life at home. They have shown a marked tendency to take 
account of the feelings of the intelligentsia, to surround these people 
with conditions of outward respect, deference, honor in some cases; 
not to offend them if they can help it, not to make them dispirited and 
cynical about the purposes of the state. 

They know that if they permit these things to happen, that is, if 
they treat these people too badly and get them disgusted and dis- 
couraged, that shows up even in the work of the scientists, and it shows 
up st ill more in the work of people like writers, publicists, playwrights 
who have to interpret life. It shows up in the content of what they do. 

As for the industrial executives, it 1s quite obvious why the leaders 
need to keep these people relatively happy. 

If they become offended or discouraged their initiative falls off 
and the whole industrial program begins to suffer from it. You have 
to have those people enthusiastic, believing in their jobs. Otherwise 
you cannot get away with a program of rapid industrialization such 
as Russia has. 

Finally—the party workers. Strangely enough, while they are 
part of the most influential single body in the Soviet Union, namely, 
the Communist Party, their opinions are the ones about which the 
Government probably has to worry the least. The reason for that is 
that they are a highly disciplined group. They are accustomed to 
taking orders. They have been trained to believe that their job is to 
execute the policies of the ruling clique, and they are taught to have 
confidence in the wisdom of their betters. They don’t argue about 
politics. They are a disciplined political organization. This is their 
function. 

You can say the army also is a disciplined organization, and that is 
true; but there are two differences here. 

In the first place, the party is a political, not a military organiza- 
tion. Political discipline is a different thing. It is really a stricter 
discipline than military discipline. 

Second, the party workers don’t have arms, and the army does. 

However, the importance of all these elements is very great for 
the Government. And for this reason it has to consult their feelings, 
it has to ask itself whether any given measure will produce great dis- 
satisfaction in one or the other of these groups. And while it doesn’t 
permit them to have organized expression of their feelings in the 
form of voting or anything of that sort, it does follow very, very 
carefully what goes on in these circles. As a matter of fact, the 
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Communist Party follows it so carefully that they have a rule, if I 
remember correctly—off the record. 

(Discussion off the record.) 

Mr. Kennan. My point is that while they do not permit these 
people to express themselves by voting, they have very, very careful 
procedures for finding out how they feel and they test the level of 
their tolerance of different governmental measures and take it into 
account. 

Now, the question is whether this has changed in these last years 
since Stalin’s death. In my opinion it has, because Stalin ran things 
quite differently. These groups existed when he was in charge of 
things, too, but he was not afraid of them. He managed them by a 
peculiar system of terrorization which was his own invention and 
which nobody could operate but him. In other words, he ruled them 
by fear. Now it is true he did not have this enthusiasm and the 
things I have been talking about, and the state suffered from it; and 
in the final years of his life the men around him were very worried 
at what he was doing to the mental attitudes of all these elements 
which were necessary to the policies of the state. One of the reasons 
they were so unhappy in the last years of Stalin’s life was that they 
felt he was running things into the ground by this system of terrori- 
zation of all these elements. 


CHANGES IN SOVIET INTERNAL ACTIVITIES 


Since he died they have changed things. They have gotten rid of 
the secret police as a factor in handling the problems up at the top. 
Secret police was Stalin’s main instrument of terrorization. They 
have tried to come to what you might call acceptable terms with the 
army officer group, with the business executives, with all these vari- 
ous elements, and to inspire a general feeling of mutual confidence 
with them. For this reason they are much more vulnerable to the 
opinions of these groups than Stalin ever was. Stalin never cared how 
army officers felt. If he thought they even might be getting too dis- 
contented or fed up, he would get rid of them before they ever had a 
chance to talk. He treated them rough; but it did damage to the 
Army. That is recognized today. It was doing increasing damage as 
he got older and more violent. 


CHANGES IN SOVIET FOREIGN RELATIONS 


The second question you had here was whether the rulers’ state- 
ments or official acts of Government indicate significant changes in 
policy, particularly in foreign relations. 

I should say they certainly do. This answer requires some quali- 
fications. I do not mean that these people are politically naive or 
that they come out and tell the plain truth about their intentions, de- 
signs, and statements. They wrap up what they have got to say in a 
sort of algebraic Communist language which you have to be able to de- 
cipher before you can tell what it means. When they say “peace,” they 
do not mean peace; they mean their enemies should be disarmed. 
When they say “democratic” they mean everybody who is against them 
should be excluded from the process of government and the rest of it 
can be as democratic outwardly as you want, but only their party 
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ean have any function. Each of these words has to be taken not at 
face value but at the value they put on it. If you take it that way 
and study their statements carefully and expertly as a lot of people 
here in Washington now do, I think you can see they signal their 
punches pretty well and their changes in policy are usually reflected 
in the language of their statements. I can cite examples of that but 
I do not want to take up the time by doing so. 

Of course, actions speak for themselves and that is the best place 
to look for the confirmation of any change in policy in the Soviet 
Union. They talk in a peculiar way but they do not talk in an empty 
way. There is usually a reason behind everything they say and behind 
the fact that they said this particular thing and not some other par- 
ticular thing. I find their statements very revealing and even their 
propaganda. 

DEVELOPMENTS AFFECTING SOVIET POLICY 


The third thing you asked about here—Are there new problems, 
internal or external, confronting the Soviet leaders which would be 
likely to lead to significant changes in their foreign policy ? 

I would like to change that word “problems” to trends or develop- 
ments. If you ask, “Are there developments which might be apt to 
change their policy,” I would say, “Yes, there are, both external and 
internal.” TI will mention just 1 or 2 of the most important. 

First of all, there is the partial disintegration of the monolithic 
authority which Moscow had some years ago within the entire Com- 
munist orbit and over the Communist parties in the countries outside 
the orbit. This has been disintegrating, I must say, more rapidly 
than I had everanticipated. Very interesting things are going on. 


INDEPENDENT ACTION OF SATELLITES AND COMMUNIST CHINA 


The beginning of this came, of course, with two things several years 
ago. One was the Tito heresy which was the first step in the loosening 
ofthisbond. The second was the seizure of power in China by a group 
of Chinese Communists who did not owe too much, really, to Joe 
Stalin or to the Moscow leaders and who had achieved power largely 
by their own efforts, especially in the years just prior to their seizure 
of power. They were not getting any extensive aid up to as late as, 
if my recollection is correct, 1945, from the Soviet Union. They were 
well aware of it. 

In any case, the Communist leaders do not feel, I am sure, that they 
owe their position of power in China today to anything Moscow did 
for them. They feel they owe it to their long march around China, 
to their own efforts. For this reason, while they are definitely a part 
of the Communist camp and have collaborated with Moscow in the 
major political problems and while they do not let any outward signs 
of disunity appear if they can help it, it is my own belief that these 
men are potentially much more independent of Moscow than they are 
generally considered here to be. 

I do not believe that they are puppets. Please do not misunder- 
stand me here. I am not saying that because they are not puppets 
they are any closer to us, any easier for us to deal with, any nicer than 
the people in Moscow. I feel, if anything, they are more dangerous 
than the people in Moscow because they have been in power only a 
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short time and are arrogant and excited and do not know the limits 
of their own strength. The people in Moscow know it better. 

All I pointing “out is this: However you want to look at it, Mao 
and the Chinese Communists have a very considerable area of bar gain- 
ing power vis-a-vis Moscow. They have more power by and large in 
the other Asiatic Communist parties than does Moscow, certainly at 
least in southeast Asia; and that alone gives them bargaining power. 
They are well aware of that and know how to exploit it extremely 
expertly. 

These were the beginnings, I think, of a disintegration of this mono- 
lithic authority Stalin once had. ‘And today ‘it has gotten much 
greater. It has gotten greater because of what is going on in the 
satellite area and what has been going on very recently by virtue of 
the effects of Stalin’s death. 

If you look in this morning’s paper at the account of what hap- 
pened with the Italian C ommunist Party, the visit of the leaders of 
that party to Tito and the things they said in the Yugoslav capital: 
These things would have been quite out of the question several years 
ago. One may infer from them that the Italian Communist Party 
no longer takes guidance exclusively from Moscow by any means. It 
considers itself an independent force and is just as close—if not 
closer—to Tito as it is to Moscow. 

Poland is another case in point. We do not know quite what the 
situation of the Polish Government is today, but it has been showing 
signs of independence. Again let us not have any misunderstanding 
about this. ‘These were not signs of friendliness toward the capitalist 
world or anything like that, but of an independence within the Com- 
munist orbit which never would have been permitted to show in Joe 
Stalin’s day. 

This is a very important development. It means the beginning 
of the transition of the whole world communism from a monolithically 
controlled movement to a pluralistic one; and it can have very con- 
siderable consequences over the long term for Soviet foreign policy. 


SOVIET REACTION TO FOREIGN DEVELOPMENTS 


Events in other parts of the world, changes in the political sit- 
uation, major changes in the political situation in other parts of the 
world, can also have great significance for Soviet foreign policy. An 
weakening of the unity of the Atlantic Pact group and particularly 
of our relations with countries in the Atlantic Pact will be carefully 
taken into account by Soviet policymakers and they may be affected 
by it. 

Obviously what has happened in the Middle East has affected their 
policy and led them to do things they were not doing some years ago. 

Wherever they get a big opening in the form of controversy, con- 
flict between western countries or western countries on the one hand 
and countries of what Mr. Finletter called the gray areas on the other, 
they are going to move in and take advantage of it, and their policies 
may be affected accordingly. If the southern part of Africa someday 
blows up on us in v iolence and horror, they will do their very level 
best to profit from it. 

It is my opinion that they react to the world situation very sensi- 
tively and they do that more than they assume the initiative them- 
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selves. In other words, they play the game of foreign policy the 
way a football team plays, which is used to taking advantage of the 
breaks. They watch for the breaks, and they do take advantage 
of them. 

I think that is what happened in the Middle East. I think it is 
much more that than it is a deliberate decision of the Soviet Union 
to the effect that “Here is the area we are going into.” The outbreak 
of the Suez dis)ite was manna from heaven for them, and they 
have made the most of it. 


SOVIET MILITARY STRENGTH, STRATEGY, AND POLICY 


Your next question here is whether there is reason to believe there 
have been significant changes in Russian military strength, strategy, 
or policy. 

(A) GROWTH OF MILITARY STRENGTH 


As for military strength, I defer to the people that have been fol- 
lowing these matters in detail. I think you have had some of them 
here before you. My impression from talking with the experts is 
that Soviet military strength is growing rapidly, that it is growing 
more rapidly than our own, that the disparity is increasing. I wish I 
could be proven wrong in that, but this seems to be the general con- 
sensus of the evidence. I have to accept it, at least as a citizen. 


(B) CHANGE IN APPROACH TO FOREIGN COMMUNIST AND SOCIALIST PARTIES 


There has been a change in strategy only in one field that I can see 
and that is in the Kremlin’s strategy toward the world Socialist and 
Communist movement—not toward us, not toward the non-Commu- 
nist countries or political forces, but toward the Communist parties 
and Socialist parties abroad. 

Since Stalin’s death the men who succeeded him have tried to come 
to a more acceptable arrangement or understanding with the moderate 
Socialist parties abroad. Stalin treated these moderate Socialists 
always very roughly and crudely. He tried to split their movements 
and destroy them wherever he could. His successors have showed 
signs of wanting better relations with them and they have made 
efforts, directed mostly to the French Socialists and the British Labor 
Party and the Italian moderate Socialists, to try to achieve such an 
understanding. 

These efforts, remarkably enough, have been very unsuccessful, and 
seem to have done more harm than good from Moscow’s standpoint. 
Today you have these Socialist parties, I think, more up in arms 
against Moscow than they were before. Why it should have been that 
way is a long subject, and I do not think it is worth our getting into 
this morning. 

In other words, they have made an effort to adjust their strategy 
in one field toward the world Socialist movement, and it has not been 
successful to date. 

Other than that, I do not see any strategic change. It seems their 
strategic objectives remain about the same as in the Stalin era. 
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(C) CHANGE IN INTERNAL POLICIES 


There have been changes in policy, I think some considerable and 
important. The.most important ones have been internal within the 
Soviet Union, but they will reflect themselves, and have xg re- 
flected themselves to some extent, in foreign policies as well. They 
have reflected themselves principally in the greater encouragement 
that the Soviet Government has given to exchange of persons, to cul- 
tural interchange of all sorts, sending the agricultural delegation and 
other delegations over here, receiving such delegations in the Soviet 
Union. They have shown themselves to be much more relaxed, much 
more self-confident, much more open and I think much more mature 
in these matters than Stalin did. 

I think one could name other individual policies which have been 
changed. I do not want to try to recite them all here. There has 
been in general a change in outlook since Stalin’s day in this respect: 
That the present leaders seem to feel that a more subtle, a more in- 
direct, a more disarming approach to the outside world would be more 
effective than the iaauaae Stalin took. That has expressed itself 
in many ways. 


SPREAD OF COMMUNISM AND SOVIET INFLUENCE 


Your sixth question—is Russia likely to abandon its effort to spread 
communism to other nations? 

I would like to express a reservation with regard to the word 
“Russia” here. I do not feel Russia has tried to spread communism 
to other nations. The Russian people have been the victims of this 
thing just as other peoples have. It is the leaders of the Communist 
Party who have tried to spread communism to other nations. 

Now, as to whether they are going to continue that or whether the 
are going to abandon that: they will certainly not abandon it, but I 
think we ought to be very clear in our minds just what this means. 
I get from this question the impression perhaps there was in your 
minds the feeling that what they are anxious to do is mainly to con- 
vert broad masses of people to the views of communism. 

I do not see it quite that way. What they want to do is gain power 
and influence over people, any way they can get it, and to get their 
men in power, their agents in power, wherever they can. That is a 
little diferent thing than converting everyone to communism. 

There was a time, for example, when Stalin appears to have delib- 
erately sacrificed the German Communist Party. I think, in many 
instances, Stalin’s agents even denounced German Communists to 
the G —- as an easy way to get rid of them, because Stalin thought 
it would be more in the interest of his group to have the Nazis come 
into power in Germany than the Communists. He thought the Nazis 
would attack the West and dispose of us. 

I would say the principal aim and desire of the Soviet Government 
is to improve and increase its influence and its power abroad, wherever 
that can be done without assuming too great responsibilities. It 
would like to reduce our power and influence accordingly, because 
it regards us as the principal adversary. Anything that can con- 
tribute to this without danger to themselves, the Soviet leaders can 
be expected to do. But they are fairly prudent. I do not think they 
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want to get too much responsibility too fast and I do not see the pattern 
of their intentions quite the way it has generally been portrayed in 
this country in recent years. I do not feel that at any time since the 
recent war have they wanted another world war or contemplated 
trying to seize Western E urope by military attack. I think they 
wanted power in Western Europe and tried to get it by a number of 
devices, by using the French and Italian Communist Parties, by at- 
tempting the Berlin blockade—things of this sort. I do not feel 
they have been inclined to undertake a military attack because I think 
they felt the responsibilities would be greater than the advantages. 

The have more headaches within their own sphere of power | than 
most Americans realize. A lot of people here seem to think it is an 

easy thing to run all eastern Europe the way they ran it some years 

ago and te still trying to. This is not easy at all. It is full of 
troubles. I do not think they have wanted to take on any further 
overt authority in these recent years. I think they would have liked 
to have had a sort of mixed thing whereby they have groups they 
can influence in control of the governments further afield without 
being responsible for those governments. 

Now, that gets you pretty far from spreading communism in other 
nations. Actu: ally you have to take into account there, too, what they 
think they can do as distinct from what they might like todo. I think 
they might like to spread communism in the United States. I think 
they know perfectly well they haven’t got a prayer of doing it to any 
extent that is going to help them w ithin the next 2 or 3 decades. They 
are realists, they look these things in the face, they know that the 
Communist Party in this country is, and has been really most of the 
time for these 40 years, a pretty pathetic and unrepresentative little 
band of people, largely st: uffed by soreheads and people outside the 
general framework of American feeling. They have taken full account 
of that. They have no illusions that they are going to spread com- 
munism beyond a point he gn or in Western Europe. 

In Asia it is different; but there they are not trying to spread the 
doctrines of Marx but to spread hatred of the West, lack of confidence 
in the West, a determination to eliminate American influence, western 
influence generally, among these people, and they are doing pretty 
well at it. 

COMBATING SOVIET POLICY 


Now, the final question is, What can the United States do to encour- 
age developments i in Russia which promote world peace? 

Mr. Chairman, I beg you to stop me if it comes to your time and 
not let me detain you. 

Chairman Ricwarps. We have considerable time. 

Mr. Kennan. It is my belief we have nothing that we can do 
directly—operating, that is, directly on the situation in Russia—to 
improve our position in the world in any major way or the prospects 
for world peace. I think there are a thousand things we can do else- 
where and otherwise. I feel that our conflict with the Soviet Gov- 
ernment is going to be decided not in anything that happens in the 
relations directly between our two countries but is going to be decided 
in our respective relations with the rest of the world. 

In other words, it is a question of how well we do in the Suez crisis 
and a hundred other problems of foreign policy affecting Asia and 
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Africa primarily, the Americas, too, to an extent which is going to 
be decisive. There all I can say is that we are going to stand or fall 
with the quality of our performance generally. There are 10,000 
facets to American performance abroad. There is the caliber of the 
men we put out there to do the work. There is the caliber of the think- 
ing that goes into the policies they are told to implement. There is 
the tact and sensitivity to feelings of people elsewhere by which our 
policies, thinking, statements are activated. There is the excellence 
of our intelligence and our analysis of these foreign situations. All 
the way through we will stand or fall according to the quality of our 
performance. 

I do not know of any single thing that one can single out that I 
can point to here and say, “This is the thing that ought to be done 
to get us along.” I think the discussion I “heard here earlier this 
morning with regard to foreign aid was extremely constructive and 
encouraging. That is pree isely the sort of hardheaded and courageous 
attack on the problems of our policy that is going to help, and I ‘hope 
it takes place not just in this room but in a thousand committees 
throughout the Government, here and wherever else responsibility 
resides. 


(A) POLICIES WITH ALLIES AND TOWARD UNCOMMITTED AREAS 


I could talk to you at great length on individual facets of policy. 
Everyone has his views. [have mine. The further one is from Wash- 
ington the easier it is to have them. But I will not burden you with 
them here. I will simply emphasize that in my opinion we stand 
or fall by the success of our policies with regard, first of all, to our 
allies and secondly with regard to what might ‘be called the non- 
committed countries of the world. There I feel what we are up 
against and what we have to do is not the cultivation of popularity. 
I do not believe in that, really, in international terms. People are 
not going to love us. We are too big, too rich, too powerful. What 
we have to do is get the respect of other people, to make them under- 
stand that our friendship is something worth cultivating and our 
enmity something not lightly to be provoked. I think sometimes in 
these recent years we have forgotten to keep the balance of such an 
outlook and we have tried too hard to make ourselves popular with 
other people and forgotten to show them that we really mean business 
and are not to be trifled with. 


(B) ABANDONMENT OF MILITARY EMPHASIS 


That is really about all I can say to you. I do agree with Mr. Fin- 
letter that we have made mistakes of analysis, I think that we have 
overmilitarized our approach not just to our aid programs but to 
foreign policy in general, in Europe and elsewhere, in these recent 
years. I think we should do everything in our power to deprive the 
Russians of the propaganda card we have allowed them to use in these 
recent years: namely, the charge that we are the trigger-happy people 
and they are the ones who w ant world peace. I think we should go a 
lot further than we have gone in our statements and in our acts to 
prove that to people elsew there. I am convinced that with a policy 
that has the proper elements in it of liberality and of determination 
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and dignity on our part, this situation can still be managed. But as 
of today I do not think it is getting any better. 

Thank you, sir. 

Chairman Ricwarps. Mr. Kennan, you have justified our opinion 
that you are one of the finest authorities on Russian thinking and the 
mechanics of the Russian regime. Of course, that is background in- 
formation that is very valuable to this committee in trying to move 
along and not get fossilized in our approach to the foreign aid 
program. 

I believe you have a luncheon engagement at 1 o’clock. You have 
about a half-hour. 

I gather that you feel that it would be a good investment for the 
American taxpayer to contribute to a reasonable and well-rounded 
foreign aid program. You think it is worthwhile to do that? 


(C) ECONOMIC AID SHOULD NOT BE BLACKMAIL 


Mr. Kennan. Yes, sir; although I do have reservations about it, 
which I think go further than those of most people you might be likely 
to be talking to about these things. I do not think we should ever give 
economic aid when there is any tinge of pressure or blackmail. When 
anybody says to you, “Give us this or we will go Communist,” the 
chances are they will not do it; and if they are so crazy as to do it, they 
are not worth aiding. 


(D) DISCRIMINATORY APPROACH TO ECONOMIC AID 


Secondly, I would like to see a discriminatory approach to economic 
aid. I am afraid of tying ourselves to inflexible and uniform pro- 
grams which say we have to give every country in this area this, that, 
or the other thing. I do not see that that follows. I would rather see 
us pick a few good target areas where we think aid is apt to be appre- 
ciated and effective and achieve good results and really make our 
contribution there, than to see us disperse this aid among a lot of 
countries where the reception of it is of dubious utility to us. 


(E) ECONOMIC AID REQUESTS SHOULD BE VOLUNTARY 


I think that people ought not to get it unless they want it very, very 
badly and unless the local government that accepts it is prepared to 
support it in full against its own people, that is, before its own people. 
I would never give any aid where we do not find the local government 
taking full responsibility for asking for it. Whenever our aid gets the 
tinge of being something we are forcing on other people we ought to 
get out. 

Chairman Ricwarps. One minute. We have the pleasure of havin 
a former distinguished member of this committee, the Honorable yp 
Walter Lambeth, of North Carolina. We would like to have you sit 
with us here. 

Mr. Kennan. I do not think we ought ever let it get so far that the 
local government asks us, as I believe it did in Indonesia, to withdraw 
our aid programs. They ought to have been withdrawn long before 
we had such a thing happen to us. 

In other words, I think we ought to keep the heat on in the sense 
of saying to these people all the time, “Are you sure you really want 


this now? Remember, it is your decision, not ours. You are the 
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people asking us to give it to you. If you do not like some of the 
effects of this in your country, do not blame us. You asked for this 
aid, you thought it over, you are sure this is what you want.” I 
would not let them get away from that position. 

Chairman Ricwarps. It is hardly possible for us to write anything 
like that into law. You are talking about that being the Executive 
approach ? 

Mr. Kennan. Yes, sir; but I am sure that the influence of this com- 
mittee is great in forming the methods and tactical devices by which 
this is handled. 

Mr. Furton. Would you refer to India in that regard ? 

Mr. Kennan. Yes. I do not know the circumstances there and my 
impression is that the Indians have been quite serious about economic 
aid. 

Mr. Furton. They want it but do not take public responsibility 
for it. 

Mr. Kennan. It seems to me they should be forced to do that. 

Mr. Fuuron. You would force them to take public responsibility 
as well as say, privately, to us, “We need it and want it and go ahead 
and give it to us”? 

Mr. Kennan. Yes,sir. My feeling is that any form of interference 
in the life of another people, even if it is giving away something, 
even if it is benevolent or charitable, will benefit some people in that 
country, but will hurt others. You cannot do anything in anybody 
else’s life without creating at least jealousy and often direct damage. 
I do not think that when we are asked to come in and give aid the 
United States Government ought ever let itself be put in the position 
of responsibility for such damage. 

For example, in India I remember being told that when we intro- 
duced the moldboard plow in our agricultural program we put out of 
business a whole inherited caste of handicrafts men who made the old 
oe plows, and they were naturally pretty cross with the United 
states. 

I think we should avoid that sort of thing and make sure the Indian 
Government says, “We are the people who decided that.” 


LOANS VERSUS GRANTS—MULTILATERAL APPROACH 


Chairman Ricwarps. What about the loan approach? I noticed 
you nodded with approval when Mr. Hays spoke about the psycho- 
logical danger in connection with collections. 

Mr. Kennan. I could not agree more with Mr. Hays. 

Chairman Ricwarps. You would not emphasize loans instead of 
grants? 

Mr. Kennan. I would think there was great advantage in having 
them routed through a multilateral organization whenever one is 
sure one is on sound ground. That is, 1 would not do it indiscrimi- 
nately but when there is an instance when we feel it would be on 
principle desirable that a loan be given and when there is a possibility 
of using well, for this purpose, an international or multilateral or- 
ganizution—it does not have to be universal—I would say it is a good 
thing to do it that way, precisely for the reason Mr. Hays so abl 
set forth: that if you do have difficulties in collection—and I think 
we will have difficulties in a lot of them—they would be handled in 
commercial channels. 
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Chairman Ricwarps. The record shows we have had pretty good 
luck and have not had to crack any heads. 

Mr. Cuaruam. Has not India itself requested all the money in 
loans? They have never failed on a loan according to my information. 


AID TO YUGOSLAVIA 


Chairman Ricuarps. Mrs. Kelly is interested in our relations with 
Tito. Mr. Kennan drew a distinction a while ago, he drew a pretty 
good picture of what he thought had happened in the division of 
Communist opinion as to ni ational communism and as to international 
communism. I would like for him to say something further about 
that. 

Do you think in regard to Tito that the situation right now is such 
that we should continue to give aid to Tito as long as he takes the 
position he now takes ? 

Mr. Futon. And which kind? 

Mr. Kennan. I am not prepared to answer that question. I do not 
know enough about our present aid programs. I would be very leery 
personally of giving aid to Tito. 

Mr. Fuuron. You agree with Mrs. Kelly in full. 

Mr. Kennan. I saw no reason to accept him as half a member of the 
family just because he quarreled with Moscow some years ago. 

Mrs. Ketiy. You are a man after my own heart. 

Chairman Ricuarps. You said a while ago the position of Tito was 
one of the unhappiest spots for communism in the world today. If 
so, why should that position not be encouraged ? 

Mr. Kennan. If it is necessary for us to give aid to encourage it, 
perhaps then yes, but I am not sure that it is. I have often felt that 
perhaps the only thing—this is not meant to be cynical—the only thing 
that made the Tito defection possible was that we in the West knew 
nothing about it and could not begin to exploit it prematurely. 

Chairman Ricuarps. Tell us exactly when you will have to leave. 

Mr. Kennan. I ought to get away by about 12:55. 

Chairman Ricwarps. Are there further questions ? 


SUGGESTED UNITED STATES TRADING CORPORATION 


Mr. Hays of Ohio. What do you think about letting these countries 
purchase things from us and pay us in their own currency even though 
it is not convertible ? 

Mr. Kennan. I think there is a lot to be said for that and I think we 
should have to go in for some of this deficit sort of trading the Rus- 
sians do if we are going to compete with them. We would have to have 
more flexibility. It seems we will have to have something, whether 
we like it or not, resembling a Government trading organization com- 
parable to the United States Commercial Corporation that carried out 
preclusive buying and other economic operations during the war. 
That is the sort of war we are going to be into now. We are going to 
have to be able to act smartly and move in on certain situations and not 
wait, even when it is not commercially worthwhile for private Ameri- 
can interests to do it. 

If I may add this, it seems to me somebody told me that the Soviet 
Government has been reselling in the world market the cotton they 
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bought from Egypt, much to the annoyance of the Egyptians, because 
it drives the price down again for what they sell in the free market. 

Two could play at that sort of game. 

Mr. Hays of Ohio. Do you not think if we just were bold enough to 
want to use our surplus cotton that we do not need arms or anything 
else to bring Nasser to book? You can put him out of business in 6 
months. 


TARGET AREAS FOR ECONOMIC AID 


Mr. Smirn. Mr. Kennan, first I want to say I enjoyed your pres- 
entation very, very much. 

You mentioned something about selecting good target areas. Could 
you give us the benefit of your views on what might be good target 
areas so far as foreign policy is concerned ? 

Mr. Kennan. I would think for economic aid areas that showed 
signs of good political stability and of a determination to use aid for 
the purposes we would approve. 

I would think of Turkey, for example, as a country that deserves 
American aid by its performance in recent years. I think we should 
not neglect our friends. We ought not make the mistake of giving 
people less because they show no signs of proclivities toward com- 
munism. On the contrary, we ought to show it pays to be among 
the friends of the United States. 

I think one could identify other nations. I am hesitant to single 
them out here offhand. Some have done better than others. The 
Philippines, of course, is a place where I think we can use money well. 
I believe and understand our aid is being well used in Formosa. 
I have not been there. Wherever, in other words, we see it is going 
well, that the stuff is not being wasted, that there is some appreciation 
for it. 

Mr. Smiru. I wonder if you could do this after you leave the com- 
mittee: Just give us a memo on that. I think the committee would 
be interested in having your views. 

Mr. Kennan. I am not sure I have at my disposal the intelligence 
resources, the fund of information required to establish which coun- 
tries would be the ones. 

Chairman Ricwarps. That would require considerable research 
and we have no right to demand it of you. Mr. Smith thought you 
might have something readily available. 

Mr. Kennan. I thought that in general the Marshall plan coun- 
tries, in the first year or two when Marshall plan aid was flowing in 
quantity, made excellent use of it, and it was applied under very suit- 
able arrangements. These countries acknowledge a collective responsi- 
bility in the OEKEC for the use made of this aid and, in general, I think 
in Holland and all these countries that required reconstruction from 
the war it was excellently employed, under very careful supervision, 
and highly appreciated. If we can find those conditions duplicated 
elsewhere in the world, I think the aid ought to go forward, and not 
particularly with regard to whether we consider them threatened by 
communism or not. I think it would be a great help if we could stop 
portraying our aid programs as moves on our part to counter a Soviet 
threat. The moment we do that we mislead people. 
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EAST-WEST TRADE 


Mr. Cuatuam. I am very anxious to hear Mr. Kennan’s opinion as 
to whether we should increase East-West trade except on the very 
highest priority, security things. 

Mr. Kennan. You have asked a question which, from my own ex- 
erience in Government as head of the policy planning staff in the 
tate Department, is probably the most tangled and difficult question 

we ever had to deal with. There is no fully satisfactory answer, I 
agree, to this question of East-West trade. 

My own feeling is this: In our own country you have very strong 
public sentiments involved with regard to the Soviet Union and trade 
with the Soviet Union. Insofar as we are concerned I think we should 
do just what we feel like, and I am for less trade rather than more. 
I see no particular reason for us to get trading very extensively with 
these people. 

But when you come to our Western European allies and some of the 
peoples in other parts of the world, you have a different proposition. 
Take the Japanese, for example. Whether we should say to them 
that we feel you should not trade with Russia is another question. 
There I am inclined to think our answer should be: Yes, go in and 
trade if you find it necessary for the preservation of your own economic 
stability, but do not lose your shirts. Make your bargains hard; 
see that you get tit for tat, and do not permit yourself to become too 
dependent on trade with the Soviet Union in any single commodity. 
Do not put yourself in the positon where they can exploit for politica] 
reasons your economic dependence upon them. 


EFFECT OF GROWING SOVIET GOLD SUPPLY 


Mr. Cuatuam. I heard in Norway this year, where I have been for 
the last 9 years-—-I have many business friends there; they export fish, 
deal with Russia—that if they did not have any barter items, they 
were able to get gold. That, to them, was not getting inahole. They 
were wild for that gold. The head of a big shipping company said 
to his knowledge—he is a world trader, his line lost 58 big ships in 
the last war—this summer Russian gold was appearing all over the 
world where they could not barter. They would pay gold if they could 
not make barter arrangements. 

Would you comment on that? This is the first I heard of it, right 
at the first of September. 

Mr. Kennan. I must say that for many years this situation with 
respect to Russian gold has given me some anxiety, and at the time 
when I was here in Washington, in Government, I talked to some of 
our financial experts—I have forgotten who they were—in the Gov- 
ernment about it, and they assured me there was no appreciable danger 
to the financial stability of the Western World, in the fact that the 
Soviet Government was mining gold and piling up a gold reserve in 
the Soviet Union. 

Mr. Cuatuam. The Norwegian business people think there is dan- 
ger to the Western World in their supply of gold. 

Mr. Kennan. Some years have passed since that time, and I think 
it would be advisable for our Government to look carefully at this 
situation at least once a year and calculate how much gold these people 
might be expected to have and what they might be able to do with it. 
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Mr. Cuatuam. It isa powerful magnet for trade. 

Mr. Kennan. Yes; and so long as we uphold the gold standard in 
the outside world we must watch this reserve they have. I believe 
there are no half-measures here to handle this situation. You cannot 
prevent Soviet gold from coming out. 

Mr. Cuatuam. Thank you very much, sir. 


FORMAL DOCUMENTATION REQUEST FOR ECONOMIC AID 


Mrs. Ketiy. I have only a few short questions. I want to say that 
1 had hopes that, with respect to Tito, I would be proven wrong, and 
I take no delight in your agreeing with me on Yugoslavia. 

As far as requests for aid, do you think they should be in writing 
from the countries that seek that aid ? 

Mr. Kennan. I supposed that they were. I certainly do think 
they should document in some formal way their desire to have every 
single thing we give them so that nobody can rise up and say, “Here 
are the American imperialists trying to force this down your throats 
for some unworthy reason.” 

Mrs. Ketiy. Have the showplace of that aid in X country instead 
of sending our people out to see what the people need and hoping they 
would pick it up? 

Mr. Kennan. Yes. You described it very well. 

Chairman Ricwarps. In the mutual security law last year one of 
the requirements we put in was that any country getting our aid must 
request it. I do not know but what I agree with Mrs. Kelly that they 
ought to put the request in writing, or they might later deny making 
the request, but I would imagine they will put it in writing anyway. 


COMMUNIST INFILTRATION IN ELECTORAL BODIES 


Mrs. Ketiy. They have in the past, I believe. 

As to this change of tactics of the Russians you speak of, would 
not this change of tactics, whereby they would gain influence and 
control over a nation by having their representatives elected in the 
Communist-front organizations, be that which we have to guard our- 
selves against ? 

Mr. Kennan. Yes; we do. I must say that in this respect I do not 
entirely agree with the picture Mr. Finletter gave, with all great re- 
spect for him—he is as apt to be right as I am. I do not think there 
has been such great change in tactics. The Communist Parties have 
been working and agitating and entreating in various countries of 
the world for 38 years, and there have been all sorts of combinations 
of tactics involved in their effort to get large electoral bodies and 
that sort of thing at different times. This has gone on for a long time. 
It is not new. 

It is not really, I think, very much of a threat today, thank goodness, 
in the Western World. That is, in Europe and this country. In gen- 
eral, communism in Europe has declined markedly since World War 
II; everywhere except in France and Italy the Communists are a small 
marginal group. I think actually they represent a certain mutation 
of the human species. I think in any human body you are apt to 
find a certain percentage of people inclined this way. I.do not think 
you can get it much aloes that in Europe. 
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But in Asia it is different. In Asia they are exploiting the Na- 
tionalist sentiments, and they are adept at ‘keeping the Communists 
semiconcealed and allowing ‘people to think they are serving other 
aims rather than communism. 


CONDITIONS OF AID TO TURKEY 


Mrs. Ketxty. Regarding Turkey, do you believe we should give aid 
when we know they need 1 it, and when we want to help them, and we 
should not tell them to change their economic system and attach 
political strings on our aid to that country ¢ 

Mr. Kennan. I think we should be very, very careful about taking 
the responsibility of telling other people what to do about their in- 
ternal conditions. Economic and political conditions are always inti- 
mately connected, and very often we do not understand the political 
background of these economic conditions we try to change. My own 
feeling, Mrs. Kelly, is that we should give aid to people ‘for what we 
feel they are, by our observation of ‘them, and not for what they 
promise. I hope you see the difference. 

Mr. Fuuron. I think we should hear from Mr. Kennan as to what 
effect he thinks the recent developments in Russia since Stalin’s death 
would have on a containment policy and, secondly, what effect those 
recent developments in Russia since Stalin’s death would have on the 
actions the United States takes toward liberation or toward trying 
to get further divisions among the satellites. I will not ask for the 
answer now. We can get it later. 

Chairman Ricuwarps, Thank you very much. We will recess until 
2:30. 

(Whereupon, at 12:55 p. m., the committee recessed to reconvene at 
2:30 p. m. the same day.) 


AFTERNOON SESSION 


(The committee reconvened at 2: 30 p. m., Hon. James P. Richards 
(chairman) presiding. ) 

Chairman RicHarps. The committee will come to order, please. 

We have with us this afternoon two old friends and very prominent 
members of the State and Defense Departments. The first witness is 
Mr. Robert Murphy, Deputy Under Secretary of State for Political 
Affairs. 

I would like to call to the attention of Mr. Murphy that these hear- 
ings are being held asa result of a resolution adopted by this committee 
last June, resolving that the Committee on Foreign Affairs of the 
House shall reexamine and reappraise the objectives, methods and 
results of the foreign policies and programs of the United States in- 
volved in the Mutual Security Act and related legislation. 

So that was the reason that we imposed upon you gentlemen by re- 
questing that you come here this afternoon, nd we appreciate your 
coming very much. 

Mr. Mur phy, will you proceed. 
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STATEMENT OF HON. ROBERT MURPHY, DEPUTY UNDER SECRE- 
TARY FOR POLITICAL AFFAIRS, DEPARTMENT OF STATE 


Mr. Murruy. Mr. Chairman, I would like to say that we in the State 
Department are deeply concerned with the effectiveness of our mutual 
security program as an important instrument to achieve the goals of 
our foreign policy. We are grateful to you and your committee for 
undertaking your study of the program. We are confident that your 
hearings and findings will be of greatest value. 

I understand that you wish me to comment on the subject of recent 
developments in the Soviet Union and their meaning in terms of 
United States foreign policy. 

There can be no doubt that important changes have occurred within 
the Soviet Union and in Soviet external policies since Stalin’s death 
in early 1953. It is indispensable that we should recognize this fact 
and that we should assess its meaning objectively. 


UNCHANGED ASPECTS OF SOVIET POLICY 


Having said this, let me then say that we should look also to those 
aspects of the Soviet scene and of Soviet policy that remain compara- 
tively fixed. There are obvious dangers in being blind to the evidence 
of change. It is possible, however, to focus so much on these develop- 
ments as to forget how much remains the same in the Soviet orbit. 
For a necessary backdrop to my later remarks, I will list the central 
features of the Soviet system that have not been altered in significant 
degree. 

First, the Soviet Union remains a dictatorship. The dictatorship 
is now collective and it does not insist, as Stalin did, on endowing its 
figures with godlike attributes. But there are no more effective checks 
against the abuse of power by the collective entity than there were on 
the individual tyrant. 

Second, the Soviet regime remains devoted to the ideology of com- 
munism and to its hostility to other political and economic systems. 
This is not something we surmise. It is what the Soviet leaders say. 
Khrushchev, for one example of many, told the 20th party congress 
last winter: 

The fact that we support peaceful coexistence does not mean that one can 
relax in the struggle against bourgeois ideology. 

Third, the Soviet military buildup continues, despite some as yet 
undetermined reduction of the ground forces. Admiral Radford, I 
expect, will tell you of this in some detail. I need merely say that the 
Soviets are pressing forward with the rapid modernization of all 
military arms, including the weapons of mass destruction, and delivery 
systems for them. 

Fourth, Soviet economic planning still concentrates on the expan- 
sion of heavy industry. The current 5-year plan puts two-thirds of 
all investment into industry, the same proportion as in the 2 preceding 
5-year plans; the division of this investment between heavy indus- 
tries and consumer-goods industries remains at a 10 to 1 ratio. Popu- 
lar welfare continues to have a low priority, while the economic 
power needed to support military might has an overriding priority. 

Fifth, the Soviet-bloc nations remain a tightly organized group, 
with the U. S. S. R. the dominant and dominating member. The 
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European satellites are joined with the U.S. S. R. in military alliance 
and in virtual economic union. Their unpopular regimes depend 
heavily on the Soviet Union for support. The Soviet rulers, for their 
art, are clearly concerned that the satellites shall not depart very 
ar from total allegiance to Moscow. Communist China is no ordin- 
ary satellite, but its rulers, too, look to Moscow for essential support. 
The Chinese Communist military and industrial programs, alike, rest 
on supplies and technical assistance from the Russians. So, for that 
matter, do Chinese Communist pretensions to a great power role. 
These, then, are basic factors that remain essentially unaltered: the 
dictatorship, the dogma, the military buildup, the emphasis on heavy 
industry, and the bonds that hold the bloc together under Soviet 
dominance. We cannot say that the process of change may not even- 
tually alter these things, too. It is only that so far they remain 
intact. 
CHANGED ASPECTS OF SOVIET POLICY 


What are the changes that have occurred ? 

Within the U. S. S. R. and the European bloc, the new rulers 
have made at least limited moves to improve conditions of life, both 
materially and psychologically. Along with these actions there has 
been an effort to put more flexibility and initiative into the Soviet 
system. 

’ The arbitrary powers of the secret police seem to have been cur- 
tailed. The forced labor system has been eased, although not ended. 
Peasant income has been increased a bit, some of the oppressive labor 
laws modified, working hours shortened, social security for old people 
improved, educational opportunities expanded. Contacts with the 
outside world are now encouraged. There has been a loosening of the 
straitjacket on artists and writers. 

All of this has made life in the U. S. S. R. less tension-ridden and 
slightly more rewarding in material things. The Soviet citizen is 
still far from being a free man and on the average his standard of 
living is still pathetically low. But he is more secure and better off 
than he was and for him these are no doubt notable gains. 


(A) REVITALIZATION OF COMMUNIST PARTY 


At the same time, there has been a drive to revitalize the Communist 
Party and to stimulate initiative among managers and bureaucrats. 
Stalin’s heavy hand apparently had impaired the efficiency of the 
local Communist Party organizations as instruments for carrying out 
Kremlin policies. His addiction to coercion and terror had certainly 
operated to deaden personal initiative among the key people in indus- 
try and government. The present leaders have recognized these prob- 
lems. Decision-making in the economic field has been partially decen- 
tralized. Technicians and specialists have been granted greater scope 
and more authority. Coercion has been supplemented by incentives. 
The local Communist Party units have begun to meet regularly and 
to discuss and to criticize policies, although only within the narrow 
limits laid down by Moscow. 

Taken in all, the new leadership has shown itself quite willing to 
change Stalin’s methods wherever those methods hindered the efli- 
cient operation of the basic Soviet systems. None of this is world- 
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shaking. Mostly, it is what a firm of Communist management con- 
sultants might have recommended. It goes in hand, however, with 
indications of a greater readiness to experiment among the rulers 
themselves. 

The attack on Stalin should be seen in this light. Evidently, the 
present regime concluded that the undesired heritage of Stalin could 
not be swept away unless the old dictator’s mantle of infallibility was 
also removed. And so the symbol of all-seeing genius and perfect 
wisdom, built up by two and a half decades of the most suffocating 
propaganda ever visited on a nation, was shattered and cast away. 


(B) REACTION TO STALIN’S TERRORISM 


Why were these actions taken? In some part, probably, they re- 
{lect a personalized reaction to Stalinist excesses. Khrushchev’s tirade 
against Stalin was remarkable, among other things, for its strong 
note of fear and hatred. Stalin terrorized everyone, even his closest 
associates. We can believe that his successors instinctively felt the 
need to moderate the things that they themselves had found so 
fearsome. 

More fundamentally, though, the post-Stalin rulers have been mo- 
tivated by the drive to refurbish and reinvigorate the Soviet system. 
As we have seen, they are not tinkering with its main features. They 
are trying to deal with those aspects of Stalinism that were bringing 
rapidly diminishing returns in terms of output and loyalty to the 
state. 

In effect, public opinion in the U. S. S. R., unable to find expres- 
sion otherwise, showed itself in a sullen, unresponsive mood amon 
the people. The new regime decided that Stalin’s single-minde 
formula, “beat, beat, beat,” could not alter this. Thus they turned to 
concessions and adjustments and liberalizing gestures. The appa- 
ratus of terror remains, but in the shadows, as the leadership carefully 
tests out the usefulness of the carrot as a substitute for the stick in 
making the Communist system and state function effectively. 


(C) RELATIONSHIP WITH SATELLITES 


The situation in the satellites was even less satisfactory, from the 
point of view of the new leadership, than that in the U. S. S. R. 
The satellite peoples were not as well-conditioned to the dullness and 
conformity and misery that the Communist system imposes. Their 
national feelings, moreover, were outraged by the subservience of 
their governments to Moscow. In economic planning there had been 
a mechanical and wasteful application of Stalinist notions about in- 
dustrial development, in spite of the wide differences between the 
satellite countries and the U. S. S. R. Some internal changes thus 
would have been called for in the satellites, even if nothing had been 
done in the U.S. 8S. R. It was necessary for other reasons, which I 
will mention in a moment, for the Soviets to appear to relax Russian 
control over the satellites. But an important reason for the conces- 
sions to popular sentiment unquestionably was the need for improving 
ee efficiency of the East European segment of the Soviet 
orbit. 
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RELAXATION OF CONTROLS IN COMMUNIST CHINA 


Communist China has announced that it also intends to relax con- 
trols, to decentralize party authority a bit, and to emphasize incen- 
tives rather than force. The announcement of this policy was couched 
in terms almost the same as those used in the U. 8. S. R. and in the 
European satellites. It is highly probable that the Chinese Commu- 
nists acted out of desire to get in line with the other members of the 
Soviet bloc. In addition, the Chinese Communists have just come 
through a period of extreme internal pressures, during which col- 
lectivization was imposed on agriculture, commerce, and small indus- 
try at a very rapid pace. It is not surprising, therefore, that there 
should be decreed a period of relaxation for purposes of consolidating 
these massive changes in the Communist Chinese scene. 


SOVIET EXTERNAL POLICY 


The other significant changes are in the relations of the U.S. S. R. 
with the external world. 

Stalin’s postwar foreign policy of threat and force came in the end 
to bring negative returns to the Soviet Union. In the face of Stalin’s 
truculence, the free world had moved toward unified self-defense, 
under the leadership of the United States. Ventures in outright 
aggression, as in Berlin and Korea, were checked. The Communist 
Parties in Europe were progressively reduced in influence, and in Asia 
the guerrilla wars in Burma, Malaya, and the Philippines were brought 
under control. Far from accomplishing a retraction of United States 
»ower from Europe and western power from Asia, Stalin’s methods 
had brought about new arrangements for cooperation and collective 
security. 

Surveying this scene, the new Russian leadership soon saw the need 
for different policies. Since bluster and force had failed, the alterna- 
tive was to try the tactics of coexistence and peace. 

I do not belittle the significance of this. We have come through a 
stormy chapter of history. We are now ina different one. It is true 
that the words and the bare bones of the coexistence line appeared from 
time to time under Stalin. In the current phase, however, the effort is 
not merely perfunctory as it was under Stalin. The U.S. S. R. is 
willing to put real weight behind it. 


(A) POLICY TOWARD YUGOSLAVIA 


One indication is the Tito affair. Soviet pretensions to a willing- 
ness to coexist with the free world rang hollow indeed so long as the 
U.S. S. R. was unwilling to coexist with the Yugoslav Communist 
state. So the breach with Yugoslavia had to be mended. It was a 
humiliating, hat-in-hand business that the Soviets went through with 
Tito. They had to admit, publicly, errors in doctrine and practice 
that no one could like to admit, least of all the leaders of the Commu- 
nist Party of the Soviet Union. Their readiness to do so.is one of the 
most significant evidences that they are very serious about the idea 


of making the Soviet Union appear willing to live and let live with 
other nations. 
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(B) RELAXATION OF CONTROL OVER SATELLITES 


The ostensible loosening of Soviet control over the satellites is 
in the same pattern. It was an obvious gesture to Tito and to his con- 
ception of national communism. It was also intended to create abroad 
an image of a new kind of Communist movement with which all shades 
of Socialist and reformist opinion can safely collaborate. 


(C) UNITED FRONT 


Another step was to bring out the united front device. This is a 
time-honored tactic, as you know, for accumulating leftwing and 
reformist support around a Communist nucleus so as to influence na- 
tional policies in favor of the U. S. S. R. It has been brought out, 
obviously, as the best means for using the Communist Parties in 
Europe. These parties had become more and more isolated from their 
fellow citizens and from effective participation in political life. If 
they could be made respectable and if they could gain collaborators, 
their mass followings in France and Italy and their small member- 
ships elsewhere might again become growing rather than declining 
Soviet assets. 

These aspects of Soviet foreign policy have not worked out exactly 
according to the script. Tito meant that national communism and the 
admissibility of different roads to socialism were to be taken seriously, 
much more seriously, probably, than the Moscow leadership intended. 
The relaxation of Soviet control over the satellites was followed by 
the Poznan riots and by other developments in Poland and Hungary 
disquieting to the Soviets. Khrushchev’s speech attacking Stalin was 
a shock to the free-world Communist parties. For the first time in 
decades, the foreign parties have ventured to criticize Moscow. Tog- 
liatti has talked of the need for local autonomy among the Communist 
parties. And up until now at least, the united front tactic has met 
with little success. 


At this point the Soviet leaders are seeking to reassert Moscow’s 
authority without resorting to outright disciplinary action. The free- 
world parties have been told that the U. S. g R. is still the center and 
heart of the Communist movement, not just a kindly relative of it. 
A redefinition of what is permissible in the satellites is underway. 


So is a reassessment of Soviet bloc relations with Tito. 


(D) ESPOUSAL OF NEUTRALITY 


Meanwhile, the Soviets continue to work hard at a foreign policy 
which has changed in other particulars as well. 

Under Stalin, you remember, the U. S. S. R. openly professed the 
foreign policy doctrine that “those who are not with us are against us.” 
Now we have a regime which proclaims that “those who are not against 
us are with us.” And, in some cases, that “those who are against us 
may be with us yet.” In this new dispensation, neutrality is held up 
by the Soviets as though they had invented it. And the U.S. S. R. 
itself is presented as benevolent, disinterested, and above all peaceable. 
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(E) FOCUS ON UNDERDEVELOPED AREAS 


There is a definite focus here on the less developed countries in free 
Asia, Africa, and Latin America. The Soviets have certainly not 
abandoned their efforts to improve their position in Europe, as witness 
the strenuous wooing of Yugoslavia, the promptness with which the 
Soviets acted to take advantage of Iceland’s difficulties with its export 
trade in fish, the steady pressure against West Germany and, of 
course, the continuing drive to undermine NATO. But the attention 
being given to the less developed countries is now equally striking. 
These countries have become respectably independent in the Soviet 
book, whereas only a few years ago the Soviets dismissed them con- 
temptuously as semicolonial outposts of the capitalist powers. They 
are the objects of a combined political and economic campaign of some 
magnitude and skill. 

In the less developed areas, Soviet policy probes for divisive issues 
to exploit, as in the Arab-Israel and Afghanistan-Pakistan disputes, 
It uses trade in armaments deliberately to raise tensions in these dis- 
putes. It seeks out economic problems—for example, Burma’s rice 
surplus—where it can make a political appeal with offers of trade. 
Where local Communists have any capabilities, Soviet agents engage 
in subversive activity. Where the local party is of no consequence or 
is effectively repressed, Soviet policy takes the long view and seeks to 
build the U. S. S. R.’s influence with non-Communist political and 
social forces. It has money to lend and trade and technicians to offer. 

The short-term Soviet aim in the less developed countries is plain 
enough. It is to disrupt cooperative arrangements with the West, in 

articular the Southeast Asia Treaty Organization and the Baghdad 

act, and to otherwise expand Soviet influence as feasible. For the 
longer run, it may well be that the Soviets believe that they will win 
the contest for the world in the less developed countries. These coun- 
tries are undergoing great political and social changes. They hope, 
in the face of immense obstacles, to accomplish similar economic 
changes. In this situation of potentially explosive pressures, the 
Soviets unquestionably see glittering opportunities for themselves. 

Soviet seriousness about the less-developed countries is evidenced 
in the economic aspects of the new policy. The Soviet bloc nations as 
a group—the economic program, I should emphasize, is not conducted 
by the U.S.S. R. alone—have extended medium- and long-term credits 
to free-world nations totaling about $1.3 billion during the past 2 years. 
Except for Yugoslavia, which has received loans of $464 million, the 
recipients of important amounts all have been in south and southeast 
Asia and the Near East. Egypt has had about $280 million, India 
about $160 million, Afghanistan about $150 million, Indonesia about 
$109 million, and Syria about $55 million. Some of this has been for 
arms, the rest for economic development projects. 

Technical experts from the bloc have been sent to Asia and the Near 
East to help with the installation of industrial equipment or to give 
instruction in the operation and maintenance of bloc armaments. The 
U. S. S. R. is preparing to give on-the-job training to a number of 
India steel-industry trainees. Egyptian military personnel have been 
given training in the use and maintenance of Soviet bloc arms in 
Poland, Czechoslovakia, and the U.S. S. R. Professional and scien- 
tific advisers and consultants have been sent to Egypt, Afghanistan, 
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and India. The U.S. S. R. has undertaken to establish and to help 
staff technological institutes in Burma and India and a nuclear re- 
search laboratory in Egypt. Scholarships are being offered for scien- 
tific and technical training in the U.S. S. R. and the satellites. 


EAST-WEST TRADE 


The Soviet bloc’s trade with the free world has been expanding 
steadily since its low point in 1952. There are valid economic rea- 
sons why the bloc should have done this. Nor should we exaggerate 
its extent, for the 1955 level of $4.4 billion of free-world bloc trade was 
overshadowed by the $12.4 billion of trade among bloc nations them- 
selves. Although bloc trade with the free world increased 25 percent 
in 1955, it remains less than 3 percent of total free-world trade. In 
expanding their free-world trade, nevertheless, the bloc nations have 
noticeably sought out political advantages. In trade with Europe 
they have tried to make political capital of western controls on stra- 
tegic goods. Elsewhere they have stressed their purchases of sur- 
pluses, like Egyptian cotton, Burmese rice, Latin American meat and 
sugar, Ceylonese rubber, and Icelandic fish. These have not been 
charitable deals. Most of the commodities were needed, and badly 
needed, in the bloc. Those that were not were reexported. Where the 
Soviets paid high prices they returned equally high-priced Soviet bloc 

oods in exchange. In Soviet propaganda, however, the bloc offers a 
imitless market run by the most generous proprietors. And this, too, 
has had its effect on countries worried about export prospects for their 
critically important cash crops. 

Soviet capabilities for conducting its new diplomacy should not be 
underestimated. The U.S.S. R. is now a great industrial nation, and 
some of the satellites, notably Czechoslovakia, have a sizable capacity 
for exports of industrial goods. Technically skilled people are avail- 
able in very substantial numbers. The potential bloc market seems 
very large to producers abroad. If the situation seems to require it, 
the bloc can in fact absorb the surpluses of small countries like Burma 
or Iceland with relative ease. These capabilities go along with a 
political position that permits a large degree of flexibility in choosing 
places and times for specific actions. 

At the same time, there are urgent claims within the bloc for indus- 
trial equipment and for technical skills. Communist China is es- 
pecially in need of assistance in these fields. There is in this a potential 
source of friction within the bloc. The Chinese Communists must feel 
that their needs ought to have highest priority, whereas the Soviets 
may see other problems as being equally or more important. Then, 
too, the Soviets adhere to a basic philosophy of bloc self-sufficiency, 
and we may be sure that they do not wish trade with the free world 
ever to become a major element in the bloc economies. In other 
words, the Soviets have had to make important choices about the use 
of resources and the direction of bloc affairs in order to prosecute 
their foreign policy. They chose to act toward the free world as they 
did because they considered the possible gains worth the effort. 
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SOVIET CAPABILITY TO CONDUCT NEW OFFENSIVE 


To sum up, the Soviet Union remains a great military power, com- 
manding enormous conventional forces and possessing an important 
nuclear capability. It is run by a dictatorship that is wedded to an 
ideology which is inherently hostile to all other systems of political 
thought. It continues to devote itself to building an industrialized 
society at extreme expense to individual welfare. And it dominates, 
as it did, a tight coalition of satellite and allied nations. 

There are internal changes under way of a liberalizing character, 
but the evident purpose is to bolster rather than to change the funda- 
mentals of the system. An experiment is underway in relations with 
Tito and in the maneuvering of the world Communist parties. This 
has raised problems for the Soviets, but all the returns are not yet in. 
In foreign policy, generally, Stalinist methods have been put aside in 
favor of a more flexible and imaginative, but no less vigorous, drive 
to oust United States influence from the world between us and the 
U.S. S. R.; the less developed areas have been made a special target 
of this drive. 

It is hardly necessary to debate as to whether the new Soviet look 
is more or less dangerous to the free world than the Stalinist one. 
The answer depends, to a large extent, on how we conduct ourselves. 

I do not have the time to review everything in our policies bearing 
on the Soviet political and economic offensive. To do so would be 
substantially to cover all our foreign policies. With your permission, 
however, a few words on certain basic points may be in order. 


CONTINUED NEED TO COUNTERACT SOVIET OFFENSIVE 


The postwar Soviet drive for expansion was stopped short of a gen- 
eral war by the organization of collective resistance to it. We were 
the leaders in organizing these mutual defense agreements. Our in- 
vestment in them is very large. The Soviets are openly out to disrupt 
and to destroy them. If they were to succeed, the individual members 
of these agreements could be mortally exposed to Soviet pressures. 
And unless we continue to devote resources and influence to the col- 
lective security arrangements so painfully and expensively achieved, 
the Soviet prospects for success will be good. 

I do not suggest that nothing need be changed about our military 
security programs abroad. The several studies underway in the Con- 
gress and the executive branch should illuminate their shortcomings 
as well as their virtues. We may find major alterations desirable. I 
do say that their essential function—to coalesce and uphold the will 
to remain free among states that individually would be helpless 
against the Soviets—is still wholly valid and deserving of our best 
efforts. 

In the other major area of our mutual security effort, economic 
assistance, the Soviet economic campaign has pointed up some truths 
that we should keep well in mind. 

The pressure for economic growth among the less developed coun- 
tries is not going to abate in our times. There is a vast and historic 
movement in train here. Governments that ignore or resist it will be 
swept aside. 


i 
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The Soviets see this, as I have said, and hope to manipulate it to 
their advantage. They undoubtedly expect that out of the ferment 
and frustrations of the drive for economic expansion numerous open- 
ings will be presented to an alert and vigorous Soviet foreign policy 
and to its supporters in Communist organizations abroad. 

We have important strengths on our side if we act on them. Most 
of all, we are eens by our own traditions and values to see the key 
to our security in the continued existence of a system of free and in- 
dependent nations. The Soviets are impelled by doctrine to con- 
sider that their security depends upon their having effective control 
over other States. These differences in fundamental outlook cannot 
be entirely obscured, no matter how much propaganda is brought 
to bear to do so. Our basic aim in the world is consistent with the 
desire of other nations to remain independent. The Soviet aim is 
not. 

It is not enough to rest on this, of course. Among the new nations 
in particular, more than good wishes will be needed to make inde- 
pendence a permanently going concern. This is where our economic 
and technical assistance programs enter. 

We have done much already to help these countries to make up 
lacks in skills and resources. Doubtless we can improve on our eco- 
nomic and technical aid activities in many ways in the future. We 
do not have to fashion them as a response to Soviet economic policy, 
however. We need rather to be sure that we are contributing as 
effectively as we can to making freedom a workable proposition in the 
less developed countries. If we continue to act on that basis, with a 
positive program of our own, we will be advancing our abiding inter- 
ests. And the Soviet activities will fall into true perspective for all 
of us in the free world. 


CONTAOT WITH FREE WORLD 


I might make one more point. 

In embarking on the new policies at home and abroad, the Soviet 
rulers have had to risk exposing the Russian and satellite peoples 
to an unaccustomed number of contacts with the free world. It hardly 
needs saying that this was not done out of any concern for freedom in 
the abstract. Indeed the Soviets have been going at it gingerly, in 
evident recognition of the dangers to a closed society of exposure to 
free institutions. 

There are opportunities for us here, although we must not overstate 
them. We can facilitate the exposure of Soviet and satellite citizens 
to free societies. We can keep before the satellites their ancient na- 
tional traditions. We can show them how the free world is able to 
accommodate to diversity within it. It is our policy to do these things. 
We do not expect that they will bring the tyranny down tomorrow or 
the next day. But we must do what we can to promote an evolution 
in the U.S. S. R. toward a society devoted to the welfare and national 
interests of its people and not expansion and the domination of other 
nations. 

I apologize, Mr. Chairman, for the length of this talk. 

Chairman Ricuarps. Thank you very much, Mr. Secretary, and you 
do not have to apologize at all for that statement. 
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Of course you understand we are in executive session and nothing 
will be given out until you have had a chance to look it over. 

Mr. Murpny. Thank you, sir. 

Chairman Ricwarps. We would like at a later date, subject to your 
approval, to include your statement in the public record, but you will 
have a chance to look it over before we do that. 

Mr. Moureuy. Thank you, sir. 

Chairman Ricuarps. Mr. Carnahan. 


SOVIET SUPPORT OF COMMUNIST CHINA 


Mr. Carnauan. Do you feel the Communist regime in China owes 
its existence to any appreciable degree to assistance or encouragement 
from the U.S. S. R.?¢ 

Mr. Morrny. I think it does to a very large degree. One of the 
things that bothers us about it is the difficulty of obtaining adequate 
and intimate information regarding that relationship. We feel there 
is a field for exploitation by us there that is very important, but it 
has been extremely difficult up to now to get the information we need. 
Both of them are very hard traders and I am sure within that relation- 
ship there is a lot of information we will be able to use. But there 
is no doubt in my mind that Soviet support has been an important 
factor. 

Mr. CarnauAn. Do you think the Chinese have accepted the mono- 
lithic concepts of communism ? 

Mr. Murpnuy. I think those that were Moscow-trained have accepted 
it. I doubt the masses have, but I think the leaders have. 

Mr. CarnanHan. That is all, thank you. 

Chairman Ricwarps. Mr. Chatham. 


COMMUNIST CHINA NOT A SATELLITE 


Mr. Cuaruam. Thank you, Mr. Secretary. I enjoyed your state- 
ment very much. Mr. Kennan testified this morning. Do you agree 
with his statement that China does not consider herself a satellite of 
Moscow but an equal? 

Mr. Mourrny. I would not classify China as a satellite, and I think 
the leaders have no intention of being so classified. I think they regard 
themselves on a parity with the Moscow leadership, and I think also 
they consider and have traditionally considered the Russians as such 
as very much inferior in the social classification, using “social” in the 
broader sense. Then with their manpower potential I think they 
would even hope that in the future framework of events that China 
perhaps would play a more effective, a more important, role perhaps 
than the Soviet Union. 

Mr. CarnauAn. Do you think it is possible, then, that the Chinese 
Communists may become the major exponents of world communism ? 

Mr. Murrny. You say is it possible? That is a long-range predic- 
tion. Their tardiness, their backwardness in the economic field, in 
many aspects of their industrialization, and so on, provide weaknesses 
which will take a long time to overcome. I think they are held back by 
deficiencies, by a tissue paper economy which does not provide a solid 
basis for that assertion of feadership that they would like to have. 


I think they are ambitious for it. Whether they will be able to 
achieve it I am not sure. 
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SOVIET INTENTIONS TOWARD YUGOSLAVIA 


Mr. Zas.ocki. It is commonly acknowledged that the Soviets have 
a motive for every word spoken and every action taken by them. What 
is the Department’s theory as to the intention of the Soviet’s reason, 
or design, in the Tito embrace? 

Mr. Mourpuy. In the Tito embrace? 

Mr. Zasiocki. Yes; inviting him back into the fold? 

Mr. Murreny. Well, I think for one thing, Mr. Zablocki, first of all 
they recognize the error of the Stalinist policy. It was not paying 
dividends and it was doing them a great deal of harm. The word 
“Titoism” had become a slogan, if you will, in the satellite areas repre- 
senting a successful escape from Soviet domination of the country. 

I think the effect on the Soviet Communist Party itself was unhappy 
and unfavorable. I believe also that the effect in the Far East was 
unhappy from their point of view. 

I think they feel also that the association of Yugoslavia in the Greek- 
Turkish relationship, in the alliance, was probably a source of poten- 
tial danger to their security, and that every effort, no matter how 
humiliating, had to be made to bring the sheep back to the fold. 

I think that effort still is in progress. They have not achieved it, 

Mr. Zasvocki. It is speculated in the press that Tito will play a 
role, or he is intended to play a role, in the Suez-Mediterranean and 
the Middle East area. 

(Discussion off the record.) 


UNITED NATIONS DEFENSE OF FORMOSA 


Mr. Zazstocki. I would like to ask Mr. Murphy a question on part 
of the statement of Mr. Finletter: “I believe it would be worth while 
studying whether it would not be juridically better to have a defense 
and a future disposition of Formosa and these other islands referred 
to the jurisdiction of the United Nations.” 

I asked Mr. Finletter whether that would be to the advantage of 
the United States, speaking psychologically, and whether or not it 
would place Nationalist China in a position of passing on its own 
existence. 

We recognize Nationalist China as a member of the United Na- 
tions. We would be entrusting the disposition of Formosa and the 
other islands to the United Nations. Would you comment on that? 

Mr. Mureny. I am trying to analyze Mr. Finletter’s point of view. 
I am not sure what he has in mind. It is hard for me to visualize a 
situation where the composite group in the United Nations would be 
able to undertake the defense of Formosa and the offshore islands. 

Mr. Zasiocki. He referred to Quemoy and Matsu. 

Mr. Murrpuy. Because of the inherent conflict in the policies of a 
number of members of the United Nations, I question its feasibility. 

Even our major ally, the United Kingdom, has a different policy 
vis-a-vis Red China than we have. 

Charging that collective organization with the defense of this terri- 
tory would, I think, carry with it so many contradictions in terms that 
I could not just see a real defense of the islands coming out of it. I 
don’t see how it would be possible. What organization in the United 
Nations would direct it? The Security Council on which the Soviet 
Union sits? As a practical matter I don’t see how it would work. 
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I would like to defer, also, to Admiral Radford’s opinion on that. 
It seems to me to have too many inherent conflicts. 

Mr. Zaniocxi. Perhaps it was unfair to state the question as I did. 
I should not have asked you to comment on someone else’s testimony. 

Let me restate it. Would it be or would it not be in our national 
interest if we withdrew our position on the Formosa question at this 
time? 

Mr. Mourrny. I think it would not be in our interest to withdraw. 

Chairman Ricnarps. Mr. Hays of Arkansas? 

Mr. Hays of Arkansas. No questions, Mr. Chairman. 

Chairman Ricuarps. Mrs. Kelly? 


EFFICACY OF MILITARY ALLIANCES 


Mrs. Ketiy. Mr. Murphy, I believe you said that the Soviet expan- 
sion was stopped by the collective security of the free world. Is that 
correct ? 

Mr. Murry. I think that is correct; yes. 

Mrs. Keiity. Now more or less the new tactics of the Russians are 
coexistence, the hope to obtain coexistence so they can strengthen their 
alliances throughout the world. It is up to us to endeavor to either 
continue our mutual security program as we have been doing or come 
up with something new to meet these new tactics. 

Do you believe that in the sphere of military alliances, such as 
NATO, that we should join the Baghdad Pact, for instance, and make 
solid military pacts like NATO, or should we take a different step ? 

Mr. Murry. In the case of NATO, I think, under article II, which 
relates to economic cooperation, that there would be a field for certain 
expansion of NATO’s activities and authority perhaps. 

I feel it should not in any sense lead to a relaxation of the military 
side of the alliance. That military shield must be kept intact and it 
must be strengthened. 

Whether, in addition to that, these various organizations can take 
on greater activity in the political and social and financial fields would 
depend on conditions, and perhaps that can be done. 

I know that our Secretary of State has been devoting tremendous 
amount of thought to the NATO feature alone, but the essential mili- 
tary character of the alliance, I think, is of predominant importance. 

Mrs. Kerry. The military alliance ? 

Mr. Murrny. Yes; in other words, NATO is essentially a military 
alliance. 

GERMANY’S CONTRIBUTION TO NATO 


Mrs. Ketiy. Could you say anything about this German situation, 
or do you want to leave it to Admiral Radford? You were in Germany 
recently, were you not ? 

Mr. Murpny. Yes. Your question is in respect of the military 
service legislation ? 

Mrs. Ketiy. Yes. How will that affect our military situation ? 

Mr. Murrny. I would like from the technical point of view to hear 
Admiral Radford, who can talk on it much more effectively. 

I came away from my talks with Chancellor Adenauer and with the 
top generals and Minister of Defense with a fairly comfortable feeling. 

(Discussion off the record. ) 

Mr. Morruy. They put it this way: 
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Their program calls for a force of 500,000. There is no change on 
that. It will put greater emphasis on a professional and volunteer 
army. The question is whether they have the potential to really work 
that out. 

I came away from my talks with them convinced that they do 
have it. 

In other words, they will have in the initial setup of 500,000—300,000 
on a voluntary basis. I asked whether they were going to get that 
many. They said there is no question about it. They now have 
250,000 applications, they have accepted 96,000 already, and out of 
that group they hope to get 200,000 first-class noncommissioned officers, 
first class in the sense of quality, and upward, perhaps, of 100,000 
officers. There will be 300,000 volunteers and 200,000 conscripts in 
the first batch, so the German force will be much more of a professional 
force because those volunteers will be recruited on the basis all the way 
from 6 years to life service. Notwithstanding the conditions of full 
employment that obtain now, they assured me they are able to draw 
on a reservoir of manpower that exceeded their own expectations, and 
they are very closely in touch with this. 

They convinced me that after the initial training and organizational 
phases are over we are going to be surprised with the speed and effec- 
tiveness with which a German force will be built up. 

(Discussion off the record.) 

Mrs. Ketty. You think they might in time be going too fast ? 

Mr. Murpny. It is hard to forecast. 

Mrs. Ketrty. At this time we don’t care; do we? 

Mr. Mureny. We think their partnership in NATO is so important 
that they be continued within the framework of the Western Alliance. 

( Discussion off the record.) 

Mrs. Ketiy. Turning to the problem of Tito for a moment, don’t 
you feel that Russia is using him as a decoy to carry out their policies 
in the Middle East, and that he is going back into the Russian fold ? 

( Discussion off the record. ) 

Mrs. Ketiy. Do you think he is with the West? 

Mr. Mureny. He is certainly not an ally, but I do think he wants 
to maintain a friendly and working relationship with us, and I think 
basically what he wants is to maintain the independence of Yugoslavia. 


UNITED STATES AID TO YUGOSLAVIA 


Mrs. Ketiy. Do you think that we as a country should give aid, con- 
tinue our aid, to the same degree to Yugoslavia as it is now obtaining 
from Russia? Yugoslavia got some $420 million; is that correct? 

Mr. Murrry. $464 million. We have done much more than that 
already. He does not expect us, and we have no intention of granting 
future aid on that scale. We don’t think it is necessary. 

On certain items, such as cereals, wheat, our aid may bi important. 
Yugoslavia, as you know, is a cereal-producing country, and while 
it never exported wheat in the old days it always had a sufficiency of 
wheat for its internal consumption. 

( Discussion off the record. ) 

Mr. Murrnuy. We think it is a policy of wisdom for us to continue 
an aid program of limited nature under the heading of economic 
assistance in respect, perhaps, of wheat. 

(Discussion off the record. ) 
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STATUS OF BALKAN PACT 


Mrs. Ketiy. What is the status of the Balkan Pact? 

Mr. Mourpuy. It is in a state of considerable inactivity at the mo- 
ment. The Cyprus issue has caused serious strain in the relationship 
of the Greeks and Turks obviously. 

In that respect Tito is trying to play a mediating role. 

Perhaps until the issue is settled the Balkan Pact is in a state of 
shock, shall we say ? 

Mrs. Ketiy. Can you comment on the provisions of the Mutual Se- 
curity Appropriation Act, 1957, where it is provided that none of the 
funds made available for military assistance under that act shall be 
used to furnish military equipment to Yugoslavia except for main- 
tenance of equipment heretofore furnished or to provide spare parts 
for replacement purposes ? 

Has that restriction been cut off in recent months? 

( Discussion off the record.) 


TITO’S ROLE IN THE SUEZ CONTROVERSY 


Mrs. Ketiy. Do you have any knowledge that Tito is playing a 
big part in the Suez situation, or playing any part? 

Mr. Murpuy. No. We are frank to admit ignorance of his talks 
at Yalta. We don’t know yet what transpired there, but we have no 
evidence that he is playing a substantial role in the Suez matter at 
the present time. We have had no representations from him nor have 
such representations been made to the United Kingdom or France so 
far as we know. 

What his discussions were with Khrushchev and the others at Yalta, 
we honestly do not know. 

(Discussion off the record.) 

Chairman Ricwarps. Mr. Hays of Ohio. 


CUTBACK IN GERMAN CONSCRIPTION 


Mr. Hays of Ohio. Mr. Secretary, how much do you think talk 
here in the United States of withdrawing our troops in Europe, or 
some of them, and replacing them with atomic weapons contributed 
to the inability of the Germans to get the legislation they wanted 
through their parliament? 

Mr. Murreuy. Chancellor Adenauer told me that until those news- 
paper stories came out—and I think he is convinced now that there 
is no Radford plan—there was no doubt that the Bundestag would 
pass the law providing for 18 months’ service. 

After the appearance of those articles he said it was utterly impos- 
sible to get it through. 

i. Hays of Ohio. I understood you to say there is no Radford 

an, 
® Mr. Murreuy. That is my understanding; yes. 

ae Hays of Ohio. Would you also say there never was a Radford 
olan ? 

Mr. Mourpuy. So far as I know there never was a Radford plan. 

Mr. Hays of Ohio. Perhaps the Admiral can tell us when he comes 
on how that got out of the Pentagon. 
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I had been led to believe from people I talked to in Germany that 
that made the Chancellor’s job just about impossible. 
Mr. Murpuy. It did make it very difficult, Mr. Hays. It certainly 
did. 
The trouble about it is that the Chancellor placed credence in the 
stories, and built up a notion about it all that we were changing our 
olicy, our whole strategic planning, that isolationism was coming 
back. and that fortress America was the thing we were going for, 
and so on. 
I think we have provided some correctives to his thinking now. 
Mr. Hays of Ohio. Let me say, and I am not asking you this but 
making a comment, that the Chancellor was not the only one who 
placed credence in that. A great many of the American people did, 
and I think it was meant that way. 
That is all, Mr. Chairman. 


ADDITIONAL FOREIGN AID FUNDS RECOMMENDED 


Chairman Ricuarps. Mr. Murphy, do you still think, and does the 
executive department still think, that even in view of the new Soviet 
face in world affairs, that it is necessary for us to provide additional 
funds for foreign-aid programs ? 

Mr. Murrny. Yes, Mr. Chairman, I believe that is necessary. 


SEPARATION OF MILITARY AND ECONOMIC AID PROGRAMS 


Chairman RicHarps. You know it is getting more and more difficult 
to sell that to Congress and the American people. About two-thirds 
of the program now is for military aid. 

Do you see any executive opposition that you know of if we were 
to come to the Congress for a foreign-aid program in the field of eco- 
nomic aid and include so-called military aid in the defense appropria- 
tion program? Military aid has been defined by men in leading posi- 
tions in defense as part and parcel of our own defense program. Do 
you see any objection to separating those two and coming to Congress 
on that basis? 

Mr. Murpny. No, Mr. Chairman, it seems to me there would be a 
great many advantages from the standpoint of administration in such 
a separation. 

I have no authority to speak for the Secretary of State on that 
particular point because we have not discussed it recently, but I be- 
lieve he would be inclined to favor such a move. That would be sub- 
ject to his own confirmation, 

Chairman Ricuarps, You do not envision that that would cause 
difficulty in the field of foreign policy ¢ 

Mr. Morpny. Not at all. I think that there would be a lot of ad- 
vantages to it, Mr. Chairman. 

Chairman Ricuarps. Thank you very much. We appreciate your 
coming up here, Mr, Secretary, and helping us out. 

(Discussion off the record.) 

Chairman Ricwarps. Adm. Arthur W. Radford, Chairman, Joint 
Chiefs of Staff. 


Admiral, we appreciate your coming here. 
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STATEMENT OF ADM. ARTHUR W. RADFORD, CHAIRMAN, JOINT 
CHIEFS OF STAFF 


Admiral Raprorp. Mr. Chairman and members of the committee, 
it is my understanding that this committee is interested in hearing 
my analysis of the changes in Russia’s military posture and thinking 
which have taken place since 1948 and the effect which these changes, 
if any, have wrought in our own military policy and strategy. This 
is a long period and a large field to cover in 30 minutes. I know that 
many members of this committee have had a picture window on this 
period in our history. You have, moreover, participated in the 
strategic decisions our country has had to make to meet and counteract 
what our best intelligence informed us were the designs of the Soviet 
Union. You are now reassessing some of our strategic and tactical 
moves of the past against the danger of Communist expansion. I am 
happy to contribute my views to aid you in such reassessment. I 
don’t suppose any more important task faces the Congress or the peo- 
ple of this country. 


FACTORS AFFECTING UNITED STATES MILITARY THINKING 


Throughout, I shall attempt to confine my remarks to purely mili- 
tary aspects, but since these cannot be discussed in a vacuum, some 
consideration must be given to the complex interrelationships of the 
military, economic, psychological, and political elements of national 
power and international affairs. Mr. Murphy, of course, has already 
testified on the broad political changes in Russia since the death of 
Stalin and the effect those changes have had on our foreign policy. 

As I have stated repeatedly to many committees of the Congress, 
the rapid development of atomic weapons and means for their 
delivery has had the most significant effect on military strategic think- 
ing over the past 10 years. From the fateful day in 1949 when we 
learned that the Soviets had exploded the atom bomb we have had to 
alter our military programs to meet each new method of projecting 
atomic power overseas. Possession of atomic weapons plus modern 
delivery systems is a military fact of life, but one which cannot be 
considered alone. It is always necessary to recognize the modifying 
influence of political and psychological factors. I know you have 
heard a great deal of testimony on this score and will apply these 
factors in your conclusions. 

The year 1948, which you have chosen to begin your survey of 
changes in Russian military posture, might be called the year of great 
awakening to the threat of Soviet expansionism. You will recall 
that was the year Czechoslovakia slid behind the Iron Curtain, the 
year of the Berlin airlift, and finally the year of the so-called Vanden- 

rg resolution. I mention the Vandenberg resolution because it 
was a part of our awakening to the threat the Soviets posed to the 
continued existence of the free world. This resolution, as you know, 
gave impetus to the North Atlantic Treaty, and the program of mutual 
assistance which followed, In fact, it might be said to be the spark 
that led to our entire system of collective security as we know it today. 

In July of 1949 General Bradley, my predecessor, appeared before 
this very committee in support of the first military assistance program. 
As he told you then: 
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The specter of another would-be master attempting to enslave our presently 
allied peoples has given a sense of urgency to our plans. In 2 years, a foreign 
policy for this Nation has evolved which normally would take a quarter of a 
century. 

Today, in the view of some, the specter to which General Bradley 
referred has taken on a look of benignity. Many believe that the 
sense of urgency is no longer with us. I do not share these views. 
The statement which follows will tell why I do not. 


SOVIET MILITARY CAPABILITY 


The following deals only with gross military capabilities and total 
Sino-Soviet bloc military strengths. It is not a net evaluation of 
opposed capabilities. 

-eriodic public displays of Soviet armed forces indicate a con- 
tinued and vigorous military program resulting in formidable, well- 
equipped modern armed forces that are keeping pace with rapid 
changes and developments in the art of warfare. This includes the 
growing and continued improvement of the military strengths of the 
European satellites and Red China. 


SOVIET REDUCTION IN FORCES 


The U.S. S. R. has announced that it intends to reduce its armed 
forces by 1.2 million men by May 1957. They have also mentioned 
a previous reduction of 640,000 men. There is no conclusive evidence 
to confirm or deny that such reductions have been or will be imple- 
mented, though some reduction is possible. 

The propaganda effects of these announcements are obvious and can 
be briefed as follows: 

1. The Soviet Union’s position on international disarmament will 
be given some credibility by the peoples of the free world. 

2. Other Soviet foreign policies which appear to reduce interna- 
tional tensions will be rendered more acceptable. The new Soviet 
leadership will tend to be more acceptable in some non-Communist 
eyes. 

3. Pressures for withdrawal of United States military forces from 
overseas bases will be increased. 

4. A reduction in free world military strengths will be encouraged. 
This may, in particular, affect German and Japanese rearmament. 

If in fact, their announced reductions were implemented in addition 
to the above propaganda effects, the Soviets would have made avail- 
able a pool of labor for other applications—either in industrial or agri- 
cultural pursuits or in “civilianized” components of the military es- 
tablishments. 


SOVIET MILITARY CAPABILITY UNIMPAIRED 


Such a reduction of armed forces, even though partially offset by the 
increasing military strengths of the European satellites and Red China, 
is so substantial, in numbers alone, that it could not help adversely 
affecting the capabilities of the Soviet armed forces. However, in 
view of the fact that the U.S. S. R. will be the likely initiator of gen- 
eral war it can, prior to hostilities, rapidly mobilize its military 
strengths to overcome the effects of reductions. Most importantly, the 
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Soviet military strengths “in being” to launch surprise attacks or op- 
pose retaliation by us will not be impaired significantly by the indi- 
cated reduction. In addition, Soviet offensive capabilities to engage 
in local or limited conflict will not be reduced. Less than a month ago 
I commented to the Executives Club of Chicago: 


I have seen no reduction in military capabilities in spite of announced reduc- 
tions in manpower. 


The statement bears repetition to sum up my remarks on this subject. 


IMPROVEMENT AND INCREASE IN SOVIET MATERIEL 


During this 8-year period Soviet ground forces have been completely 
re-equipped with new tanks, light arms, and artillery. The continued 
modernization and adaptation of these forces to the changing require- 
ments of technologica) developments is an essential part of the So- 
viet’s overall military program. Greatly increased firepower and 
mobility of the ground forces permits a reduction of forces without 
sacrificing net military effectiveness. However, throughout the period 
the Soviets have maintained about 175 line divisions. 

During this period the Soviets have developed, with an unprece- 
dented shipbuilding program, the second largest navy in the world. 
Specifically the Soviets now possess the largest peacetime submarine 
force the world has ever known. It has grown from about 200 in 1948 
to over 400 submarines at this time. In addition they have built over 
20 new cruisers. This navy is capable of projecting military force 
great distances from the Soviet homeland. 

Long-range aviation, so highly perfected by the Allies in World War 
II for the function of strategic bombing, was not developed by the 
Soviets at that time. Since then the Soviets have rapidly built up this 
element of their military strength. Steady improvement of this capa- 
bility by the introduction of higher performance aircraft and im- 
proved personnel training and operating techniques is continuing. In 
addition, significant changes have occurred in the other elements of 
the Soviet air force, which include the extensive replacement of piston 
aircraft by high-performance jet fighters and bombers, and an increas- 
ing all-weather fighter capability. The overall net inventory of opera- 
tional aircraft has been maintained at about 20,000 planes. 

As a matter that well illustrates the process of action and reaction 
there is no doubt that the air-strike capabilities of the United States 
have caused the Soviets to exert extraordinary efforts to develop air 
defense capabilities. It is clearly evident that this function is con- 
tinuing to receive high priority in their military program. 

From the standpoint of geographic position they have achieved a 
defense in depth around and beyond the borders of Russia. In com- 
bination with the stationing of their own forces and the increasing 
military effectiveness of the European satellites and Red China, the 
Soviets now maintain a military posture of defense never equaled in 
the history of Russia. 


SOVIET ATOMIC AND SCIENTIFIC STRENGTH 


Though the subject of weapons is to be presented later in detail, 
it deserves passing comment in the context of this statement. The 
Soviets have made formidable achievements in the development of 
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their atomic capabilities and adaptation to weapon systems. The re- 
marks of Khrushchev during his visit to the United Kingdom last 
spring, concerning their early possession of guided missiles with atomic 
warheads capable of striking anywhere in the world, cannot be lightly 
dismissed. 

Attention is also invited to the significance of the Soviets’ con- 
tinued emphasis on growth, diversity, and dispersion of their indus- 
trial complex in terms of war potential. Their rapid strides in en- 
larging their pool of scientific and technical manpower have signifi- 
cant related effects on the Soviet military posture. 


SOVIET GOALS THROUGH MILITARY POWER 


Although the Russian brand of communism has always included the 
concept of world domination, its military capability to attain that 
goal has been limited in the past either technically, geographically, or 

y preoccupation with opposing forces on the Eurasian Continent. 
Now, as the result of technological developments and changing world 
conditions the Soviets’ increased strength provides them with the 
capability to project military power great distances from the Eurasian 
Continent in military support of their ultimate objective. Despite sur- 
face manifestations indicating a retreat from the military international 
line pursued by Stalin, the present Soviet leadership has not in my 
opinion abandoned its short-range goal of subjugating the countries 
of Western Europe. NATO has provided the contending force in 
opposition to this objective. Further, the Soviets fully realize that 
the United States poses the greatest obstacle to the achievement of their 
ultimate objective. While there is no indication of effort on their 
part to develop a military capability to invade the United States, they 
are developing and improving military capabilities which if inef- 
fectively opposed could result in— 

1. Destruction or impotence of United States military capa- 
bility to retaliate against Soviet military aggression ; 

2. The isolation and subjugation of Europe, Asia, and the Mid- 
dle East, particularly those weaker nations on the periphery of 
the Soviet bloc; 


3. Destruction or impotence of the war potential of the United 
States and Canada. 


SOVIET OBJECTIVES UNCHANGED 


reg from the purely military field it seems that the Soviets 
are reasonably assured that the United States does not desire and 
will not initiate a general war. There is good reason to believe that the 
Soviets now think that a general war is unprofitable for them under 
prevailing world conditions and in view of the opposing military 
capabilities. They are utilizing, in a typical display of flexibility, 
alternative means of achieving their long-term objectives. However, 
this does not preclude the possibility that they could change their 
minds under conditions which might lead them to think they had 
acquired an overwhelming military advantage. 

There is no evidence to indicate that during this period the Soviets 
have acquired any western morality or ideals which would inhibit their 
judgment in resorting to whatever means, military, or otherwise, they 
consider might be to their advantage. 

93115—57——20 
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Further, there is no indication of any intent on their part to abandon 
their policy of eventual world domination. There are indications to 
the contrary which strengthen our skepticism and doubt of any real 
sincerity in Soviet pronouncements. 

Solely from the military viewpoint, the net effect of the changes 
during this period is an overall increase of the military effectiveness 
of the Sino-Soviet bloc. In the broadest sense, there has been a cumula- 
tive effect of many changes which results in a significant evolution of 
the Soviet total power position. It is recognized that Soviet military 
power is by no means the only important factor of their national 
strength. There are many inherent dangers of Soviet political, eco- 
nomic, and psychological courses of action which may be of equal 
or greater importance. 


UNITED STATES POLICY OF COLLECTIVE SECURITY 


This same period of time (1948-56) has witnessed several funda- 
mental changes in United States military posture and policy. These 
changes have stemmed in large measure from reaction to Soviet action 
and to development of Soviet military capabilities. Both our foreign 
and our military policy have changed to meet what we considered a 
threat to our security. 

The fundamental principle of collective security has crystallized as 
a national policy. The United States has accepted the principle that 
it cannot go it alone and cannot continue its past policy of isolation 
in a rapidly changing world. This provided the motivation for the 
formation of NATO and the many other mutual security pacts which 
express the willingness of signatory nations to act in cooperation for 
mutual support and defense of their individual and common security. 
Military implementation of these pacts involves the peacetime deploy- 
ment of United States armed forces in various areas throughout the 
world. In addition, this includes extensive support of a mutual de- 
fense assistance program. 

A fundamental corollary of collective security is that each nation 
is expected to contribute, in accordance with its capabilities and facili- 
ties, those forces for which it is best suited and which will best fit into 
the collective security pattern. 

For our part, we give our emphasis to highly mobile, strategic strik- 
ing forces. With our high degree of technical skills our Nation is 
the one nation best able to provide certain type long-range air forces; 
modern naval forces like carrier groups and amphibious forces; and 
mobile, hard-hitting assault, armored, airborne, and specialized ground 
forces—all in a high state of combat readiness. 


UNITED STATES CONTINENTAL DEFENSE 


Perhaps the next most significant change in our military posture is 
the military effort which has been, and must continue to be, devoted to 
continental defense. Never before in modern history has the United 
States been faced with such a direct threat to her national security. 
This threat requires the specific defense of vital areas and installations 
throughout and beyond the North American Continent. Extraordi- 
nary military efforts to develop continental air defense and antisubma- 
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rine warfare capabilities are the necessary elements of an effective 
defensive military posture. 

In the past the United States has planned and acted in a stop-start 
fashion in response to periods of maximum danger. In view of exist- 
ing world conditions and particularly considering the nature of current 
and foreseeable weapons, our planning is based on the concept of the 
long haul. That is, in our best judgment of the most efficient balance 
of national military effort and other elements of national strength, we 
must maintain an effective military posture over a long period of time. 


SOVIET TRENDS AFFECTING UNITED STATES MILITARY POLICY 


It is vitally important to recognize or identify present trends which 
might affect our future national military policy. Soviet efforts have 
utilized in the past, and undoubtedly will continue in the future to 
utilize, a wide variety of political and psychological propaganda means 
to offset any United States military advantage. At the same time they 
will continue to strive for an overwhelming military strength for 
themselves. 

It is my belief that their general objectives are: 

1. To increase the economic strength and military capabilities 
of the Soviet-satellite bloc; 

2. To weaken the cohesion of the non-Communist world, and 
particularly to disrupt NATO; 

3. To cause a retraction of western power and influence, and 
Sorento to force withdrawal of United States military power 

rom its present deployment around the periphery of the bloc; 

4. To expand Communist influence throughout the world by 

political, economic, and subversive means. 


UNITED STATES MILITARY OBJECTIVE 


We should make it crystal clear that the continuing objective of our 
military posture is that the United States possess a constant ability and 
convincing willingness to act from an unequivocal position of collective 
allied and unilateral military strength in order to deter or, if neces- 
sary, respond quickly to local aggression or general war. 


SUMMARY OF CONCLUSIONS RELATIVE TO SOVIET OBJECTIVES 


In summarizing and arriving at conclusions concerning the signifi- 
cance of recent military changes in Russia, it is apparent that I believe 
their net effect has been to increase the Soviet military strength and 
thus their power position. Also there are no indications which at this 
time could significantly affect the validity of the following conclusions: 

1. The Soviets Sane no intention to abandon their ultimate ob- 
jective of world domination ; 

2. There is no time period set by the Soviets to achieve this 
ultimate objective; 

3. They will continue to strike for an overwhelming military 
advantage. The United States must not permit them to accrue or 
to think that they have accrued such an advantage; 

4. The Soviets now think that a general war is unprofitable for 
them and, so long as they think this, they will press toward their 
objective, utilizing any and all alternative means; 
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5. The world has not yet achieved means of armament reduc- 
tion or effective controls which will prudently allow a relaxation 
of the United States military posture ; 

6. In a period of general relaxation and reduction of interna- 
tional tensions, the Soviet threat to the free world oy alterna- 
tive means is perhaps even more dangerous and insidious than 
military action. 

Chairman Ricuarps. Thank you, Admiral, for this strong con- 
tribution to the excellent testimony which we have heard this week. 
Mr. Smith ? 
SOVIET DIVISIONS ON WESTERN FRONT 


Mr. Smirn. I noticed, Admiral, that we are still using the figure of 
175 divisions. We have been using that since the end of the war. They 
have not increased that number at all ? 

Admiral Raprorp. I don’t know that we have had that number al- 
ways. So far as I know it has been pretty generally accepted that 
they have maintained that number, yes. 

Mr. Smiru. I think right after the war we had testimony in this 
committee that they had on the western front, or available for action, 
175 divisions. I may stand corrected if I am wrong on that. There 
apparently has been, except for modernization of those divisions, a 
constant stand on that. 

Admiral Raprorp. Yes, sir. 

Chairman Ricnwarps. Mr. Chatham ? 


UNITED STATES LONG-RANGE AIRCRAFT 


Mr. Cuatuam. I am very much obliged to the Admiral for his testi- 
mony. I would like to comment, sir, that these 3 days, I think, have 
been the best testimony that this committee has had to give a picture 
of next year’s general policy and that of the year after. 

Yousay: 
with our high degree of technical skills our Nation is the one nation best able 
to provide certain type long-range air forees, 

You mean B-36’s, sir ? 

Admiral Raprorp. No; we now have more efficient aircraft. 

Mr. CuatHam. You remember the statement that the B-36 was the 
Army’s billion-dollar blunder, and it has been well borne out. Is the 
Soviet navy building carriers? 

Admiral Raprorp. As far as we know they are not. 

Mr. Cuatuam. They are not going for carriers ? 

Admiral Raprorp. That is right. 


SOVIET SUBMARINES 


Mr. CuarHam. They would depend on submarines, perhaps with 
air help, to send guided missiles ? 

Admiral Raprorp. I would say in their particular case I would 
understand why they do not build carriers. In the first place, it would 
take them considerable time to acquire enough strength to make such 
an effort. They have determined, and I believe wisely so, to concen- 
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trate their shipbuilding effort almost entirely on submarines in the 
last few years. 

Mr. CuatruHam. Am I correct in saying Hitler had about 67 sea- 
going submarines when World War II started ? 

Admiral Raprorp. I think it was less than that. I think it was 
around 50 when the war started. 

Mr. Cuatuam. And those 50 did terrific damage and the Soviets 
have nearly 10 times as much. 


UNITED STATES POSITION IN ICELAND 


What is the situation about our troops in Iceland? Is that not a 
very important base, strategically ? 

Admiral Raprorp. From a military standpoint our bases in Iceland 
are very important. 

I think Mr. Murphy can comment on that. 

Mr. Morruy. On the political side, there is a complicated and diffi- 
cult situation there. We are having our Ambassador come home again 
in a few days to go over that whole ground again. He will be back 
in 2 or 3 days. 

We are trying to arrive at certain decisions on it and it has been 
rather difficult. 

The impact of the Soviet economic policy has been quite pronounced 
there. They have been willing to take 60 percent of the Icelandic 
fish production and we are not willing to buy any of it. 

Naturally, I think the population is 164,000, and our maintenance 
of upwards of around 7,000 personnel on the island provides a good 
many social problems. 

( Discussion off the record. ) 

Mr. Murruy. There is a very serious problem for us just at the 
moment in connection with their participation in our NATO con- 
sultations, questions of the degree of secret military information that 
we are willing to give this Government with a Communist participa- 
tion. That is one of the immediate problems we face right now. 

Mr. CuatHam. Would it be a proper question to ask this: Should 
we have to remove our troops, could there be agreement that in case 
of aggression by Russia we could get our bases back and move in 
militarily? Is that an improper question ? 

(Discussion off the record.) 

Chairman Ricwarps. This matter of buying fish is another instance 
of our being at a disadvantage with the Russians. They need fish and 
they can buy it, they need cotton from Egypt and they buy it, and that 
is one of the things we are up against in this overall situation. 

Mr. Morpnuy. That is right. 

Mr. CuatHAm. I said yesterday the Scandinavians found this enor- 
mous bank of fish off Iceland. The Norwegians are sending great 
quantities of fish to Russia. They are buying them. 

Mr. Morpny. That is right. 

Chairman Ricwarps. Mr. Hays of Arkansas? 


SEPARATION OF MILITARY AND ECONOMIC AID PROGRAMS 


Mr. Hays of Arkansas. I would like to ask Admiral Radford if he 
would care to comment on the proposal to separate the military and 
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economic programs, and treat them more independently than we have 
as a matter of policy in the last few years. 

Admiral Raprorp. Mr. Hays, I have often testified that as far as 
the defense effort is concerned, the military aid program is an integral 

art of our overall defense program. The economic aid is a vital ad- 
junct in our program to counter Communist aggression. 

If you are asking me whether military aid should go into the mili- 
tary budget, I might say that I have never seen any reason why it 
should not. From the standpoint of bookkeeping and administra- 
tion, it could be done the other way. 

Mr. Hays of Arkansas. Do you have any feeling that there would 
be dangers from a policy standpoint in isolating military considera- 
tions altogether from our economic aid program? In other words, 
not to make military factors or military alliances a requisite in exten- 
sion of economicaid? Do Imake myself clear on that? 

Admiral Raprorp. Yes; I had not thought about it that way. But 
I do think every year, at least the 3 years I have been here, the military 
aid program has been given publicity that perhaps is not good for us 
around the world. 

Mr. Hays of Arkansas. That is the point I am getting at. 

Admiral Raprorp. It does generate so much discussion here that it 
not only causes us difficulty with the allies we are going to support— 
they get into a sort of competition— but it also subjects us to Russian 
propaganda. The Russians deliver without public discussion an awful 
lot of military equipment. They have no publicity with it unless they 
want the publicity. We are forced every year to go through quite a 
campaign to support the military aid budget. That probably would 
not occur if it were included in the whole defense budget. At least, 
it would not be as prominent. 

Mr. Hays of Arkansas. If it should be found that as a matter of 
policy it would be better to separate the two, legislatively and budg- 
etarily, and to proceed with economic aid on a rather new basis, apart 
from the immediate military considerations, you see no objection to 
that from a military standpoint as long as those economic aids do 
not run counter to some military program in the affected area? 

Admiral Raprorp. No, sir; I donot. Iam quite sure from a purely 
military standpoint it would make no difference, actually. There 
might be other objections from some of the military departments but 
they would not be based on that ground. 

Mr. Hays of Arkansas. Thank you, sir, 

Chairman Ricnarps. Mrs. Kelly. 

Mrs. Ketty. Thank you, Mr. Chairman. 

Admiral Radford, are the other members of the National Security 
Council in complete agreement with this statement you have just 

iven ? 

Admiral Raprorp. I am not a member of the National Security 
Council. 

Mrs. Ketty. I know, but do you know if they are? 

Admiral Raprorp. I certainly would not put anything in a public 
statement that I did not think was all right. 











FOREIGN POLICY AND MUTUAL SECURITY 207 


CONTINUED NEED FOR FOREIGN AID PROGRAM 


Mrs. Ketiy. My reason is that on page 7 you say, “Never before in 
modern history has the United States been faced with such a direct 
threat to her national security,” and on the last page you mention that 
the general relaxation and reduction of international tensions, and so 
forth, is more dangerous and insidious than military action. 

From that, it looks like we are going to have to continue the military 
and economic program next year ad on a larger scale than we have 
in the past. 

Admiral Raprorp. I feel that we are. 

Mrs. Ketuy. You feel that way ? 

Admiral Raprorp. Yes. I would put it this way. I cannot see 
much hope of reducing the military aid programs. The economic 
program is something that I am not calted upon to defend directly, 
but I can testify from traveling around the world that it is a program 
we certainly cannot stop without some serious repercussions. 


FOREIGN OPINION OF COMMUNIST THREAT 


Mrs. Keuty. Do the leaders of the other nations in the world realize 
that this threat is serious? Why is this relaxation taking place? 

Admiral Raprorp. I would say that part of it is due to the clever- 
ness of the new Soviet collective leadership. They have done a pretty 
good job. 

Mrs. Ketiy. Are not the leaders of the nations of the world telling 
the people of this threat? It is spreading all over. Even in the 
United States we have the same situation. 

Admiral Raprorp. I think, Mrs. Kelly, that most leaders of the free 
nations would not disagree with my statement. Public opinion is 
something else. Some public opinion feels, for different reasons, that 
perhaps the Russians have changed. Some feel that way because they 


want to think that, and others because they believe some of the 
propaganda. 


ASSUMPTION OF MILITARY BURDEN BY UNITED STATES ALLIES 


Mrs. Ketty. With the economic increase of potentiality and cap- 
ability of the nations of the world—they are certainly prosperous in 
Europe—is there any possibility they can assume their military burden 
more than they are now? 

Admiral Raprorp. I am not justifying the military programs in 
exactly the same form as we have had them before. For instance, 
Germany intends to support its entire military establishment and is 
now ordering a good deal of equipment from us. I believe this will be 
more and more the case for those nations that are capable of support- 
ing their own forces. 

On the other hand, there are nations like Korea where we are sup- 
porting a 660,000-man army. Korea probably could never hope to 
support such forces by itself. Nor could Nationalist China, or Indo- 
china. Over two-thirds of our total military aid program goes to 
countries that are not able to assume much more of the burden than 
they have in the past. 

Mrs. Ketty. There is a relaxation for the time being that neither 
side, East or West, will use the bomb, is that not correct ? 











208 FOREIGN POLICY AND MUTUAL SECURITY 


Admiral Raprorp. Mrs. Kelly, I think the main relaxation in ten- 
sion comes from the point Mr. Murphy brought up. The new leaders 
in Russia have just been a little smarter than Mr. Stalin. They have 

resented a different face to the world. They say they are peaceful. 

or the time being and for the most part, they have stopped making 
those threatening gestures and threatening remarks. Thus, there are 
a lot of people that are willing to think very quickly that the Com- 
munists have changed. 


RESTUDY OF MILITARY PROGRAM AND OBJECTIVES 


Mrs. Ketiy. That is why we are here today, to meet that. The 
question comes up: Are we going to continue the program as we have 
in the past or should there be a cutback, or is there agreement that you 
would not use the atom bomb, or that we should increase our own 
Army to take care of brush fires? What is it? 

Admiral Raprorp. I do not know. I would say we certainly have 
to restudy the situation and come up with some new ideas as to how 
best to handle it. Ihave not discussed what those new ideas might be, 
I am not sure anybody knows. I think the solution is a matter to 
which this committee is going to have to contribute. 

Mrs. Ketiy. The bill of the last year had no new funds in it except 
for $530 million in new weapons. Just a continuation of spare parts 
and so forth. 

Admiral Raprorp. No. 

Mrs. Kexiiy. It was not new large equipment like we had in other 
years. 

Admiral Raprorp. It was in some cases. Military aid is a continu- 
ing — 

rs. Ketuy. But there was not anything vastly new. 

Admiral Raprorp. We sent new kinds of planes, new trucks and 
modern new equipment of various kinds. The program is a continu- 
ing one, not static. 

Mrs. Ketiy. That is all, Mr. Chairman. 

Chairman Ricnarps. If there are no other questions I want to ex- 
ress again my appreciation to Admiral Radford and Mr. Murphy 
or coming here today. 

Thank you very much. 

(Whereupon, at 4:40 p. m., the committee adjourned. ) 
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MONDAY, NOVEMBER 26, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON Foreign AFFaIRs, 
Washington, D.C. 

The committee met pursuant to call, in room G-3, United States 

Capitol, at 10 a. m., Hon. James P. Richards (chairman) presiding. 
hairman Ricuarps. The committee will come to order, oo 

I would like to say that some members of the committee have not 
been able to attend our other meetings. 

We have had several meetings and we have had some very good 
witnesses. 

We heard witnesses on significant recent developments in the field 
of foreign affairs which require a reformulation of basic policies or 
a redesigning of present mutual-security programs. Another subject 
was the significance of recent developments in the Soviet Union. 

This morning I think we have some very good witnesses on the 
subject of relation of new weapons and new strategy to United States 
foreign policies involved in the Mutual Security Act and related 
legislation. 

We will have a briefing this afternoon on the current world situation 
and tomorrow we will begin hearings on aid to underdeveloped areas. 

I want to say the staff has been putting in a lot of hard work on 
the subjects of these hearings and I think they will have something 
for you to chew on when you get herein January. 

Our first witness this morning is the Honorable Paul H. Nitze. He 
is president of the Foreign Service Educational Foundation. 


Mr. Nitze, we are pleased to have you here, sir. Will vou come 
around and have a seat. 


STATEMENT OF HON. PAUL H. NITZE, PRESIDENT, FOREIGN 
SERVICE EDUCATIONAL FOUNDATION 


(Formerly served in Office of Coordinator of Inter-American Af- 
fairs, Board of Economic Warfare, and Foreign Economic Admin- 
istration; special consultant to War Department; Vice Chairman, 
United States Strategic Bombing Survey, 1944-46; Deputy Director, 
Office of International Trade Policy, 1946; and Deputy to Assistant 
Secretary of Economic Affairs, Department of State, 1948-49; Direc- 


tor, Policy Planning Staff, Department of State, 1950. Awarded 
Legion of Merit.) 


Mr. Nirze. Thank you, Mr. Chairman. 
Mr. Vorys. Mr. Chairman, you left out something. He spent about 
a month of his life in this room back in 1948 on the Marshall plan. 
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Chairman Ricwarps. That is right. I do not remember how long 
a time it was, 

Mr. Vorys. It seemed like it was more than a month. 

Chairman Ricwarps. Mr. Nitze, you know what this committee is 
trying to do. 

Mr. Nrrze. I think so. 

Chairman Ricuarps. We are trying to get a background of recent 
developments on which may be based possible changes in the foreign 
policies and programs of the United States involved in the Mutual 
Security Act. 

Mr. Nirze. I have a prepared statement. May I read it, Mr. 
Chairman ? 

Chairman Ricuarps. How long will it take? 

Mr. Nirzz. About a half hour. 

Chairman Ricnuarps. Yes, you may proceed. 

Mr. Nirze. I understand that the question which the committee 
wishes to be discussed at this session of its hearings is the relation 
of new weapons and new military strategy to our foreign policy. I 
should like first to say a few words about the military problems and 


later to go on with the bearing of these military considerations on 
our foreign policy. 


MILITARY ASPECTS OF OUR FOREIGN POLICY 


The military problem seems to me to have two important aspects: 
The first aspect is that of a possible nuclear war with the U.S. S. R. 
and how we can best deter or defend ourselves against that threat. 
The other aspect is that of how military force can contribute to the 
control of local wars and lesser threats to the peace. The ability to 
control these lesser threats is also necessary if we are to achieve the 
general aims of our foreign policy. And if we are unable to control 
them, they may bring on the big nuclear war which it is our policy 
to avoid or deter. Later on I shall wish to say a few words about 
the relative importance of these two aspects of our military problem— 
preparation for a big war and preparation to control minor wars. 

Chairman Ricuarps. Just a moment. I think everybody under- 
stands this is an executive session. You understand that? 

Mr. Nirze. Yes. 


MILITARY PROBLEMS OF A MAJOR WAR 


Let me first say a few words about the military problems of a big 
war with modern weapons. 

Many students of this problem have suggested that what they call 
an “atomic stalemate” has developed or is about to develop. The 
thought seems to be that as the Russian stockpile of atomic weapons 
grows both sides will realize that in an all-out nuclear war neither 
side can “win” and that therefore atomic peace (aside from some ir- 
rational action) is assured. I would suggest that the situation is more 
complex. 

THE ATOMIC WEAPONS BUILDUP 


In the first place the growth of the Russian atomic stockpile and 
delivery systems (the bases, planes, missiles, crews, radars, etc., neces- 
sary to deliver them on target) does not tend to inhibit action by the 
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Soviets. It merely inhibits the possibility of action by ourselves. If 
the western monopoly was for many years a force for peace it is hard 
to see how the loss of that monopoly can, by itself, be a force for sta- 
bility. It would seem much more plausible to look to the other develop- 
ment which has been proceeding concurrently with the growth of the 
Russian stockpile—that is, to the great general advance in atomic 
weapon systems technology—for those forces in the weapons field 
which may be tending toward increasing stability. 

During the past 5 years the power of individual weapons, the num- 
ber of weapons available, and the variety and flexibility of means for 
their delivery have expanded more rapidly than anyone at the begin- 
ning of that period thought possible. Power, numbers, and deliver- 
ability are not just additive factors. It is not their sum but their 
product which gives an index of offensive potential. And the develop- 
ments of recent years have raised their product to an entirely new 
order of magnitude. It is this change in the order of magnitude of 
offensive potential which increasingly raises the question as to whether 
anyone can “win” an all-out nuclear war. 


“WINNING” AN ATOMIC WAR 


But the word “win” is a leathery word which can stand reexamina- 
tion for precision of meaning. In one connotation the word “win” is 
used to suggest a comparison of the immediate postwar position of a 
country with its prewar position. In this sense none of the initial 
contestants “won” in the First World War or in the Second World 
War. It is probable that no one could “win” a third world war, in the 
sense of being richer, happier, or better off after such a war than before 
it, even if no atomic weapons were used. If atomic weapons were used 
in all-out, city-to-city attack by both sides, the conclusion is certain. 

In another connotation the word “win” is used to suggest a compari- 
son of the postwar position of one of the adversaries with the postwar 
position of the other adversary. In this sense it is quite possi le that 
In a general nuclear war one side or the other could “win” decisively. 
Even a smal] initial imbalance in relative capabilities, other things 
being equal, could grow rapidly into a decisive imbalance as the war 
progressed. 

Air warfare in general and atomic warfare in particular tend to be 
comparable more to naval warfare than to land warfare. In classical 
naval warfare, it has generally been true that if the main opposing 
forces became engaged, an initial superiority was progressively trans- 
lated into complete and decisive victory, resulting in full control 
of the sea lanes for the victorious side. In land warfare, on the other 
hand, the side having the initial advantage often has become over- 
extended as its forces advanced, as its lines of communication length- 
ened, and as the population and forces of the defender were stimulated 
to greater efforts. A very great margin of superiority, often estab- 
lished only after a counterattack, has usually been necessary for 
decisive victory on land. 

In the last war, establishing control of the air took time, and that 
control was sometimes less surely established than was control of the 
sea in the days before the development of airplanes. But the addi- 
tion of atomic weapons, with the prospect that hundreds of airfields 
could be permanently destroyed in a single day, makes it probable that 
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in any future war the process would be speeded up and be even more 
clearly decisive. 

Some have argued that the destruction in an all-out nuclear war 
would be so great that nothing would remain, that life on this planet 
would be impossible, and that there would be no one left to win, even 
in the second sense of the word. This is technically conceivable. The 
number of high-yield thermonuclear weapons which can be exploded 
in a short space of time without producing general lethal contamina- 
tion of the atmosphere is finite. But it is a large number, one not 
likely to be reached unless the war is fought in an entirely irrational 
way. 

If the above line of reasoning is correct, then in a nuclear war fought 
with some degree of reason, one side may very well win in this second 
comparative sense and the other side lose. The victor will be in a 
position to issue orders to the loser and the loser will have to obey 
them or face complete chaos or extinction. The victor will then go 
on to organize what remains of the world as best he can. Certainly, 
he will try to see to it that there is never again a possibility that the 
loser possesses nuclear weapons. 

These 2 meanings of the word “win” epitomize the 2 main lines of 
considerations which flow from the present state of atomic technology. 
The first meaning brings out the horror and destruction which both 
sides in the contest, and mankind as a whole, would face in an all-out 
nuclear war—horror and destruction having as its upper limit the 
destruction of all life on this planet and as its lower limit such great 
losses even for the victor as to make any meaningful comparison with 
his prewar status impossible. It is this meaning of the word which 
brings out the reasons why it is of the utmost importance that nuclear 
war should not occur. We could not possibly win in this first sense. 
And we hope the enemy also realizes that he could not win in this sense 
either. The second meaning of the word “win,” the comparison be- 
tween the postwar position of the victor and of the defeated, brings 
out why it is also of the utmost importance that the West maintain a 
sufficient margin of superior capability so that if general war were to 
occur we could win in the second sense. The greater that margin 
(and the more clearly the Communists understand that we have a 
margin), the less likely it is that nuclear war will ever occur. The 
greater that margin, the greater are our chances of seeing to it that 
nuclear war, if it does come, is fought rationally and that the resulting 
destruction is kept to the lowest levels feasible. 

Now is it possible for the West to maintain a position of sufficient 
superiority so that it could win in the second sense if the necessity 
arose? The answer would seem to be in the affirmative provided we 
take the necessary measures. This would be so even if we assume 
that technology, both in nuclear processes and in delivery systems, will 
tend in the long run toward equality between East and West. 


EQUATION OF POWER 


As the number of weapons possessed by the Soviet Union increases, 
the importance of mere superiority in numbers diminishes. As the 
significance of superiority in numbers diminishes, the importance 
pt pores a in delivery systems increases. As the Soviets ap- 
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proach closer to equality in delivery systems, the significance of ‘su- 
periority in this factor also decreases. But if one assumes the ex- 
istence of roughly equivalent capabilities in delivery systems, the 
significance of the geographic factor increases. 


VULNERABILITY OF UNITED STATES AND VU. 8. 8. R. TO ATTACK 


The United States is vulnerable to direct attack only from bases 
on the Eurasian land mass and from submarines. The U.S.S. R. is 
vulnerable to attack not only from North American bases but also 
from bases closer in on the periphery of the Eurasian land mass itself 
and from seas controlled by the navies of the West. 

If one looks at a map of the U. S. S. R., particularly where their 

opulation is centered, it is a narrow triangle, but it is not the full 
ere that one sees on the map. [Indicating on map of Russia.] 
It is that triangle in the center which is the heart of Russia. This is 
very vulnerable to bases on the periphery of Eurasia. 


GEOGRAPHIC ADVANTAGE OF UNITED STATES 


Given anything approaching equality in numbers and quality of 
planes, missiles, and the other elements of modern delivery systems, 
the geographic factor should give the West the possibility of a con- 
tinuing and decisive margin of superiority. The very important 
emphasis which the Soviets are placing both in their diplomacy and in 
their propaganda in trying to weaken our alliances and get us out 
of the bases on the periphery of Eurasia indicates that they also 
recognize its importance. 


MAINTAINING THE WEST’S GEOGRAPHIC ADVANTAGE 


On this line of reasoning, the controlling question is whether the 
West’s geographic advantage can in fact be preserved in peace and 
asserted in the event of war. Can the West maintain, first in the 
face of smiling Russian tactics and then of renewed Soviet pressure 
and threats, sufficient cohesion in its alliances to make the geographic 
factor really count? The land bases ringing the U. S. S. R., close 
in, are subject to the sovereign control not of the United States but 
of the countries on whose territory they are located. A military 
policy which contributes to neutralism in those countries may rob the 
West of that geographic advantage which is potentially its greatest 
strength. 


WAGING A NUCLEAR WAR 
The full significance of the geographic factor becomes evident only 
if one also bears in mind two other sets of considerations. One of 


these concerns the probable target systems in the initial period of 
a nuclear war. The other concerns the element of surprise. 


INITIAL TARGET—THE ENEMY’S DEFENSE 


A strong case can be made that no rational body of men would 
initiate a general atomic war unless they believed that the power of 


their initial atomic attack and its immediate effects on the enemy would 
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be so great as to assure that the subsequent phases of the war would 
be substantially one-sided. In order to achieve such a one-sided result, 
the attacking side (either Russia in an initial attack, or the West in 
response to an aggression by Russia or China which could be met only 
by general war) would logically concentrate the full power of its initial 
atomic attack on the military—primarily the retaliatory—capabilities 
of the other side. The attacker’s object would be to coarer in the 
initial blow a large proportion of the base structure from which the 
defender must launch his retaliatory action (including planes or mis- 
siles on the bases and the submarines and carriers which might support 
the main retaliatory action). The attacker would attempt to destroy 
a sufficiently large proportion of this base structure to reduce the power 
of the defender’s retaliatory action to a level which the attacker’s own 
defense system could contain. If he should succeed in this attempt, 
he will have assured that the remaining phases of the war will be sub- 
stantially one-sided. Once he has gained effective control of the inter- 
continental airspace, then his adversary’s entire country, including 
cities, industries, means of communication, and remaining militar 
capabilities, will lie open to his will. He will presumably have muc 
in mind the postwar problem of building a world which he can control 
and manage. He will want destruction of that world to be held within 
reasonable limits. He will wish his own country to be spared as far 
as possible. He will also want to destroy only as much of the enem 
territory as is necessary for him to impose his will and get on wit 
the job of making of the world what he wants and can make of it. 


DANGERS OF LOSING CONTROL OF THE AIR 


The side which has lost effective control of the intercontinental air- 
spaces will face a truly agonizing decision. It may still have the capa- 
bility of destroying a few of the enemy’s cities. But the damage it 
could inflict would be indecisive and out of all proportion to the anni- 
hilation which its own cities could expect to receive in return. 


DISPERSAL OF AIR BASES 


Whether one side or the other could hope to achieve substantial 
control of the air during the initial phase of the war depends further 
on a number of factors additional to those already mentioned. One 
of these is base dispersal—the number and geographic distribution of 
air, missile, and supporting bases. Another is air-defense capability. 

If the bases from which a western strike can be mounted are 30 in 
number, the enemy will have a far easier task in establishing air 
control than if those bases are 300 or 3,000 in number and if they are 
geographically well dispersed and varied in character. 


AIR DEFENSE 


Of equal importance is the factor of air defense. If the western 
early warning, radar, intercepter, and defensive missile system, is such 
that it can contain a coordinated Soviet surprise attack of 1,000 planes, 


that is quite a different thing than if it can contain a coordinated 
attack of only 100 planes. The point is that technology of defense 
has also been making strides in recent years. From the technological 
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standpoint, it is quite possible to conceive air-defense systems which 
will have a very high probability of destroying all, or nearly all, planes 
of a small-scale attack. The problem is to design one that could stop 
a very high percentage of a large coordinated attack. This problem 
may not be insoluble, at least against manned bombers. 


ELEMENT OF SURPRISE ATTACK 


This brings us to a discussion of the element of surprise and the 
advantage accruing to the side which strikes the first blow. If side 
A’s base structure consists of a small number of bases and if side B’s 
air defense system is able to contain a fairly substantial enemy re- 
taliatory attack, then the advantage to side B of striking the first blow 
may be very great indeed. For the West to permit such a situation to 
develop in favor of the U. S. S. R. would be to encourage a dangerous 
instability in the air-atomic situation. 

Sheer geographical extent is one of the elements necessary both for 
adequate base dispersal and for a comprehensive air defense system. 
This would seem to reenforce the point made earlier that the West 
has every prospect of being able to maintain a superior position in 
the nuclear attack-defense equations, but only if its available geo- 
graphic advantages can be maintained as a vital element. 


SUGGESTIONS FOR MAINTAINING ATTACK-DEFENSE SUPERIORITY OVER 
U. 8S. S. R. 


What do these considerations suggest for United States policy? To 
me they suggest the following: 

1. It is important that the West maintain indefinitely a position of 
nuclear attack-defense superiority versus the Soviet Union and its 
satellites. 

2. It is within the reasonable limits of what is physically possible, 
for the West to maintain such a position indefinitely. 

3. To do so, the West will need to maintain at least equality, and 
if possible superiority, in atomic and weapons technology. It will 
need to maintain at least equality, and if possible superiority, in the 
manifold elements of effective atomic offensive and defensive weapons 
systems. 

4. In order to maintain a sufficient margin of superiority, so that 
even a surprise attack would give the enemy no prospect of achievin 
a one-sided result, the West must realize its geographical potential. 
Three corollaries flow from this proposition. We should develop an 
air defense system which makes full use of the West’s geographic 
advantages. We should develop that widely dispersed base system 
which the West’s geographic situation makes nema, But, above all 
we must maintain in full working order the system of alliances and 
those working relations with our allies without which the West will 
have no geographic advantage at all, 

5. In order to maintain the western system of alliances we must, 
among many other things, develop a policy with respect to the condi- 
tions under which we would use atomic weapons in war—which is 
consistent both with our own interests and those of our allies. 
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POLICY FOR USE OF ATOMIC WEAPONS 


What might be the important elements of such a use policy, con- 
sistent with both our own interests and those of our allies? Its start- 
ing point would be our common interest in collective security. An 
attack on one ally must be considered an attack on all. We must not 
permit any ally who actively resists aggression to be overrun. We 
must have developed and be willing to use the strength necessary to 
restore the situation in the event of aggression. The elements of a 
Foe ee policy governing our use of atomic weapons might be the 
ollowing: 

1. We should endeavor to meet aggression and restore the situation 
without the use of atomic weapons wherever this is possible. 

2. We should extend hostilities to other areas only if there is no 
other way effectively to restore the situation. 

3. Even if it becomes necessary to engage the U.S. S. R. in atomic 
warfare, we should limit ourselves to military objectives, primarily 
to those which are necessary to achieve control of the air. We should 
not initiate the bombing of industrial or population centers. 

4. We should attempt to build nonatomic elements of strength and 
to encourage our allies to do likewise so that the residual reliance which 
must be placed upon atomic weapons for our common security is re- 
duced as far as may be feasible. 


PREPARATION FOR NUCLEAR AND LOCAL WARS 


The question remains as to the relative attention which should be 
given to preparation for a general nuclear war with the U. S. S. R. 
and how much should be given to preparations to handle local wars 
and lesser threats to the peace. Today the main focus of our military 
policy is on the preparation for a general nuclear war. 

My point is that I think we have been giving a wholly inadequate 
attention to the planning, development, creation, training, and dis- 
position of the type of force which is necessary to support a foreign 
policy which seeks to avoid a general war by keeping reasonable control 
over local threats to the peace. 


PRIORITIES FOR OUR STRATEGIC AIR ARM AND DEFENSE 


A short time ago I heard an Air Force officer, in a speech cleared 
by the Air Staff, discuss the question of the priority which must be 
given to the development of strategic air-atomic capabilities, both 
offensive and defensive, as opposed to capabilities for limited or local 
war. His argument ran about as follows: We can be destroyed by 
Russian nuclear capabilities. It is therefore of the utmost importance 
to be able to deter this threat through a capability so great taat it 
cannot be significantly degraded even by a surprise attack. Not only 
is this objective so important that we must give it first priority but 
it isso important that, within budget limitations, we can take no chance 
about having a fully adequate capability. He recognized that we 
might run the danger of piecemeal defeat if we had an inadequate 
capability of supporting our foreign policy in local or limited war 
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and that the type of priority for strategic air he was advocating might, 
with limited budgets and resources, lead to that result. But, he argued 
in an atomic war we would be destroyed immediately while piecemeal 
defeat would take some time. Therefore, he argued, we should con- 
tinue to give our strategic air arm and our strategic defense a con- 


tinuing overriding priority over everything else, no matter what the 
other consequences. 


DANGERS OF A PRIORITY SYSTEM 


Now let us take a sober look at this doctrine. First, from the stand- 
point of national policy, it is manifestly and clearly inadequate and 
disastrous. A military policy which assumes defeat, whether in the 
short run or in the long run, is unacceptable as a foundation for 
national policy. 

Secondly, I would have thought that both experience and logic 
demonstrate the inadequacy of a simple priority system as opposed 
to an allocation system. The last unit of the highest priority 1s gen- 
erally less valuable than the first unit of the next priority. Sooner 
or later one has to go to an allocation system and try to even up the 
incremental value to the defense effort of the major items which are 
produced. 

Thirdly, I should think that as we actually get some of the new 
weapons which we are developing into production and then into de- 
ployment the risk of a surprise attack degrading our retaliatory capa- 
bility will diminish. I have a hard time seeing how a surprise attack 
could do much to degrade the retaliatory capability of dispersed land 
or submarine based missiles of adequate range. And I can’t see that a 
capability of dropping 20,000 megatons of explosives on the U.S. S. R. 
has much more deterrent effect than a capability of dropping 
10,000. It was the Russians who either deterred or bluffed the British 
and French at Suez. In Hungary we didn’t seem to be able to deter 
anyone. 

Fourthly, I question one of the basic assumptions of our military 
policy. That assumption is that the U. S. S. R. has such an over- 
whelming superiority in trained manpower over the West that we 
must of necessity rely primarily on our technological superiority and 
upon weapons of greater and greater power. I certainly hope we can 
maintain technological superiority over Russia. The recent testi- 
many before the Symington committee was not very encouraging on 
the score of whether we were actually going to translate this into 
better and more weapons ready and in place and whether we were 
going to keep even our technological superiority forever. But the 
complementary point is that the West need have no inferiority to the 
Russians in manpower. How much are the vaunted Hungarian divi- 
sions worth to them now? Can the Russians rely on the Polish and 
Kast German divisions? How many Russian divisions do they need 
to be sure of Czechoslovakia and Romania? Can they really count 
on China on any issue except one in the Far East from which China 
herself can gain? Russia has a population of 200 million. Not all 
of that population is loyal and much of it is very inefficient. The 
myth that Russia must have manpower superiority to 450 million peo- 
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ple in the West is a myth by which we may frighten ourselves into 


sole reliance on weapons we can’t always politically use and thus into 
a bankruptcy of policy. 


ADEQUATE PLANNING 


To summarize this section: I question whether we have our eye on 
the right kind of local war; I question whether we have our eye on 
doing the right kind of thing about the types of local war which really 
will threaten us; I question whether we have or are planning the type 
of military capability which we would need if we did have our eye 
on these things; and, lastly, I believe we need an entirely different allo- 


cation of attention, effort, and resources to this area and that the time 
to begin is now—not 2 years from now. 


IMPORTANCE OF ALLIES AND UNCOMMITTED COUNTRIES TO SECURITY OF 
UNITED STATES 


My last point is that whether we are trying to be in the best position 
to deter general nuclear war and to win it 1f it is forced upon us, or 
whether we are trying to avoid a general war by keeping reasonable 
control over local threats to the peace, allies and friends are of the 
ereatest importance to us. The relative strength of the U.S. S. R. and 
of the United States are so nearly balanced that what happens to the 
intervening states and the positions which they take can be crucial 
in affecting that balance. The defection of Hungary was so important 
to Russia that she has committed the full power of Russian armies in 
an attempt to suppress that defection by force and brutality, in spite 
of the horrified public reaction of almost the entire civilized world to 
the means she has used. The defection of the European countries, of 
the African-Asian bloc, or of other uncommitted peoples to the Soviet 
side would be an equally shattering blow tous. The methods by which 
it would be appropriate for us to forestall or prevent such a defection 
are obviously different than those that are used by the Communists 
but the problem is equally great. The essence of our foreign policy 
must be to so handle our relations with our allies and with the un- 


committed peoples as to merit their continuing respect and good will. 
We cannot go the course alone. 


Chairman Ricwarps. Thank you, sir. 


That was a very strong 
statement. 


WILLINGNESS OF ALLIES TO FIGHT 


You are talking about this balance of nuclear power. What do you 
think would happen if Russia would tell our so-called allies that if 
they do not remain neutral they will be subject to that kind of warfare ? 

Mr. Nitze. I think it depends on the circumstances under which the 
threat of a general war arises. If it really were a serious offense to 
the feelings of mankind, if it were an invasion of Germany, let us say, 
or of Austria—even this Hungarian thing was close to the line; it 
seems to me it was close enough that one really felt one’s honor was 
involved and a failure to do something about it was a serious thing. If 
it were even more overt than that, such as an invasion over the German 


boundary, I think our allies would be as willing to fight as I think 
we would. 
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Chairman Ricwarps. Even in the face of a threat from Russia? 
Mr. Nrrze. Yes, even in the face of a threat from Russia because 
their problem would be the same as ours. 


DEFENSE AGAINST RUSSIAN ATTACK ON EUROPE 


Chairman Ricarps. What do you think might happen if the So- 
viets would move their land armies fast and overrun Europe in the 
belief we would not dare wage atomic warfare against our so-called 
allies with the destruction that it would brin 

Mr. Nirze. I would like to see Europe an clined in a position 
whereby one could defend against a nonnuclear attack by the Russians 
without the necessity of having to engage in a strategic nuclear at- 

tack. Granted you cannot do ev erything within the limited resources 

that ae available and until such time as this is possible we have to 
rely.on SAC even though the destruction we would have to anticipate 
in a nuclear war would be immense. Similarly with the Europeans. 
But if the offense is sufficiently bad, then I think people will react and 
take the necessary action even in spite of very clearcut and horrible 
destructive results. Certainly the Hungarians must have known what 
the Russians could do to them and still they took it on. 

People will fight even in spite of anticipation of very great de- 
struction if the offense is suffic iently great. 


4 STRONG NATO FORCE 


Chairman Ricuarps. From what you say I judge that you think it 
would naturally follow that the United ‘States would continue its 
efforts to build a strong NATO defense force. 

Mr. Nrirze. I think we should. 


AID TO YUGOSLAVIA 


Chairman Ricuarps. There is one other thing I want to ask you. 
Do you not think recent events show the wisdom of our policy of giv- 
ing aid to Tito? 

Mr. Nirze. Yes, I do, I think the major thing that has happened to 
the Russians is this unreliable situation in which their Eastern satel- 
lites now are. I do not think that unreliability of their Eastern 


satellites would have come about except for the fact that we did give a 
certain amount of aid to Tito. 


Chairman Ricuarps. Mr. Chiperfield. 
Mr. Cuirerrretp. Thank you, Mr. Chairman. 
I want to thank you for a very fine statement. I think you have 


given a great deal of thought to it and it has been very helpful to 
this committee to have you appear. 


MAINTAINING A MARGIN TO WIN 


You spoke about the necessary margin to win, the necessity of main- 
taining that margin. We have a mutual security bill each year before 
us. For example, it may contain seen million for advanced weapons. 
Is it a question of amount of mone Is that the thing that is in- 
volved to maintain this margin or do we have the capability of pro- 
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duction and knowledge to maintain that margin? What do you 
think the situation is? Is it just amounts of money we appropriate or 
authorize here? Are we capable of using those amounts? Do you 
get my point? 

Mr. Nirzz. I get your point. I think that obviously resources in the 
form of weapons are not the only thing, but I think they are an im- 
portant component and they do cost money. I think the amounts of 
money which have been considered for mutual assistance can be trans- 
lated into weapons and can be used. I don’t think there is a real prob- 
lem as to whether you can produce the weapons or whether they can 


be used. 


Mr. Currerrietp. That was one of the things I wanted to know. 


INVESTMENT IN DEFENSE—UNITED STATES AND U. §&. S. R. 


Mr. Nirzz. When one considers that the Russians are probably de- 
voting close to 50 percent, if not more, of their gross national product 
to defense and to capital investment, expanding their economic base, 
a large portion of which is helpful to their long-range military pre- 
paredness, and that only something less than 50 percent of their gross 
national product is going to consumer consumption, then it seems to 
me that we, with our much richer economy, could contemplate some- 
thing more than the 10 percent of our gross national product which 
is going for defense and security expenditures, and I think some 15 
percent is going into capital formation. We are putting in 25 percent 
of our gross national product to defense and capital additions and 75 
percent into consumption, while the Russians are doing 50-50. 

Mr. Currerrretp. Thank you very much, Mr. Chairman. 

Chairman Ricnarps. Mr. Carnahan? 


ATOMIC SUPERIORITY AS DETERRENT TO U.S. S. R. ATTACK 


Mr. Carnanan. Did I understand you to say that maintaining a 
margin of atomic balance might not serve as a deterrent to the 
U.S.S. R. in initiating the use of atomic weapons? 

Mr. Nirze. No. What I tried to say was that if we did have a mar- 
gin of superiority sufficient so that they could not, even if they struck 
first and with surprise, gain a very substantial advantage, then it 
seemed to me unlikely that they would initiate a general nuclear war 
and therefore it was important for us to maintain that margin. 

Mr. Carnanan. A stalemate might not result, then, in a deterrent 
for Russians in initiating its use ? 

Mr. Nrrze. Yes; I think if both we and the Russians maintain a 
sufficient capability so that neither could gain by initial attack, then a 
deterrent to general war would arise, but not necessarily to local war, 
and piecemeal losses in local war could upset the balance. 


CONDITIONS FOR USE OF ATOMIC WEAPONS 


Mr. CarNnAaHAN. You mentioned in maintaining the balance that we 
should determine conditions favorable for the use of atomic weapons. 
What did you have in mind there ? 

Mr. Nrirzzr. What I had in mind there was that even if we have to 
fight a nuclear war with the U. S. S. R. it would seem to me both 
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militarily unwise and certainly policywise unwise to indiscriminately 
attack the centers of population and industry unless our centers of 
population and industry were hit first. ; 

Mr. Carnanan. You mean, then, we should determine ahead of 
possible use the conditions under which we would resort to the use 


of 





Mr. Nrrze. Of large-scale weapons against centers of industry and 
population. 


INITIAL USE OF ATOMIC WEAPONS BY UNITED STATES 


Mr. Carnanan. Do you think the situation may develop to where 
we will have to resort to the initial use of atomic weapons? 

Mr. Nirzr. It seems to me that our announced policy today is one of 
backing up our foreign policy with exactly this proposition. The 
essence of our alliance structure is that we will defend in the event of 
overt aggression, and the primary military capability we are develop- 
ing is a nuclear capability. So if there were an invasion of Europe 
or Turkey or what have you, our present expressed policy is that we 
would initiate atomic warfare. 


NONATOMIC DEFENSE 


Mr. Carnauan. Do you believe it is possible to resolve the conflict 
without the use of atomic weapons? 

Mr. Nirzr. I think it is possible to build capabilities so we would 
not have to rely as heavily as we do today upon our willingness to go to 
nuclear war in order to support our foreign policy. 

Mr. Carnanan. That is all, Mr. Chairman, thank yon. 

Mr. Vorys. I was wondering if it would be helpful to the com- 
mittee to have General Quesada’s statement and interrogate these gen- 
tleman at the same time, since our time is limited and they both are 
dealing with the same subject. 

Chairman Ricnarps. I donot thinkso. We have just two witnesses 
this morning. I think we can hear them separately. We might want 
to have this gentleman back, but I believe we should go on this way. 


USE OF CONVENTIONAL WEAPONS 


Mr. Vorys. Your suggestions add up, I believe, to doing what we 
are doing now, only more so. That is, certainly not to ease up on the 
nuclear deterrent and on dispersal programs, all of which are expen- 
sive, but also plan to have conventional weapons. You speak of the 
myth of mass forces. We have not had anybody before us for 10 years 
who has said that by using conventional weapons there was any chance 
of keeping the Russians from overrunning Europe any time they 
wanted to. 

You seem to imply that we should have the means to win conven- 
tionally. That adds up to putting more and more of our resources 
into weapons and I think that we are going to hit a political ceiling 
on that before we hit any other kind of ceiling. 

I wonder if you had thought at all about going at it the other way. 
Suppose we had made available just a small fraction of our present 
conventional and atomic military budget for Hungarians to fight a 
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little more successfully, knowing in advance we were going to stay out 
but that we were going to fur nish weapons ¢ 


PRIORITIES AND BUDGET LIMITATIONS 


Your suggestion adds up to me as more and more of the same. By 
allocation everything i is high priority and you spend a lot more. Is 
anybody thinking about this other approach that would from now on, 
knowing what the possibilities are in Hungary, make it a little easier 
and more successful for Hungary and Poland and East Germany 
and the people in China that do not like communism to soften up and 

maybe dai out their oppressors ? 

Mr. Nrrzr. On your first point, I am quite conscious of the limita- 
tions of budgets and that you have to fit programs into resources that 
politically can and should be made available. On the point as to 
the degree to which one should decrease one’s reliance on strategic air, 
there I said it seemed to me you should do as much as you could in 
reducing your dependence on nuclear war to support your foreign 
policy. “Tam conscious of the fact you cannot do everything in a day 
and that there are budget: ary limitations, but certain things have 
happened in the last few years. One of them is that the Russians 
have developed hydrogen weapons, that they have these Bisons, Bears, 
and things of that kind and that they are developing missiles. So 
the degree to which it is prudent just to rely on our strategic air 
capabilities i is certainly less than it was before. 


SATELLITE UNREST 


And another thing that has happened is that the unrest in the 
Eastern satellites has turned out to be what one hoped but did not 
really have much confidence would, in fact, turn out to be so. So 
that today I think it is possible to look at the manpower problem as 
between Russia and the West in an entirely different way and with 
greater confidence than one could have 5 years ago. 

The last point—as to whether or not it would be possible to do some- 
thing other than what we have done with respect to assisting the 
Hungari ians, the Poles, and other peoples similarly situated in throw- 
ing off the tyranny under which they presently suffer—there I think 
a great deal of thought has been given to this problem by everybody in 
not only this administration but in the preceding administration. 





HUNGARY IN RETROSPECT 


It is not an easy matter to figure out what, even with hindsight, 
could have been done in Hungary which would have been clearly better 
than what was done by the “United States Government. One could 
imagine, for instance, that had we had the capability of dropping, 
say, a hundred thousand bazookas to the Hungarians during the 
period when the new Hungarian Government was in control and rep- 
resented the mass of the people, that then maybe they could have used 
those and we could have gotten them in while the Hungarian Gov- 
ernment wanted them, and maybe they could have with those weapons 
resisted the Russian tanks. 
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ACTIVE SUPPORT TO HUNGARY AT RISK OF WAR 


If, however, we had done more than that, or if we had missed that 
2-day period and had to drop these in by night against the Russian 
Air Force, and so on, it is awfully hard to see how one could have 
done that without grave risk of the Russians considering that a cause 
for general war with the United States. 

Perhaps we should have taken that risk. Maybe the Russians would 
have backed down, if we had really been determined. But I don’t 
think you can go into that kind of operation unless you are really 
sincerely prepared to go to all-out war with the U.S. S. R. if the 
risk turns out to be real, if you are called on the risk you have taken. 

I do not believe that this administration was prepared to take any 
such risk. Frankly, I think the last administration was a much more 
courageous administration than this one. 

Mr. Vorys. No one that I know of has developed any very effective 
ways of helping people to practice what we preach in the Declara- 
tion of Independence; of helping Chinese, Koreans, Poles, Hungari- 
ans to use effective means to get rid of oppressive governments. 


THE WILL AND THE POWER NEEDED TO WIN 


Mr. Nirzr. Is there any weakness of will on the part of the Hun- 
garians? It seems to me here you have an entire nation unified in its 
approach. They know what they want. They want to get rid of the 
Russians. The question is how do you do it, by what military means? 

Mr. Vorys. I did not say necessarily military means. 

Mr. Nrrze. Their problem is 4,000 tanks. 

Mr. Vorys. I am talking about some way or other devoting a 
fraction of the economic power and the moral power and the think 
power in the United States to supporting principles of the American 
Revolution and the Declaration of Independence. That is what I 
mean. I think that if a fraction of the think power had been devoted 
to that in the past decade we would be better off. It is pretty hard 
to have a slide rule or yardstick to measure national will and deter- 
mination such as we found existed in East Germany and Poland and 
Hungary, but is anybody working on that? 

Mr. Nirze. Yes, sir; I think a great deal of work is going into this 
problem but does it not always come back to the question of what are 
they going to do about the Russian tanks? 

Mr. Vorys. Well, you answer it by merely giving another argu- 
ment for General LeMay’s idea that we have the big smack ready 
and that is all we need. 

Mr. Nitze. No; I do not say it quite that way. I say we have got 
to be ready for the big smack so that underneath that shield, then, 
we can take more courageous action. If we haven’t got the shield 
we cannot take these other actions. 


DETERRENTS TO USE OF H-BOMBS 


Mr. Vorys. One other question. In World War II neither side 
used gas or biological warfare, although they were well perfected, 
because it did not pay, and they were afraid of retaliation. 


| 
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You seem to think, maybe we are all operating on that basis, that 
although we have the capacity, H-bombs will probably never be used 
because it is too hard on the human race, just as gas and biological 

warfare would be. 

If that is true, would it not then be possible to set a fairly low limit 
on the H-bombs and let the other fellow know we have got it and go 
on about something else? Can we count on the same deterrents for 
the future that have existed for gas warfare and biological warfare 
as applied to thermonuclear weapons? 

Mr. Nitze. I think General Quesada could comment on this better 
than I. My impression is that gas warfare would not have been 
decisive in the last war, neither for us nor for the enemy, and that the 
reason it was not used was really more that factor than any considera- 
tion of humanity or past agreement. 

Mr. Vorys. Or retaliation ? 

Mr. Nirze. Well, at the end of the war the Germans did have a 
superior gas to anything we had, but at that time when they had lost 
control of the air, if they used gas they were vulnerable to much worse 
counteruse thereof against their own population than anything they 
could do to our side, so that at that stage of the game there was no 
military sense in their using it. 

Mr. Vorys. Thank you very much. 

Mr. Nirzr. I do not believe I have answered the rest of your ques- 
tions, though. 

Chairman Ricuarps. Mr. Burleson. 

Mr. Burteson. Mr. Nitze, I shall read your statement later. It is 
difficult for me to pick up the points as you read it. I can do better 
after I read it myself. 


RUSSIAN MANPOWER 


Following the previous line of questioning, some place in your state- 
ment I seem to get the point that you think we should not hold this 
concern, which has been a major consideration in the past in formu- 
lating military policy, to give the greatest impetus to the fact that the 
Russian manpower would be so overwhelming that we would be un- 
able to meet it ourselves or with our allies. Is that correct? 

Mr. Nirze. Yes. This is one of the points I was making, that it 
seems to me here the situation has changed somewhat during the last 
5 years and we ought to give consideration to what we can do about 
this. It is a set of facts, I think, different from the ones we contem- 
plated 5 years ago. 


EMPHASIS ON ATOMIC POWER 


Mr. Burteson. Then you think we have been wrong in emphasizing 
atomic power because of a fear of the overwhelming manpower which 
the Soviets would be able to muster ? 

Mr. Nrrze. No; I donot think we have been wrong in emphasizing it. 
I think we would be wrong if we concentrated exclusively on atomic 
power. What I was arguing against in the atomic side of the thing 

was that if we put sole reliance upon our SAC and nuclear capabilities, 
then it seems to me we would lose opportunities uncovered by new facts 
that we ought seriously to think about. 
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DUAL PREPAREDNESS PROGRAM 


Mr. Burixeson. The Pentagon evidently faced this dilemma 5 or 6 
years ago as to whether or not we must carry on a dual preparedness 
program in the production of conventional weapons and nuclear 
weapons. They attempted to do both, to a certain degree and within 
the limits of the budget, and so forth, as you mentioned. Obviously 
there was no other realistic choice. 


NO UNITED STATES TROOPS IN LITTLE WARS 


Now, it seems to me we have proved the policy that we are not going 
to send American troops into little wars. Rather, the conventiona 
weapons which we have and which we will have in the future will go 
through the U. N. or to independent governments, excluding the 
eastern European governments, because I think we are talking through 
our hats and whistling in the dark when we talk about delivering 
weapons to Hungary or any other satellite nation. It would mean war. 

T amet se with the emphasis that we have on nuclear power, which 
is the protection of the United States, the conventional weapons are 
only for those governments which are independent and about to be 
overrun; to furnish them conventional weapons through the U. N. 
or directly for their own defense. Is that not about what we proved 
in Indochina? Has it been proved by our action or inaction in Hun- 
gary and eastern Germany ? 


USE OF UNITED STATES TROOPS THROUGH UNITED NATIONS 


Mr. Nrrze. I do not think we have. I do not think we should. It 
would seem to me—let me make another point first. I think there 
are strong arguments in favor of committing our forces under a U. N. 
resolution when we do commit them, as in Korea. It is much better, 
obviously, if we are going to intervene in some local situation with 
United States forces to have those forces made available under a U. N. 
resolution because then you have a better political climate within 
which to use them. But I am not sure that we should exclude all 
other possibilities—take the situation of Formosa, for instance. We 
have a commitment to go to the support of Formosa if it were to be 
attacked by the Chinese Communists. It would seem to me that we 
are honor bound to fulfill that. I do not think we have proved we 
would not fulfill that commitment unless a two-thirds majority in 
the United Nations approved. 


CONTROL OF LITTLE WARS 


Mr. Burieson. Formosa is a radically different situation than is 
Hungary. As I understood him Mr. Vorys spoke about these situa- 
tions as having the same status as far as delivering assistance. In 
Formosa we have possession of Formosa. We have ingress and egress, 
no question about that. It is radically different in the satellite na- 
tions. I think that if our policymakers have not determined that we 
are not going independently into little wars the American people 
have. I thought the trial balloon that went up as to what we were 
going to do in Indochina was indicative of what cannot be done. 
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There were statements, as I recall, of a threatening nature that we 
would send American troops into Indochina and that balloon had 
a great burst before it got very far off the ground. 

‘It seems to me it was determined then that we are not going to 
commit American troops with conventional weapons in the brush- 
fire Wars. 

Mr. Nirzr. I hope this is not so, because it seems to me that the only 
way, not the only way, but it seems to me that the best way in which 
one can reduce the prospect of the situation getting out of hand and 
resulting in a general nuclear war is a willingness on our part under 
the best. possible political aegis, a U. N. resolution if possible, to 
manage and control lesser threats to the peace. Otherwise one can 
foresee a probable degeneration of the situation to a point where the 
prospect of general war becomes very great. 

Mr. Bururson. Of course, we can “become very indignant—as we 
were in Indochina—as to the treatment of Hungary ; but after a period 
of time we begin to sober up. We then would find the sentiment very 
definitely opposed to any military intervention. 

Mr. Nrrzr. In Indochina there were a number of other reasons as 
to why the United States should not commit its forces in the Indo- 
china situation. I do not think one can argue that because the de- 
cision was made in Indochina not to commit United States forces, that 
this would necessarily apply to all other situations. 

Here you did have the French in a colonial position defending 
against a population which was, at least in northern Indochina, pretty 
well unified against them. Here if you had intervened with United 
States forces you would have been fighting against a majority of the 
population in what was at least in part a colonial war, and a decision 
not to commit United States forces there does not seem to me to 
mean that you have set a precedent which would cover every other 
situation. 

Mr. Burteson. That is true, but every situation will have its pe- 
culiarities, of course. There is no question about it. Nevertheless, 


there was considerable official feeling that intervention should be made 
but it was not. 





SUMMARY OF RECOMMENDED UNITED STATES DEFENSE POLICY 


Summing up generally, what you are saying is that we should con- 
tinue to maintain our alliances; that we should continue to maintain 
the capabilities of bases on the periphery of the Soviet Union; that we 
should continue here at home to carry on a dual preparedness program, 
“dual” meaning, of course, conventional and nuclear. I am sure there 
are other points, but those seem to be the essential elements of your 
statement. 


LESS EMPHASIS ON NUCLEAR DEFENSE 


Mr. Nrrzz. May I respond to that question and also Mr. Vorys’ ques- 
tion. I am not suggesting anything very radical. I am suggesting 
emphasis and I think an important change i in the direction of emphasis. 
] think in the last 3 or 4 years there has been a disposition to put more 
and more reliance upon our nuclear defense and less and less upon the 
ether elements of our defense posture, and what I am arguing for is not 
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abandonment of our support for our strategic air defenses—I think 
they are absolutely necessary—but a switch in emphasis, that we put 
more emphasis upon other components of our military policy in sup- 
port of our foreign policy and that we try to avoid a general war by be- 
ing willing to do what is necessary to manage intelligently these lesser 
threats to the peace. If we can do this, then I think we will maintain a 
geographic ac vantage and a political advantage in the world which 
will deter the Russians from initiating the general war which we want 
to avoid. 

Mr. Burteson. I assume that an essential consideration in all these 
points would be how far we get under the disarmament program ¢ 

Mr. Nrrze. Yes. 

Mr. Burteson. Thank you, Mr. Chairman. 

Chairman Ricuarps. Mr. Smith? 


CONDITIONS FOR UNTED STATES ENTRY INTO WAR 


Mr. Smirn. Have we reached the point, Mr. Nitze, where the issue 
seems to be are we ready to go to war to preserve what we have or not? 
Have we reached that point, do you think? The criticism coming out 
of Hungary today is criticism against the United States for not being 
willing to go to war for what they are fighting for. 

Mr. Nrrze. It seems to me that underlying our foreign policy is a 
willingness to go to war if the threat to our national honor and our 
national security is sufficiently grave. I donot think anything we have 
ever said has really committed us to go to war in a case like the Hun- 
garian case. Even some of the statements about the bold new foreign 

polic ‘y in 1952, liberation, and so forth, these were subsequently hedged 
to make it clear we did not propose to follow that policy to the extent 
of being willing to go to war in support of Hungary. 

Mr. Smirx. That seems to be the criticism we are getting today in 
hoth Poland and Hungary. My reaction to your statement was oretty 
much as Mr. Burleson and Mr. Vorys said, that what we should be do- 
ing is more and more of the same, perhaps, and you may be absolutely 
right. 

WITHDRAWAL OF UNITED STATES FORCES IN EUROPE 


You would reject, then, the statement made by the Soviet representa- 
tive last week inv iting the U nited States to get its forces out of Europe? 

Mr. Nirze. Yes. 

Mr. Smiru. If we are interested in peace, he said, “You get your 
people out of Europe and we will get our people out of E urope also.” 

Mr. Nrrzr. Well, I think the Russians use the word “neace” to mean 
a situation in which nobody can attack them and they can attack 
everybody else. That is peace in the Russian vocabulary. 

But I do not think one ought to exclude the possibility that it 
would be worth working out a deal under which the Russians really 
got back into Russia and we might evacuate our troops from Ger- 
many, let us say. I am not sure that this would not be something to 
which we should give consideration. 

Mr. Surrn. Do you not think that should be the constructive move 
we should be making? The reaction I had, all of us, I think, nothing 
doing to that kind of argument, but when you begin to analyze it a 
bit you cannot reject it carte blane and s say “Nuts to that,” because it 
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seems to me if we are going to begin to approach this problem con- 


structively we ought to be willing to sit down and discuss the pros 
and cons of it. 


MAINTAINING BASES ABROAD IN FACE OF NEUTRALIST ATTITUDE 


What concerns me, Mr. Nitze, in your statement is the fact that 
we are relying upon these bases abroad, and certainly we need them 
as part of our defense posture, at least, it seems tome. But how long 
can we continue to maintain them in view of the neutralist attitude 
that is developing? Just think of the status of NATO today. It 
seems to me that it is pretty well washed out. 

Mr. Nirze. I do not think it is necessary for it to be in the low 
estate that it is now in, but this gets you into a long discussion of who 
did what with what and to whom. 

Mr. Smiru. But if we are going to rely on those bases, it seems to 
me there is urgent need to repair the damage that has been done or 
else face the possibility of gearing our defensive structure to the 
Western Hemisphere, perhaps Africa. 


LIMITING DEFENSE TO WESTERN HEMISPHERE 


Mr. Nirzz. I would have serious doubts as to whether it is possible 
to base a sound defensive structure on just the Western Hemisphere 
in the nuclear age. 

Mr. Smiru. Do you think it is a sound proposition as it is today ? 
Do you think the British and French would get in there and fight 
today if something happened to them ? 

Mr. Nrrzz. Yes. They might be more apt to than we, perhaps. 

Mr. Smiru. I wish I could share your views. 

Mr. Nirze. It depends on the nature of the thing that caused the 
threat of war to arise. 


COLLECTIVE SECURITY 


Mr. Smitru. We talk about collective security, and I go along with 
that idea. We have a good basis for collective security when we are 
faced with a common enemy, but it seems to me we have reached the 
point in some of the Western European countries today when they do 
not consider we are facing the common enemy and, hence, the principle 
of collective security no longer applies. 

If we had common collective objectives, yes; but I do not think 
the Western Alliance has a common collective objective at this time. 

Mr. Nirzx. I agree NATO has gotten into poor shape but I would 
have thought it would be an object of policy to restore a common 
approach to what seems to me to be a common threat. The threat to 
them is the U. S. S. R. and communism just as it is to us. I think 
they recognize that. I think they have gotten thoroughly annoyed 
at some of the things we have done and we have gotten thoroughly 
annoyed at some of the things they have done. That is regrettable. 
Today there is bitterness and disarray in the structure. 

I think the object of policy is to reduce that and I do not think 
it is impossible. 
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Mr. Smirxn. Thank you. 
Chairman Ricwarps. Mr. Hays of Arkansas. 


U. 8. 8. R. DEFENSE AND CAPITAL INVESTMENT 


Mr. Hays of Arkansas. You mentioned the U. S. S. R. devoting 
50 percent, I believe, of their gross national product to military pur- 
poses and expansion of their capital structure. You did not break 
that down, did you, as you did in the case of the United States figure? 
You say ours is about 25 percent, 10 percent military and 15 percent 
for the expansion of our capital structure. Did I understand you 
correctly ? 

Mr. Nirze. Yes. 

Mr. Hays of Arkansas. It is not material, perhaps, but I won- 
dered what the breakdown would be on the Soviet figure. 

Mr. Nrrzr. I am not sure I know the accurate figures now. I did 
know them in 1952 and in 1952 it is my recollection that it was 45 per- 
cent of their gross national product estimated to be going into defense 
and capital investment, of which 20 percent was defense and 25 per- 
cent into capital investment. 

I understand since that time this percentage has increased to 50 
percent, but I am not quite sure what the current breakdown is. 

Mr. Hays of Arkansas. Percentagewise it is just about double ours 
in both categories, then, roughly ? 

Mr. Nirze. Yes. 


INCREASING UNITED STATES DEFENSE EXPENDITURES 


Mr. Hays of Arkansas. You feel we could step ours up in both 
categories without damage ? 

Mr. Nrrzez. I think we could. I think the limitations thereon are 
political rather than economic. I think the limitations on being able 
to do it are political rather than economic. 

Mr. Hays of Arkansas. Is what we do related to what the others 
do in a substantial way? In other words, are we still in that phase 
of the free world’s defense in which what we do is a stimulus and 
provides a leadership element ? 

Mr. Nirze. Yes. I do not remember accurately what the compar- 
able percentages are for other countries. At one stage of the game 
I believe the British and the French were devoting somewhat more 
than we do to defense expenditures as a percentage of gross national 
product. Iam not sure it is true today. 

Mr. Hays of Arkansas. There is an interdependence in the whole 
venture, is there not ? 

Mr. Nirze. Yes. 


RUSSIAN ADVANCES IN TECHNOLOGICAL FIELD 


Mr. Hays of Arkansas. You mentioned your feeling that we might 
not be keeping pace with the Russians in the technological field. ou 
had reference, I assume, to the production of trained technicians and 
scientists primarily / 

Mr. Nrrze. Yes: and certain of the developments which were testi- 
fied to in the Symington committee hearings, such as the very rapid 
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development by the Russians of very large and high-powered jet en- 
gines. 

Mr. Hays of Arkansas. I was just wondering about the possibility 
of our misconstruing the figures. 

Now, it is true, I suppose, I have never heard it controverted, that 
they are turning out so many more science graduates from their schools. 
I know Mr. Zarubin boasted to Mr. Merrow and myself in the U. N. 
last fall that they are turning out 50,000 science gr aduates every year 
compared with a considerably lesser number from our universities. 

Are they well trained, looking at the qualitative side, are they get- 
ting as good scientists as we are? Do you have any way of knowing 
whether their educational procedures are as efficient as ours? 


MAJORITY OF RUSSIAN YOUTH IN SCIENTIFIC FIELD 


Mr. Nirzx. I have the impression that for most of the Russian 
youth, there is the problem that to go into political work or the mili- 
tary or business or this sort of thing i is not very good under the Com- 
munist sy stem and that the only really honorable profession for them 
to go into is that of engineer. Therefore you have a selective selec- 
tion of the best younger people going into the universities and con- 
centrating on science and technology because in this way they are 
given some freedom from political pressure and the unattractive 
qualities of the Communist society. So you have the pressure to get 
the best people in this thing, which is not just the decision of the Gov- 
ernment but the lack of success, really, of the Communist regime in 
making life tolerable for its citizens in other fields that impresses 
good young people into science. 

Mr. Hays of Arkansas. Most of them are getting into careers that 
are related to the military structure, directly or indirectly ? 

Mr. Nirze. Some are in the field of basic research but this, in gen- 
eral, is the foundation upon which general weapons technologic al re- 
search is based. 

Mr. Hays of Arkansas. You feel we should be more alert on that 
score ? 

Mr. Nirze. I think this is a problem we have to look in the face. 

Mr. Hays of Arkansas. I do not know to what extent our Ameri- 
“an universities are taking it into account, or if there is something un- 
done the Government should do, but the figures are frightening, 25, 000 
engineering graduates and double that number in the U.S. S. R. It 
is something I keep looking for the answer for. I am hoping there 
will be evidence somewhere that something to offset it is being done. 


INCREASING ECONOMIC AID 


The highest figure I recall we have had in any previous testimony 
for stepping up economic aid is $2 billion. Do you have any ideas 
about that? Is that too big a target, and if we should step it up to 
that that it would be wisely used, to what extent should some funds 
be diverted from the foreign aid military budget, or should our gross 
be‘stepped up in the foreign aid picture? Have you gotten down to 
figures in your thinking? 


“Mr. Nirzx. [have not gotten down to figures on this particular point. 
I would not have a judgment. 
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Mr. Hays of Arkansas. Do you think we could spend $2 billion 
profitably if it were used as outlined ? | 

Mr. Nirze. My impression is it would not be difficult to spend wisely 
$2 billion. The question would seem to me to be whether the wisdom 
of spending it is so great that it outbalances other ways in which you 
could spend this money or do other things with it. 

I am sure you could use $2 billion wisely in economic aid, but whether 
this is where you want to put a limited budget, I do not know. You 
would have to work a great deal on the details of the allocation of 
expenditures before you could come up with a judgment on that. 


POLITICAL AND DOMESTIC INFLUENCES ON ECONOMIC AID 


Mr. Hays of Arkansas. You do not fear any impact on our domestic 
economy? In your thinking, it is largely a matter of relating the aid 
program intelligently to our total defense budget and our national 
income ¢ 

Mr. Nrrze. I would have thought that your domestic economic sit- 
uation and the degree to which you are prepared in the light of the 
threat to our security to lower taxes, raise taxes, increase the per- 
centage of gross national product which is going to security purposes 
is the first decision, and one has another decision which is how one 
wants to allocate among economic foreign assistance, military foreign 
assistance, domestic military expenditures, AEC expenditures, and so 
forth, the amount one is prepared to devote to the general security field. 

Mr. Hays of Arkansas. Our thinking first has to be in an assessment 
of the peril, it seems to me. 

Thank you, Mr. Chairman. 

Chairman Ricuarps. Mr. Merrow ¢ 

Mr. Merrow. In connection with one of the questions Mr. Hays was 
asking, do you have the figures on the gross national product of 
Russia as compared to the United States? 

Mr. Nrrze. I do not have it in my mind. I can get it for you. 

Mr. Merrow. You indicated that the Russians are devoting 50 per- 
cent of their gross national production to defense and capital invest- 
ment. I was trying to get a measurement of how much they were 
spending as against what we are spending. 

Mr. Nrrze. One of the difficulties is converting ruble statistics 
into statistics comparable to dollar statistics. 

Chairman Ricnarps. We will get that for the record, Mr. Merrow. 

Mr. Merrow. Fine, Mr. Chairman. 


SCOPE OF RUSSIAN THREAT TO UNITED STATES SECURITY 


You spoke of the risk involved in the Hungarian situation if the 
United States had taken certain action. 

How far, in your opinion, will the Russians have to go before we 
will have to make some kind of a decision in that respect? For 
instance, if the situation arises so that their troops occupy the other 
satellite countries, will that imperil the security of the United States 
sufficiently so that we will have to act, even though that risk is 
involved 4 

Mr. Nrrze. I think United States policy has in the past considered 
that our security was already threatened to the degree that it could 








232 FOREIGN POLICY AND MUTUAL SECURITY 


be threatened by Russian occupation of the eastern satellites, they 
had the bases available, they had Russian divisions and air forces 
in the satellites. 


U. 8. 8S. R. LOSING SUPPORT OF SATELLITES 


I do not see any increase of the military threat to the United States 
from further Russian occupation of the satellites. It would, in 
fact, be somewhat less because in the old days we thought the Rus- 
sians could count upon the Polish and Hungarian divisions as loyal 
divisions. Now they not only can’t count on them, they have to have 
additional forces of their own there to make sure they do not attack 
the Russians. 

I do not think the problem is one of an increase in the military 
threat. I think the problem is really one of policy as to the degree 
to which one wants to support a whole nation which is trying to 
achieve liberation from a tyrannical occupation. 

This problem has existed for a long time. We discussed this in 
1952. The policy of liberation was argued back and forth and it 
was then made clear _ United States policy did not include going 
to war with the U. S. S. R. to support liberation of the satellites 
from Communist iouiinaticns 


RUSSIAN THREATS BEYOND IRON CURTAIN 


Mr. Merrow. As they keep pushing first in one area and then the 
other, whether in the Middle East or in the satellites or what have 
you, will we not be forced some time, if this keeps on, to make a de- 
cision as to our position? Saying in effect “If you continue to go 
further, we will do something about it”? 

Mr. Nirze. I should think if the Russians were to occupy Syria, 
for instance, we would have very serious problems. 

Mr. Merrow. We would have a very hard decision to make as to 
whether we are going to resist it? 

Mr. Nirze. Yes; because that is not in the category of the satel- 
lite countries the Russians are trying to handle in : their own brutal 
way. This would be an extension beyond the Iron Curtain of the 
Russian military forces and there, I think, we would have a very 
serious decision to make. 

Mr. Merrow. It seems they are gambling on the idea that we will 
not act and therefore they continue to press and take more territory 
and do about as they wish. 

Mr. Nrrze. I think they would be taking a very serious risk if they 
thought we would not act in that situation. 


THREAT OF USE OF RUSSIAN “VOLUNTEERS” 


Mr. Merrow. You mentioned volunteers or mentioned the threat 
of es volunteers stopped the English and French. 
pose the Russian volunteers moved into the Near East, we would 
have rg omen faced with a most serious problem ? 
Mr. Nirze. Yes; and we said we would take a very serious view 
of the introduction of Russian volunteers in the Near East. We did 
not specify exactly what we woulddo. It would not have been wise to 
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so specify but we did imply that we would then face a decision as to 
whether we would go to war. 

Mr. Merrow. Do you think that had some effect on the Russians? 

Mr. Nirze. Some; but I think they would probably have recognized 
anyway if they moved Russian forces into the Middle East, we could 
not ignore this without giving serious consideration to some kind of 
action. 

Mr. Merrow. Thank you, Mr. Chairman. 

Chairman Ricuarps. We have to move along. I think we have 4 
more members to hear from and 1 more witness, General Quesada. 

Mr. Donovan ¢ 


UNITED STATES REACTION TO INVASION OF SUEZ 


Mr. Donovan. Do you disagree with the policy or with the action of 
this administration in slapping down the British and French, so to 
speak, in their invasion of the Suez? Or have I put something in that 
question in the way of innuendo or insinuation that you disagree with ? 

Mr. Nrrze. It seems to me the British and French action was un- 
wise. I think 

Mr. Donovan. Do you disagree with the administration’s attitude 
on it ? 

Mr. Nirze. It seemed to me that the administration’s reaction to this 
unwise action on the part of the British and French was excessively 
emotional. I think they were more bitter about the fact that the 
British and French had not consulted with us than they were about 
what will happen if you act this way or that way. 

Mr. Donovan. I do not think you answered the question. Do you 
disagree with what the administration did ? 

Mr. Nrrzr. Again, it is a question of emphasis. I disagree with the 
emphasis. I do not disagree with the general substance of what they 


did. 





EFFECT OF SUEZ CRISIS ON NATO 


Mr. Donovan. Do you think the action of the administration in the 
Suez crisis has had anything to do with the conditions in the NATO 
organization which you characterized as being one of crisis at the 
present time ? 

Mr. Nrrze. Yes;I do. I think it was the deterioration of the work- 
ing relationships within the NATO alliance and also as between the 
United States and United Kingdom which laid the foundation for the 
series of misunderstandings and differences of opinion which finally 
resulted in the British and French taking what I consider to be an 
unwise action. 

I think if we had had closer working relationships, fought a little 
more in the inner circles where we really can take strong positions 
against the British and French, but in quiet and diplomatic channels, 
then they would have been less apt to take independent action. 

Mr. Donovan. Have you any reasons to believe or suspect that there 
was an under-table arrangement between France and Britain that we 
= not know anything about, or a secret agreement with respect to 
Suez? 

Mr. Nrrzx. I only know what I read in the papers. 

93115—57 22 
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Mr. Vorys. You have every reason to believe that; do you not ! 2 
Chairman Ricuarps. Mrs. Church. 


QUESTION OF INITIATING ATOMIC WARFARE 


Mrs. Cuurcu. I would like to clear up one or two points that I 
thought I heard you make. 
If I understood you, did you say in case of invasion of European 


territory the policy was definitely set that we would initiate atomic 
warfare ? 


Mr. Nirze. I believe that to be so. 

Mrs. Cuurcu. Without any further consideration? Have we de- 
cided to use that power immediately without any further thought on 
the subject? Would action be automatic, in other words? 

Mr. Nirzr. I am not sure whether it would be automatic. I think 
the administration would endeavor to consult with the Congress be- 
fore so doing, but I think insofar as present policy bears upon it, I 
think that is the policy. 

Mrs. Cuyurcu. There has been to my untutored mind an understand- 
ing that we were ready for it; but I did not think that we had actually 
decided to take that step and I am interested to have you say so. 

Mr. Nrrze. I have heard General Gruenther and others so testify. 

Chairman Ricnarps. You meant to say you think the result of such 
a thing would be that we would use atomic weapons in accordance 
with the proper procedures ? 

Mr. Nirze. What I was saying was I thought the executive branch 
policy today is that in the event ‘of an invasion of Europe by Russian 


forces we would reply with all the means at our disposal, including 
nuclear weapons. 


USE OF UNITED STATES TROOPS IN BRUSH WARS 


Mrs. Cuurcu. Did I understand you to say that you hoped that 
we would not refuse to commit American troops to brush wars? In 
other words, you think we should commit American troops if such 
wars should arise ? 

Mr. Nirzr. Yes; I think to exclude in principle the possibilities 
of our committing United States forces to brush-fire wars would be 
a mistake. 

A POLICY TO PREVENT GENERAL WAR 


Mrs. Cuurcu. My last question or next to last seems to be contra- 
dictory to the first. Do you think that our hesitation to enter war 
and our constant announcement that we are trying to prevent general 
warfare has become a basic weakness in our policy ¢ 

Mr. Nitze. No: I donot. 

Mrs. Courcu. Why not? 

Mr. Nirze. It is true that we do not want to get into a general war 
and no one in the world would have any sy mpathy with us or go along 
with us if our attitude were other than that. Cert ainly it would be 
a disaster for us and for everybody else in the world if there were a 
general nuclear war. 

I think it is absolutely essential for us to be clear on this, that we 
are trying to deter and prevent a general war from arising. 
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WEAKNESS IN SUCH A POLICY 


Mrs. Cuurcu. I would agree, certainly, sir, as to the danger and 
the ultimate disaster, but to my own mind has come the thought in 
some months that in emphasizing all of the time we were going to 
avoid it we were developing a psychological weakness and refusing 
to face up to issues as a result. Why does Russia not go around saying 
they are going to avoid war ? 

Mr. Nrrze. Do they not, in their statements, continuously emphasize 
the fact that their policy is one of peace? Is that not one of the main 
things? 

Mrs. Cuurcn. Yes, but the maintenance of a policy of peace is a 
little bit different from seeming to show that you are a little afraid 
and that you will go to any length to turn the other cheek to avoid 
war. 

Mr. Nirze. I would agree with the last part of your statement, on 
taking the position of going to any length to avoid war, no matter 
what the occasion or circumstances of the war; that that would be a 
position of weakness. And I think the administration is erring on 
the side of pacifism today rather than on the opposite side. 

It seems to me the danger of running into a general war is increased 
by the statements and the posture of the administration, being unwill- 
ing to face up to lesser things; which it would seem to me to be neces- 
sary to do if you are really going to deter or avoid a general war. 

Mrs. Cuurcu. Thank you, Mr. Chairman. 

Chairman Ricwarps. Mr. Selden? 

Mr. Sevpen. Mr. Nitze—— 

Mr. Nirze. Yes. 


LONGER-RANGE MISSILES MINIMIZE GEOGRAPHIC FACTORS 


Mr. Setpen. You emphasized in your statement the importance of 
geographic factors; the importance of holding our bases around the 
world that encirele Russia. Do you feel that the importance of those 
geographic factors will decrease as we develop and perfect longer- 
range missiles? 

Mr. Nrrzz. They may; yes. I think longer-range missiles may de- 
crease the importance of the geographic factor in having an adequate 
deterrent to a surprise attack by the U. S.S. R. I am not sure they 
will change the situation as to the support of our general foreign 
policy. If all you are trying to do is to deter the U. S. S. R. from 
attacking you with nuclear weapons, then I think it is possible to 
design a missile defense, after we have long-range missiles with ade- 
quate accuracy, which would not require as much geographic base 
structure. 

Mr. Sevpen. Are we getting close to that? 

Mr. Nrrzr. I would think it was some years off before that was so. 

Mr. Setpen. In other words, until we do get to that point we are 
going to have to hold the bases we have at this time. 

Mr. Nirzz. That would be my viewpoint, but I think General 
Quesada is much better qualified to testify to that than I. 

Mr. Sevpen. Thank you. 

Chairman Ricuarps. Mr. Prouty? 
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CONTINUING NUCLEAR TESTS 


Mr. Proury. We heard during the last campaign that there is a dif- 
ference of opinion on the part of nuclear scientists concerning the 
wisdom of more hydrogen bomb tests. If there is that question, 
what is going to happen if we become involved in an all-out nuclear 
war ¢ 

DANGER POTENTIAL IN ALL-OUT NUCLEAR WAR 


Mr. Nirze. The things that worry the scientists about a continua- 
tion of the tests are obviously multiplied one-thousand-fold if one 
contemplates an all-out nuclear war with large-scale weapons. 

Mr. Proutry. Yes; but does anyone know or pretend to know if 
we can tolerate an all-out nuclear war? 

Mr. Nirze. It depends on what one means by the word “tolerate.” 
It certainly would be a dreadful thing. 

Mr. Prouty. Let me ask you this, and perhaps this question should 
be directed to General Quesada: Suppose that Russia should launch 
a surprise attack on this country now within its maximum capacity. 
What would the destruction be here? Would you hazard a guess as 
to the potential or probable destruction in this country? 

Mr. Nrrze. I am sure your committee has had testimony on this be- 
fore. Certainly the Foreign Affairs Committees have. I would hesi- 
tate to hazard a guess myself. 


NATIONALISM IN RUSSIA AND THE SATELLITES 


Mr. Proury. We have concentrated on or discussed the weakness of 
the Soviets within the satellite countries, but I feel we have failed to 
stress the point that they are having their own problems within Russia 
as well. Of course, that might work to our advantage or might cause 
the present leadership to take some action out of pure desperation. 

Mr. Nrrzz. In the satellites you have the feeling of nationalism go- 
ing against the Russians. For instance, every Pole feels himself a 
Pole and therefore resents Russian interference. You have this work- 
ing together with dissatisfaction with the Communist regime. So 
these things work in harness in making the Russian problem un- 
manageable. 

But in the U.S. S. R. the spirit of nationalism tends to support the 
regime rather than operating against it. There you have only the 
dissatisfaction with the Communist regime in Russia to reckon with. 

I would think the internal political strengths of the Communist 
regime in Russia is several degrees stronger than it is in the satellites. 


INDIFFERENCE OF ARAB STATES TO POSSIBLE NUCLEAR WAR 


Mr. Provutry. Do you think the people in the Middle East—in the 
Arab States, for example—are concerned with the possibility of a 
nuclear war ¢ 

Mr. Nrrze. I think not. 

Mr. Proury. It is a relatively minor concern, is it not? What can 
we do in that area to alert them to the danger ? 

Mr. Nirze. That is a very difficult thing. They consider the main 
problem to be Arab prestige, dignity, and anticolonial actions. These 
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are the things they worry about, that means something to them. If 
you talk about the danger of a nuclear war they think you are trying 
to achieve colonialism by indirection, or some other purpose, and it 
is extremely difficult to bring them to any awareness of the common 
danger and the common requirement for security against the U.S.S. R. 
r. Proury. Would you advocate increased economic aid, or what? 

What is the approach to the question in that area? 

Mr. Nrrze. I do not know. This is a very difficult problem. 

Mr. Proutry. Thank you. 

Chairman Ricuarps. Mr. Gordon has come in. I believe you were 
tied up, were you not? 

Mr. Gorvon. I was grounded for 5 hours. 

Chairman Ricwarps. For 5 hours! Do you have any questions? 


ROLE OF U. N. IN SETTLING DISPUTES 


Mr. Gorpon. I would like to see how Mr. Nitze feels about the oper- 
ation of the United Nations. Do you feel they are doing their share 
in averting some of those troubles? 

Mr. Nrrze. It depends on what one means by the United Nations. 
Does one mean the Secretariat, or the countries which are members? 

Mr. Gorpvon. The countries which are members. How is that func- 
tioning 4 

Mr. Nirze. Certainly the Russians seem to be doing everything they 
can to be mischievous. Some of the others are scared and are not do- 
ing their part. Iam not sure we have done everything we could do. 

But if the United Nations is to be effective it seems to me that we 
will probably have to stand behind the United Nations and provide 
either the actual strength or the potential strength. I would think 
that the influence of Mr. Hammarskjold and these 6,000 troops which 
are being introduced into Egypt is felt and the reason they really 
represent something is that the United States and its power is behind 
them, because they themselves do not amount to much. 

Mr. Gorvon. Thank you. That is all I have at this time. 

Chairman Ricuarps. Thank you, Mr. Nitze. We appreciate your 
coming up and helping us out very much. 

Mr. Nirze. Thank you, sir. May I stay and listen to General 
Quesada ? 

Chairman Ricuarps. Yes, sir. 

General Quesada, please have a seat. General, we appreciate your 
coming up here. 

As the committee knows, the general is retired now. He has had, 
formerly, a distinguished career in the armed services. He has had 
a good deal of background on this subject, since he has been out of 
the service, as you will notice. 

General, with all of that you must have just about forgotten the 
military matters. 


STATEMENT OF LT. GEN. ELWOOD R. QUESADA, UNITED STATES 
AIR FORCE (RETIRED) 


(Formerly vice president and director of Olin Industries, vice 
president and general manager, Missile Systems division, Lockheed 
Aircraft Corp.; director of Lockheed Aircraft Corp., Olin-Mathieson 
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Chemical Corp., and United States Life Insurance Co. Presently 
self-employed. Served as private in the United States Army; ad- 

vanced through ranks to lieutenant general; member Question Mark 
endurance flight; military observer and assistant military air attaché, 
London; air attaché, Havana; member military mission to Argentina; 
became commanding ofiicer First Air Defense Wing, Mitchell Field: 

later commanding general, XII Fighter Command (Africa) ; deputy 
commander, Northwest African Coastal Air Force (Africa) ; com- 
manding general, IX Fighter Command (England and on Conti- 
nent) ; IX Tactical Air Command (European Continent) ; ; assistant 
chief of Air Staff—A-2 Headquarters, United States Air Force, 
(Washington, D.C.) ; head Tactical Air Command, 1946; commander, 
Joint Task Force Three 1949-51; retired lieutenant general, Air 
Force. ) 


Chairman Ricwarps. Do you have a statement, sir ? 

General Qursapa. Yes, sir; I have. 

Chairman Ricuarps. I notice this is a comparatively short state- 
ment. Go right ahead, sir. 

General Qursapa. Thank you for asking me to come here. 

Chairman RicHarps. We appreciate it. 

General Qursapa. I am appearing before this committee at the 
invitation of your chairman, the Honorable James P. Richards. The 
questions that accompanied Mr. Richards’ invitation struck me as 
being searching and precise. As a citizen I was impressed and re- 
assured by the manner in which your committee is preparing to exam- 
ine the difficult problems relating to our national security and I shall 
be glad to contribute whatever I can toward a better understanding 
of them. . 

In saying this, however, I do not claim to be familiar in all details 
with the most recent technological developments affecting Soviet mili- 
tary capability and our own. ~T would prefer, therefore, not to address 
myself to certain specifics, but rather to confine my observations to 
those matters of weapons and strategy that have been my principal 
preoccupation for many years. 


PROBABLE RESULTS OF A NUCLEAR ATTACK ON UNITED STATES 


The possible consequences of a massive nuclear attack upon the 
United States is a subject that is never far from the thoughts of our 
military men, whether active or retired. Experience has established, 
and informed opinion continues to support, the axiom that a large- 
scale air attack, once launched in force and pressed home with reso- 
lution and skill, is certain to penetrate the most effective defenses that 
can be assembled against such an attack. The corollary to that axiom 
is the rule that once the air offensive has established an initial ascend- 
ancy over the defense, the advantage accruing to it will compound as 
the attack continues. It seems clear to me that the gap between what 
might be called the “absolute” defense and the “absolute” offense, is 
continuing to widen, to the increasing advantage of the attacker. 


SOVIET BUILD-UP OF AIR-NUCLEAR POTENTIAL 


_ With regard to the true Soviet position in the present power equa- 
tion, it is my judgment that we Americans tend, more often that not, 
to credit them with a higher effectiveness than they could logically 











FOREIGN POLICY AND MUTUAL SECURITY 239 


possess. Yet, even after allowing for this human tendency toward 
exaggeration, I find it impossible to escape one conclusion—namely, 
that the Soviet Union is already in possession of the means for deliver- 
ing a highly destructive nuclear and/or thermonuclear attack upon 
this country. However disagreeable, the evidence pointing to this 
conclusion cannot be argued down. Furthermore, beyond the im- 
mediate certainty lies a probability that has even graver implications 
for all of us. It is in consequence of Soviet continuing progress in 
air and nuclear science that the Soviet Union will almost certainly, 
in a matter of years, so increase its air-nuclear potential that a truly 
devastating attack upon this Nation must thereafter be counted as a 
new and menacing fact with which Americans will have to learn to 
live. 

The only thing that might halt this growth would be the break up of 


the Soviet state itself—a prospect upon which few would dare now 
to speculate with confidence. 


AIR-NUCLEAR ADVANTAGE WITH UNITED STATES 


Nevertheless, I am convinced that the air-nuclear ad vantage still 
rests decisively with us. By any standards of judgment, the United 
States ret taliatory power, as it now exists and as it continues to grow, 
could deal a far heavier blow upon the Soviet Union than the Soviet 
military establishment could possibly land upon this Nation—even 
if the attack were without warning. 

In saying this, I am assuming, “of course, that our national purpose 
will remain firm, regardless of the risks that may have to be run. 
We have good reason : to believe that our stockpile of nuclear weapons 
is alre sady quite adequate to cope with whatever strategic tasks such 
a conflict might entail; and so long as we remain as industrious and 
vigilant as we now are and so long as we keep perfecting the essential 
delivery systems, there will be little reason to worry about the state 
of our nuclear arsenal. 


DETERRENT STRATEGY 


Herein rests the logic of the deterrent strategy. The Russians un- 
derstand this, even if some on our side do not. Their power for 
general action stands inhibited by our capacity for immense and 
decisive retaliator y action—a capacity which they do not now have 
the means to neutralize or stalemate. 

This will remain so only if our political and military character 
remains dynamic and thwarts the tendency to become static. 

The American strategic advantage rests, in no small degree, upon 
a factor which often is ignored and misunderstood. This ‘advantage 

might be more keenly appreciated if our adversary had it. Suppose, 
for example, the Soviet Union now possessed a system of advanced 
bases which would enable it to launch simultaneously attacks upon 
this country from such friendly or occupied areas as Greenland, 
Newfoundland, Bermuda, Jamaica, the Yucatan Peninsula, Costa 
Rica, Lower California, even the Aleutian Islands. Yet, our system 
of alliances accords our military forces access to geography sharing 
the same approximate relationship to the Soviet Union. 

Our foresight in the acquisition of bases for the deployment of our 
retaliatory forces must be a source of satisfaction to this committee. 


: 
| 
| 
| 
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It is my ee hope that this committee will continue, as it has 
done in the past, to use its influence to retain for our country the 
maximum advantages of geographic deployment. 

Before leaving this subject, may I repeat that it is my conviction 
we now possess a tremendous advantage over the U.S. S. R. in respect 
to our ability to assume the initiative and deliver the decisive blow. 
This is always the critical issue in power relationship between great 
nations. Our problem is to hold and buttress that advantage through- 
out this area, marked by rapid technological change and continuing 
political tension. 


NATO ALLIANCE OF PRIMARY IMPORTANCE 


I have little or no intimate information as to the current attitude or 
beliefs of the European nations toward NATO. If there is doubt in 
their minds as to our willingness to come to their aid in the event of 
an attack upon them, it would seem that no effort should be spared to 
make our position clear—to friend and foe alike. Any serious break- 
ing of this NATO alliance would obviously be a setback of the first 
magnitude. 


ECONOMIC AND MILITARY SUPPORT FOR WESTERN EUROPE 


It is not new to suggest that everything must be done to encourage 
the Western European countries by economic and military support. 
In all cases self-sufficiency must be the objective. 

In spite of the success of current programs, I have the impression 
that the European nations justly feel that, in relationship to us, they 
stand in an inferior position because their weapons are inferior to 
ours. They may, with reason, conclude that the decisive weapons rest 
in the hands of others—specifically, the U. S. S. R. and United States. 
I do not mean to suggest that this reasoning is correct, for United 
States strategy, as it has developed, is based upon the proposition that 
there must be a division of military tasks between the nations of the 
West. I only suggest that if doubt exists we must take further and 
effective steps to dispel it. I do not mean to suggest that we should 
rattle our saber. I do suggest that our pronouncements should be 
clear, thoughtful, and concise. 


ADVANTAGES OF SUPPLYING BETTER WEAPONS AND TECHNIQUES TO ALLIES 


May I therefore suggest to this committee that it satisfy itself about 
the wisdom and effectiveness of our efforts to assist the European 
countries in defending themselves; particularly as regards to the ques- 
tion of supplying them with the most modern techniques and ad- 
vanced weapons. 

There are weapon systems under development which if placed in 
the hands of the free European nations, in reasonable quantity, would 
give to them the same, or nearly the same, deterrent capability now 
possessed by us. For us to expect the European nations, on their own, 
and in the foreseeable future to develop the more costly and complex 
systems hardly sounds realistic. In my opinion they lack several 
principal ingredients—the technological ability and the capital re- 
sources. 
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There must be some solution to a dilemma in which we have an 
abundance of technical ability and a deficiency in manpower. By 
contrast European nations appear to have an abundance of manpower 
while lacking the ability to produce, at least in effective quantities, 
weapon systems that we now refer to as exotic. 

This suggests to me that a constructive purpose might well be served 
if we would make available to our NATO friends, those weapon sys- 
tems that our superior resources permit us to develop, and which they 
nevertheless have the technical ability to man and operate. The effect 
could be far reaching. For one thing these systems would give to them 
the same or nearly the same ability to deter in regards to the defense 
of their own countries that we possess ourselves. In addition, our own 
manpower requirements for our Military Establishment would 
diminish. 

In addition, the day might well be hastened when our friends may be 
militarily self-sufficient and able to develop their own weapon systems 
adaptable to their own special needs and stand as economic, industrial, 
and scientific equals with those upon whom they now depend—appar- 
ently with some misgivings. 


CLARIFICATION OF UNITED STATES POSITION WITH RESPECT TO USE OF 
ATOMIC WEAPONS 


The limited war, so-called, remains for some an area of deep despair 
and doubt. Whereas I am of the belief that the American position with 
respect to the use of atomic weapons in any kind of war, large or small, 
has been made clear, it is also evident that in some areas it is not under- 
stood and is often doubted, if not disbelieved. I believe and hope that 
should we be put to the test these doubts will be eliminated, if it is es- 
sential to our interests to do so. 


ADJUSTING UNITED STATES POLITICAL AND MILITARY POSTURE TO LIMITED 
AND TOTAL WARS 


It is in the area of a limited war that I have an observation to make 
to the committee, and before making it I wish again to add that I do 
not have full information on all of the facts. 

It seems clear that we could have two kinds of war, with a twilight 
area between them. The total war has been prevented or deterred by 
our predominant strength. In the limited war we have not fared so 
well. The fact that a limited war has occurred is in itself prima facie 
evidence that we lacked the ability to deter it. As long as this condition 
continues to exist, there is evidence of a serious deficiency in our politi- 
cal and military posture. I am reasonably certain that we have the 
ability to convince friend and foe alike that we are able to engage in a 
limited war with assured success. 

To do so we must have certain essential weapons and weapon sys- 
tems, which are not necessarily those that have proven to be so convinc- 
ing in our ability to be effective in a total war. ‘These weapons must be 
specialized in character, capable of movement to local areas and capable 
of quick and accurate application. Some are under development, and 
others are yet to be defined. 

Just as our political and military posture is successfully adjusted to 
the possibility of total war, so it must be adjusted to the possibility of 
limited war, and with the same probability of success in each case. 
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Gentlemen, I would like to emphasize that point. The weapon sys- 
tems, military organization, and determination that we bring to bear 
in the limited war must have the same convincing character as does our 
ability to engage in total war. 

It is obvious that a limited war will always carry with it the hazard 
of developing into total war. Just as the possibility of total war is re- 
duced by assured success, so will the possibility of a limited war be re- 
duced. It therefore follows that by reducing the possibility of a lim- 
ited war, we automatically reduce the possibility of total war. As in- 
dicated before, the most effective way to reduce the possibility of a 
limited war, is to make it clear that our success is assured and that there 
is a willingness to risk the consequences. 


QUESTION OF RETAINING FOREIGN BASES 


Our far-flung foreign bases provide us with a tremendous advan- 
tage to engage in war of any kind. Whereas it is possible that the need 
for certain of these bases might diminish as the development of our 
exotic weapons systems becames a reality, I cannot see the wisdom of 
now giving up our bases as a matter of national policy. Only when 
our friends are able to man and operate weapon systems that will give 
to them the same or nearly the same deterring effect that we ourselves 
possess, should we then reappraise our requirements for foreign bases. 

Chairman Ricuarps. Thank you very much, General. We appre- 
ciate your coming up here to help us out. 

I am sure you snderbenail that the principal object of these hearings 
is to get information on how we can continue a proper froeign aid 
program in line with our foreign policy. 


FURNISHING WEAPONS AND TECHNICAL INFORMATION TO ALLIES 


You say in your statement that the United States Government, if 
necessary, should help our allies build up new weapons systems; is 
that correct ? 

General Quesapa. That is correct. 

Chairman Ricuarps. Do you mean by that that we should turn over 
to those countries the know-how, or do you mean that it would be bet- 
ter for us to let them have the benefit of weapons we have developed 
and show them how to use them? Should we turn over all the infor- 
mation to them ? 

General QuersapA. I would not suggest turning over all of our 
information. I do suggest that there are certain weapons systems now 
under development which they could not develop, but nevertheless they 
could operate and man. It would seem to me that we should examine 
the wisdom of making those weapons systems available to them to 
operate and to man, which would then give to them the same or nearly 
the same deterring ability we ourselves possess. 

Chairman Ricuarps. As an illustration of that, say that we have an 
atomic cannon. I understand there are a few of them in Europe. I 
do not know whether we have actually turned them over to the forces 
of these countries yet or not. 

You say we should see that they get those weapons and know-how to 
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operate them. Should we give them the know-how to manufacture 
them ? 

General Quesapa. Not necessarily. However, I think as time goes 
on the very possession of these weapons will in itself give them con- 
siderable know-how. 

Chairman Ricwarps. If you give them all of the know-how we have 
and they should be overrun, of course, that would be captured and 
used for the benefit of the enemy; but you would risk that? 

General Qursapa. I do not think you capture much when you cap- 
ture a weapon unless it becames immediately usable. 

Chairman Ricwarps. But they could produce the weapon with 
their scientists and so forth. 

General Qursapa. I doubt if the next major war would last long 
enough to permit our adversary to produce, by copy methods, these 
complex weapon systems to which we are now referring. In any 
event and speaking in general terms, the scientific facts are generally 
known. How one applies the facts of science is not necessarily gener- 
ally known. The important thing is to have the weapon in being. 


DEVELOPING CAPACITY TO WAGE LIMITED WAR 


Chairman Ricuarps. All right, sir. You say we should develop our 
capacity to wage limited war? 

General Qursapa. Yes, sir. 

Chairman Ricwuarps. Give us an illustration of that, please, as to 
what you have in mind. 

General Quesapa. I think an illustration would be the war that took 
place in Korea. 

Chairman Ricuarps. All right. What new development or capac- 
ity should we have to wage a limited war there ? 

General Quesapa. I think we should be able to respond more 
quickly and certainly more effectively. We should be organized to 
respond. Our military structure should be one which would permit 
i rapid movement to a remote location, and we should have in our 
arsenal, weapons systems that are capable of deployment that are not 
so costly in men and material but are nevertheless more effective. 
Specifically, by utilizing the benefits, in a military sense, that come 
from our development of atomic weapons, if required to achieve our 
objective. 

Chairman Ricuarps. Of course, our experience in Korea showed 
that outside of the atomic energy weapons, the hydrogen weapons— 
which I do not think were developed then—the rifle and the hand 
grenade and the manpower and the mortars were the main things 
needed. 

General Quesapa. Sir, if you will permit me, I do not think we had 
much more than rifles and hand grenades plus conventional artillery 
adaptable to the Korean war. Our military posture then was cer- 
tainly less than desirable. 

Chairman Ricuarps. You would advocate the development of new 
weapons for use in Korea, such as atomic bombs and so forth? 

General QursapA. And low-yield weapons such as the cannon; such 
as missiles that do not require great quantities of men but neverthe- 
less can deliver to specified points the destructive power that is in- 
herent in the atom—but not necessarily the high-yield weapon. 
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Chairman Ricnwarps. It was assumed we had them to use if it were 
the policy to use them. It is assumed that we could have used them. 

General Qursapa. In Korea? 

Chairman Ricuarps. Yes; if we had decided to use them we could 
have gotten them there, certainly, with the Air Force we had. 

I was just trying to understand what you mean by weapons and 
limited improvements. You are talking about improvements. Of 
course, you improve communications in any war. 

General Quesapa. Yes, sir; except we did not have low-yield atomic 
weapons then as we have now. Our atom weapons were then confined 
to high-yield bombs. The atom should not be adie to a bomb 
droppable from an airplane. There are other weapon systems to 
which the atom is now successfully being adapted—a step in the right 
direction. 

Chairman Ricuarps. Everybody knows that is necessary and that 
you desire perfection if you can get it. But as to a new departure 
in waging a limited war, you have no recommendation for a new 
departure except increasing the efficiency of the methods we now 
have? 

USE OF SMALLER FORCES 


General Qursapa. Well, as I tried to explain there is an oppor- 
tunity to gear ourselves to a “limited war” and to have available on 
a high state of readiness relatively small forces which are capable 
of being quickly and easily transported to remote areas and, immedi- 
ately upon arrival, being effective with weapons other than ‘the hand 
grenade and other than the rifle; specifically, utilizing the so-called 
exotic weapons such as small ballistic missiles that are or will be 
capable of guidance with a high degree of accuracy and placement 
exactly where we want them. The objective might be weil to keep 
vast armies apart rather than slugging it out once they are together. 

Chairman Ricrarps. That is purely a military question and the 
question would more properly be considered before the Armed Serv- 
ices Committee, as to the form of defense and so forth. 

General Qursapa. Yes. 

Chairman Ricuarps. Pardon me. Mrs. Church, we are glad you 
could get here. 

Mrs. Cuurcn. I am delighted to be here. 

Chairman Ricuarps. We are going to have a briefing this afternoon 
at 2:30 by the State Department and military people. 

Mrs. Cuurcu. May I say I am sorry to have - leave on the general. 
I have found his statement most thought provocative. 

Chairman Ricwarps. I hope everybody can be here at 2:30 on 
the dot. 

Pardon me for interrupting, General. 

General Qursapa. I think I have answered your question. 

Chairman Ricnarps. Mr. C hiperfield ? 


USE OF NUCLEAR WEAPONS IN LIMITED WAR 


Mr. Currerrtetp. Thank you, Mr. Chairman. 


If I understood you correctly, you would introduce nuclear weapons 
into a limited war. 
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General Qursapa. If it would be to our advantage to do so—only 
to the extent required, however. 

Mr. CurperFie.p. If it would be to our advantage to do so. 

General Qursapa. Yes, sir. 

Mr. CurrerFIELD. That does not necessarily mean dropping a hydro- 
gen bomb and that kind of thing, but there are other newly developed 
weapons which we could use which would perhaps be a deterrent if 
we were able to use them even in a limited war. 

General Qursapa. That is my opinion. 

Mr. CurrerrreLp. You have a very fine statement here, General. 
I know the whole committee appreciates it. I want to go over it 
again myself. 

That is all the questions I have. 

Chairman Ricuarps. Thank you, Mr. Chiperfield. 

General, in other words you would use anything necessary to win 
that war, whether limited or not ? 

General Quesapa. And I would have it available and have it known 
that it is available. The main thing is to have it available, and 
maybe then you would not become involved in the limited war, as 
has been proven in the total war. 

Chairman Ricwarps. Mr. Gordon ? 

Mr. Gorpon. Thank you, Mr. Chairman. 

General, you state that we overestimate their fighting power. If 
we give this nuclear equipment to them, it would certainly help solve 
our problem more firmly. 

General Quesapa. It would contribute to the solution of the prob- 
lem; yes, sir. I am assuming you mean giving weapons to our friends. 

Mr. Gorpon. Yes. That isall I want to know. 

Chairman Ricwarps. Mr. Vorys? 


“eXOTIC” WEAPONS 


Mr. Vorys. General, you have kind of gotten me on this word 
“exotic.” I thought I knew what “exotic” meant; perfumes and beau- 
ful ladies. Now we are going to talk about weapons, and my education 
has been increased. 

When you use that phrase, is that a new military word to describe 
these weapons using nuclear power of low yield ? 

General Qursapa. No, sir. By “exotic” I mean weapons that are 
revolutionary in their character as differentiated from evolutionary 
in their character. And I mean weapons, as an example, that have 
speeds in the vicinity of 25,000 feet per second, or something of the 
order of 25,000 miles an hour; that have ranges varying from 500 
miles to 5,000 miles; that have guidance systems that replace all the 
human functions. In other words, the true vertical is determined 
by a gyroscope, whereas in the conventional airplane the true vertical 
is determined by the middle ear of the pilot. Where radar replaces 
the human function of sight. Where the computer, analogue or 
digital, replaces the human function of the brain. 5 

Chairman Ricwarps. I just want to say that Mr. Vorys may not 
understand what you are talking about, because he was a pilot in the 
se World War, but they traveled at 40 miles an hour. This is new 
stuff. 
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General Qursapa. The weapon systems that I have used to describe 
the term “exotic” are not necessarily the weapon systems that might 
be useful in a limited war. An intercontinental ballistic missile with 
a thermonuclear warhead could hardly be adapted to anything other 
than total war. On the other hand, revolutionary weapon systems are 
being developed that are adaptable to limited war and some include 
low-yield atomic warheads. 

Mr. Vorys. Are they not tremendously expensive ? 

General Qursapa. They are expensive. War is expensive. It would 
appear to me that it would be economical to develop weapons that re- 
duce our requirement for vast quantities of men and rely more and 
more on our superior technical ability. 

These devices to which I refer, once they are available to us, are 
such that maintenance of them is relatively inexpensive as compared 
to very large standing military establishments. 

Mr. Vorys. But it is almost inconceivable, is it not, that these exotic 
weapons, due to their intricacy and so forth, would be used with other 
than atomic warheads of appropriate size; is that not correct? 

General Qursapa. That is substantially correct—however, not to 
the exclusion of conventional warheads. 

Chairman Ricuarps. Will you pardon me a moment? 

Mr. Vorys. This is going beyond your understanding. We are up 
in the stratosphere now, way above an old sergeant. 

Chairman Ricuarps. I hesitate to invite a Yale fellow into the Ivy 
League, but this word “exotic” I have asked to have looked up. The 
dictionary says it means introduced from another country; strange; 
foreign. That isthe main thing about “exotic”; is it not? 

General Qursapa. “Exotic” is a term that is now often used to de- 
scribe those weapons that are foreign to those conventional weapons to 
which we have become so accustomed. 

Chairman Ricwarps. Yes. It is a thing from a foreign country. 

Mr. Vorys. Oh, I understand it. 

Chairman Ricwarps. I thought you thought an exotic shell would 
burst in a different manner from another kind of shell. 

Mr. Vorys. I thought it might be perfume coming out of it. 

Our chairman says we do not have anything to do with this in this 
committee, but we were asked to authorize $530 million for, we called 
it not “exotic” but “new weapons” or something like that this year. 

In talking with one of the highest men in our military structure, in 
a conversation he might not want to be held to on this categorically, he 
said: “If we have any more wars they are going to be nuclear wars and 
just as our allies are not going to be willing to fight with bows and 
arrows while we have guns, we have to pass these new things around.” 

As I understand it, that is, in other language, the sort of thing you 
are speaking about here, is it not? 

General Quesapa. That is substantially correct. 

Mr. Voryrs. Then we would let both our friends and our enemies 
know about it? 

General Qursapa. Yes. And help our friends stand on their own 
feet. 

Mr. Vorys. As to the kind of weapons you are talking about, we 
would furnish them for quite a while, for some years? 

General Qursapa. Yes, sir. That is implied and stated. 








FOREIGN POLICY AND MUTUAL SECURITY 247 


Mr. Vorys. There is one other thing in this extremely interesting 
analysis. Yousaid on page 2 that: 


The only thing that might halt that growth would be the breakup of the Soviet 
state itself. 


LIMITATIONS IN A DISARMAMENT PROGRAM 


There is one other thing that we continually experiment with, not 
with the success we have had in some of our other experiments, and 
that is disarmament or limitation of armament.’ Every so often we 
get a flicker from the other fellows that indicates they are still inter- 
ested and that there are possibilities in that direction. What I wonder 
is whether you have thought about this: If we enter into any agree- 
ment on limitation or reduction or elimination of exotic weapons, 
thermonuclear weapons and these things, where it takes a lot of money 
but a few men, without similarly reducing conventional weapons and 
manpower, if we should put a limit on these new ones and not on the 
conventional equipment and mass armies, we would then have entered 
an arms race we would be bound to lose. On the disarmament front 
do we not have to cover the whole business before we start into any 
agreed elimination of weapons ? 

There is that other possibility, that Russia will exist and exist as a 
nasty Communist power, but that we limit our forms of competition 
through some sort of agreement, through disarmament or some form of 
it. Have you thought about that as a very practical way to go about it. 

You have eliminated it in your statement. You said, “The only 
thing.” 

General Qursapa. I am referring to the Soviets’ ability to advance 
in their scientific progress and being able to develop nuclear and 
thermonuclear weapons. 

Mr. Vorys. Yes. 

General Qursapa. That will continue whether we have disarmament 
or armament. 

Mr. Vorys. Well, if we had an enforceable disarmament system and 
it worked, we could at least eliminate the “air nuclear potential that 
would deliver a truly devastating attack upon this Nation.” 

General Qursapa. If we had “enforceable” disarmament, I should 
then think we could. 

Mr. Vorys. But would we be any better off then? That is my point. 

General Quesapa. I think we would be worse off if we adjusted 
ourselves to a disarmament program that is not enforceable. 

Mr. Vorys. That is the point. 

General Quesapa. Because we would be surrendering our advantage. 

Mr. Vorys. That is the point I was trying to get at. I think we are 
tempted constantly to think: “If we could just eliminate this possi- 
bility of thermonuclear war, everything would be fine.” 

In my book I agree with you that we would be worse off, because we 
would be getting back to the kind of competition where, Mr. Nitze to 
the contrary notwithstanding, we are outmanned when it comes to 
merely depending on manpower. 

General Quesapa. Our relative positions would probably be re- 
versed ; however, to a greater order. 

Mr. Vorys. What is that? 
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General Qursapa. Our positions would be reversed; however, to a 
greater order. Their advantage over us if we eliminated atomic 
weapons would be greater than our present advantage over them now 
that we have atomic weapons. 

Mr. Vorys. Thank you very much. 

Chairman Ricuarps. Mr. Burleson? 

Mr. Burueson. Thank you, Mr. Chairman. 


A PREPAREDNESS PROGRAM FOR LIMITED AS WELL AS TOTAL WAR 


General, on the last page of your statement (p. 7), in the third 
paragraph, you say: : 

Just as our political and military posture is successfully adjusted to the possi- 
bility of “total war,’ so it must be adjusted to the possibility of “limited war,” 
and with the same probability of success in each case. 

I agree with that as a platitude—not saying you are dealing in plati- 
tudes, but as a platitude I-can wholly agree with that. But what does 
it mean ? 

First let me point out that I am glad you used “political and mili- 
tary” because actually in my opinion it is more political than military. 

Do you mean that we should determine and define in advance what 
we mean by a “limited war” and that we then should tell the world 
what sort of weapons we should use in that war ? 

General Quesapa. Not quite that, sir. Perhaps I could best illus- 
trate my meaning by an example. 

Mr. Nitze referred to this point certainly better than I did; other- 
wise the question would not be raised. It stands in bold relief that we 
have an effective Strategic Air Command which is capable of striking 
a decisive blow quickly. Most of us will agree that that command, and 
the ability to be decisive quickly has contributed to the fact that we 
have not been engaged in a total war. I mean by that condensed re- 
mark that we should also have available a military force organized 
and in being, capable of equally quick and decisive military action in a 
limited war; capable of rapid movement to a local area with assured 
effectiveness by using devices and weapons that are under development 
and that could be developed if we would set our minds to it and give 
the requirement the same consideration as we have given to the 
Strategic Air Command. 

Mr. Burueson. You do not think we are now in that position ? 

General Quesapa. No, sir; I do not. 

Mr. Burteson. Would you care to elaborate as to the reason why 
we are not? 

General Qursapa. Because with limited resources we have had to 
confine ourselves to the development of the Strategic Air Command. 
I do not mean to suggest that this decision was unwise, but now 
that we have this force, and it has proven to be effective, it seems 
to me that we should now give consideration to generating the same 
capability in the area of this other type of war which we are now 
confronted with from time to time. If we have a similiar capa- 
bility to wage a limited war perhaps we will not be confronted with it. 

Mr. Buruieson. Surely? I do not know what he said. 

General Qursapa. Shall I try again? 

Mr. Burieson. May I ask a question in this manner? Theoret- 
ically we are ready to hit Moscow with the hydrogen bomb from our 
overseas bases ? 








FOREIGN POLICY AND MUTUAL SECURITY 249 


General Qursapa_ Yes. 

Mr. Burieson. But we are not ready to hit the rabbit holes in some 
remote spot where the brush fire war has developed. 

General Quesapa. The Syrians? 

Mr. Burieson. How can we be ready for that sort of war? 

Mr. Vorys. With little atomic weapons. 

General Qursapa. Assuming that there should be an occupation by 
the Soviet forces of Syria I do not feel that we have the capability 
of moving into Syria and being effective quickly and decisively. If 
we did I think the Russians would not move into Syria. It would 
take us weeks to get into Syria—unless we responded with an air 
effort alone. 

Mr. Burtxson. You mean with ground troops? 

General Quesapa. Our ground troops and the Air Force are not 
geared to that type of war with the same degree of efficiency as our 
strategic striking force. 

Mr. Burieson. Could we not get there as quickly as we could get 
into Russia with the Air Force? 

General Quesapa. Oh, no. 

Mr. Burteson. Why could we not? 

General Quersapa. Because it takes a matter of hours to get our 
Strategic Air Force into Russia, whereas I think it would take weeks, 
certainly, to get an elective force into Syria. 

Mr. Burteson. If we were doing the same thing? If we were at- 
tacking in the same manner ¢ 

General Qugsapa. Well, if we attacked in the same manner the sit- 
uation is similiar, but I just cannot believe that we would attack 
Syria in the same manner as we would attack Russia. 

Mr. Burteson. That is the point, of course. It is not geographic; 
it is what we want to do after we get there; is it not? 

General Quresapa. We would need to have the means of countering 
the force that Russia could put in. In the case of Syria, 1 would 
imagine the situation would require a highly mobile and efficient Army 
supported by equally mobile and equally efficient Navy and Air Force 
units prepared and capable of applying the degree of force that is 
necessary to succeed. 

Mr. Burieson. Thank you. Thank you, Mr. Chairman. 

Chairman Ricuarps. Mr. Merrow? 


ABILITY TO COPE WITH LIMITED WAR 


Mr. Merrow. Mr. Chairman. 

In the first part of this statement, General, you have very clearly set 
forth your opinion that we are adequately prepared from a nuclear 
point of view, and you said, at the bottom of page 2: 

We have good reason to believe that our stockpile of nuclear weapons is 
already quite adequate to cope with whatever strategic tasks such a conflict 
might entail ; 
and so on. 

Then in discussing the limited war you state that we have not fared 
so well. 

Now, the fact that we are prepared for a nuclear war does not seem 
to deter the Soviet Union from doing the things that are very discon- 
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certing and distasteful not only to us but to the rest of the free world 
as well. Then you stated: 

I am certain that we have the ability to convince friend and foe alike that we 
are able to engage in a limited war with assured success. 

I think it was partly answered in response to Mr. Burleson’s ques- 
tion, but does it not come back again to a question of policy ; what we 
are going to do when the Soviet Union does such things as she has done 
in Hungary, or threatens to get into the Near East and soon? Even 
though we might have the capability to engage and be successful in a 
limited war and even though we may have the superiority so far as the 
nuclear situation is concerned, do we not have to decide under what 
conditions we are going to act somewhere? 

General Quesapa. One of the deciding factors or one of the influenc- 
ing factors in that decision, will be our “ability.” We should not de- 
cide to do something and not have the ability to do it. 

What I am trying to get across is: If we have the means with which 
to be effective in a “small war” we are more apt to be willing to enter 
the small war—which in itself is a deterrent. 

Mr. Merrow. And confining it to the small war, then, if we had the 
means to enter and be successful you think a display of willingness on 
our part would perhaps deter the aggressor ? 

General Qursapa. Yes, sir; that is exactly the point. 

Mr. Merrow. But on the other hand our superiority so far as the 
Strategic Air Command is concerned and our ability to deliver devas- 
tating blows in a nuclear war does not seem to deter anybody. 

General Qursapa. Well, you refer to Russia annoying us. 

Mr. Merrow. Yes. 

General Quesapa. They have annoyed us only up to a point where 
we would not go into a total war. 

Mr. Merrow. Well, that is true. 

General Quesapa. Yes. 

Mr. Merrow. That is true, is it not? 

General Quesapa. That is true. But they still have annoyed us. 
Now, if we had the ability to respond to minor annoyances to the 
same extent that we have the ability to respond to major annoyances, 
they probably would not engage in minor annoyances. 

Mr. Merrow. You do not think they would give us, as you said, a 
major annoyance because they would be afraid of atomic retaliaation ? 

General Qursapa. Likewise, they would not give us a minor annoy- 
ance because they would be afraid of minor retaliation if we had the 
ability to retaliate in a minor way. 

Mr. Merrow. In other words, if we had the ability to carry on this 
limited conflict you speak about and we decided to enter a certain 
area, such as Hungary, or a certain area in the Near East, if they 
moved in, you think they would stop there and not engage in a bigger 
operation / : 

General Qursapa. Or not engage in the smaller. 

Mr. Merrow. Not engage in the smaller? 

General Qursapa. Not engage in the smaller if they knew, No. 1, 
we were able to do something about the smaller and, No. 2, willing 
to do something about the smaller. They would not go into Syria 
if they knew we were capable of going into Syria toh Fy and if they 
knew we were capable of being successful in Syria. 7 
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Mr. Merrow. Well, if they keep on with the small annoyances and 
we do not do anything about it from the standpoint of, we will say, 
nuclear war or the Strategic Air Command, can they not pretty nearly 
get anything they want in the world? 

General Quesapa. That is my point. That is why I feel we should 
develop the capability to keep them from continuous encroachment. 
We should have the willingness and the ability to stop this continuous 
encroachment to which you refer. So long as we do not, they will 
continue to encroach. 

Mr. Merrow. That looks like a matter of degree in a way, because 
we could say, if we wanted to say it, “If you encroach any further, 
we will be in this nuclear business.” But they know we will not do 
that, I suppose. In other words, we could use the—I do not like to 
use the word “threat”; but we could use the point of the nuclear capa- 
bility we have and say, “If you go into certain areas, then you are 
going to be in trouble; we are going to act in some way.” 

General Quesapa. I have the impression that they understand there 
are certain limits beyond which they cannot go. 

Mr. Merrow. | see. 

General Qursapa. Such as further encroachment into Greece, as an 
example. 

Mr. Merrow. I suppose so; yes. 

General Quesapa. If they should move a vast army into Greece, I 
think they recognize we would then engage in total war. I am not sure 
they understand that by moving a vast force into Syria we would 
engage in total war. I think our response would be: This is a minor 
and local conflict and not justifying war. So then they move into 
Syria. 

Mr. Merrow. Following your line on the limited war, we still would 


have to develop a lot of policy that we do not have at the moment; 
would we not ? 


General QuesapDa. Yes. 
Mr. Merrow. That is all, Mr. Chairman. 
Chairman Ricuarps. Mr. Hays of Arkansas. 


SELF-SUFFICIENCY OF OTHER NATIONS 


Mr. Hays of Arkansas. General, this statement about the self-suffi- 
ciency of nations, you were limiting that reference to military and not 
economic; were you not? You say our objective should be self-suffi- 
ciency for each nation. Were you thinking exclusively of military ? 

General Quesapa. I understand our policy is to nite our friends in 
Western Europe economically capable of standing on their own feet 
and not requiring continuous foreign aid, 

Mr. Hays of Taliceent I just wanted to be sure I understood you. 

General Qursapa. I mean we must look forward to the termination 
at some time in the future of foreign aid to the European countries. 
For their own moral fiber that hastobedone. As long as we are aiding 
them, in one sense we are weakening them. 

Mr. Hays of Arkansas. Well, yes. Thank you. 

Chairman Ricwuarps. Mr. Prouty. 

Mr. Prouty. General, is it customary for a retired officer to clear a 
statement he makes before a congressional committee with the Penta- 
gon? Iamasking this asa matter of general information. 
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General Qursana. I do not know that it is. I have not cleared these 
remarks. I am not expressing the views of anyone else. 


USE OF INTERCONTINENTAL BALLISTIC MISSILE 


Mr. Provry. Assuming that an intercontinental ballistic missile is 
developed, would that nullify the value of our overseas airbases ? 

General Qursapa. I should think it would diminish the requirement, 
but not necessarily eliminate it within our lifetime. I am reasonably 
certain that the inhabited weapons, as compared to the intercontinental 
ballistic missile which is inintvabitad: will continue to be a part of our 
military structure. Hence, I think that until such time as the European 
countries themselves are capable of defending themselves without our 
aid, we would be wise to keep our alliances in one form or another. 


DEFENSE OF ENGLAND OR WEST EUROPE AGAINST NUCLEAR ATTACK 


Mr. Provury. Is it possible to wholly defend England, for example, 
against an all-out nuclear attack ? 

General Qursapa. Giving to the Russians the same capability of 
developing an offense that I attribute to ourselves, I would then say 
that it is not possible for England to develop an absolute defense. 

Mr. Provry. What would happen to England in the event of a nu- 
clear attack? Would there be anything left ? 

General Qursapa. If Russia could develop the offensive capability 
that is reasonable to expect, it would seem to me that if they wished to 
concentrate on England they could make a shambles of it. 

Mr. Provury. Is that also true of Western Europe as of the present 
moment ? 

General Quesapa. By the use of the atomic bomb? My opinion is 
that it could not obliterate Western Europe now, assuming, however, 
that they themselves were attacked in turn. 

Mr. Provury. Does anyone know whether the human race can sur- 
vive an all-out atomic war? I have seen the opinion expressed publicly 
that it is very doubtful. Others do not seem to worry too much. 

General Quresapa. That is too difficult for me to answer. 

Mr. Prouty. Do you know of anyone who has the answer? 

General Qursapa. I do not think there is an answer. The probabili- 
ties are so nebulous that an answer would be equally nebulous. You 
would have to assume so much that the answer may be meaningless. 


NATO WEAKENED BY FRENCH ACTIVITY IN AFRICA 


Mr. Prouty. Certainly the NATO forces have been weakened by 
sending French troops to Africa. What do you think about that? 
Should we become involved in the French problems in Africa? Cer- 
tainly NATO is weakened by the utilization of those forces in another 
continent. 

General Qursapa. I do not consider myself to be an expert in that 
field or to have more than a layman’s knowledge, but it seems to me 
France’s problems in Africa are domestic. 

Mr. Proury. Those domestic problems have weakened NATO; have 
they not ? 

reneral Quesapa. I am inclined to think we should not become 
involved except in an academic way. However, should it deteriorate 
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to the point that the Soviet forces entered those areas, then it would 
seem to me we should become involved and would. 


MILITARY SUPERIORITY OF WEST 


Mr. Proury. One more question. Do you feel we have real su- 
eriority, militarily speaking, now? Is the opinion you have expressed 
feanil on intelligence reports or what is the basis ? 

General Quesapa. It is based on my limited knowledge of what our 
stockpile in terms of thermonuclear weapons consists of, and on my. 
knowledge of our delivery systems and our geographical deployment. 

Mr. Proury. That is where you think the primary advantage is? 

General Quresapa. I would not call it primary because it would serve 
no purpose unless we had something to deploy. Our primary advan- 
tage is a force in being. 

Mr. Proutry. Do you, or do our people, have accurate knowledge 
of the present Russian military capability ? 

General Quesapa. We have reasonable knowledge, I think. 

Mr. Proury. I think we were very much surprised to learn that 
among Russian materiel shipped to Egypt were some items our people 
knew nothing about, or knew nothing about the extent of such ship- 
ments to Egypt. 

General Qursapa. My knowledge is limited to what I read in the 
newspaper. By any standard, however, the quantity was not very 
great. 

Mr. Prouty. Thank you. 

Chairman Ricuarps. Mr. Donovan. 

Mr. Donovan. No questions. 


RETAINING FOREIGN AIR BASES AS DETERRENT TO ATTACK 


Chairman Rricwarps. General, before closing I would like your 
opinion about this: 

Is it likely that our foreign air bases will continue to have a signif- 
icant deterrent effect against a Soviet attack? 

General Qursapa. My opinion is, “Yes.” 

Chairman Ricuarps. Do you think the importance of these bases is 
likely to decline with the imminent development of longer range mis- 
siles ? 

General Quesapa. It is likely to decline as long-range missiles be- 
come a reality; but not necessarily eliminate the requirement in the 
foreseeable future. 

Chairman Ricuarps. Likely to decline, but the importance will not 
be eliminated ? 

General Quesapa. Will not be eliminated until such time as the 
European countries that are our friends can deter to the same extent 
we can. 


ADVANTAGES IN DISPERSAL OF FOREIGN AIR BASES 


Chairman Ricuarps. Is it fair to say, in enumerating some of the 
advantages of our foreign airbases, that the dispersal of these bases 
makes our defenses more effective ? 

General Qursapa. Yes. 

Chairman Ricuarps. Are they helpful, or would they be helpful, in 
developing a frontal warning screen : 
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General Quesapa. Yes. 

Chairman Ricnarps. And they could possibly be used as sites for 
countermissile attacks against Russia; could they not? 

General Quesapa. Some could. 

Chairman Ricnarps. Some could. In the event we would use our 
missile-defense potential, foreign bases might be used in diversifying 
our missile attack, short range and long range? 

General Quesapa. Yes. 

Chairman Ricuarps. Thank you very much, General. You have 
been very helpful. Any further questions? 


SOVIET THREAT IN SYRIA 


Mr. Vorys. Mr. Chairman, just one question. I have been looking 
on the map and it is only about 150 miles by land from the nearest spot 
in the U.S. S. R. over to Syria. That goes through Iran or through 
Turkey, with both of which countries we have mutual defense agree- 
ments. 

I have felt that the very fact that any Soviet concentration in Syria 
of any size would have to overfly Turkey or Iran or go through waters 
where our side controls, would make that a big affair. It would not be 
a brush-fire affair if Soviet forces went in. Do you have any comments 
on that? Ifthe U. N. said, “We are not going to kid ourselves on this 
volunteer business. If volunteers try to fly over Turkey or Lran we 
will go after them,” would you call that a brush-fire thing ? 

General Quesapba. I can visualize a condition where the Russians 
could overfly Iran with Iran being incapable of stopping them. In 
that case we would find that as a matter of fact there were Russian 
forces in Syria and nobody has fired a shot. Now, whether that act will 
be construed or will result in triggering a general war, I do not know. 
J doubt that it would. I think our reaction would be to consider that 
something less than a total war. I am not sure, however. 

Mr. Vorys. For a neighborhood fuss like that, I thought we had a 
number of airbases near enough to Syria that we could get there, not 
with B-52’s, but with jet planes carrying various kinds of rockets and 
with warheads that might not be exotic but that would perform a simi- 
lar function. I thought we had weapons and oreseatieds to handle 
something like that from the military standpoint. I thought we could 
do it now. 

General Quesapa. I think we can. I would not like to leave the im- 
pression that we are completely incapable of any action. I do question, 
however, if we have, with reasonable certainty, the means of assured 
success in varying types of small wars. If we did and it was known, I 
think we would then have a deterrent to the small wars. At this point, 
I would like to make it clear that the military effort we bring to bear 
and the type of weapons that we employ should be limited to the re- 
quirement of success. To express it more bluntly, we should have the 
ability to apply a graduated deterrent. 

Mr. Vorys. Thank you. 

Chairman Ricuarps. Thank you, General. Thank you for coming 
up. 
The committee stands adjourned until 2:30. We will have a briefing 
session that may be long, so please be here for the first part, anyway. 

(Thereupon, at 1:15 p. m., the committee adjourned until 10 a. m., 
Tuesday, November 27, 1956.) 
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TUESDAY, NOVEMBER 27, 1956 


HovseE Or REPRESENTATIVES, 
CommitTTEE ON Foretcn AFFatrs, 
Washington, D.C. 

The committee met, pursuant to call, in room G-3, United States 
Capitol, at 10:30 a. m., Hon. James P. Richards (chairman) pre- 
siding. 

Chairman Ricwarps. The committee will come to order, please. 

We will continue in executive session on the question of foreign 
aid and its relation to foreign policy. 

We are fortunate to have with us this morning the Honorable 
Chester Bowles and the Honorable Norman 8. Buchanan. 

The first witness will be Mr. Bowles. 

Governor, I want to say that we appreciate your coming down. 
Most of the members know you. We have had the good fortune to 
hear you in this committee on previous occasions, and we feel priv- 
ileged to have you with us this morning. 

Of course you know that the subject this morning deals with our 
relations with the underdeveloped areas. 

Have you a statement you would like to read ? 


STATEMENT OF HON. CHESTER BOWLES 


(Director, Institute of International Education, American Council of 
Learned Societies, Fund for Peaceful Atomic Development ; trustee, 
Fletcher School of Law and Diplomacy, Franklin D. Roosevelt 
Foundation, Woodrow Wilson Foundation; member, Rockefeller 
Foundation. Formerly State director, Office of Price Administra- 
tion, 1942-43; General Manager, then Administrator, OPA, 1943- 
46; Chairman, Economic Stabilization Board, 1946; delegate to 
UNESCO Conference, Paris, 1946; National Commission for 
UNESCO member, 1946-47; Governor of Connecticut, 1949-51; 
Ambassador to India and Nepal, 1951-53) 


Mr. Bow gs. I have a statement which I would like to read. I 
might skip a little of it, but it will give a general drift of what I am 
trying to say. 

First I would like to express my appreciation for what the com- 
mittee is doing. I think the thoughtful study you have undertaken 
is of tremendous help and very badly needed. 

We have here a subject which is open to great confusion and, at 
best, is very complicated. It goes against many of our traditional 
attitudes. It calls for a new understanding and new sensitivity to 
many parts of the world with which we are not particularly familiar. 
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Yet I feel it is of vital importance to the future of the free world 
and our hopes for peace. 


IMPORTANCE OF FOREIGN ECONOMIC PROGRAM 


I have been concerned and interested in economic development for 
a long time. I was interested in it before I went to India when I 
worked for the United Nations and when I visited Europe during 
the Marshall plan development. 

In India my arrival coincided with the first major point 4 program 
in that country. I participated in its development and growth and in 
the administration of the program. 

In 1953 I had an opportunity to travel through all the countries of 
east Asia and south Asia where we had aid programs. 

I went down through Africa in 1955 and back to India and Pakistan 
again to see the economic progress there. 

I came out of this experience with a feeling that our ability to 
develop not just a foreign aid program but a comprehensive “and 
thoughtful foreign economic program is basic to our ability to plav 
the role we all would like to see our country play in the years ahead. 


CHANGES IN SOVIET TACTICS 


In the last 3 years a profound switch in Soviet political and eco- 
nomic tactics has given a new urgency to our efforts to clear the decks 
for an effective American program in Asia and Africa. These new 
tactics reflect the grand strategy of world revolution laid down by 
Lenin more than 30 years ago, and I believe it is important that they 
be broadly understood. 


A. LENINISM 


Lenin believed that the very existence of democratic capitalism was 
based on the exploitation of colonies and dependent nations in Asia 
and Africa. The ultimate victory of communism, he said, would come 
through a revolutionary association with these “exploited” peoples. 
Once the economic and Politi ical bonds that hold the heavily industrial- 
ized western nations to the raw material producing areas are broken, 
the economic and military power of the capit: alist world would be 
undermined. Ultimately the western nations would be brought to 
their knees. 


B. POST-STALIN POLICY 


Since Stalin’s death in 1953 the new long-term two-pronged global 
strategy of Soviet policy based on this Leninist concept of ‘world 
rel: ationships has rapidly been taking shape: 

First, the development of massive military power based on the most 
modern technology, which may be used gradually to cower our friends, 
to break up our alliances, to impress the neutrals with Soviet omni- 
potence, and, in the event of war, to obliterate our capacity to retaliate. 

Second, the development and extension of Soviet economic rela- 
tions with the “exploited” peoples of Asia, Africa, and the oil-rich 
Middle East with generous capital loans and the export of well- 
trained technicians. Once a favorable start has been made in creat- 
ing these economic relationships, we may assume that Moscow will 
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switch its emphasis to political cooperation and, ultimately, to a 
Moscow-dominated political federation. 

If these tactics are successful, America may eventually be maneu- 
vered into military, political, and economic isolation from the natural 
resources and the people upon which her influence, prosperity, and 
security are largely dependent. 


ECONOMIC DEPENDENCE OF UNITED STATFS ON OTHER COUNTRIES 


An important aspect of this evolving politico-economic cheleng 

rows out of our increasing dependence on imported raw materials. 
Half of our industrial raw-material requirements are already met 
from abroad. By 1970 our present consumption will have doubled, 
our own resources will have further diminished, and we will be com- 
peting with other nations now in the process of rapid industrial 
growth. 

LOSS OF UNITED STATES PRESTIGE ABROAD 


We started out when the war was over with tremendous prestige 
and a great opportunity to work with these people on a good and solid 
relationship. It is a big subject, how we drifted into some situations 
where our prestige is less than we all would like it to be. I will not 
go into it here. It is too long a story. 

Yet we have lost much ground in Asia and Africa. We have gained 
some back perhaps in the last few weeks, Nevertheless, we have suf- 
fered some unnecessary defeats. 


NECESSITY FOR NEW PERSPECTIVE IN UNITED STATES FOREIGN RELATIONS 


The central question for American policymakers now seems clear: 
Can America develop a new perspective on its relations with thé world 
that will enable us to forge the essential bonds of common self-interest 
with the majority of mankind that is neither Communist nor western 
before time runs out? 

The answer to this question, I am convinced, will determine the 
shape and character of tomorrow’s world. Today most thoughtful 
observers must agree that the outcome is in doubt. 


INTERNAL PRESSURES FACING NONCOMMUNIST ASIA AND AFRICA 


Most of the new leaders of non-Communist Asia and Africa are west- 
ern educated and largely committed to democratic objectives and, in 
varying degrees, to democratic methods. But they are also subject to 
unprecedented internal pressures generated by low living standards 
made even more explosive by a new public understanding of the po- 
tentialities of modern technology. 

This poses for them a critical dilemma. 

Any nation, democratic or totalitarian, which seeks rapidly to ex- 
pand its economy wholly through its own resources must consume con- 
siderably less than it produces. Only by keeping consumption of con- 
sumer goods and services to a minimum can the productive capacity 
be made available to build the railways, steel mills, port facilities, and 
powerplants on which a modern industrial society is based. 

This economic process, particularly in its ale stages, has always 
created heavy internal strains and in most instances has demanded 
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harsh sacrifices. Even under democratic governments the 19th cen- 
tury industrial revolution, which laid the groundwork for the present 
soaring production levels of the capitalistic West, was characterized 
by low wages, slums, and grinding poverty for the great majority of 
people. Profits had to be big to provide the capital with which to 
expand, and the result was a heavy squeeze on prot. 

This squeezing of the people, holding down their living standards by 
concentrating all resources on the building of an industrial base, has 
resulted in greatly increased production in the Soviet Union, but at 
a heavy cost in human values, 


A. RAPID INDUSTRIALIZATION 


This difficult question of balance between industrial growth and 
increased living standards that always has faced any country trying 
to go ahead rapidly now has been made even more complicated by two 
new economic developments. Because industrialization has become 
synonymous with national purposes and power, and because of wide- 
spread public knowledge of the new technology, the political pressures 
for extremely rapid growth in Asia and Africa are now much greater 
than during the early period of our own industrial development. 
Everybody is demanding the millennium in a hurry. They want to 
see their country blossom forth with steel mills, more food production 
right away. This generates terrific political pressure where dema- 
gogs easily can capture the appeal of the mobs in the street. 


B. IMPROVEMENT IN LIVING CONDITIONS 


At the same time that this demand to become industrialized quickly 
is being pressed, people are demanding rapid improvement in living 
standards. They are not content to know they are getting new steel 
mills or new power plants. They are asking—what are you doing for 
me in my village? Will we get a better school? Will I receive more 
consumer goods? Will I get the things that make my life a little 
easier ? 

We ourselves say that the test of any economy is the living standards 
it penne 

*oint 4 leaflets and U. N. publicity suggest that every nation must 
be judged by the degree with which its living standards are improved. 
This adds further to the pressures that are working in all these 
countries, 


DEVELOPMENT PROBLEMS FACING UNDERDEVELOPED COUNTRIES 


These pressures are made even more explosive by the fact that 
village life is breaking down, people are moving to the cities, they are 
looking for jobs, their minds are opening up, some of the old religious 
patterns of Asia are being profoundly affected. 

For instance, in India the old joint family system gradually is dis- 
integrating, and this opens people up to new frustrations. 

Thus a nation which chooses to develop its resources by democratic 
methods has a hard and difficult task. It must keep its taxes within 
acceptable limits or it will be voted out of office. It must divert 
enough productive capacity to consumer goods and services to satisfy 
the public demand for tangible improvement in living standards. 
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At the same time it must match within reasonable bounds the highly 
publicized industrial achievements of comparable Communist nations, 
such as China; while the government of a Communist country using 
police state methods can squeeze far heavier taxes from its people, 
invest practically all its savings in heavy industry and military de- 


fense, and postpone indefinitely any substantial improvement in living 
standards, 


COMPARISON OF SYSTEMS IN COMMUNIST CHINA AND DEMOCRATIC INDIA 


Totalitarian China and democratic India offer striking examples 
of the practical effects of the two alternative systems in action. 
According to a recent report in the London Economist, China is now 
concentrating 22 percent of her annual gross national product in basic 
expansion, most of it in heavy industry, transportation, and power 
development. India, although governed by men of great ability and 

olitical courage, has so far been able to push the annual rate of sav- 
ings available for similar developments to only 8 or 9 percent, and 
this is an optimistic figure. 


ROLE OF UNITED STATES ECONOMIC ASSISTANCE 


This brief analysis brings into sharp focus the decisive role of an 
intelligent American economic assistance program for those new Asian 
and African nations which seek to avoid totalitarianism, i. e., to keep 
the internal sacrifices and strains which are an inevitable byproduct 
of rapid economic growth within limits acceptable to a free people; 
to enable democratic governments to avoid police-state methods and 
still approach, if not match, the Communist rate of economic growth. 

When I once asked the Indian Finance Minister, “How do you know 
you are taxing your people to the limit?” he answered, “When riots 
begin in Calcutta I always know I reached a limit. I have to then pull 
back a little.’ Those who have been to India know that Calcutta is 
the most mercurial city in the state, the most radical and explosive. 

Hence they tax their people to the democratic limit although less 
heavily than the Communist countries, while at the same time they 
must offer them enough visible personal improvement, so that they 
will go on voting for the party in power. 

The majority party in India faces an election this March. Unless 
it can say, “You are better off than you were 5 years ago,” it will not 
roll up the majorities it needs to govern effectively. 


RESTRICTIONS AND LIMITATIONS TO PRIVATE INVESTMENT 


The traditional means of effecting a flow of capital to less devel- 
oped nations from the better developed nations has been through pri- 
vate financing. We all know the difficulties in getting this done today 
on a massive enough scale. In the old free-trade days of Britain the 
less advanced countries were able to earn pound sterling in England 
and use it for the purchase of goods for their development. 

Any of us who have been in public life know that the pressures on 
the tariff question are now very great. As political realists we realize 
we will not get back to anything approaching a free-trade system. 

More than that the political risks for business in the unstable world 
of Asia are very great. If I were president of a large corporation 
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thinking of investing in Asia I would feel, in justice to my stockhold- 
ers, that I had to demand a high profit ratio to make up for the political 
risks that I would face in investing money abroad. 

Yet when you put your profit margins up to this level they become 
politically unacceptable to many of the people there, and they lay hy 
wide open to all the leftwing, Communist, and other groups who sa 
“Why should we let the foreigners come in and exploit our country %” 

So, if you put your profits up to where they have to be to justify the 
risk you take, your investment is rejected. To a large degree this 
accounts for the fact that except in the petroleum and mining indus- 
tries, capital investment in the underdeveloped areas by private capital 
has not been very great. 


NEED FOR NEW GLOBAL APPROACH TO ECONOMICS 


A new global approach to economics seems to me very much in order 
and indeed seems inevitable. We have gone through a difficult adjust- 
ment and learning period. 

This committee and other groups are contributing constructively to 
our international education in foreign assistance. I have a feeling 
when the dust settles on all this we will find ourselves with new im- 
proved approaches and better ways of doing things. 

In regard to our farmers, I often think back to 1932. In 1932 the 
grocery “stores were overloaded with food which could not be sold and 
was spoiling, yet millions of people who were hungry couldn’t buy 
groceries. 

Learned economists scratched their heads and said, “These people 
face the iron laws of economics. Nothing can be done. It is unfortu- 
nate but there we are.’ 

This was, of course, wrong and we found ways to break down the 
barriers and begin the flow of goods and services and money. 

Similarly, I feel that our present capacity in agriculture, which 
often looks so much like a white elephant, will, in this hungry world 
and poorly clad world, be turned into an asset, an asset. from which 
we will profit and the underdeveloped peoples will also profit. 

In talking to farmers in the last year I found that the most convinc- 
ing thing you could offer them was not a bigger soil bank or increased 
parity, but to say, “We must find a way to put your food-producing 
capacity to work in this hungry world.” 

The new program in India, recently, was a wonderful step in that 
direction. 

We have learned a good deal but I am afraid we have not learned 
enough, and now the pressure really is on. 


SOVIET INDUSTRIAL GROWTH 


Several of us in 1953, following Stalin’s death, prophesied that 
the Soviet Union would go into this field on a major scale. 

As you know, the figures of Soviet annual industrial growth are 
around 7 or 8 percent. 

We also know that the U. S. S. R. is producing a tremendous number 
of technicians, engineers, and other technicians. 

In the spring of April 1953, having watched this situation grow 
in Asia and heard some of the rumblings out there of Soviet policy, I 
wrote: 
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A new period of ruble diplomacy lies immediately ahead, A devastatingly 
effective Soviet version of point 4 could be put together for one-fourth of the 
present estimated $8 billion annual increase in Russia’s national income. The 
possibilities of such a program, wisely administered, are sobering to contem- 
plate. If we continue to put our faith exclusively in military power, we will soon 
lose our big chance. 

Moscow is now increasing its output $8 or $10 billion a year. If they 
put a little of that extra income into Asia, Africa, in loans and develop- 
ment programs, they can make a great deal of political progress, 


WEAKNESSES IN MARSHALL PLAN 


The Marshall plan was a great step forward. It undoubtedly saved 
Western Europe from going under. I don’t think there is any doubt 
that if we had not taken the steps we took then, and this committee 
played a very major role in it, that the Soviet Union would have 
overrun Europe. 

Yet people often ask why are 20 to 25 percent of the people of Italy 
or France still Communist? What is wrong? 

To some degree it goes back to the fact that the programs we 
launched in Europe following the war did not create the sense of 
growth and development from the ground up which it seems to me 
essential for healthy economic and political development. 

People didn’t feel a sense of belonging, a sense that they were grow- 
ing, that they were in a community in which all are working their 
way forward together. 

If they had had a greater sense of participation in their own growth, 
if there had been more cooperatives, more land reform in Italy, per- 
haps, we would not simply have stopped communism in Europe, we 
would have done a better job of rolling it backwards. 

In Asian countries we also find that substantial increases in output 
achieved through American assistance have not always been matched 
by a corresponding increase in political stability. And the reason, I 
believe, is the same. 

Our assistance programs have too often underwritten the old pat- 
terns of life with all their built-in inequities, although at a higher 
productive level. When we help put more food in a man’s stomach, 
cure his malaria, and teach him to read and write, without treating 
the basic injustices which embitter his attitudes toward society, we 
have often found ourselves faced, not unnaturally, with a better fed, 
more formidable revolutionary. 


OBJECTIVES OF EFFECTIVE FOREIGN AID PROGRAM 


This helps to bring the requirements of an effective foreign aid 
program into clearer perspective. In addition to creating more 
wealth, such a program must place heavy emphasis on the develop- 
ment among the workers and peasants of a healthy, cooperative atti- 
tude toward their national governments and their communities. 

This requires steady progress toward three essential objectives with- 
out which political stability in Asia, Africa, and South America will 
almost certainly fail to develop: 

(1) A recognizable increase in economic output; 


(2) A sense of widespread personal participation in the crea- 
tion of this increase; 








262 FOREIGN POLICY AND MUTUAL SECURITY 


(3) A public conviction that the fruits of the increase are 
being fairly shared, with injustices steadily lessening. 
I didn’t say the elimination of all injustice. You never will get 
that. But at least the people should see there is less and less injustice 
as production rises. 


A. INCREASING PRODUCTION 


Because we have focused our efforts in Asia and Africa largely on 
objective No. 1—sheer production increases—and because in many 
areas a growing percentage of the new wealth created with our assist- 
ance has been diverted into the hands of the ruling hierarchy, we now 
find ourselves identified in many parts of the world with the despised 
status quo. 

American-trained students from certain Middle Eastern and South 
Asian countries often tell a tragic but familiar story. They return 
from their studies in the United States excited about the prospects of 
working to promote democratic growth and development among their 
own people. But upon reaching their homelands, they find semi- 
feudal regimes bolstered and even kept in power by American eco- 
nomic assistance. 

They find governments which tax the rich only a fraction of the 
degree to which we Americans tax ours. They find ridiculously low 
corporate taxes. They find scarce foreign exchange spent, not for 
necessities, but largely to pay for imported luxuries. 

In other words, they often see our economic assistance used, not 
to speed reform, but to postpone the need for it, and thus to protect 
the power and prestige of the antidemocratic, rightwing groups which 
are clinging hopelessly to the past. 

Economie assistance grants designed to stop communism by such 
narrow means must ultimately fail. By underwriting an unpopular, 
feudal status quo which could not conceivably survive through 1ts 
own resources, American-aid programs may even turn large numbers 
of people against us and ultimately lead them to accept communism 
as the sole way to change an intolerable situation. 

Half-baked, indiscriminate programs of technical assistance also 
have their pitfalls. Since the war a very large number of American 
technicians have been at work in Middle Eastern and Asian nations. 

Many of them are able and well trained. Some of them have ac- 
complished much, not only in increased production and improved 
training, but in demonstrating their dynamism and human qualities 
of a democratic society. 

Yet often they and their families have come with an inadequate 
psychological preparation for the strange, new situations which they 
are called upon to face. Even some of the ablest of them have come 
with a narrow faith in tractor-powered agriculture in lands where 
labor costs are so low that family-powered hand agriculture is still 
more efficient. 

As you may know, the Japanese get more from a field of rice-paddy 
production without any modern equipment, although with modern 
fertilizers and good seeds, than we do in any of our rice areas on the 
average. Hand agriculture in a small area is not inefficient as to pro- 
duction amounts but purely costly if you have to pay high wages. 

If there are no wages, if there is plenty of manpower, whole fami- 
lies ready to work, they can really garden a rice-paddy field. A mil- 
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lionaire in Newport wouldn’t tackle his rose bed with tractors. He 
would approach it with careful hand cultivation. We are wedded to 
tractors. We have had to use them because of our high labor costs. We 
assume that this is the answer to almost any agricultural problem, 
and, of course, it is not. 

So let me briefly review: The fact the government of a new demo- 
cratic underdeveloped country cannot save enough through taxes and 
still get elected, and at the same time provide the visible supply of 
increasing consumer goods, and still get the capital it has to have if 
it is going to make its case against Communist China—such a gov- 
ernment may be driven to more and more totalitarianism in order to 
squeeze more and more out of their people and deny them the con- 
sumer goods, so they can press ahead with the building of an in- 
dustrial base. We need American aid to help ease this dangerous 
squeeze. 


B. SHOULD ENCOURAGE PARTICIPATION OF PEOPLE TO INCREASE SENSE OF 
JUSTICE 


A second point is equally important, and that is that the purpose 
of an aid program must be more than simply to raise output. It must 
be to increase output in a way that brings about the participation 
of the people and gives them an increasing sense of justice. 

In India I have traveled a great deal in the villages. You nor- 
mally would expect most communism to grow in areas where you see 
the greatest poverty. This, I found, is not necessarily the case. 

In areas wines you have the lowest living standards you frequently 
have no well-to-do people at all. Moneylenders stay out because no- 
body can borrow any money. 

Landlords stay out because the land is so poor. 

The ratio of the very rich to the very poor may be no more than 7 
or 8 or 10to1. The Communists rarely make progress in such an area 
because there is no obvious target at which to strike. 

Yet they will go into an area where the poorest man may be better 
off than the richest in this other area, and where the difference be- 
tween rich and poor is not 8 to 1 or 10 to 1 but 100 to 1 or 80 to 1, 
and where there is, therefore, a greater show of injustice; where the 
land is owned by the few; where moneylenders charge huge interest 
rates; and they say “destroy the ruling class and you can eliminate 
these problems.” That is the simple picture the Communists give 
these people—and its effect is often explosive. 


INEFFECTIVENESS OF ECONOMIC AID 


Therefore we must clearly define the purpose of economic aid. We 
must know what it can accomplish; equally important, we must know 
what it cannot accomplish. 

We have seen, for instance, that economic aid cannot buy friends 
or win new converts to the American way. Nor by itself can it pro- 
duce political stability. 

The use of economic aid to bolster feudal governments which stub- 
bornly refuse to undertake internal economic reforms is a blind alley. 
To underwrite the economies of recipient nations in a way that en- 
ables them to neglect their responsibilities for fair taxation and ef- 
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fective control of foreign exchange is not only wasteful, it plays 
straight into the hands of Moscow. Pat he 

Being human, we may hope that other people will like us and sup- 
port our views. But a desire for friends, alhes, and approval should 
never be our prime motivation for assistance. 

Our objective is not to win a short-term global popularity contest, 
but to help other nations achieve a degree of internal stability that 
will enable them to remain independent masters in their own houses, 
determined to defend their freedom against all foreign intruders. 


DANGERS IN RELATING AID TO SOVIET CHALLENGE 


Although the implications of the Soviet challenge are clear, argu- 
ments which tie our economic assistance to the “duration of the Com- 
munist menace” dangerously oversimplify the problems which now 
confront us. So do proposals which would relate our assistance pro- 
portionately to the extent of the Communist danger in each country 
under consideration. 

Many leaders of the underdeveloped nations may infer from such 
statements and actions that the more domestic Communists they have 
or the more pressure they can generate from Moscow, the greater the 
economic assistance which may be expected from America. To foster 
expedient reasoning of this kind is to turn a noisy Communist minor- 
ity and vague Soviet promises into valuable economic assets. 

If we tell a country that “Unless you have many Communists we 
will not help you,” we obviously put a premium on getting Com- 
munists. 

You may know the old story of the Prime Minister of Monaco who 
came here in the days of the Marshall plan and asked for $10 million, 
which was quickly granted. 

But as the Prime Minister was going out of the office somebody 
asked, “Tell us, how is the Communist problem in Monaco?” 

He said, “We have no Communists there. We are middle-classed 
people. We work hard. We have sizable economic problems but no 
Communists.” 

They said, “No Communists, how then do you expect us to give you 
assistance? We cannot go to Congress and ask them for money for 
Monaco if you have no Communists.” 

On the way through Paris the Prime Minister stopped at the Quai 
d’Orsay to see the French Foreign Minister. He said: “We are in 
great trouble in Monaco. We need money and yet can’t get it from 
America because we have no Communists. Could you loan us 1,500 
Communists for the weekend who can break windows and create 
trouble? We can see that their pictures are taken for the newsreels 
in America and then we will surely get our money ?” 

The French Foreign Minister is said to have stroked his beard, 
looked out the window, and said, “No, my friend, France would like 
to be a good neighbor but we need every Communist we have.” 

When over and over again we say “We will not help this Nation or 
that unless it is about to go Communist,” we put a heavy premium on 
going out and digging up some Communist agitators. I don’t think 
that is a sensible approach. 
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LONG RANGE PROGRAM 


Foreign economic aid, if it is to succeed, must be, I think, accepted 
as a long- range problem. We are ina trying and difficult ‘period of 
historic ‘orowth. This is not a simple year-to-year emergency. We 
will be living with it for a long time. 

This time “factor, of course, poses a practical legislative problem. 
Congress cannot lay down a precise 5-year program and commit itself 
totally inadvance. Yet our long-term support for the Marshall plan, 
the United Nations, the Export- Import Bank, farm support, price 
programs, the Commodity Credit Administration, and the social- 
security program, among others, seem to give us a series of practical 
precedents. : 

In a given year Congress could refuse appropriations; but once the 
general “confines of a long- term program fs been agr eed upon, such a 
refusal would be unlikely unless a drastic change occurred in in- 
ternational relations. 


VOLUME OF AID 


The volume of our aid should be adequate to the demands of the 
world situation. I refer you to the work of the Center of International 
Studies at MIT, with which you may already be familiar, which has 
suggested roughly $2 billion of American aid to Asia, Africa, and 
South America per year over a period of 5 years, or $10 billion for 

5 years. A good part of this could be loans. 


NEED FOR BETTER PERSONNEL 


I would suggest perhaps fewer technicians but better technicians, 
more ¢ arefully” ‘picked. Some nations need more than others. 

We had over 100 technicians in India when I was there. I would 
have settled for 25 if they had been more carefully chosen. 

On the other hand, in some countries, such as Ethiopia, where they 
lack administrative machinery, you w ill need a higher percentage. 
This will vary from country to country. 


ROLE OF AMERICAN BUSINESS 


I think American business has a major role to play in any pro- 
gram of this kind. I am thinking particularly of a country such as 
India, although this applies to Pakistan, Burma, and others. 

What these countries would like to see us prov ide is a kind of draw- 
ing account. If they want a fertilizer plant that will cost say $30 mil- 
lion they could go to this fund to get that $30 million earmarked for 
the fertilizer pla int, and then go to DuPont or Monsanto Chemical, 
or some other American firm, “and make a management contract to 
set up that plant, operate it for 5 years or so, train the personnel back 
here in the United States, and then gradually pull out. 

I have gone to several American corporation heads who are friends 
of mine and talked with them fr: ankly about this. 

I asked, “Is this appealing to you?” 

Most of them said “No, it is not. You are asking for one of our 
most capable executives to put a plant, say in Burma, But this man 
will earn far more money for us working in Oklahoma, Texas, or Con- 
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necticut than he will in Asia working on a fee basis, because here he 
can create a property which will give us continuing profit over a period 
of years. You are asking us to sacrifice one of our assets, our best 
manpower. Why should we do it?” 

I have answered “Only because American business has a central 
role to play. Without American business help these countries may 
never get the chance to develop in the free way we all would like to 
see. We are now competing with the Soviet Union. We are at a 
decisive point in history. If success involves some small sacrifice 
here or there you fellows should make it.” 

On that basis these business heads agreed that if the President or 
Congress calls them in and says “This is an emergency that requires 
full cooperation on your part,” they will respond as they responded 
during the war, as they responded during the Marshall plan. But I 
do think it requires that kind of leadership and pressure. 

The central role of American business in helping to build up this 
industrial base, with a loan-management contract combination per- 
haps, may be a key to our foreign development problem. But we 
simply must associate our aid programs with reform. I don’t mean 
by this that we can lay down hard and tight rules, that we can insist 
“vou must do this our way.” That, of course, we cannot do. And 
political strings are completely out. If you go to a bank to borrow 
a hundred thousand dollars for your business and the banker says 
“T will give you the money provided you vote as I tell you to vote” 
you would walk out of the bank. 

But if the banker said, “You are not using your own resources, You 
are wasting money. You bought a fancy car for your own use and 
charged it against the company. You are in Florida on vacation half 
the time. But change your ways, buckle down, do your part, and 
then we will give you this loan.” Then you could feel that he was 
well within his rights. 


SUCCESS OF AID TO PHILIPPINES 


The Bell report in 1951 in the Philippines is a good example of this 
approach to foreign aid. As you will remember, we had dumped in a 
great deal of money. We were so anxious not to appear to be trying to 
pe ig Philippines that we granted this money with few questions 
asked. 

Mr. Fuuton. I objected to the Philippine war damage policy at the 
time as it did not adequately emphasize basic development and per- 
mitted so much of the money to go for consumer and luxury goods. 

Mr. Bowes. You were right. Then we reversed ourselves and said, 
“Put through a land reform, minimum-wage legislation, get a grip 
on your foreign exchange so it will go for penicillin and electric motors 
and not just for luxuries and evening gowns, and then we will back 

ou.” They agreed and the reforms we helped encourage helped to 
uild a stable Philippines. 


INDIA’S REACTION TO PERFORMANCE STANDARD 


TI once asked some Indians what they thought of this an I 
said, “What would you think of the United States if we said you must 


perform up to certain standards or we will not give you the money ?” 
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They said, “We would welcome this. We would feel you were 
right. But what would you ask that we do?” 

“I would ask you, among other things,” I said, “to speed up your 
land-reform program. It seems to be going too slow. Generally, you 
are doing a good job, but some things we would criticize.” 


NECESSITY FOR PERFORMANCE PLAN BY RECIPIENT COUNTRY 


We cannot be too precise. Every country’s standards are different 
and its capacity to do things is different. But at least they should have 
a plan over 3, 5, 7 years of how they are going to use their resources. 
They should also have a progressive taxation system. 

In some Asian countries which we support the income-tax vo 
goes up to a maximum rate of 20 percent and stops. Why should we 
tax our people up to 90 percent in this country to “save a foreign 
nation from communism” while they only tax themselves up to 20 

ercent ¢ 
7 We cannot ask them to all of a sudden tax up to 90 percent as we 
do. But I think they ought to prove that they are proceeding in the 
right direction. If they are, we should go in and help. If not, I think 
we should politely say, “This is your business, but we cannot do as 
much for you as we would like.” 

I do not think you can do this arbitrarily and close off certain 
countries overnight if they do not change all their ways. But I think 
we can and must work in this direction. If we don’t we are going 
to waste a lot of money. We will not earn the respect of these people, 
and we will continue to underwrite a doomed feudalism. 


SUCCESSFUL MILITARY PROGRAMS DEPENDENT UPON SOUND ECONOMIC AND 
POLITICAL FOUNDATIONS 


Military programs are a different subject. They are, of course, very 
important. Yet, sometimes we have allowed the military point of 
view to dominate our approval, and this can be dangerous. You are 
not going to get stability by creating paper divisions around the pe- 
riphery of the Soviet Union and China unless they have a solid eco- 
nomic and political foundation. 

In Iceland we spent $100 million for an airbase and then we neglected 
to work out sound economic relations there. A military base abroad 
is no stronger than its economic and political foundations. 

We got on the wrong side, rather spectacularly, on the question of 
colonialism in parts of Africa, and hence we are now negotiating hard 
to keep our costly airbases in Morocco. It seems to me we could have 
avoided this problem if we had had some understanding of the political 
ferment going on in north Africa. That, Mr. Chairman, completes 
my formal remarks. 

Chairman Ricuarps. Thank you. That was a very informative 
statement. Some of the committee members will want to ask ques- 
tions. 


I will start at the other end of the table. Does anybody at that end 
want to ask questions? 
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ECONOMIC AID THROUGH THE UNITED NATIONS-—-SUNFED 


Mr. Proury. Governor, the suggestion has been made that all eco- 
nomic aid to underdeveloped countries should be through the U. N, 
What: is your opinion on that? 

Mr. Bow es. It has obvious advantages in the sense that it takes it 
out of the political arena. We could thereby call the Soviet Union’s 
bluff. I am sure Moscow would not like the prospect of putting its 
assistance into a common hopper, of being called upon to come through 
with certain contributions, and having the expenditures guided by a 
United Nations body. I hope that we may get started on SUNFED. 

Yet, if I were in Congress 1 would want to examine the administra- 
tion of some of those U. N. agencies which could stand strengthening 
and improvement. They are doing an awfully good job in some and 
a less good job in others. I have run into quarrels and jealousies be- 
tween the agencies as I have gone around the world; this does not seem 
constructive. 

The people at the U. N. feel if they had a bigger role to play they 
could lick some of those problems. 

I think we need a combination of the specialized agencies of the 
UN, a start on SUNFED, perhaps, to see how that works, and some 
bilateral aid with long-term loans and low interest rates. 


RECOMMENDATION FOR LONG-TERM NONBANKABLE LOANS 


But I do not think that we should assume that these loans are good 
banker loans. They must be long-term loans, perhaps even 50 years. 
In such a period you are going to see the price levels inflated. Output 
capacities will grow tremendously and loans will be paid back at a 
time when they are much less of a burden. But I still believe that 
these loans are the best approach. 

Mrs. Cuurcn. I want to commend the governor for his statement 
and tell him that I have read everything that he has written that I 
could put my hands on. 

Mr. Bow es. I am glad of that. 


AIMS OF EARLY PROGRAMS 


Mrs. Cuurcu. I do not always agree with you, but I never cease te 
find that you stimulate my thinking and I wanted to say that to you 
in poeaet 

wish to ask just one question. Has your own attitude toward these 
problems changed in the last 5 or 6 years since the Marshall plan was 
started ? 

Mr. Bowtes. Yes, I think it has. I started worrying about this 
question of foreign economics after the war when I was involved in 
the emergency food programs. Yet I do not think that any of us un- 
derstood the problem very well back there. The challenge in Europe 
was the rebuilding of a war-devastated economy, trying to put it back 
on its feet. Asia was a development problem from a standing start, 
a totally different question. 
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OVEREMPHASIS ON TECHNICAL ASSISTANCE 


I thought when the point 4 proposal came that it was excellent. Yet 
I felt in the early stages of the program we put too much emphasis on 
technical assistance. Technical assistance is appealing and flatter- 
ing toour vanity. We assume that we can send out a lot of good, smart 
Americans who will promptly fix things up. 

Yet you send an American mechanic to India and he a not hold a 
candle to an Indian mechanic who has had to make trucks run with 
hairpins and baling wire and pieces of wood. The American requires 
tools and equipment that simply aren’t available. 

Thus we overestimated the possibilities of pure technical assistance. 
We are now swinging back into a better balance. 

Every technician who goes out should be examined carefully and 
also his wife. Be sure the wife is not being dragged along because 
her husband thinks it will be interesting to meet Maharajas in India 
and shoot tigers. 


LIVING STANDARDS OF UNITED STATES PERSONNEL ABROAD 


Mrs. Cuurcu. May I have your opinion on this? During the 
trip we made last year I was impressed by what we were doing to kee 
happy our own personnel. We passed a bill in Congress that seeme 
to meet certain needs ; but I also was concerned lest what we were doing 
was tending to make a bigger wedge between our people in their way 
of living out there and the people whom we were trying to help. Is 
there that danger ? 

Mr. Bowtes. There definitely is. I think this is one of the reasons 
you should send no more people than are actually needed. In 1951 
and 1952, the idea of technicians was rather new and very popular. 
In order to get the program through Congress the administration 
promised to send out more technicians than could be effectively used. 

Countries such as India have citizens who graduated from such 
universities as Minnesota with doctorates in agricultural economics 
who cannot get jobs, yet we have often sent out Americans less well 
prepared. 

Mrs. Cuvurcu. Is there resentment of the standard of living that we 
insist on maintaining ? 

Mr. Bowtes. Sometimes there is. Yet byproducts of American 
democracy at work abroad are often very great. 


EMPHASIS ON LOANS 


Chairman Ricwarps. Any further questions? 

[ have a question. Do I correctly interpret your remarks to mean 
that you strongly favor an emphasis on loans to these countries ? 

Mr. Bowtes. Yes, sir. 

Chairman Ricuarps. We all agree that they are not all bankable 
loans but you do believe in that principle ¢ 

Mr. Bow es. I do believe strongly in that principle. 

Mr. Furron. I want to compliment the Ambassador on his state- 
ment. As one member, I believe you were one of the highlights of the 
Foreign Service of the previous administration. We Americans aré 
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all indebted to you for the good job you did as Ambassador to India. 
I would send you back at the present time. 

Mr. Bowues. Thank you very much. I hear an excellent new Am- 
bassador has just been chosen, and, of course, John Cooper did a great 
job there. 

Chairman Ricnarps. The reports we got were that you were the 
hardest working fellow there. 

Mr. Bow es. I enjoyed it. 


LIMITATION ON PERSONNEL 


Mr. Seipen. You emphasized, Mr. Bowles, in your statement that 
we should send no more people to work with foreign nations than we 
actually need. How can the Congress control an administrative detail 
such as that? 

Mr. Bowtes. That is a problem, but formerly they felt pressure 
from Congress the other way. I would start by relieving them of 
that. 

It varies greatly from country to country. You need fewer people 
in a country like India proportionately than you do in a country 
such as Ethiopia, which is the other extreme, or Liberia where you have 
so few able, trained administratives, so little competent management, 
or as in some Middle Eastern countries. 

Mr. Sevpen. By and large, however, aren’t we going to have to de- 
pend on the administrator of these programs to decide how many 
people he needs ? 

Mr. Bowes. Yes. But I should think in the hearings you could 
bring out this point, if you agree with me, and get it solidly on record. 


SEPARATION OF MILITARY AND ECONOMIC AID 


Mr. Sexpen. In connection with that, there was some discussion in 
this committee last year on the possibility of entirely separating 
economic aid from military aid. In this committee’s report it was 
recommended that the administration carefully consider such a sepa- 
ration before making their budget recommendations for fiscal year 
1958. 

Mr. Bow es. I hope it is separated. 

Mr. Sevpen. You feel that it would be a good idea ? 

Mr. Bow es. I think definitely it should be. We should frankly 
tell the American people what we are doing. 

I would like to add one thing. Here in Washington it is easy to 
underrate the American people’s willingness to support this program 
if it is properly presented to them. I have spoken in some 40 States, 
and I have yet to run into any audience which has been antagonistic 
to foreign assistance when it has been carefully presented. 

For instance, I once talked to the Vermont Farm Bureau on this 
subject. I said, “How would you like to have a man come into your 
town and say ‘I will build you a free swimming pool and a free school 
if you will vote for my son for Congress and if you will vote the way 
I tell you to vote in town meetings’? How long would such an indi- 
vidual last in Vermont?” They said, “Not long.” Yet that is how 
we frequently appear to the world—as a nation trying to buy friends. 
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If the administration and leadership in Congress will take this 
case to the American people and explain it they are going to be very 
surprised at the affirmative reaction they will get. 

Mr. Se.tpen. Do you believe that the mutual security program 
would be strengthened if the military portion of that program was 
put in the defense budget, where it should be, and the economic pro- 
gram was considered separately ? 

Mr. Bow tes. I feel that very strongly. 

Mr. Seven. I agree. 

Chairman Ricuarps. Any further questions? 


LOANS FOR DEVELOPMENT OF BASIC INDUSTRIES 


Mr. Carnanan. You stated you think most of the aid should be 
in the form of loans and you also feel that most of it should go to 
encouraging the development of basic industries in the countries? 

Mr. Bow es. It will vary from country to country. In a country 
like India which is in a sort of second stage of development—there 
you have transportation and industry requiring major assistance. In 
other countries which are in the first rudimentary stage of develop- 
ment you find a different focus. 

Every country, of course, should not feel it must have a Pitts- 
burgh as proof that it has arrived as a modern nation. But a 
large country like India does require heavy industry, and we should 
help where we can. 


COUNTRIES UTILIZING FOREIGN AID 


Mr. CarnaHan. Would you care to suggest some of the countries 
you think may have done a pretty good job with our aid? 

Mr. Bowtes. I saw an excellent job being done in Ethiopia. I was 
impressed with the able Americans there. They were working their 
heads off and making a big dent in the huge problems of that coun- 
try. In Pakistan, a good deal of progress was being made. India 
has the advantage of a civil service that is tops. It is as good as any 
you will find anywhere. Therefore, they can make awfully good use 
of their resources and the aid we give them. 

It is important to realize that India does not need fully to match 
China’s industrial growth. If India can come within sight of China 
she will probably survive as an independent nation because India 
is doing a much better job of creating stability in the villages, by 
building schools and roads with their own hands. We have con- 
tributed to that, and the Indians have done spectacularly well. 

The Philippines have done an increasingly good job. I have not 
been in Vietnam in 3 years so I cannot judge that. 

Indonesia has a much bigger problem of administration. Liberia, 
I understand, has a good program, although I have not been there. 
I have not been in the Middle East recently. 


EXTENT AND MANNER OF SOVIET AID PROGRAM 


Mr. Merrow. Governor, you made a very fine statement. I am glad 
to hear you reemphasize some of the points you were making when 
we saw you in Saigon some time ago. 
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I would like to ask if you have any idea as to what extent and in 
what manner the economic assistance programs that the Soviet Union 
is apparently engaged in are working in these various countries? 

Mr. Bowtss. To what extent they are really going ahead? 

Mr. Merrow. Yes; this while matter came up because we feel we 
are in an economic contest. Perhaps we should go ahead even if this 
were not so, but in the last few years we have become engaged in an 
economic contest. 

Mr. Bow tes. I think we ought to try our best to correct that last 
basic point. And it is going to be difficult. Every person coming 
before your committee will find it easier to try to frighten you by 
saying that the Russians are doing this and therefore we have to do 
that, yet this means that the Russians are calling the tune and that 
we are simply responding to them. We are not being creative or 
positive. 

It also puts us in the position of having Asians say we have the 
Russians to thank for the fact that the Americans are doing anything 
at all. It is ridiculous to get ourselves in such situations. 

Mr. Merrow. You have no estimate, then, as to how much the Soviet 
Union 





A. AFGHANISTAN 


Mr. Bowxes. We know in Afghanistan there is $100 million in 
Soviet funds. I assume that is true. As you know, the Northern 
Tier Alliance, whatever you say for it, and I have grave questions 
on some of its implications, pushed Afghanistan toward the Soviet. 

If we had talked about a free port on the Arabian Sea and a railroad 
coming down from Afghanistan to assure the Afghans free transit to 
the outside world, they would not have felt the need to go to the Soviet 
for assistance. In any event they are said to be getting $100 million 
from Moscow now and people who have been there tell me that the 
evidence of it is everywhere. 


B. INDIA 


I do not know what the Soviet totals in India amount to now. 
They loaned India another $125 million about 2 weeks ago. Russia 
is building a steel mill which is about $100 million more. My guess 
is that the present figures run around $300 million. The State Depart- 
ment would be able to give you the right figure. That is all in the 
last 2 years. 

What Moscow did on the Indian steel mill is suggestive of what I 
believe our own approach might be. 


C. OTHER COUNTRIES 
Burma, I believe, has received about $50 million. I think it is $100 
million in Indonesia. ‘The State Department could give you accurate 


figures. 


SOVIET OBJECTIVES THROUGH ECONOMIC ASSISTANCE 


Mr. Merrow. Are you suggesting certain things we ought to do in 
any kind of program we might develop in an individual country as 
to perhaps seeking to change the pattern in certain directions, perhaps 
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the political and economic pattern? Is the Soviet Union making 
certain demands or will they, once they get in, insist on changing the 
economic pattern? Or the political pattern 

Mr. Bow.es. Their twist will be increasingly political and this may 
get them into trouble. But by that time they may get these nations 
tied up in economic knots so that they will get away with it. 

Soviet leaders look at the map and see this vast area of Asia, Africa, 
and South America, and they have become convinced that they can 
relate all these resources and people to Moscow so that the flow of 
basic trade will go that way, and gradually they can shut America 
and the Western nations out and ultimately strangle us. They see 
that without those Asian and African raw materials we cannot build 
our defenses, we cannot maintain our living standards. I am sure 
this Operation Strangle is their present program and it can be 
dangerous. 


SOVIET AND UNITED STATES ECONOMIC COMPETITION ABROAD 


Mr. Merrow. The delegation of the U. N. last year, which Mr. Hays 
of Arkansas and I were on, stated in a communication to the Secretary 
of State that if we lose this economie contest it would be as disastrous 
as a military defeat, or words to that effect. 

From what you ‘said I would not take it that you consider the 
importance of the Soviet economic penetration as a major factor for 
our operation. 

Mr. Bowtes. I certainly do. But I put it the way I have simply 
because I think we should be using this economic approach to Asia and 
Africa even if the Soviet Union had never adopted it. 

The Soviet Union has made progress in Asia. It also has made 
mistakes. In Burma, for instance, Moscow sold more cement than 
they can possibly use, but let us not assume that the Soviet Union will 
not learn how to rectify such mistakes. We are dealing with tough 
and competent people. They have made progress. 

But the thing for us to do is, I believe, go ahead with a bold and 
imaginative program of our own, not being arbitrary, not lay- 
ing down ultimatums but trying always to reach down to the people, 
not expecting to see the final answers the first year, not being held up 
by Soviet blackmail, but positively working with ofher peoples to 
create political stability, a solid economic foundation. 

This Aswan Dam is an example. It should not have been hinged 
on whether the Soviet was going ahead or not. That gave the Soviet 
Union tremendous leverage. 

We must not put too much focus on simply matching the Soviet. 
That implies that if the Soviets stopped we would stop, too, and 
before we got through Asians and Africans would be thanking the 
Soviet Union for everything we do, on the grounds that Moscow 
frightened us into helping them. 


RECOMMENDATIONS OF MASSACHUSETTS INSTITUTE OF TECHNOLOGY 


Mr. Merrow. Have you an estimate as to how much money we 
ought to spend over a 5-year period or any period or annually? 

Mr. Bowtes. I think the MIT study is the soundest effort I have 
seen. If you have not had a chance to read it I urge you to do so. 
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It is a voluminous proposition, but excellent. They suggest roughly 
$2 billion a year in American Government loans, grants, and techni- 
cal assistance—that is for Africa, non-Communist Asia and South 
America. They also suggest enough help from Europe to build up a 
fund of $2.8 billion per year. 

They suggest that plans might not come through that were adequate 
to justify this expenditure in “the first year or two. But the fact that 
the development money was available would speed up the planning 
and open doors to a lot of new excellent programs that these countries 
would tackle if they thought they could get the money. Let me repeat 
that if the free Asian nations do not tackle their problems vigorously 
the impact of China is going to become very, very great. 


GROWTH OF COMMUNIST CHINA 


There is at least one safe prophecy I can make. Within 10 years 
the headlines in our newspapers may involve China to a far greater 
degree than they now involve the Soviet Union. China is growing 
into a powerful force. If Peking succeeds and New Delhi fails, the 
impact in Asia and Africa will be very great. 


LOCAL PREREQUISITES TO ECONOMIC AID PROGRAM 


Mr. Smirn. Would you say if this program is to be effective as we 
want it to be that it must get down to the grassroots? 

Mr. Bow tes. Yes, sir. 

Mr. Surrn. I think you stressed that point in your statement. We 
have discussed that question around this table many, many times 
and some of us have contended that the aid we have been giving here- 
tofore and to date is not getting down to the grassroots? I believe 
your statement supports that position. 

Now, the question is: How can we insure that it is going to get to 
the gr assr oots ? 

Mr. Bowtes. Well, land reform in any agricultural country is ter- 
ribly vital and important. 

There are two oppressive forces working against the peasant. One 
is the moneylender who is not like our banker who wants his money 
back with 4- or 5-percent interest. In Asia and Africa the village 
banker presses you to go further in debt. If you ask him for a loan 
beyond your ability he may encourage you to new extravagance. He 
will say, “You cannot possibly give your daughter a decent w edding 
on that small amount.” Eventually he owns you heart and soul. In. 
terest rates are often 20 percent or more annually. This is one of the 
big problems in Vietnam. Mr. Merrow and I saw this out there. 

That is one problem. The other involves the Asian or African land- 
lord who often takes up to 50 or 60 percent of the crop while the peasant 
takes the other 40 percent from which he must hire his bullocks 
and buy his seeds. 

In the old village society, the landlord often built the school, lived 
on the land, and performed a real function. It may have been one- 
sided; nevertheless he did make a contribution. Now, in most cases, 
he has moved to the cities and deals through a manager. 

In our negotiations and discussions with Asian governments we 
should ask, “What are you doing on these two basic problems?” Then 
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when our aid flows into their villages it will be less likely to go to 
make a few wealthy people better off, and the little man will begin 
to realize that he has something to live for and work for. 

Mr. Smiru. In other words, it should be our aim then, to insert 
conditions or to insist upon certain conditions before we make these 
loans ? 

Mr. Bow tes. Not arbitrarily to say “you have to do so-and-so,” but 
to say we must see progress in this direction every year. 

Mr. Smirn. Nehru said I do not want to take your money if you 
attach conditions. Then we get into the delicate field of attempting 
to impose our way of life or our views on another people. 

Mr. Bowtes. This is a problem but I think in the case of Nehru 
he is talking about political conditions when we expect him to vote 
with us because we have given him money, he reacts vigorously. So 
would we. 

As a practical matter in India the one criticism we would be likely 
to make of their efforts involves speeding up their land reform. Yet 
I respect the reasons they have not moved faster which is their high 
regard for the courts and law. Their constitution, like our own, states 
they cannot take property without proper compensation. They have 
been fighting it out in the courts for 3 years to determine what is 
proper compensation and they have just settled the question. That 
is what the delay on land reform has been primarily about. 

Mr. Smirn. Thank you very much. 

Chairman Ricnarps. Mrs. Kelly. 

Mrs. Ketity. I want to compliment you for your excellent 
statement. 

I do not wish to be arbitrary, but would you care to mention any 
nations to whom you think we ought to ease off aid on account of 
their failure to remove these obstacles, or for any other reason? 

Mr. Bowtes. Could I talk about it off the record ? 

Mrs. Keity. I do not object. 

Chairman Ricrtarps. Off the record. 

(Discussion off the record.) 


CLOSER COOPERATION WITH CONGRESS BY EXECUTIVE BRANCII 


Mrs. Kerry. I would like to see the recommendations of the 
Ambassador. 

Mr. Bowtes. You certainly should see the standards set up by our 
Government. If you provide for this in your legislation they will, 
of course, work out standards to carry it out. You can then make 
suggestions. That is what I would do. 

Mrs. Ketty. That is up to our top officials. We would expect that 
they do it. 

Mr. Bowtes. I was always anxious when I was in a job of that 
kind to get the continuing advice of a congressional group. It makes 
it so much easier when you come to ask for appropriations to have a 
lot of people here on the Hill who understand these things and who 
are sympathetic. Any administration has a great deal to gain from 
periodic discussions with you about the progress of the program, 
probing, questioning on all this. 

Mrs. Ketiy. Thank you. 

Chairman Ricuarps. Mr. Vorys? 
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LONG-RANGE PLANNING BY CONGRESS 


Mr. Vorys. You said Congress cannot make a 5-year plan. I have 
been thinking for some time that maybe that is just what Congress 
ought to do. 

Mr. Bowes. I would love to see you do it if you can. 

Mrs. Ketuy. I missed the question. 

Mr. Vorys. You said that this development program ought to be 
on a long-range basis, the countries ought to make a long-range pro- 
gram and submit it to us. 

Now, perhaps casually, you said Congress cannot make 5-year plans. 
We cannot make the pi: ins but it has occurred to me increasingly in 
this development assistance business that we ought to require that 

a 5-year, 3-year, or 10-year plan, be presented here before we author- 
ize a start on it. For instance, the Aswan Dam was presented in 
the summer of 1955 as something we were not going to do. We got 
here in January and we were told it was something we were going to 
do. That was a 10-year proposition. It occurs to me that if the law 
had been that our people had had to say to Egypt: “Fine, now we are 
for this; we are going to ask Congress for authorization to enter this” 
that it might not have been a bad idea. 

Mr. Bow tes. If you can do it, it would be wonderful. It will be 
much more efficient. How could you run General Motors if you did 
not know what your income was going to be next year or had no idea 
where you were going the year after that? You could not. India 
has a deficit of $1.4 billion for this second 5- year plan. They will pick 
up some of that from other sources and end up with a billion or so 
lacking 

If we could work out a loan to fill this gap to be spent over 5 years 
on practical development projects, we could shut the Soviet out of 
this situation. If Mr. Nehru’s plan succeeds the chances for stability 
in India are bright. But it will be plain unadulterated disaster if the 
5-year plan fails. 

We think very little about spending $2 billion on the military. 
We are even afraid to argue much about it because we do not know. 
But we can lose ground in this economic field just as easily, and here 
we can operate effec tively for quite modest amounts, 

Mr. Vorys. I see the chairman looking at me. I know the time is 
running out. 


Chairman Ricwarps. Go ahead. We have another witness to hear 
from, but this is very interesting. 


CHANGE OF NAME OF POINT 4 PROGRAM 


Mr. Vorys. On this point 4, Mr. Hays and I came to the conclusion 
last year around the table that whatever this program was, it would 
be better not to give it a numerical number. We do not want to say 
it is the fourth most important thing. We do not want to say it is 
No.1. Mr. Hays and I thought there should be a label for it that does 
not show priority. 

Mr. Bowtes. I agree. In a lot of places it is No.1. In India if 
they make industrial progress through democracy, what that has 
meant is incalculable. If they fail, the whole structure of free Asia 
and Africa will give way in the end. 
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Mr. Vorys. That is all, Mr. Chairman. 

Chairman Ricwarps. Governor, we are very much indebted to you. 
You have given us some good information this morning. We appre- 
ciate your coming here. 

Mr. Zastocki. Mr. Chairman, may I ask a question ? 

Chairman Ricuarps. Mr. Zablocki. 


DESIRABILITY OF LONG-TERM LOANS 


Mr. Zastockt. Just so we do not depart with the wrong impression, 
you certainly do not mean to imply our whole program should be on a 
loan basis? 

Mr. Bowtes. No. I think our technical assistance would be on a 
grant basis, although they would pay local currency costs. But I 
would like to see the bulk on a long-term loan basis. 

Mr. CurrerFreLp. Otherwise you get into a worldwide WPA. 

Mr. Bowtes. They are committing themselves to a certain de 
of repayment. They feel better about it and we feel better. These 
are loans, of course, that will be paid back in local currency on easy 
terms over a period of years. We will therefore get some benefits 
back. I would try as hard as you people can to see that you do not 
tie the recipients up in knots. For example, we had better see that 
Japan has an outlet for her products in Asia, and by doing some of 
our buying there we can help. 

Mr. Zas.ocki. Perhaps a long-range program would work out 
better on a loan basis, but how about immediate impact and emer- 
gency projects? 

Mr. Bow tes. I think we need some highly flexible funds. But I 
would try to get as much as we can on the long-term, long-range 
development plan basis. 


ADMINISTRATION OF LONG-RANGE PROGRAM 


Mr. Zas.ockt. How could an administration be worked out for 
both ? 

Mr. Bowtes. You could have a separate readily available fund 
which I think you set up last year. Then you could set up a loan 
agency and divorce it from the military. But above all do not write 
in the preamble that your purpose is to stop communism, or that 
because the Reds are loaning money on easy terms we are doing it, too. 
I would be careful to use language that reflects positive, understand- 
able, and generally acceptable objectives. 

Chairman Ricnarps. I think one of the questions the committee 
would have to consider in connection with loans would be whether 
to set a percentage that would have to be loaned or to set up a special 
emergency fund. So far as getting money out of Congress is con- 
cerned, you will not get it for long-term grants anyway. You might 
get a loan for a project to be spent over a period of years if it were 
a loan, but not as a grant. 


AGRICULTURAL SURPLUSES IN LONG-RANGE PROGRAM 


Mr. Bowtes. You can tie your agricultural surpluses into this. The 
farmers feel better when people tell them they can produce more. 
We must put these surpluses to work. 
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Mr. Fuuron. Why are our United States foreign agricultural oper- 
ations not under a foreign aid program or under a foreign aid com- 
anita rather than under an agricultural surplus dumping pro- 

ram ¢ 
" Mr. Bowtes. They should be. A lot of our present problems in 
Burma are because we dumped American rice all over Asia. We 
knocked Burma out of her markets. They had to sell their rice 
wherever they could get rid of it and the Soviets picked it up. 

I would like to make one final point. If you take 1 million Asians 
who are unemployed and put them to work digging irrigation ditches 
and pay them the equivalent of 20 cents a day, which is about all they 
would get, they will spend 80 or 90 percent of their small wage on 
food and cloth. Because they are adding their new demands to an 
already tight supply, their purchases drive up prices. 

But if you put rice and cloth and wheat behind those rupees, you 
will not get inflation. In a sense you will thus be digging irrigation 
ditches with wheat as capital. 

One trouble with the Aswan Dam was how to pay 400,000 or 500,090 
Egyptian workers with local currency without bringing about in- 
flation? Our food surpluses may help answer such questions. We 
have much to learn and we had better learn fast for we are standing 
on a decisive moment in history. 

Mr. Hays of Arkansas (presiding). Thank you very much. 

The next witness is Dr. Norman S, Buchanan, director for the social 
sciences, Rockefeller Foundation. 

Chairman Ricnarps. We are glad to have you here, Doctor. 

Dr. Norman S. Buchanan is director for the social sciences, Rocke- 
feller Foundation. 


STATEMENT OF DR. NORMAN S. BUCHANAN, DIRECTOR FOR THE 
SOCIAL SCIENCES, ROCKEFELLER FOUNDATION 


(Formerly professor of economics at University of California. Mem- 
ber of Roval Economie Society, American Economic Association. 
Author of Economics of Corporate Enterprise, 1940; International 
Investment and Domestic Welfare, 1945; Rebuilding the World 
Economy, 1947; Approaches to Economic Development, 1955) 


Dr. Bucnanan. It isa great pleasure to be here. 

I would like to say at the outset that there is a great deal about this 
problem of economic development that I know virtually nothing 
about, and there are many aspects of it I will not attempt to deal with 
in the few remarks I have here, which I would like to read. 

One other preliminary point which I think I would like the record 
to show, if possible, is that I am appearing here not on behalf of the 
foundation, but in a personal capacity. 

Chairman Ricnarps. The record will so show. 

Dr. Bucuanan. The determination of the leaders of two-thirds of 
the world’s population to develop economically is a stubborn fact that 
the foreign policy of the United States must cope with. To explore 
ways and means by which the foreign policy of the United States 
might better deal with this problem is, I assume, the purpose of these 
hearings. Any thoughtful person, I think, cena approach this 


problem, as I certainly do, in a mood of humility. The problems are 
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complex. The stakes, in terms of the possible consequences for all 
of us, are ominously large. Yet deal with the problem we must. 


ECONOMIC DEVELOPMENT PROBLEMS 


Before exploring some aspects of the economic development prob- 
lems as it impinges on our foreign policy, I should like first to com- 
ment on economic development in general in the setting of the present- 
day world scene. By so doing I hope that my subsequent remarks will 
gain in clarity. 


A, COMPLEX FACTORS INVOLVED 


I should like first to emphasize that economic development is an 
exceedingly complex, little understood process, Development is com- 
plex in the obvious sense that capital formation, improved technology, 
greater specialization of economic function by persons, communities 
and regions, commercialization of production and trade, shifts in agri- 
culture, growth of industry, internal migration and urbanization, 
changing cultural patterns and value systems, etc., are all involved 
and are all partly cause and partly result. Moreover, no one can 
say with much confidence just how all these factors are likely to react 
and interact if a strong thrust toward development is taken at a par- 
ticular point, say, improving technology. Consequently, once it gets 
impetus, the unfolding of the economic, social, and political process 
that is development is not easily predictable and not easily directed. 
Certainly the whole process is not easily controlled—nor, in my opin- 
ion, should it be—from some far away office in Washington. There 
is no instance, I think, of economic development having occurred in 
any country without social unrest, political changes and some hard- 
ships which its society and its government had somehow to accom- 
modate. The likelihood that these problems can be stage-managed 
from abroad without the most authoritarian methods is most im- 
probable. Yet any foreign government that tries to control the so- 
cial and economic ferment that development churns up inevitably will 
get only hatred and scorn for its efforts. Thus, development is a kind 
of Pandora’s box; the responsibility for opening it and taking the 
consequences must be in local hands. 


B. U. 8. 8. R. AID DISCOUNTED—UNITED STATES MUST OFFER MORB 


A second observation on the economic development problem is to 
question the assumption—very widely held it seems—that, on the one 
hand, the U. S. S. R. is ready and willing to offer direct aid for eco- 
nomic development to any country that asks for it and, on the other 
hand, that their aid will be of a kind and amount that will give rapid 
economic development to the countries that seek it. There is little 
evidence that the U. S. S. R. will spare any appreciable capital re- 
sources or manpower resources to the rest of the world. Its own in- 
ternal needs are very great. It fears greatly to have its people go 
abroad except under any but the strictest controls. And the barter 
deals it has negotiated so far have been mostly flimflam affairs from 
the point of view of the recipient underdeveloped country. Further- 
more, the only kind of economic development on which the U.S. S. R. 
has reliable firsthand experience—that is, a dramatic increase in capi- 
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tal goods production, particularly war goods, at the price of a poverty- 
subsistence level of consumption attained under the aegis of a ruth- 
less police state—is neither the kind of development wanted by the 
underdeveloped countries nor one that they could achieve should they 
try todoso. Under Russian guidance since World War II economic 
srogress of a sort relevant to the problem of American foreign policy 
bas been remarkably low in all the satellite countries of Central 
Europe. It has been much slower than in Western Europe. And the 
preconditions in the satellites were generally more favorable to eco- 
nomic development—and they were geographically far closer to Rus- 
sia—than they are in most underdeveloped countries now seeking help. 
Consequently, the argument that Russia will provide all that is w wanted 
and needed by the underdev eloped countries if the United States does 
not seems to me unpersuasive. An American prograrn has to be more 
than a response to what the Russians seem to be offering. 





C. ECONOMIC DEVELOPMENT AID DIFFERS FROM MARSHALL PLAN 


A final general observation is that much of our reasoning on develop- 
ment has been borrowed, perhaps unwittingly, from the Marshall plan 
(European recovery program—ERP) experience. The Marshall plan 
on the whole was strikingly successful. And admittedly there is a 
plausible resemblance between the problems of European recovery and 
those of economic davslopansietis ow level of consumption, low eco- 
nomic efficiency, much needed capital investment, acute balance of 
payments difficulties, unbalanced budgets, and so forth. Yet perhaps 
the differences also need some emphasis. 

In the first place, the underdeveloped countries, unlike the Marshall 
plan countries, are mostly newly sovereign powers, have unfamiliar 
social systems and customs, unfamiliar cultures and cultural values, 
legal systems and concepts of law that Americans find obscure, and. 
finally, political and economic behavior patterns which are wholly new 
to all but a handful of Americans. If we also remember that all these 
problems are encountered in languages like Arabic, Hindi, Urdu, Thai, 
Malay, and so forth, rather than French, Italian, or German, we begin 
to appreciate how much more difficult are the problems of development 
than those of European recovery. 

A second important difference between ERP and the economic de- 
velopment problem is that in ERP it was easier to determine the in- 
vestment and other priorities within each national recovery plan— 
always considered as a whole plan—and to translate these into national 
budgets and dollar currency requirements. Moreover, the importance 
of the Organization for European Economic Cooperation (OEEC), 
to the conception and success of the whole venture was considerable. 

Perhaps most important of all in the Marshall plan concept, how- 
ever, was the American insistence, from the first, that the participants 
had to consider ERP in the context of the economy of Barone as a 


whole. Though each country had its own problems, there were also 
problems of mutual interdependence and economic integration. Hence 
American aid was basically motivated by the desire to bring about a 
closely knit European economy with a healthy flow of intra-Kuropean 
and overseas trade largely free from discriminating exchange and 
trade controls. But exchange policies were related to internal infla- 
tion, and inflation to aggregate investment in relation to saving, and 
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to unbalanced budgets. Hence ERP was not simply a grant program 
but it related these grants to the more basic problems of the particular 
European countries and Western Europe asa whole. And the counter- 
part funds device, the OEEC mechanism, and subsequently the Euro- 
pean Payments Union (EPU) and the General Agreement on Tariffs 
and Trade (GATT), were important factors in its successful outcome. 

By comparison the development problem of the underdeveloped 
countries and American efforts to contribute to its solution have been 
conceived more narrowly and less imaginatively. Budget questions, 
balance of payments problems, exchange rates, and the fostering of 


international trade and investment have been largely neglected in the 
development problem. 


THE UNDERDEVELOPED COUNTRIES AND INTERNATIONAL TRADE 


Perhaps the most basic and far-reaching contribution the United 
States might make to the development of the underdeveloped coun- 
tries would be to use its considerable influence (and some of its re- 
sources) to bring these countries more into the international network 
of trade and capital movements. This means essentially that their 
exchange rate policies, their trade policies, and their investment pol- 
icies should be revised so that they contribute to their own develop- 
ment within the context of developments in other parts of the world. 
By insulating itself economically from the rest of the world by ex- 
change controls, import controls, export subsidies, and so forth, a 
country can commit the most appalling economic follies. In the same 
manner it can debar itself from all the benefits, including higher real 
incomes and a familiarity with superior technologies, that specializa- 
tion and exchange can bring. Yet such policies, oddly enough, are 
inspired by the laudable determination to develop economically. 

To try to bring the underdeveloped countries more intimately into 
the international network of trade and capital movements can be re- 
garded as a foreign exchange problem, or a national budgeting prob- 
lem. As the ERP experience shows, all are intimately tied together. 
Yet experience suggests that the most effective approach, especially 
from without, is via the exchange rate. This is by definition an inter- 
national problem and everywhere so acknowledged. With a strong 


convertible currency a country can sell its exports anywhere and buy 
its imports where it pleases. 


A. REVERSING THE OUTFLOW OF CAPITAL 


Convertible currencies at stable exchange rates linking the under- 
developed countries to the world economy would contribute to the 
development of those countries in several directions. In the first 
place, convertible currencies at stable rates—provided there was con- 
fidence these conditions would persist, a confidence that grows rapidly 
with experience—would stop the persistent outflow of capital and 
probably cause much local capital to be repatriated from abroad. Be- 
cause of the clandestine nature of these capital movements under ex- 
change and trade controls, their magnitude is not known with any 
precision; but one should realize that many, though not all, under- 
developed countries export capital in this manner. And European 
experience has shown that even the best government controls over 
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capital movements are highly ineffective. Thus at the very time 
when capital for development is in short supply many underdeveloped 
countries are capital exporters. This flow must be reversed. 


B. STIMULUS TO DOMESTIC SAVINGS 


A second contribution to development would come from the stimu- 
lus that convertible currencies at stable exchange rates would give to 
domestic savings. Currency convertibility and stable exchange rates 
are incompatible with internal inflation, and inflation not. only weakens 
the propensity to save but fosters dissaving as well. Since most of 
the capital needed for development must come from internal saving, 
internal saving has to be stimulated, not discouraged. Also, fairly 
stable price levels are a necessary prerequisite to both economic effi- 
ciency and the effective allocation of investment. Inflation, by con- 
trast, encourages wasteful use of resources and distorts investment 
from its proper channels. No one would argue that a currency which 
is convertible at a stable rate would root out economic inefficiency and 
misallocation of investment and provide all the savings necessary for 
development. Nevertheless, the tendency would be powerfully and 
persistently in these directions. 


C. ORDERLY DEVELOPMENT OF IMPORTS AND EXPORTS 


A third advantage is the stimulus that stable currencies give to the 
orderly and steady development of exports and imports. Nearly all 
underdeveloped countries will need capital equipment from abroad 
which will erat to be paid for from the proceeds from exports. 
Hence, there is everywhere the need to develop exports if the needed 
imports are to be had. 


D. FOREIGN CAPITAL ATTRACTED 


A fourth advantage of linkage to the world economy is that a de- 
veloping country is thereby in a position to attract foreign capital in- 
vestment and technical specialists from all over the world. Earnings 
on investment and wages and salaries earned in local currency would 
be transferable. Some underdeveloped countries, of course, disdain 
private investment from abroad or hedge it about with restrictions. 
Whatever the developing country’s policy on this point, however, a 
convertible currency which links it to the world economy enables it to 
get foreign capital and foreign specialists from whatever country 
might find its terms acceptable. There has perhaps been too great a 
tendency to think of the United States as almost the only source of 
developmental capital and technical competence. Yet certain Euro- 
pean countries and Japan could well provide both. The big oil-pro- 
ducing countries of the Middle East have oil revenues well in excess 
of what they concurrently use wisely for their own development. 
The same is true of at least one Latin American country. 


UNITED STATES LEADERSHIP IN CURRENCY STABILIZATION 


If the foregoing has merit, much might be accomplished by making 
a concerted effort to bring the underdeveloped countries more nearly 
into the world economy by making their currencies convertible at 
more or less stable rates of exchange. As contrasted with even a 
few years ago, the world climate of opinion is today much more ap- 
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preciative of the advantages of convertible currencies and internal 
price stability as factors in economic progress and development as 
opposed to direct import and exchange controls and progressive 
internal inflation. Perhaps, therefore, the time is ripe for the 
United States to lead a concerted movement toward these ends. 


ROLE OF INTERNATIONAL BANK 


What would this require? This is obviously a complex technical 
matter. All the same, it would seem that the International Monetary 
Fund (IMF) could play a much more vigorous role than it has re- 
cently in fostering currency convertibility. Also, some regional cur- 
rency schemes—perhaps comparable to the EPU (European Payments 
Union) in conception—might be desirable and feasible, although the 
matter would require careful study. From the American point of 
view, however, the approach should not be on an individual country 
basis but rather by groups of countries; that is, Organization of 
American States, and/or via such international institutions as the 
IMF (International Monetary Fund). To bring many underde- 
veloped countries to accept the view that their currencies should be 
convertible at stable rates, the United States would probably have to 
contribute to their international currency reserves. This could be 
done by increasing their present drawing rights under the IMF b 
dollar contributions, or by an American contribution to the IM 
with the understanding that it would manage its augmented dollar 
resources in the general interest of the underdeveloped countries as a 
group. 





CURRENCY CONVERTIBILITY ON REGIONAL BASIS 


I would stress, however, that the whole objective here is currency 
convertibility as a means of integrating the underdeveloped coun- 
tries into the world economy with all that that implies—specifically, 
an obligation on them so to manage their seeeia) affairs that cur- 
rency convertibility can be not only established but also maintained. 

Thus, my general conviction is that we have approached the de- 
velopment problem too much in a country-by-country fashion. We 
have neglected to try to put development within the framework 
of the world economy, a constantly changing, adapting, and evolving 
economy. Likewise, we have largely overlooked the powerful con- 
tribution which basic economic factors operating internally and 
through the international price system can make to economic develop- 
ment. That there are other powerful reasons—wholly apart from the 
development problem—why the United States desires a sound, vig- 
orous, multilateral world economy is a further merit of the approach 
suggested. 


RECOMMENDATION FOR CONFERENCE ON ECONOMIC PROBLEMS IN 
UNDERDEVELOPED COUNTRIES 


It might be well to consider calling a kind of second Bretton Woods 
conference to consider the range of problems I have just been dis- 
cussing. The economic development problem was not nearly so much 
to the fore at the time of Bretton Woods as it is today, and perhaps 
both the institutions it created, the International Monetary Fund, for 
exchange and currency problems, and the International Bank for 
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Reconstruction and Development, for international investment prob- 
lems, might be re-examined in the light of the development problem 
today. Certainly if such a conference were held the underdeveloped 
countries and their problems would now bulk much larger in the 
discussions than the problems of the international depression of the 
1930's which then so largely shaped the IMF and IBRD. 

_ Inmy view, to bring the development problem into a setting where 
it can be seen as an international problem would be a salutary under- 
taking and one which only the United States could initiate. 


LOWERING OF IMPORT RESTRICTIONS 


If my first suggestion is that the underdeveloped countries should be 
brought into the world economy by the two-way door of currency con- 
vertibility, my second suggestion is that we in the United States on 
our part should make it easier for the world at large to earn dollars in 
the American market. Since the days of Cordell Hull we have urged 
on the rest of the world, altogether wisely in my view, the virtues of a 
multilateral economy with minimal import restrictions. Yet, though 
we profess this as our own conviction and urge it as the wise policy for 
others, our own recent record leaves much to be desired. Though 
tariff rates are appreciably down in many categories and the trade 
agreements program has been extended, we have also spotted the scene 
with peril points, escape clauses, import quotas, “Buy-American” acts, 
shipping regulations, and a dumping policy for the disposal of agri- 
cultural surpluses. Though even to mention these is, I know, to step 
on some very sensitive toes, I suggest that they are nearly all contrary 
to the welfare and interests of the people of the United States as a 
whole, however much they may seem to aid some groups among us. 

Without pursuing this tender subject further, may I suggest that 
it be thoughtfully and thoroughly re-examined with 1 or 2 propositions 
firmly in mind. The first is that dollars earned in the American mar- 
ket can be spent ultimately nowhere else but in the American market. 
Second, that the possible dislocations and perhaps even temporary un- 
employment that larger imports occasionally may bring are trifling by 
comparison with those generated here at home, day by day and year by 
year, by technical progress and changes in consumer buying habits. 
Finally, while no one would advocate a violent reversal of present 
policies overnight, gradualness is not a polite word for standing still. 
A bold move in this direction would have profound psychological 
effects on the people in the rest of the world, and would bring material 
benefits to them and ourselves alike. 

Even if there were no problem of the economic development of un- 
derdeveloped areas, a substantial lowering of the restrictions on 
American imports would be in the welfare and interests of the United 
States. In today’s world, to allow developing countries to earn their 
way by trading with us on a quid pro quo basis is both better for them 
and better for us as Americans than outright grants or unilateral 
assistance. If greater imports bring some distress to some Americans, 
as is probable, greater exports will benefit some other Americans to an 
even greater degree. And ways and means are at hand for aiding 
those injured and reorienting them in new directions. 
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ROLE OF DIRECT ASSISTANCE TO UNDERDEVELOPED COUNTRIES 


This brings me, finally, to the role of direct assistance for economic 
development and other purposes within the overall framework of 
American foreign policy. Some of my views on this question will be 
a apparent. Yet a few specific observations may not be out of 
place. 

Direct assistance is usually understood to include loans or grants on 
the one hand and technical assistance on the other. If the contentions 
set forth earlier have some validity, the need for grants or loans 
directly from the United States Government would be very appre- 
ciably diminished. More capital for development would be available 
from internal savings and from foreign investment on private ac- 
count. More exports would allow the underdeveloped countries to 
finance more imports. What further development loans might be 
needed the International Bank for Reconstruction and Development 
(IBRD) and the Export-Import Bank should be able to provide. 
Perhaps the need for new lending agencies or giving more lending 
power to existing agencies would not arise. 


A. GRANTS FOR MILITARY AID 


Grants in kind or money as an instrument of foreign policy are 
probably necessary and appropriate in two types of situations. The 
first is where the problem is clearly a military one, even though it may 
have overtones of economic assistance. Military aid is not properly 
regarded as economic aid but rather as a more effective deployment 
of the total resources devoted to the defense and security of the 
United States. If a plant to make trucks or tanks abroad can also 
be used to make tractors or passenger cars, this is incidental; the case 
for using American resources to build the plant stands or falls on its 
military worth. The same view is proper in cases of investment abroad 
to procure strategic materials. At times it may be worthwhile as a 
security-defense measure to shore up a whole economy which might 
otherwise collapse. Greek-Turkish aid was of this kind and so was 
South Korea after the cessation of hostilities. How much such aid, 
at what point, and for what purposes is a military question to be 
decided on those grounds. To mix such questions with development 
questions, even though there may be side effects of this sort, seems 
distinctly unwise. American aid for military purposes which the 
country would have itself financed in any case necessarily frees 
resources which it can use for development or other purposes. 


B. GRANTS FOR EMERGENCY SITUATIONS 


The second type of situation where grants are appropriate is in 
emergency-disaster situations—the European floods of a year ago, 
earthquakes, Hungarian refugees, starvation in Port Said, and the 
like. These are, of course, undertaken primarily for humanitarian 
reasons, but they also usually return their cost many times over in 
international good will. If such disasters or emergencies should 
occur, for example, a serious crop failure in an underdeveloped coun- 
try, the grant, in kind or money, should be made promptly, and with 
no strings attached, or not at all. 
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Cc. GRANTS FOR ECONOMIC DEVELOPMENT AND TECHNICAL ASSISTANCE 


This brings us to the very difficult problem of the role in American 
foreign policy of direct grants for economic development—apart from 
military and emergency-disaster situations—and the correlative role 
of technical assistance. Here I have no more than a few marginal 
comments to offer because I am too uninformed on the actual experi- 
ence with these efforts as they have developed and changed over the 
years. Let me, therefore, merely suggest a few personal observa- 
tions which might be further explored by others more knowledge- 
able and more experienced. 

I have tried to suggest earlier that a country-by-country approach 
to the problem of the development of the underdeveloped areas is not 
the best one. An international approach, or, at the very least, a 
regional approach, seems to me to be required. Consequently, if 
direct American aid for economic-development purposes is neces- 
sary—over and beyond what I hope would be the capital contribu- 
tions to development from earlier suggestions—then it should, I think, 
preferably be provided internationally, or possibly regionally, rather 
than bilaterally. 

Let me emphasize that I here refer to strictly American aid given 
and administered by the United States, not our aid channeled through 
the U. N., of which more shortly. This is the Marshall-plan approach 
and, of course, stresses the cooperative, collaborative nature of develop- 
ment. 

In working collaboratively with particular countries on at least a 
regional basis, perhaps the most effective kind of technical assistance 
is that of wise counsel on the country’s development problem seen as 
a complex whole with many parts. My impression is that the IBRD 
staff and the IBRD missions have contributed greatly to develop- 
ment in many countries by their ability to point out to governments 
the frequently competing nature of many desirable things in develop- 
ment, the complementary character of others, and the relation between 
desired ends in development and the ways and means necessary to 
get them. 

The country missions in ERP performed similar valuable services. 
Whether or not officials of the United States Government, obviously 
a major power in today’s world, would be accepted in this role by 
countries often very sensitive about their sovereignty and independ- 
ence, 1 am not at all sure. I feel confident, however, that American 
citizens in their private capacity would be quite acceptable in many 
cases. 

TECHNICAL ASSISTANCE THROUGH THE UNITED NATIONS 


The question of whether technical assistance, as against direct eco- 
nomic aid, would be more effective and acceptable if channeled through 
U. N. rather than supplied directly by the United States has been 
much debated. In general, I am inclined to think it would be. At 
the same time, however, my impression is that if this were done, some 
organizational and administrative reshaping in the U. N. might be con- 
sidered. As it is, we have the independent agencies such as WHO, 
FAO, UNESCO, along with U. N. technical assistance, all carrying 
on technical assistance programs of different kinds in different places. 
If the United States should channel most of its technical assistance 
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through the U. N., I should suppose we might wish to consider how 
the whole effort might be made more effective by being more carefully 
integrated. If we chose to do so, we might accomplish a good deal 
along these lines. 


MARGINAL CONTRIBUTIONS OF TECHNICAL AND ECONOMIC ASSISTANCE 


My final comment on direct economic and technical assistance is that 
we should constantly bear in mind that development is a complex, 
many-sided process in which these contribute only marginally; rarely, 
if ever, are ion able to shape and guide development as a whole. De- 
velopment, once underway, is likely to shape its own course in rather 
unexpected ways, and this must be expected. Moreover, it seems to me 
that this would remain true even if the sums devoted to direct eco- 
nomic aid and technical assistance were many times larger than my 
now are. Consequently, I would feel we should not expect it to wor 
miracles or assure great political and social changes of a kind we would 
welcome. 

Though these general comments on direct economic aid and tech- 
nical assistance leave many important questions untouched, they con- 
stitute all I feel qualified to offer on this particular topic. 


NEED FOR MORE QUALIFIED PERSONNEL 


In closing, I should like to offer for your consideration some small 
suggestions of a somewhat different nature. 

My first suggestion arises from the growing realization (at least I 
think it is growing) that the really stubborn blocking element in 
most underdeveloped areas turns out to be, on closer examination, in 
one form or another, an acute shortage of trained, qualified personnel 
of many kinds and types. These yawning personnel shortages can- 
not be corrected overnight either by the countries seeking to develop 
or by the United States. They will only be met, ultimately, as the 
higher educational institutions such as universities, ete an yb de 
colleges, et cetera., and the rest of the educational system advance much 
beyond their present level. And let it be noted that qualified persons 
with the necessary language equipment do not exist in sufficient num- 
bers in the United States or elsewhere in the world to be pulled from 
abroad into the underdeveloped countries to do the job. 


A. FELLOWSHIP PROGRAM ON LONG-TERM BASIS 


Though fully to overcome the problem of personnel shortage will be 
a slow affair, an important first step is to bring abroad for training as 
many as possible of those who are qualified to benefit from it. The 
United States Government thus could well increase and extend its 
fellowship and training awards program for people from the under- 
developed countries. The Fulbright program has been excellent, but 
it does not include all countries—in some the funds are nearly ex- 
hausted—and dollar assistance greater than now provided from Smith- 
Mundt funds is needed. A well-conceived fellowship program on a 
long-term basis—one which does not expect immediate returns and 
which is not limited to immediately practical subjects or disciplines— 
would be a real contribution to economic development and to American 
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foreign relations. Such a program should be limited to persons seek- 
ing relatively advanced training abroad of a kind not available at 
home and for w hich they have the necessary language facility. On 
the latter, my view is that we should continue and even extend our 
English language training program abroad. 


B. COOPERATION BETWEEN FOREIGN AND UNITED STATES UNIVERSITIES 


Perhaps the most effective technical assistance approach we have yet 
devised has been the university-to-university scheme. Unfortunately, 
its full potential, I think, has not been developed. Perhaps it has been 
too short term in approach and too much directed from Washington. 
In any case, in education and the universities the long view probably 
is the right one, and to get the best results initiative and ingenuity are 
better left to the universities themselves. A sister relationship between 
an Amercan and a foreign university set up on a 10-year basis, or even 
longer, would allow the American university to serve the foreign 
univer sity by building its graduate and research work, training young- 
er faculty members, and so forth, while the American university, in 
turn, would benefit almost equally, though in other ways. The Federal 
Government could both strengthen our own universities and contribute 
to foreign development by subventions to American universities to 
permit them to undertake such sister relationships in a more profes- 
sional manner on a long-term basis. 


ROLE OF UNITED STATES CULTURAL ATTACHE 


Finally, let me suggest what may seem a small, even trivial, point, 
though I think not. In our conception of United States Government 
representation abroad we have underrated the importance of the office 
of the cultural attaché as the interpreter of American ideals, American 
institutions, and American ways of approaching problems. In many 
underdeveloped countries responsible thought and opinion with any 
familiarity with the outside world tends to be concentrated in the 
hands of scarcely more than a few hundred persons. A cultured Amer- 
ican, genuinely distinguished in his own right in some field and com- 
pletely fluent in the local language, can be an enormous influence for 
good among the leaders of the < country to which he is detailed. People 
in other countries often have quite false images of the United States 
and these are fortified by the propaganda efforts of the local Com- 
munist parties and sometimes by ardent nationalists. A cultural at- 

taché with the qualifications suggested—the best would be none too 
good—who had funds to do purely cultural things abroad could do a 
good deal to correct these false im ages of American culture which are 
so prevalent abroad. This is not a “selling” or a propaganda job in 
any of the usual senses of the term: rather by his competence, his 
dignity, his graciousness, and his essential human sympathy, under- 
standing, and perceptiveness of other people and another’s culture he 
conveys abroad the full meaning of all that is best in the American 
heritage. 

Any nation has a certain complement of values for which it stands 
domestically and internationally. These values are the expression, 
in the abstract and the concrete, of certain convictions concerning the 
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ood life for the individual and the good society in which he lives. 
What constitutes the good life or the good society, of course, is not 
everywhere the same. A country’s foreign policy expresses interna- 
tionally the system of values prevailing within it. It espouses its 
own system of values as against other systems and it frames its own 
policies in accordance with them. It is in accordance with these con- 
victions that I have framed the comments I have offered here. In my 
best judgment they are in accord with the underlying values and basic 
convictions which constitute the good life and the good society as 
Americans see them. 

Mr. Gorvon (presiding). Thank you very much, Dr. Buchanan, for 
your fine statement. I would appreciate your remaining a little longer 
for questions that members probably have to ask of you. 


PROBLEMS RELATING TO CURRENCY CONVERTIBILITY 


Mr. Vorys. Dr. Buchanan, as to your first suggestion, about con- 
vertibility, I suppose you realize we would have to control the printing 
presses in all of the countries involved before we could ever start to 
underwrite convertibility. 

Dr. Bucuanan. I certainly would not suggest, sir, it would be 
underwritten on that kind of basis. It was rather along the lines in 
which it was handled in the Marshall plan; in other words, a control 
mostly in the form of advice, counsel, and working together with the 
budget authorities within the particular countries. 

I think, if I may say so, sir, the results obtained under the Marshall 
plan in that regard were very extensive. 

Do I make myself clear, sir? 

Mr. Vorys. You make yourself clear, but I do not agree with you. 

In the Marshall plan we had integrated countries that were working 
together, but they have not got convertibility yet. 

Dr. Bucuanan. That is quite true, sir, but—— 

Mr. Vorys. On the Randall Commission we studied this matter of 
convertibility. Which is the chicken and which is the egg? We 
quite quickly come to the conclusion that convertibility can only last 
when you have domestic saving, balance between exports and imports, 
balance of payments and things like that going on. 

Dr. Bucuanan. That is right. 

Mr. Vorys. So that for these underdeveloped countries, the only 
way you could get convertibility of their currencies, as I say, would 
be to stop the printing presses in those countries that can print 
money, or any other device which has the same effect. 

Dr. BucHanan. May I comment on that? 

Mr. Vorys. Yes. 

Dr. Bucuanan. I think there is essentially not a difference of 
opinion between us, if I may say so. 

It is quite true, as you properly point out, that imports, exports, 
printing presses internally, all of these things relating to the exchange 
rate, and so on, hold true. 

On the other hand, it is necessary to make a beginning someplace. 
It usually has seemed to me that the most effective point on which to 
focus the attention is on the desirability of approaching convertibility 
as rapidly as possible. 
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I do not think it would be reasonable to suppose that most under- 
developed countries would undertake to make their currencies con- 
vertible on short notice even with rather substantial assistance from 
the United States. 

If assistance from the United States were offered for this purpose, 
I think it would have to be with the agreement that they would make 
a concerted effort toward controlling internal inflation and these 
other matters we already mentioned. 

Mr. Vorys- Thank you very much. 

Chairman Ricuarps. Questions, gentlemen ? 

Dr. Buchanan, we appreciate your coming here to help us out. 


AID ON A REGIONAL BASIS 


Mr. Zantocki. Dr. Buchanan, you stated an international and 
regional approach would be the best for any aid to underdeveloped 
areas. I understood you would suggest such financial aid would be 
obtained through the International Bank or the Export-Import Bank. 

Would not some nations have difficulty in getting loans from such 
sources because of their inability to repay? Further, either by legis- 
lation or other regulation these agencies are unable to make so-called 
fuzzy loans? 

Dr. Bucuanan. I would like to make clear what I had in mind, 
sir. If you take the question of aid and economic development in 
southeast Asia, one way to approach it would be to look at each of 
the southeast Asian countries in turn and their particular needs, and 
so forth. 

It seems to me this is less desirable than, to just take an example, 
an approach to the problem of economic development in southeast 
Asia via a regional view such as, for example, through the Colombo- 
type plan. 

These nations in a degree are interrelated. Their problems are 
interrelated. Mr. Bowles pointed out earlier this morning that it 
is probably unwise for all of them to want to have steel mills, and so 
on, and it is probably unwise for all of them to want to specialize in 
or produce their own cotton goods and things of that kind. 

But if the problem is viewed on a country-by-country basis, then 
I think this type of consideration never gets into the discussion. 

Rather, I should suppose, if it were possible to have these countries 
meet together with our own people, representation in an area or group, 
then to some extent I think they educate one another as to their inter- 
relations. To some extent, also, they are able to checkmate one an- 
other in terms perhaps of undertaking things that are unwise or per- 
haps not in their own best interests. 

In other words, what I am suggesting is that I think—and I may 
be mistaken on this—one of the most important things in the whole 
Marshall plan arrangement, and I think it was very successful, was 
to bring the countries themselves together into what was called the 
OEEC, where they examined one another’s proposals, self-disciplined 
one another. 

There might well be an opportunity for this kind of an approach 
in the development problem, in the determination for what purposes 
and how much aid should be given. 
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ECONOMIC DEVELOPMENT AID BY PRIVATE FOUNDATIONS 


Mr. Hays of Arkansas. Thank you for a very fine statement. It 
was very helpful. 

Could you give us a quick answer on the extent of the aid that the 
private foundations are giving in this problem of economic develop- 
ment? I assume your foundation lends its help largely to research 
and educational endeavors? 

To what extent are the foundations getting into the problem of 
economic development and rendering financial assistance for industry ? 

Dr. Bucnanan. If I may speak just about our own foundation and 
slight reference to another. 

Contrary to perhaps what is generally understood, we do have 
some programs that could quite properly be called technical assist- 
ance. They are in two fields primarily: In the field of agriculture, 
confined mostly to Latin America—and I can send you a report on 
this if you like—and, to a much smaller degree in India. That is 
just getting underway. 

The other field where we have operated abroad is in the health 
field, and that has been primarily an effort where our contribution 
was quite marginal, in supplying personnel, most of the work being 
done by people from the country itself. For example, there was a 
malaria program in India. 

Those are the two areas where we get into something approaching 
direct aid to economic development. 

The other things we do are more indirect, perhaps relating to the 
point I tried to make at the end of my remarks. No matter how 
matters work out, there is likely to be a shortage of trained and 
skilled people in all walks of life, but particularly, of course, in our 
program we emphasize people who are assigned in universities, and 
things of that sort. 

Mr. Hays of Arkansas. You are one of the larger agencies in this 
field, are you not; probably the largest? 

Dr. Bucnanan. No. I would have to check the budget, sir, but I 
think actually the Ford Foundation has a larger operation. 

Mr. Hays of Arkansas. Is it fair to say that the magnitude of the 
job is such that Government and not the private enterprise effort is 
the final answer in the global situation? It is just too big a job 
for private agencies exclusively ? 

Dr. BucHanan. Most certainly, sir. 





ECONOMIC DEVELOPMENT AID THROUGH SUNFED 


Mr. Zastockt. Would you care to comment on the advisability of 
the SUNFED proposal? 

Dr. Bucwanan. It is some little time since I read that and I am 
not too well informed at the moment on the details. 

I think at the time it was proposed there were a number of rather 
serious weaknesses which would not have commended it to me. 

That is not to say that I think some such organization with more 
permanence, with a longer run, would be bad and not be able to 
perform a real service. 

Mr. Zaniocki. I thought basically its purpose was to step up a 
United Nations type of assistance. 








292 FOREIGN POLICY AND MUTUAL SECURITY 


Dr. Bucnanan. Yes; and to get some special funds for develop- 
ment which were not available and could not be made available 
through the International Bank. 

Chairman Ricuarps. Thank you very much, Doctor. 

Dr. Bucnanan. Thank you, Mr. Chairman. 

Chairman Ricuarps. The committee will stand in recess until 2: 30. 

(Whereupon at 1:20 p. m. the committee recessed until 2:30 p. m. 
this afternoon.) 


AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., Hon. James P. Richards 
(chairman) presiding.) 

Chairman Ricuarps. The committee will come to order, please. 

We are privileged to have with us Dr. Collado. Dr. Collado is the 
treasurer, Standard Oil Company of New Jersey. 

Doctor, you certainly have had a lot of experience. 

Weare delighted to have you. 


STATEMENT OF EMILLIO G. COLLADO, TREASURER, STANDARD 
OIL CO. (NEW JERSEY) 


(Formerly economic analyst, Treasury Department, 1934-36; econo- 
mist, Federal Reserve Bank of New York, 1936-38; Department of 
State, 1938-46 (Assistant Chief, Division of American Republics ; 
special assistant to Under Secretary of State, 1941-44; executive 
secretary, Board of Economic Operations, 1941-43; associate ad- 
viser on international economic affairs, 1943-44; Chief, Division of 
Finance and Military Affairs, 1944-45; director, Office of Finance 
and Development Policy, 1945-46) : United States Executive Direc- 
tor, International Bank for Reconstruction and Development, 1946- 
47; trustee Export-Import Bank of Washington, 1944-45; United 
States alternate to Inter-American Finance and Economic Advisory 
Committee, 1939-46; member, American Economic Association) 


Mr. Cortxiapo. I am honored to have been asked by your chairman 
to give my views on aid to underdeveloped areas. In the following 
prepared statement, I shall concentrate on long-term programs of 
economic assistance in the development of underdeveloped areas, recog- 
nizing that such programs are interrelated with other types of aid, 
and that urgent requirements for short-run aid may so shape the form 
and manner of giving aid as to make it difficult to carry out our long- 
term programs in a manner best suited to attain our objectives. I 
shall try to state certain conclusions which I have reached along with 
certain large questions which remain in my mind. 


PEACE AND SECURITY THROUGH ECONOMIC DEVELOPMENT 


It is not possible to state that under all circumstances the mere de- 
velopment of economic strength in underdeveloped countries will con- 
tribute to international peace and to the security of the United States. 
Obviously, the strengthening of a country dominated by an unfriendly 
dictator can have at least short-run effects inimical to the interests of 
the United States, and obviously a policy of development should not 
be carried out blindly. Nevertheless, I believe we must conclude, as 
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an overall judgment, that the economic advancement of the peoples of 
the free world will tend to be in the national interest of the United 
States. This is true on several counts: : 

(1) The United States and the other nations of the Western World 
are committed to an economic and social pattern which flourishes best 
ina growth economy. This growth can be maximized if the economic 
growth of our trading partners is maximized. _ . 

(2) The United States and other western nations require for maxi- 
mum economic growth increasing quantities of imported raw mate- 
rials. While we must recognize that the aspirations of particular 
countries for economic development do not always run in the direction 
of increasing their raw material production, and that we must cer- 
tainly develop alternative sources of supply to avoid unnecessarily 
increased dependence on particular countries, nevertheless raw mate- 
rial supply considerations generally tend in the direction of justifying 
economic development of other countries. 

(3) In most foreign countries, the economic and social pattern is 
not completely frozen, and in many of these countries socialistic forms 
embrace only a fraction of the total economy. In the process of eco- 
nomic development, it may be possible to encourage those economic and 
social forms which are more consistent with our own philosophy of a 
free and contractual society. 


KIND OF ECONOMIC AID PROGRAM NEEDED 


If we accept the proposition that the economic development of un- 
derdeveloped areas is generally in the interest of the United States, 
we must face up to the difficult uestion of what sort of a program, 
if any, is likely to meet this end, how big it should be, and how it 
should be carried out. It is at this point that I begin to have a lot of 

uestions which I have not been able fully to resolve to my own satis- 
faction, and this prevents me from laying out a simple concrete pro- 
gram for the committee. 


A. AMOUNT OF AID BASED ON COUNTRY NEED 


Generalizations should not be made on the total amounts of aid 
needed. The economic and political factors relating to aid are ex- 
tremely varied and it is rare that the description of one country 
would fit another. The amount of foreign aid should therefore be 
decided on a country basis and the total should be built up in that 
fashion rather than the reverse. There are no automatic limits to the 
amount of aid the United States could afford in the range of present 
operations. Actually, as a percent of gross national product, our aid, 
which has long varied between $4 and $5 billion, is now about half 
the percentage it formerly was. Moreover, our financial system and 
gold supply are in no way threatened by the current aid program. 
Finally, the amount of our aid has been overstated by overpricing of 
our military goods and by the use of agricultural surpluses. 


B. CREATION OF PROPER CLIMATE 


It is not practical to take the approach fashionable in some quar- 
ters that the United States should promise to make available all the 
development funds the underdeveloped countries want and can show 
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that they can use productively. Jersey Standard’s experience with 
foreign investments would seem to indicate that most economists may 
underestimate the absor ptive capacity of the underdeveloped coun- 
tries. It would also seem that the productive-use criterion might be 
difficult to employ in practice; would it be on the basis of a 1 percent 
or a 5 percent rate of return on investment for the particulur coun- 
try? Would it be made available only if the governments did not 
discriminate against private incoming investment? If the govern- 
ments did not discriminate, and if war and expropriation guaranties 
were available, what form of productive investment would then not be 
handled by private enterprise ? 

The United States Government has an important, difficult task to 
use its bargaining power to create the proper climate for enterprise 
and economic deve elopment. The absorptive capacity approach would 
seem to destroy this bargaining power. 

This bargaining can take place in accordance with the self-interest 
of the parties, and it is nothing of which we should be ashamed 
nor which we can shirk. We are not trying to tell other countries how 
to run their internal affairs. We should be trying to suggest what 
experience has taught us is the best way of transferring productive 
growth, and to indicate that even a sovereign puveemineht tes a perfect 
right, and often duty, to enter into firm contracts with individuals to 
permit the carrying out of mutually desirable enterprises. 


BENFFITS DERIVED FROM PRIVATE INVESTMENT ABROAD 


I devoted quite a few years in Washington before, during, and im- 
mediately after World War II to the activities of the Export-Import 
Bank and the International Bank, and I have spent the last 9 years in 
a large company engaged in worldwide foreign investment activities. 
It is clear to me that the immense strides forward which the American 
economy has made at home have been the result not only of applica- 
tion of additional capital to our store of capital goods, but also to the 
rearrangement and rebuilding and modernization of our capital equip- 
ment by the reinvestment of the retained cash earnings of individual 
enterprises of our country. The improvements in produetivity which 
have made possible the great increase in per capita incomes in the 
United States have in great measure flowed from the innovations car- 
ried out by the managers of these enterprises. This has not been the 
result of mere technical nor scientific advance, but the translation of 
technical and scientific discoveries into real economic activity by indi- 
viduals bringing together economic resources in an atmosphere encour- 
aging to free enterprise. Certainly foreign capital and purely 

technical know-how can make important contributions to the develop- 
ment process in underdeveloped areas, but the mere supplying of 
money and pure technology is often not enough. This has been recog- 
nized by most of the writers on the subject who lay great stress on 
education in the development of skilled management “and labor. T 
believe our attempts at governmental aid programs, which at best can 
be expected to be very slow in bearing fruit, have been impeded by a 
failure to find effective ways to impart something of the dynamic 
spark which in this country is supplied primarily by the entrepreneur 
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who assembles the factors of production and goes on with the process 
of productivity improvement and economic development i in the course 
of his everyday business. The transfer of productivity growth abroad 
is something which private investment is peculiarly fitted to do. 


DOLLAR VALUE OF PRIVATE INVESTMENT ABROAD 


The amount of private foreign investment and its economic impact 
on activity sheet probably much greater than ordinarily realized. 
As a matter of fact, the reported figures of foreign capital investment 
by American business grossly understate what is really going on. In 
the United States we have for years published capital investment esti- 
mates which include all expenditures for capital goods, whatever the 
source of the funds—new investment money, retained earnings, de- 
preciation, and depletion accounts, loans, and so on. On this basis, 
in 1956 some thirty-five to forty billion dollars is being invested by 
American business in capital expenditures in the United States. This 
is the measure of what is going on in our economy, building for the 
future. 

Overseas investments, however, are normally discussed on the basis 
of net direct investment outflow. No account is made of the rein- 
vested earnings of foreign subsidiaries, of investments from deprecia- 
tion funds, or even of new investments equal to the proceeds of sales 
of investments in place. According to these data, United States net 
private investment outflow abroad in 1955 was a mere $679 million. 

No one knows what the gross figure may be, but some idea of the 
amount of the understatement involved may come from a comparison 
with figures for Jersey Standard’s investments abroad. In contrast 
to that $679 million reported for all United States companies in 1955, 
Jer rsey Standard alone is risking some $725 million this year outside 
the United States. An even more striking example is the year 1954. 
The published figures for United States investment outflow in the 
petroleum industry in Latin America showed a minus $22 million, yet 
in that year alone our Latin American affiliates spent almost $200 mil- 
lion for new plant and equipment, and in the search for oil. 

Unquestionably, in recent years, the actual capital investments 
abroad by private United States enterprises have far exceeded the 
total of our Government’s economic assistance to foreign countries. 
Of course, this applies only to the totals, and clearly was not true 
for several Asian countries where much of the aid was concentrated. 
But I suspect that overall private foreign investment in 1955 may 
even have exceeded the approximately $5 billion of all aid, economic 
and military. 

Incidentally, I do not take very seriously the contention of certain 
economic writers that investments in extractive enterprises do not 
tend to help the economy. I am sure that many of you are familiar 
with the studies of the National Planning Association of particular 

cases of private investment abroad. The story of Casa Grace in 
Peru, and of Creole, our own affiliate in Venezuela, are examples. 
They explain not only the success of these investments, but more im- 
portantly, their contributions to the economic and cultural advance- 
ment of the countries in which they are located. 
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RELATIONSHIP OF GOVERNMENT AID AND PRIVATE INVESTMENT 


The policy problem in the United States is to accelerate economic 
development with particular reference to those countries and those 
types of economic activity which have not attracted private invest- 
ments, and to do so by Government assistance in such a manner as not 
to deter the increasing volume of private capital expenditure which 
is already going on. This whole area of Government aid versus pri- 
vate capital presents one of the most ticklish problems confronting 
our Government. Most businessmen realize that there can be no easy 
solution, and can sympathize with our Government when it is con- 
fronted with alternatives, all of which contain objectionable features 
but from among which one must be chosen. I do believe, however, 
that whenever our Government is solicited for aid for a project which 
clearly would be done by private capital, whether American or not, the 
interests of the American taxpayer demand that the aid be refused. 
Naturally, a great no man’s land exists between those programs which 
are plainly governmental—such as harbors and ports—and those in- 
dustrial projects which obviously are in the private enterprise cate- 
gory. But the principle is clear, and we should miss no opportunities 
to stress it. I also believe that our Government should make clear 
to all countries that the record of their treatment of private capital, 
domestic and foreign, will be an important factor in any decision on 
foreign aid. 


RESTRICTIONS AND INDUCEMENTS TO PRIVATE INVESTMENT ABROAD 


Although many countries have removed, or are beginning to re- 
move, economic restrictions which have discouraged the investment of 
foreign private capital, many others still believe that they can get 
along without it, or can substitute loans or gifts from other govern- 
ments to accomplish objectives which could be attained much more 
efficiently by private capital investment and free competition. 

Unreasonable restrictions by foreign governments on private cap- 
ital investments, whatever the ideological or emotional reasons for 
them, unfortunately penalize most of all the people of the country 
involved. Such restrictions prolong, or postpone indefinitely, the 
time when the fruits of plentiful energy and productivity can be 
realized by the people. 

One area that needs additional study and on which I do not feel pre- 
pared to make detailed recommendations is the manner in which pri- 
vate investment could be enlisted in areas, such as Vietnam or pos- 
sibly Korea, which do not ordinarily invite economic expansion 
through private investment. Possibly this could be assured through 
some form of leverage loans to private companies, or even through 
grants to those companies on terms of specific performance. This 
brings up a very difficult question of policy whether legislation should 
be enacted which, while certainly contributing to the efficient attain- 
ment of the desired goals, may also directly benefit certain private 
interests. 

While special arrangements to enlist private investment in certain 
of the more difficult areas may be essential to acomplishing the whole 
job, the more general aspects of encouraging private investment still 
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have their importance in the underdeveloped areas of the world at 
large. I shall not dwell on the methods by which this Government 
can support private foreign investment by American businessmen. 
They include diplomatic support, treaties on the fair treatment of for- 
eign investment, investment guaranties, and tax treatment. 

The policies and actions of our own Government, essential as they 
are, diminish somewhat in importance when we turn to a consideration 
of the policies of foreign governments toward United States private 
capital. ‘The management of an American company, trying to decide 
whether, and where, to risk the shareholders’ investment abroad, must 
take into account many more factors than for a similar investment 
in this country. 

The stability of the government, internal security and the protec- 
tion of individual freedom, the efficiency and promptness with which 
the government functions, foreign exchange restrictions, discrimina- 
tion against foreign capital in favor of local capital or of a govern- 
ment-owned enterprise, the existence of government-sponsored car- 
tels—all these and many more need to be considered. 

Most important, of course, in international investment is an assur- 
ance that contracts will be honored. The nature of many enter- 
prises—and this is particularly true of the oil business—requires that 
the investment be negotiated with the government, and covered by a 
formal contract with the government. When a government uni- 
laterally repudiates such a contract, the whole fabric of international 
investment is jeopardized. That is the main issue of Egypt’s seizure 
of the Suez canal. That is not nationalization—it is the breaking 
of a solemn contract. 

In conclusion, I have laid very great stress on the importance of 
coordinating government programs for assistance in the economic de- 
velopment of underdev eloped countries with the activities of private 
enterprise abroad because of my strong conviction that the policy will 
succeed only if such coordination is ‘imaginatively and successfully 
accomplished. I should like at this time to express my appreciation for 
the opportunity to express my views before this committee. I should 
also be happy to answer any questions the committee may have. 

Mr. Gorpon. I have no questions at this time. 

Chairman Rrcnarps. Mr. Vorys. 


CONTRIBUTIONS OF PRIVATE COMPANTES IN UNDERDEVELOPED COUNTRIES 


Mr. Vorys. I want to confess my ignorance of the cases of Casa 
Grace and Creole you assumed we all know about. Perhaps every- 
body here does except me. Will you enlighten me? 

Mr. Cotiapo. Casa Grace, W. R. Grace & Co., has a very enviable 
record of foreign investment activities mostly in the west coast of 
South America and particularly in Peru and Chile. The NPA pub- 
lished a very interesting pamphlet a year or so ago on their Peruvian 
activity. It is a case study on how a foreign investment coming in, 
in the case of the Grace interests originally more as a trading com- 
pany and a shipping interest, moved into all kinds of lines of economic 
activity in Peru. They moved into manufacturing and certain agri- 
cultural and other pursuits and they greatly increased their own 
scope. Simultaneously they brought with them a whole group of 
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surrounding, purely Peruvian, enterprises that contributed to their 
own activities. What started out to be a relatively small and modest 
figure in the balance of payments, X dollars invested, has grown up 
to be a very impressive economic organization. It has been of real 
social importance in Peru. I think this book has shown that. 

The case in Venezuela of our own company, Creole, which is the 
Jargest but only one of a number of oil companies that have con- 
tributed very importantly to Venezuela, is possibly even more im- 
pressive because the figures are bigger. The Creole development, par- 
ticularly the last 20 years, although it goes back a little longer than 
that, has been from the old- fashioned—how shall I describe it—camp 
and field operation that was typical of early petroleum exploration 
and investment in very rough country where you hacked your way in, 
found the area, did your exploration, housed your people, fed them, 
until now they have been able to expand, have been able to push all 
of the service functions back on to local enterprise. They sold their 
powerplants. Now they have established little local public utility 
companies in various towns that service them, they buy their food, 


they buy a great deal of their materials locally, and so forth, but the 
contribution is twofold. 


A. IMPORTATION OF DOLLARS 


One, the fact that they employ a lot of people and bring a lot of 
money into the country, and that they are an export industry, means 
dollars come in and the country is in good shape to import its require- 
ments. 


B. TAX REVENUE EARNED 


At the same time there is the tax impact. The oil industry con- 
tributes a very large percentage of the revenue which permits 
Venezuela to carry out large development programs with their own 
money. It is Venezuela’s own initiative. 


C. EXTRACTIVE INDUSTRIES CREATED 


There is also this other side of creating the private industry that 
grows up alongside of your own industry. I only throw that in 
because there has been a little tendency in some of the literature current 
lately on how you develop countries to dismiss the so-called extractive 
industries as of no real importance in this field. But actually a very 
large proportion of the total economic development, cement plants, 
und a host of other things, has at least a partial root in the very 
activities of these oil companies which have gone way beyond the 
simple extraction of oil and carting it away somewhere. It is the 
whole process of economic development and something starts it. In 
this ease it is clearly the oi] business. 

Mr. Vorys. In each case, does it involve a new look, a more enlight- 


ened view or something like that, on behalf of these companies? Why 
did the companies go about it that way ? 
Mr. Cetiapo. I think the companies go about it this way because 
. is in their own best interests to go about it this way. In our own 
“se I think, speaking a liti'e off the cuff, this is not an official company 
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statement, but I think first of all times are changing, the world is not 
what it used to be, and I think companies have had to recognize that 
things have developed and techniques have changed. That is true at 
home and it is true abroad. 

The change probably is greater abroad than at home because factors 
at home took care of themselves a little bit more than abroad. I think 
companies took a lot more initiative in changing their practices abroad 
than they did in the United States. 

Now, why they do it is very simple. They are in business, they 
recognize that business is dependent upon good will and if they are 
contributing properly to the economic development of that particular 
country, the old-fashioned exploitation just does not go. It never was 
a very good idea and nowadays it is not even a feasible idea. Com- 
panies have recognized that. I like to think that managers of compa- 
nies are enlightened human beings, but I think you can dismiss a 
lot of the purely idealistic and humanitarian considerations. They do 
it because it is very good business. I think we ought to put it on that 
basis. I think it is silly to call it something else. 

Mr. Vorys. That is the point I wanted to get at. I find in my own 
district—I will bet the rest of you find it in your communities—that 
a somewhat similar procedure is going on. 

The chain stores, the national corporations in our community have 
in recent years had a definite policy that their management must 

articipate in local activities, contribute to the community fund and 
Red Cross, and participate in such activities as a matter of enlightened 
self-interest. 

I just wondered if maybe there was not a similar sort of thing 
going on with the companies that had vast experience in the foreign 
field. 

Mr. Cotuapo, I am sure that is right and I think you will recognize 
that in most of the world the views regarding mineral wealth, things 
you extract from the soil, are somewhat different. Certainly the legal 
status is quite different from that in the United States and maybe 
Canada and one or two other places. There is a very great tendency 
for people to think of the oil and minerals and other things in the 
ground as a very important national asset, their patrimony, and 
they are very jealous about other people doing something with it. 

So I think that the companies in the extractive industries have had 
to be even more sensitive to these considerations possibly than people 
in a more conventional manufacturing or other type of tidleatr. 
In many countries, of course, it has gone to the point where there is 
an almost fanatical view about the oil and metals and other things 
in the ground and the feeling that only domestic people or even the 
local government should be allowed to touch them, that there is some- 
thing sacrosanct about those. That is a view with which we do not 
sympathize. We feel you can extract things from the ground on a 
basis on which the local nation’s interest, the national interest, not 
Just government interest but national interest, can be properly se- 
cured. These royalty, tax, and other arrangements we have entered 
into all around the world are designed to do that and are generally 
recognized, I think, by most of the more reasonably disposed gov- 
ernments to do so. 
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D. BUILDUP OF DOMESTIC SOURCES OF SUPPLY 


If I could go further, I think that this interest has two or three 
very practical further aspects beyond public or governmental rela- 
tions and getting into the more substantive economic side. We cer- 
tainly find that to conduct our business around the world we need 
an awful lot of materials, building materials, steel, equipment, all 
sorts of things, and it is important to us to obtain those things as. 
cheaply as possible and with constant sources of supply and all the 
rest of it. We have our own supply problems on our requirements as 
well as the oil we sell to consumers. Consequently building up 
domestic sources of these things fits our purposes very, very well. 


E. DOLLARS EARNED FOR AMERICAN STOCKHOLDERS 


Secondly, we are an international trading company. A very great 
deal of our business, perhaps unlike some other American foreign 
investors, is in trade between pairs of foreign countries in which 
very little of our total business crosses the American border. We 
do not import very much and we do not export very much in relation 
to our total business, but we do a tremendous international business. 
Last year I think we moved $1.4 billion worth of oil in international 
trade, which is a substantial amount. We have payment problems 
because we are operating in two sets of foreign countries. To the 
extent that we can purchase our requirements in countries to which 
we sell the oil, it makes it easier basically to collect for the oil we sell 
to them and we make it easier to bring back home to the American 
shareholders dollars which are the only thing the shareholders want 
in their dividends. We have that aspect of it. 


F. DELEGATION OF ANCT.!:ARY ACTIVITIES TO LOCAL INTERESTS 


Then another, which will be my last point on this, another thing is 
that we think we know something about the oil industry and its re- 
lated activities. We really do not want to be in the business of gener- 
ating electric power, we do not want to be running commissaries, we do 
not want to be in the housing business, we do not want to be in a vast 
number of these ancillary activities and we are very happy if we can 
see those things turned over to local or other interests who supply them 
competently and relieve us of their management. We have enough to 
do to get the oil out of the ground and refine it and get it to consumers. 

A company like ours historically is shearing off fringe activities 
while at the same time we may take on new ones. We are moving into 
the petrochemical business or something like that but that is our 
business. Food business or public utilities we do not consider our 
business and we like to keep our job down to manageable proportions. 
So it suits us to do these things. I am sure it suits the economies: 
of the countries, also. 

Mr. Vorys. Thank you very much. 

Chairman Ricuarps. Any questions? 


CONTRACT TIME AND CONDITIONS FOR MINERAL CONCESSIONS 


Mrs. Ketiy. I have several, Mr. Chairman. 
Mr. Collado, what is the usual period of a contract. 
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Mr. Coxxzapo. You are talking about producing? 

Mrs. Ketiy. Yes. 

Mr. Cotzapo. We like to have, if possible, a minimum of 40 years. 
Exploration for oil in a new area is a long and speculative process. 
It frequently takes 5 to 10 years before you get into anything that can 
be considered to be commercial production and we like to have a rather 
considerable period in which we can plan to develop the reserves and 
produce the oil. 

There are, as you know, economic levels at which you get maximum 
recovery of oil out of wells. You cannot get it all in a couple of years. 
It is better to spread it and get more total oil. It is important to us 
and also important to the people whose country has the oil because 
you can have wasteful methods in which they do not ultimately recover 
as much oil. 

Ordinarily we try for something of the order of 40 years. There are 
various ways of doing that, by renewals and options, and so forth. 

Mrs. Ketiy. That is what my next question is. If you have 40 years 
as your first initial contract, have you ever had to renegotiate your 
contract due to problems in the country in which you have first nego- 
tiated that contract ? 

Mr. Cotxapo. Yes; very frequently. 

Mrs. Ketty. Very frequently ? 

Mr. Cotxiapo. Let me be quite precise. 

We have had probably the whole range of experience in one place 
or another in the world. First of all, I did not mention but I know 
you know that in the United States and in Canada generally the 
oil rights go with the surface rights, although they can be separated 
by contract, but I mean you deal with an individual and you can 
buy the oil rights in perpetuity and that is the end of it. 

In the sort of country we are talking about normally you make 
some sort of contract with the government to get a concession, or 
whatever you want to call it, to explore and develop. 

We have had one notable example of the expiration of a con- 
cession that we developed and that we got reasonable return on. 
We did not by any means get all the oil out of it. The end of the 
period came and the concession reverted to the government which set 
up a government enterprise to operate it and which is now being 
operated by the government enterprise. That is a concession in Co- 
lombia. That is the easiest simple example of that. 

The thing went through its entire cycle and at the end of the period 
the Colombian Government took back the properties in accordance 
with the original contract and is operating them. We give them 
technical advice but they are actually operating them. 

Now, we have not had so very many cases where the period or the 
actual right to produce has been questioned or changed, but we have 
had a great many cases where the original financial terms have been 
altered by agreement during the period after the original deal was 
made. Actually, as you know, the so-called 50-50, which is quite 
current around the world but which is defined in a variety of ways— 
not a simple formula in each country—probably was developed in 
Venezuela during World War II. 

That in itself constituted a change in the arrangements that ex- 
isted there before, but we have always been very willing when it 
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was mutually desirable to modify these arrangements and move with 
the times. 


OIL CONCESSION IN THE MIDDLE EAST 


Frankly, I suppose it is no secret we have moved a little faster in 
some cases than we might have if left entirely to our own devices. At 
times they pushed us quite far. That was true in Middle East con- 
cessions of the American companies. It is equally true of some of 
the others and in British Middle East concessions there have been 
a lot of changes, but in general most of them have been the result 
of long, arduous, somewhat difficult negotiation. However, we have 
always been able at least to match up some quids for the quos in these. 


PRIVATE NEGOTIATION PREFERABLE TO GOVERNMENT ACTION 


I would not say they always balanced but we have moved with 
the times. We have done this thing by negotiation rather than by 
simple arbitrary unilateral action by the Government. The latter 
is the thing we are really concerned about. Unilateral action gives 
us the createst problem and that is the area in which obviously we 
need the greatest moral support we can get from the Government 
and from opinion generally. 

This gets beyond simple governmental action and there is the ques- 
tion of building up or rebuilding almost a moral position on these 
things. It is partly an educational process of really demonstrating 
what sometimes I am not sure we even fully believe at home and that 
is that the foreign investment is really good for these people. If 
they really realize they benefit from it, they are much less prone to 
take these emotional and arbitrary actions than if they do not. 

Actually, the number of countries in which you have those difficul- 
ties is quite small. They stand out because they are the ones you 
hear about; you do not hear about the places where everything is 
going very nicely. But the fact is that over the years we have man- 
aged to get on pretty well with most countries, subject to a little 
pressure and a little nibbling here and there. We recognize that. 


METHOD OF REINVESTMENT 


Mrs. Ketxiy. Do you reinvest any given percentage per year accord- 
ing to your productiv ity ina countr y? 

Mr. Couapo. No, we really cannot. It is a process I am very much 
personally concerned with because we are right in the middle of our 
annual budget considerations for this coming year and we have a 
very complicated process that is not entirely unlike that which goes 
on here in Washington although on a much different scale. 

We operate in our own company through a very large number of 
affiliated corporations. The Standard Oil Co. is a parent company. 
It is—I hate to use the word—a holding company. It is a coordi- 
nating body and advisory body. We go in heavily for development 
of personnel, iraining and all that sort of thing. But in general our 
operations are handled around the world by special corporations 
which exist usually in each country although there is some variance 
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in the pattern. To some extent the “pana is the result of history 
and not something we started out with recently. 

Each company has its own problems. Some of them have to look 
for oil. We, for example, today have a half-dozen exploratory com- 
panies that have no income whatever; they are purely exploration 
companies with a team of geologists out somewhere doing what you 
have to do to look for oil. In those cases we are putting in a hundred 
percent of the capital of those companies and not taking out anything, 
so the problem of reinvestment has not yet arisen. 

We have producing companies which have found substantial de- 
posits of oil and they run in cycles. They have periods when you 
make a lot of capital investment, drill a lot of wells and get a lot of 
— gathering facilities and all that sort of thing to collect the 
oil and get it ready to be used. Frequently they run in plateaus. 
After you have put all the gathering lines and such in for one level 
or range of operation you then have a period when you pull some 
oil out of the ground and accumulate cash. You then decide to move 
to another plateau and invest a lot of money and it goes out. There is 
no fixed percentage of reinvestment by any one operation at all times. 

When you come to refining operations we have companies in coun- 
tries, like most of the European ones (very little oil is produced in 
Europe—some in Netherlands, Germany, and France), where you have 
very heavy expenditures for refineries and you have marketing ter- 
minals, distribution facilities, and that sort of thing. 

When you build a refinery you put a lot of money into a country 
for a while. When you get the refinery built you do not build an- 
other for some years, and tend to bring some money out. In individ- 
ual sectors of our business there is no simple percentage or rule. 

Across the board we have an integrated system. The principal big 
producing countries are export countries—Venezuela, Middle East, 
and so forth. They depend very heavily on the refining, the trans- 
ar and marketing facilities that exist in other countries. So you 

ave problems between corporations as to where the investment goes. 
We would consider the building of a large refinery—for example, 
in Belgium, which we did right after the war—an investment made 
necessary to permit the export of crude oil from Venezuela. The 
investment is not in Venezuela; it is in Belgium and by a different 
company, but it is related. 

Looking at the system, we have some cyclical movement as well. 
In the period 1950 through about 1954 or 1955, the Jersey company 
consolidated had some net accumulation of cash. We were able to 
finance all of our very substantial investments by reinvestment of 
our own cash earnings after dividends with only very small net 
borrowing. 

This year we are borrowing around the world rather considerably. 
Our investments this year are bigger than our cash income and our 
investment next year will be again bigger than our cash income. This 
things goes in cycles. I do not know if I have explained it clearly. 

I do want to point out that we reinvest a tremendous amount of 
our total take. Ninety percent or more in some years, 85 percent at 
least in most years, of this total large figure that we spend abroad, 
$700 million or $800 million this year, $900 million or so next year, 
and it is going up each year, will come from funds generated by the 
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business itself around the world, not necessarily in the same country. 
Only the balance do we finance outside. 

That is why the gross figure, which I stressed, gives the economic 
impact, is so much bigger than the net balance of payments number 
which the Department of Commerce computes for an entirely dif- 
ferent purpose, that is, the balance of payments. This is a different 
purpose than the measure of economic growth. 

Mrs. Ketuy. Thank you very much. I have one more question but 
I will wait until the end. 

Chairman Ricuarps. Go ahead. 


INVESTMENT GUARANTIES 


Mrs. Ketiy. You spoke about government endeavoring to have pri- 
vate enterprise develop industries in areas if it is possible. Do you 
think that we should guarantee that investment in some form or man- 
ner or by appropriation or authorization of our funds, and then on an 
open bid get X company ? 

Mr. Coriano. That 1s one of the questions I told you I had not 
made up my mind about because I think that is a very difficult area. 

First of all, there are large areas where I think you will find that 
already private investors are going in very extensively. If I am right 
it is $5 billion of expenditures; that is a big figure abroad. I think 
that your basic reliance should be to try to pave the way in any way 
governments can. It is a little bit the United States Government’s 
pressure, and it is a little bit of discussion and firmness and negotiation 
with other governments, really educational with them, because I think 
that side is much more important than what we do by legislative action 
directly affecting the investment. You should try to encourage as 
much purely private investment on a risk basis without recourse to 
government guarantees or contracts or direct financial assistance at all. 

I am sure in the last analysis that that is the best and most satis- 
factory investment and the most likely to be productive of develop- 
ment abroad. 


GOVERNMENT DEVICES AND LOANS FOR PRIVATE ENTERPRISE 


Then you come to these difficult areas where it is hard to generalize. 
Sure, Venezuela is fine but you do not get anybody replacing privately 
in these key places in southeast Asia or the Far East or some other 
places the very great volumes of funds the Government has found it 
absolutely essential to put in. There is where you get the question 
of whether there is any way you can properly, through Government 
devices, bring the private enterprise dynamics into the picture. That 
is what I am trying to say ought to be added to the Government’s 
program. 

I think the guaranty programs can help some. I certainly would 
not advocate discontinuing them. For our own company, which is in 
a rather special position, I hope we will not have to rely on them. I 
prefer not to for a number of reasons. 

The administration of the guaranty programs is extraordinarily 
difficult. I know because I negotiated one of them and the mere 
foreign exchange clauses of how you get payment are very, very diffi- 
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cult to define. How you would adequately negotiate a definition of 
degrees of expropriation under an expropriation guaranty is very hard 
for me to see. I have worked with the lawyers on this a number of 
times and it is very, very hard to draft a contract and, consequently, 
to administer the thing and I do not think we should overlook that. 

Nevertheless, there are a lot, particularly of smaller firms and newer 

eople in the foreign investment business that I think can be attracted 
in with a little help from the guaranty program. Maybe when they 
get their feet wet they will blossom out further without some of these 
devices. From that point of view I think it is all to the good. 

I do not know that that answers all of it. I have tried to suggest 
here that for the very difficult areas and problems there ought to be 
some attempt made to see if the Government itself could not basically 
contract with companies either to give them very extensive loans, what 
I call leverage loans, in which the loan is a very high percentage of 
total investment but gives the private company quite a little incentive 
to get in and manage it on a private enterprise basis and not merely 
as a contractor building something and delivering it or possibly even 
to give them some form of grant. But that is a very tough thing to 
handle, I think, from the Government point of view. 

How do you select which companies you do this with and all the 
rest of it? I am sure we would not be among the probable partici- 
pants in such a program, but recognizing the problem I think we have 
to mention that maybe that is the only way you can do it. 

Chairman Ricuarps. Mr. Gordon. 


RISKS INVOLVED IN ESTABLISHING NEW ENTERPRISES 


Mr. Gorvon. How much of a gamble do you allow on new search 
for oil? Do you have a certain percentage allowable for that? 

Mr. Cotxiapo. Well, I suppose that there is no fixed formula or 
rules. I suppose that the executive committee and the board of direc- 
tors, all of whom are employees of the company who have risen through 
it, who are oil people and have come up through various of the func- 
tional specialties—the present chairman of the board, Mr. Holman, 
is a geologist and producer—they have, I am pretty sure, through long 
experience got various, you might say, ingrown rules as to how much 
they think you should do. 

I think that this also goes through some form of cyclical movement. 
A big company like ours really looks at the whole world as a possible 
source for oil. They are always looking at all those countries in which 
they are not operating and, first of all, wondering and studying such 
geological information as may be available to them, if possible, ne- 
gotiating, seeking permission for the most simple of preliminary 
geological investigations, some of these aerial things, and so forth, 
1 am not talking about the detailed geophysical thing, trying to de- 
cide where they think are prospective areas and at the same time 
studying the legal situations, petroleum legislation, or whatever it 
may be, of the country, the whole climate, and deciding whether to 
goin, 

There is a real tendency for a large company such as ours to explore 
for oil anywhere in the world where we think from a geological point 
of view we might reasonably expect to find it and anywhere in the 
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world where the general investment climate and the general govern- 
mental circumstances and stability of the area, and so forth, is such 
that we think we will either be allowed in, invited in, or made welcome. 
That is in a sense what we are doing. 

Some years ago Guatemala, after the change in regime down there, 
invited American aid in drafting petroleum legislation. 

They drafted suitable legislation, and a number of companies have 
come down there and have sought certain areas to explore and have 
their geologists doing it. Tur key did the same thing a number of years 
ago, and Libya did it. They had some American and private 
technical help. 

Having made preliminary investigations, the decision to carry on 
detailed ‘explorations and development all depends on the reports. 
We made some very good finds; we made some very lucky finds. We 
spent many years in some places before finding anything. In some 
countries we found nothing. So it is that kind of a situation. It is 
a gamble. 

Chairman Ricuarps. Mr. Carnahan. 


EFFECTS OF UNSTABLE GOVERNMENT ON PRIVATE ENTERPRISE 


Mr. Carnauan. The question I had in mind was about the same as 
Mr. Gordon’s. But have you dealt with governments where you were 
pretty sure the government was not going to last very long? 

Mr. Cottapo. I guess the answer is “Yes.” We have not dealt with 
them very happily. We, of course, found it most desirable not to try 
to meddle with political situations. We cannot get into a position 
of appearing in any way to influence local political developments, 
but we have certainly found that in dealing with countries all over the 
world we have to deal with all kinds of governments. Some we like 
better than others. Some are more democratic than others and some 
apparently are sitting on a hot spot and might be pitched out. 

We very much try, where it 1s a governmental contract, to assure 
ourselves by every possible means that the arrangement is approved 
by all the proper constitutional forms of the country, to try to insure 
as best one can that if there is a change in government any succeed- 
ing government will recognize it is a contract properly executed in 
the national interest and one that should be honored. 

Mr. Carnauan. If you have a contract with a government and they 
have a revolution, is the contract usually honored by the new 
government ¢ 

Mr. Cotzapo. We have not had much trouble under those circum- 
stances. We have been quite apart from the political developments 
of the country. We have dealt with the country as a government and 
have been successful in avoiding the disadvantages of being too closely 
allied with one faction. That has taken considerable care on the part 
of the local managers, and so forth. But I think on the whole our 
company and other large companies have learned quite a lot about 
how to conduct themselves. You cannot talk loosely about local situa- 
tions in private or in public. You have to be very careful not to med- 
dle with the domestic concerns of the country. 

Mr. Carnanan. But you do feel that the impact on the economy 
of the country has an impact on the government ? 

Mr. Cotiapo. Yes. 
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Chairman Ricuarps. Any other questions ¢ 

Doctor, thank you very much. We appreciate your very worth- 
while testimony, and are particularly concerned with your throat con- 
dition. 

Mr. Cotxapo. I did better than I expected. 

(Discussion off the record. ) 

Chairman RicHarps. The committee stands adjourned until in the 
morning at 10 o’clock, and do not make it 10:45. We have some im- 
portant witnesses to hear. 


(Thereupon, at 4 p. m., the committee adjourned until Wednesday, 
November 28, 1956, at 10 a. m.) 
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WEDNESDAY, NOVEMBER 28, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON Foreign AFFaArRs, 
Washington, D.C. 

The committee met at 10:15 a. m., in room G-3, United States 

Capitol, Hon. James P. Richards (chairman) presiding. 
‘hairman Ricuarps. The committee will come to order, please. 

We have as our first witness this morning Dr. Roy Blough, professor 
of international business, Columbia University, and he will testify as 
an expert on this subject of aid to underdeveloped areas. 


STATEMENT OF DR. ROY BLOUGH, PROFESSOR OF INTERNA- 


TIONAL BUSINESS, GRADUATE SCHOOL OF BUSINESS, COLUMBIA 
UNIVERSITY 


(Formerly Principal Director, Department of Economic Affairs, 
United Nations; formerly Director of Tax Research, Treasury 
Department, 1938-46; assistant to the Secretary of the Treasury, 
1944-46 ; professor of economics and political science, University of 
Chicago, 1946-50; tax advisory mission to Turkish Government, 
1949; member, Council of Economic Advisers to the President, 
1950-52. Author: (with others) Facing the Tax Problem, 1937; 
Federal Taxing Process, 1952) 


Dr. Broven. Thank you, Mr. Chairman. I would like to make clear 
in the beginning that, although in the past I have been associated with 
the United States Government and with the United Nations, at the 
present time I have no official connection with either. 

Chairman Ricuarps. You were connected with the Government in 
other capacities? 

Dr. Bioven. I have been coming to Washington in connection with 
Government work from time to time beginning in 1933, for various 
agencies. I was in the Treasury Department as Director of Tax 
Research from 1938 to 1946 and as an assistant to the Secretary of 
the Treasury from 1944 to 1946. That work brought me in close con- 
tact with the Committee on Ways and Means and the Senate Finance 
Committee. 

In 1950 I was appointed a member of the President’s Council of 
Economic Advisers and served in that capacity until I went to the 
United Nations in 1952 as Principal Director of the Department of 
Economic Affairs. 

Today is the first time I have appeared before this very important 


committee, and I appreciate the invitation to testify on the subject of 
aid to underdeveloped areas. 
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Mr. Chairman, you sent me a list of important and, may I say, very 
difficult questions. With regard to some of these questions I would 
like to be excused from answering, as I have made no special study 
of the matters involved. With regard to other questions I will try 
to give you as objective an opinion as I can, based on experience and 
study. 

I have not prepared a written statement. With your permission, 
Mr. Chairman, I shall deal with the subject along a slightly different 
pattern of organization than is presented by the questions. No doubt 
you will take care of any omissions in your questions after the com- 
pletion of my original statement. 


DIFFERENCES AMONG COUNTRIES 


Whenever we consider the problem of the economic development of 
the less developed countries, we should always have in mind the differ- 
ences that exist among them. Some countries are only now emerging 
from a primitive tribal economy, while others are approaching a rela- 
tively high level of industrialization. With respect to cultural back- 
ground the countries differ widely among themselves and from the 
more highly industrialized countries. Religious backgrounds are very 
different. Some countries are tremendously overpopulated in relation 
to their resources while others are underpopulated. Political and 
social democracy of the type prevailing in this country is entirely for- 
eign to the experience of many of the less developed countries. 

Indeed, we must be careful in our use of words because the same term 
may mean rather different things in different countries. For example, 
the term “private enterprise” has a rather well-defined meaning for us 
in this country. We think of private enterprise as being not only 
efficient and highly productive, but also as having an organization and 
structure that are highly democratic, in which workers are humanely 
treated, and in which persons frequently rise from office boy or factory 
worker to president. 

We make a serious mistake if we assume that private enterprise 
in all parts of the world has the same qualities and characteristics that 
it has here. It is not duplicated anywhere else in the world and in 
some countries it is a very different sort of thing. Relationships of 
management to worker are different, and the mobility by which a 
person can rise from the ranks of the worker into the ranks of man- 
agement is completely absent in many cases. Attitudes toward com- 
petition and toward the consumer may be strikingly different. 

My point is that, while what I shall say will have to be more or less 
generalized, an accurate picture would require modifications for spe- 
cific countries and specific situations. 


NATURE OF ECONOMIC DEVELOPMENT 


Perhaps the most useful concept of economic development is that of 
rising levels of productivity—making use of resources, both human 
and natural, more effectively so as to enlarge production, thus per- 
mitting an increase in the levels of income and the standards of living. 

It is useful to recognize several different aspects of economic devel- 
opment. One aspect is agricultural development—increasing agri- 
cultural efficiency through new methods or technology, through greater 
capital investment, and in some situations through land reform. 
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Then, there is economic development achieved through the more 
efiective use of the mineral resources of the country. Some countries 
have not even had a geological survey. Undoubtedly there are large 
quantities of minerals not yet discovered, let alone developed and 
exploited. 

Another major line of economic development is that of industrial- 
ization with special reference to the development of manufacturing. 
In the minds of the leaders in most of the less developed countries, 
industrialization seems to be considered the chief index or measure- 
ment of the extent of economic development. Therefore, the great 
ambition is to industrialize. 

It sometimes may seem to us misguided for underdeveloped coun- 
tries to seek to develop areas of land that are so ill-favored by nature 
that in the United States we would make no effort to develop them. 
National boundaries are very important in this connection. In the 
United States we have a very large free-trade area, many kinds of 
resources, climatic variations, and so forth. Population can move 
around freely within the country and so can capital. It is better for us 
not to try and develop intensively some parts of the country that are 
not favored by nature. But if we can imagine a national boundary 
around individual States or regions, with no opportunity for people to 
move in and out freely, we can see how necessary it would be to develop 
even the ill-favored parts in order to give the people employment and a 
reasonable standard of living. 

We do not have a fully integrated international economy; rather, 
we have many national economies surrounded by barriers against the 
movement of peoples and goods. Under these circumstances economic 
development can be expected to proceed along lines that would not be 
appropriate in a truly international economy. 


THE NEED FOR ECONOMIC DEVELOPMENT 


Now, let me turn to the effects of economic development. You are 
interested, of course, chiefly in the effect on the United States but let 
us consider first the effects on the developing country itself. 

There are some people who doubt the wisdom of economic develop- 
ment in certain countries, at least along lines of modern industry, 
because the cultural background and motivations do not seem to be 
consistent with modern industry. I understand that some anthro- 
pologists are reluctant to see these cultures undermined as they inevi- 
tably will be if there is industrial development. Moreover, any rapid 
change in culture brings internal confusion and social tensions, which 
may result in political instability. Greater productivity may be a 
quieting force in a country but the process of economic development is 
not a quieting one; it tends to be disruptive just as other important 
cultural changes are disruptive. 

On the other hand, we are faced with the simple fact that these 
countries almost have to develop. A major reason is growth of popu- 
lation. With rapid transportation and communication, disease 
spreads readily from one country to another: moreover humanitarian 
urges are strong. So the conquest of disease becomes a major national 
and international goal. As a result, the death rate falls, the popula- 
tion increases and unless the country develops economically the level 
of living inevitably will go down. With rising populations economic 
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development is necessary to prevent retrogression. These countries 
will not willingly go back to high death rates and bad health condi- 
tions; and we would not want them to do so. We cannot turn back 
the clock that way. Eventually, such countries may reduce the rate of 
their population growth but reducing the general birthrate is easier 
said than done. 

The growth of population is by no means the only factor pressing 
countries to develop economically. Another force is that of imitation 
of the industrialized countries. Moreover, the underdeveloped coun- 
tries, which have always been poor, have for the first time become 
convinced that it is possible for them to have a higher level of living 
and to grow and develop like the industrial countries. 

So, I think it is inevitable that these countries will strive very hard 
to achieve economic development and that eventually they are going 
to succeed in developing whether or not we help them do so.. How- 
ever, without help from the outside, economic development will take 
much longer, and being impatient, they may tuum to other sources 
for aid. 

Motivation in the thinking of these countri scted by several 
factors. T have mentioned one of these; namatg*he conviction that 
they can develop and must develop economically. This conviction 
undoubtedly does not permeate the population from top to bottom. 
In many underdeveloped countries large portions of the population 
are not very much aware of what is going on in the world. Even 
among these ant however, there may be strong political and social 
forces at work. 

In the second place, these countries are strongly motivated by 
nationalism. In a world of national states the sense of nationalism 
is a natural one. It is a proper desire that one’s country shall grow 
and develop and have national prestige. To complicate matters, most 
of these countries are weak; because of their weakness they are very 
sensitive in matters that seem to involve national prestige, and very 
fearful of stronger nations. 

Many of these countries have just recently emerged from colonial- 
ism. They are fearful of political domination. Other countries are 
fearful of economic domination, and for this reason look with suspi- 
cion on private foreign investment, which they fear may bring with 
it undesirable aspects of economic domination. In many cases these 
political and economic fears are largely groundless, but they have a 
historical background that is all too real. 

In the third place, quite aside from previous colonialism and direct 
economic domination, a factor affecting the attitude of these countries 
is that they believe they have not had a fair deal in world markets. 
Many of them have entered into world trade through the sale of their 
raw material products. Their economic well-being and the possibility 
of their economic development are heavily dependent on the demand 
for and prices of these materials in world markets. Political leaders 
in these countries are prone to believe—and some of their economists 





have encouraged them in this belief—that the terms of trade for their 
national products not only have fluctuated widely—which can readily 
be demonstrated—but also have been unfairly low, which is arguable. 

Their argument is one that, I believe, will be familiar to you if you 
will recall the controversy in this country during the last generation 
over Federal aid to agriculture and to rural States. The argument is 
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that the cities constitute a kind of skimming machine which takes off 
the cream from agricultural products on their way to market and 
from the industrial products which are sent back to the country in 
payment. Rural communities have claimed that cities take this toll 
with the result that agricultural communities do not receive their 
fair share, and therefore are entitled to Federal aid. This argument 
with appropriate modifications is believed in many underdeveloped 
countries. I am not saying it is a sound argument, but it helps to 
explain how the people feel. 

In short, many countries believe they are entitled to a better eco- 
nomic break in the world than they have received in the past. Many 


of them have a chip on their shoulders, and perhaps we should not 
blame them too much for it. 


FACTORS REQUIRED FOR ECONOMIC DEVELOPMENT 


What is necessary to promote economic development? Capital has 
been given a lot of attention; obviously it is an important factor but 
it is by no means all that is necessary. Technology is needed, and 
engineering skills to apply technology. Another important need is 
for competent business management. Most of the less developed coun- 
tries are lacking in people who can manage industries successfully. 
Management does not look very difficult, perhaps, but good manage- 
ment is a difficult art. Over the past year or so I have been talking 
with businessmen about getting management into the less industrial- 
ized countries. It is not an easy problem to solve. 

Then, of course, political stability is important, as well as govern- 
mental policies that will promote and not retard economic develop- 
ment. In some countries the social institutions and cultural 
foundations of the country are not fully consistent with industrializa- 
tion. Another problem met in many countries is rapid inflation, which 
interferes with economic development. 

Getting fundamental changes made in governmental policies and 
in social institutions is something that we would often like to see. I 
am convinced that it is rarely possible to get much done by insisting 
on such changes as a condition for aid. I think it is a mistake to 
assume that the appropriate steps are not taken because the govern- 
ment is too stubborn or willful. Sometimes the need is not recognized 
and a greater educational effort is called for. Frequently strong 
political forces make it difficult for the government to adopt and carry 
out sounder policies. For the longer run, I am rather optimistic. 
Changes such as these have to take place gradually and in my opinion 
they will take place more quickly as economic development proceeds 
than if they are made a condition that must be met before economic 
development begins. 

To return to the question of what factors are necessary to achieve 
economic development, I would like to stress the idea that development 
proceeds most soundly and most rapidly when it is an integrated de- 
velopment that involves agriculture, raw materials, and industry, 
together with sounder government, better administration, and neces- 
sary social changes. All of these things go together. 

If this analysis is correct it means that the relation of capital to 
economic development will vary from one country to another. A 
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certain amount of capital invested in one country will achieve a much 
bigger result than in another country where the conditions for de- 
velopment are less favorable. 


EFFECTS ON THE UNITED STATES 


The effects of the economic development of other countries on the 
United States are of course a matter of vital importance to us. Is 
it in our interest to promote the economic development of other 
countries ? 

In dealing with this question I would like to distinguish the eco- 
nomic aspects from the political and national security aspects. Of 
course, they are basically tied together because if the national security 
is impaired our economy will be hard hit. But if we assume for the 
moment that the national security is being taken care of we can con- 
sider the impact of economic development abroad on the American 
economy. 

We have all seen, I am sure, references to situations in which the 
development of some industry in one of the less developed countries 
has had an adverse affect on a United States industry, by reducing the 
market for its products or in other ways. Thus, if we have been ship- 
ping textiles to a certain country and that country develops its own 
textile industry, our exports of textiles to it will be reduced and our 
textile manufacturers thereby injured. 

This, of course, is what happened to Great Britain in a very major 
way. The depression in the textile industry in Great Britain that 
began in the 1920’s resulted in large part because Britain was geared 
to sell textiles to countries that no longer needed to buy them. 

Now, Britain has made a readjustment to a very considerable extent 
and the old textile areas are now producing engineering products— 
machinery, heavy equipment, and the like, which the less-developed 
countries very much need and want. 

Economic development of other countries, in the same way, is likely 
to hurt some American industries. While this should be recognized 
it should not be overemphasized. In different stages of development 
countries buy different things. If many countries are developing but 
are at different stages, some will be increasing their purchases of a 
given product at the same time other countries are reducing their 

urchases. This is one reason why it is important for us that there 
multilateral trade and convertible currrencies so that every country 
can buy from us whatever its currency. 

Thus while there undoubtedly are specific industries which will 
be adversely affected by economic development in the less-devel- 
oped countries, even for these industries the problem is not likely 
tc be as serious as it might seem at first place, since as the various 
countries develop, demand from one country will increase at the same 
time demand from some other country is decreasing. 

Leaving aside these specific situations, if we look at the whole pic- 
ture, the economic development of these countries will, I believe, 
stimulate business with the United States and will increase the 
demands for our products. For one thing, of course, if it increases 
their national income, it will increase their demand for all kinds of 
goods. As they attained a higher level income they would be able 
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to buy from us greater amounts of goods, not only manufactured but 
also agricultural products, of which we have a surplus. Higher 
incomes in the less-developed countries mean more purchases abroad, 
assuming that foreign exchange is available. If these countries are 
not well adapted to produce the agricultural commodities that we 
want to sell, it would increase our sale of such commodities. In other 
countries agricultural development will mean that they will produce 
more of theit needs, decreasing our markets, but, on balance, I should 
think economic development would increase our sales of agricultural 
products. 

As for manufactured products, I think it is perfectly clear that as 
economic development takes place the sales of our industrial products 
will rise. The countries where we have our best trade are not the 
underdeveloped countries; they are the industrial countries. A gen- 
eration ago there was great fear in this country that if Canada were 
developed economically, we would lose our markets in Canada. Weare 
exporting more to Canada than we ever did. Our market has im- 
proved as Canadian industrialization has proceeded. 

Europe is a big market for us. The less developed countries are 
smaller markets. An examination of the figures indicate that as the’ 
level of per capita income in a country rises, the country imports a 
smaller percentage of its total consumption but a larger amount per 
capita and in total. 

So, I think that what would happen with the rapid economic de- 
velopment of these countries, woul be that some of our industries 
might suffer on balance that others would benefit on balance, but that 
in the overall balance we are justified in anticipating that our business 


relations would be more beneficial to us as economic development in 
the world proceeded. 


EFFECT OF ECONOMIC DEVELOPMENT ON POLITICAL STABILITY 


As far as political and military security is concerned, that takes 
us into the matter of relations with the Soviet Union, which is indeed 
a very difficult problem. It seems clear that the less-developed coun- 
tries are very powerfully motivated to achieve economic development, 
that they suffer tremendous poverty, and that many of them lack basic 
democracy. 

They would prefer to develop along the lines of Western free democ- 
racy, rather than through a forced totalitarianism. 

For one thing, the leadership would undoubtedly change if they 
were taken over by communism and the present leaders would lose 
out. But, quite aside from that, I think in general they have been 
oriented toward the West and would rather continue along Western 
lines. However, the pressure for economic development is very strong, 
and if they do not develop at least enough so that there is hopefulnass 
in the country that development will proceed further, I think there 
is a real danger that the apparently rapid development in the Soviet 
Union and in China would exert a very strong pull on them. 

Any idea that we shall have a nice, comfortable, free world if these 
countries will just develop rapidly, is, of course, not justified. As I 
indicated, economic development is a disturbing influence in many 
cases, and there will be difficulties and troubles under the best of cir- 
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cumstances. However, I think the main, the really important goal is 
to keep them out of the hands of the Communists. Their anticipa- 
tion that they can develop at a reasonable rate of speed outside the 
Soviet bloc must be maintained if we are to achieve the goal. I be- 
lieve the situation will be dangerous if they do not see a reasonable hope 
of developing at a reasonable speed along Western lines. 


SOURCES OF CAPITAL 


Now, about the capital going into these countries—if I am taking 
more time than the committee wishes, please interrupt me. 

Chairman Ricnarps. No, sir; go right ahead. 

Dr. Bioveu. As far as capital is concerned, we have three general 
sources of capital. One is domestic capital. Generally speaking, every 
country in its economic development must supply most of the capital 
from iocumiis sources. Now, most of these countries are very poor, 
and it is very hard for the average man to a get a surplus above con- 
sumption. On the other hand, since income and wealth often are very 
unevenly distributed, a good deal of income and wealth could be mo- 
bilized for purposes of industry from the higher income groups. Un- 
fortunately, too much of that capital is sent to the United States 
and is invested in short-term securities in the New York market. We 
are inclined to ask why anyone should help these countries economically 
when their own people behave this way. That is a very natural reac- 
tion, but it does not help much. If we want private individuals there 
to bring home their capital to these countries, they must see opportuni- 
ties for using it profitably there in conditions of relative security. The 
development of their economies will lead to that result. 

Certainly, steps should be taken to develop capital markets in these 
countries as rapidly as possible, to encourage domestic saving and 
investment and to attract savings back from abroad. 

One of the problems in this field is that even when these countries 
develop—uniless they develop rapidly—the pressure for increased con- 
sumption is likely to be so great that it is going to be hard to get addi- 
tional capital saved out of the higher income. There are methods by 
which business and Government can extract substantial parts of in- 
creased production for the saving which must be made but the pres- 
sure of popular demand for higher consumption presents a difficult 
problem. 


FOREIGN EXCHANGE AND PRIVATE INVESTMENT ABROAD 


Foreign exchange is also necessary and it is not produced by domestic 
saving. Even if a country had all the domestic saving that was neces- 
sary for economic development, it would not be able to develop indus- 
trially without foreign exchange to buy necessary capital goods from 
the United States and other industrial countries that manufacture in- 
dustrial machinery and equipment. 

Most of the foreign exchange of these countries is earned by selling 
their products abroad. This is one reason they say that if the indus- 
trial countries really want to be helpful to them, international action 
should be taken to prevent violent fluctuations in the price of agricul- 
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tural and other raw materials which they sell and to assure favorable 
terms of trade for raw materials. 

That is an interesting and important problem, but the story is a long 
one and I shall not say anything about it here. 

Aside from the sale of products abroad, the foreign exchange of 
these countries must come from abroad either through private foreign 
investments or through public grants and loans. The policy of the 
United States Government has been to encourage private foreign in- 
vestment. In fact, private foreign investment seems to be viewed as 
a sort of cure-all that makes it unnecessary to provide public loans 
and grants. 

To the extent that private foreign investments are made, they “+ 
ply capital and foreign exchange and make it less necessary to supp 
foreign exchange in other ways such as bttying more goods from abroa 
or making public grants and loans. However, private foreign invest- 
ment cannot be forced to go abroad. It must be attracted abroad. It 
is easy enough to paint so unfavorable a picture of conditions abroad 
that it would seem no private investor in his right mind would invest 
in many of these countries. Yet a great many businesses have invested 
and are investing abroad, have good relations in the countries, and 
make considerably higher rates of return on their investments there 
than they do in the United States. 

Nevertheless, there are limits on the amount of foreign investment 
that will go abroad and there are limits in addition to the attitudes of 
American investors. Even if all the conditions were favorable for 
American firms going abroad insofar as the so-called climate of in- 
vestment is consernell there would still be limitations on foreign in- 
vestment. 

One of these limitations is the future balance of payments. Invest- 
ment abroad is expected to bring back something from abroad later 
on in the form of income and possibly repatriation of capital. That 
means future foreign exchange problems. It is not enough that the 
money be raised in the foreign country; it must be transferred over 
here in dollars. 

That means the country must be earning or receiving dollars. 
Enough dollars must be going to those countries so that dividends can 
be paid and capital repatriated in dollars. 

In a way this problem is postponed by private foreign investment, 
but it is only postponed. Foreign investment can solve the foreign 
exchange problem for the present, but it can cause serious foreign- 
exchange problems in the future. An American company is not going 
to invest if it sees this danger in the future, and the foreign country 
itself is going to be very dubious about having investment come in be- 
yond the prospective foreign-exchange capacities of the country to 
service. One of the reasons why certain countries are rather re- 
strictive on the types of business that are permitted to come in is that 
they are afraid that their future potential of foreign exchange will 
be used up for industries which are unimportant to the country and 
they want to save that future potential for the most important indus- 
tries. 

Then, of course, we must recognize that no country wants to feel it is 
being developed too much by foreign industry ; there is always the fear 
of foreign domination which I mentioned before. 
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YOVERNMENTAL LOANS AND GRANTS 


Another form of capital is governmental grants and loans—inter- 
national public capital or investment. The United States might pro- 
vide ach vapital either directly or through an_ international 
organization. 

It is sometimes urged that such public investment competes with 
private foreign investment and would supplant it. There are in- 
stances in which that has happened, where public investment has 
developed a project that would otherwise have been developed by pri- 
vate investment. 

While this undoubtedly happens from time to time in individual 
cases, the important question is what the relationship is in general 
between international publio and private investment. The answer, as 
I see it, is that public capital, far from competing with private foreign 
investment, commonly stimulates it and in some cases is necessary “if 
private foreign investment is to take place. Public capital, domestic 
or international, must finance the social and economic base of a coun- 
try—a degree of literacy on the part of the people, a pure water 
supply , sewage disposal, the suppression of malaria and other diseases, 
improved transportation and roads, railroads and other transporta- 
tion facilities, and power, among other elements. 

Without at least a minimum of these, private foreign investment 
is not willing to come into the picture. This is especially true of 
smaller businesses, which could not finance such basic facilities. 

How are these economic and social foundations going to be laid? 
Not by private foreign investment. A possible exception is electric 
power, and even it raises difficult problems for private investment. If 
the project in question is hydroelectric, it might have to be on a bigger 
scale than would be immediately useful, or it might involve other 
features than power. In either case, the prospective return might be 
so low as to discourage private enterprise. Moreover, the size ‘of the 
project might be too ‘large for a private foreign company to under- 
take without cone entrating its operations too much for its financial 
security. 

Moreover, the less industrialized countries have about the same atti- 
tude toward public utilities that we have in this country and, fortu- 
nately or aacidmetake, have borrowed their hilosophy and prac- 
tice of public utility regulation from the industtinlion’ countries, 
including the appropr iate rate of return. In a situation that is often 
inflationary, provision is not made for adequate rate adjustments, 
and utilities often find themselves in financial difficulties. This dis- 
courages further private investment in power. 

If the economic and social base for industry will not come about 
through private investment, it must come, if it is to come at all, 
through domestic public action, with or without help from public 
sources abroad. As the economic and social base becomes established, 
private industries will be more attracted to these countries and private 
foreign investment can be expected to increase. Supplying public 
capital for these purposes is one way in which we can encourage the 
flow of private investment to these countries. 
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LOANS VERSUS GRANTS-——METHOD OF REPAYMENT 


Well, if we are going to provide public capital, should it be in the 
form of loans or of grants? As far as the ability of the countries to 
raise the money to meet reasonable interest and retire principal on 
long-term loans is concerned, I would think they could usually do so, 
although, naturally, it is easier for a country not to have to do so. 

But the problem in most of these countries is not so much that they 
could not impose the taxes or charge for the services and thus provide 
the local currency necessary to repay the loan; it is the problem of 
getting that currency into dollars. Thus the problem again is: 
Where are the dollars coming from ? 

In selling agricultural surpluses abroad we are being paid in part 
with promises to pay in the future, not in dollars but in local cur- 
rencies. This suggests a possible middle way between grants and 
loans. We could make loans repayable in local currency. Much, 
perhaps all, of the disciplinary value of loans on the borrowers would 
be retained, while avoiding the problem of making it possible for them 
to earn from us, or otherwise get from us, the dollars with which to 
pay us. 

On the other hand, just what would we do with the local currencies? 
This is something the next generation would have to think about. 
We might reinvest the funds in the country. As far as our getting 
the dollars back is concerned, I suppose we would not be much more 
likely to get those loan dollars back than grant dollars. 

There is a substantial difference between loans and grants in the 
psychological effect which the financial transaction has on the coun- 
try receiving the funds, and this may be sufficiently important to 
suggest using loans for the most part. There are some kinds of proj- 
ects, however, where grants are indicated—projects that would not 
increase the taxable base fast enough to enable the country to repay 
out of economic growth. 

The question of whether we ought to put conditions on grants 
and loans is a difficult one to answer. Having already talked longer 
than I intended, let me outline very quickly my ideas on this matter. 


NO POLITICAL CONDITIONS ON AID 


As far as political conditions are concerned, I would say, from 
everything I can see, the answer is “No.” Do not apply political 
conditions. The national sensitivity of most countries is so great that 
political conditions will not be accepted but will boomerang. 

As far as the accounting and administrative conditions are con- 
cerned, I would say “Yes.” I can see no basis for objecting to our 
insistence that the money be spent for the projects and not diverted 
into the hands of somebody on the side. 

As far as economic policies are concerned, such as the encourage- 
ment of private enterprise, the decartelization of industry, sound 
fiscal policies, and so on, I believe it is better not to put rigorous 
provisions into the law but to accomplish as much as possible through 
negotiation, bringing to bear persuasion and encouragement. Na- 
tional sensitivity will react against arbitrary provisions, but through 
negotiation a good deal can be done. 
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Another reason against arbitrary provisions is that often one really 
does not know, looking at it from this end, what is sound for a country. 
There being such great diversity throughout the world, to try to write 


general legislation appropriate for all countries seems to me entirely 
impractical. 


USE OF INTERNATIONAL ORGANIZATIONS 


There is one last thing I want to touch on, and that is the use of 
international agencies for economic aid through grants or loans. Al- 
though the problem is a very delicate one, I think I should say some- 
thing about it, having seen the United Nations at work from the 
inside. 

By looking at only one aspect it is easy to argue against making 
any use of international agencies for distributing aid; and it is equally 
easy to argue that all aid should be through international agencies. 
The case for not putting anything through the international agencies 
rests on several grounds—that we keep control over the money, that 
we do not become involved with the Soviet Union, and that we are 
able to make sure that the money goes for what is needed, thus best 
promoting economic development. 

The case for using the international agencies exclusively or as the 
chief method also rests on several grounds. Our purpose presumably 
is economic development not a dubious gratitude. The attitudes of 
these countries are important. Their national pride is such that 
they do not like to receive money from aiaeat: countries. More- 
over, in some cases they are afraid of it. 


MULTILATERAL AID 


In one southeast Asian country in the summer of 1954, I found that 
United Nations technical assistance was much preferred to United 
States technical assistance. I was told there was resistance to re- 
ceiving United States technical assistance in some fields, for example, 
the geological survey. There was a belief in some quarters that in- 
formation collected in the course of certain technical assistance proj- 
ects had been used against Indonesian interests by the United States 
Government and there was fear that information might be turned over 
to United States private industries. I do not know if there were 
grounds for these beliefs, but the beliefs were there, if my information 
was correct. 

Because of the national sensitivities of countries I think they will 
accept conditions on aid more readily if those conditions are laid 
down by an international agency, than if by a single country. I 
think there is less disposition to resist international advice and re- 
strictions. 


WEIGHTED VOTING IN AN INTERNATIONAL AID PROGRAM 


On the other hand, there is the voting problem in international 
organizations. If you use a system of heavily weighted voting as in 
the International Bank, the question is: Will the underdeveloped coun- 
tries of the world feel they have a real international organization ? 
Many such countries seem to be very satisfied with the Bank and con- 
sider it a very good example of an international organization. 
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There are others which seem to feel that the weighted voting, the 
fact that the headquarters are in Washington, the fact that United 
States citizens appear to predominate in the top staff, et cetera, mean 
that the bank is really an arm of the United States Government. 

Such an attitude might impair the acceptance of aid from an or- 
ganization having heavily weighted voting on the side of the suppliers 
of the funds. 

The United Nations also presents a voting problem: One national 
state, one vote, regardless of population, participation in world trade, 
national influence or anything else. 

I seriously doubt that an international organization with this voting 
arrangement will impose or administer conditions relating to economic 
policy, however, important such conditions might be for economic 
development. The problem of developing a procedure which will 
permit the countries from which the funds are going to come to have 
considerable to say about the projects for which they are to be spent 
and to lay down conditions with respect to them has not, in my opinion, 
been successfully solved. This is the chief reason why I am doubtful 
about the workability of the so-called SUNFED, although I regret 
that the United States has taken an almost entirely negative attitude 
toward the whole idea of SUNFED rather than trying to devise a 
workable plan or substitute. 

If a method of weighted voting were devised for the channelin 
of funds through an international organization—say the United 
Nations—a voting method which at the same time would satisfy the 
underdeveloped countries that it was a truly international organiza- 
tion and therefore that they ought to accept conditions laid down by 
it, and which on the other hand would make sure that necessary con- 
ditions were laid down and administered, then I think a very great 
deal could be said for the large-scale use of an international organiza- 
tion for the purpose. I do not feel that the problem has been solved, 
but I certainly do not think it is appropriate to give up trying. 

Mr. Chairman, I apologize for speaking at such great length, espe- 
cially since you have another witness. If there are any questions, I 
shall be happy to respond to them. 

Chairman Ricwarps. Yes, sir. Doctor, that was a very able state- 
ment and I want to thank you for it and thank you for coming down 
here. We will want to ask you a good many questions. 

Dr. Biouen. That is all right. 

Chairman Ricwarps. Naturally, in the circumstances we are going 
to have to make our questions kind of to the point, and your answers 
the same, although many of the questions will open up big areas for 
discussion, I am sure. If you can make your answers short we will 
be able to get around to everyone. 

Dr. Bioveu. I will try todo it. If you see I am not doing so, please 
remind me. 


NEED FOR CONTINUED ECONOMIC DEVELOPMENT PROGRAM 


Chairman Ricuarps. I want to ask 4 or 5 questions. 

I judge from what you say you feel there is still a need for and 
it is in the interest of the United States to continue a program for 
underdeveloped areas and appropriate money for it. 
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Dr. Broven. Yes, Mr. Chairman, I do. 
Chairman Ricuarps. Should it be more expensive than the one we 
now have? Should more money be put in it or less? 


Dr. Bioven. For the economic program for underdeveloped coun- 
tries I think there should be more money and not less. 


LOANS VERSUS GRANTS 


Chairman Ricuarps. If we have such a program should the empha- 
sis be placed on loans or grants? I am talking about the emphasis. 
I think there is a recognition that there is need for both, but on which 
should the emphasis be ? 

Dr. Buoveu. I would say that depends somewhat on the size. The 
smaller the program the greater should be the emphasis on grants; the 
larger the program the more the emphasis should shift to loans. 


LONG-RANGE PROGRAMS 


Chairman Ricuarps. I will ask you another question about empha- 


sis. Should the emphasis be placed on long-range programs? 
Dr. Buioven. I think so. 


Chairman Ricwarps. You think so? 

Dr. Bioueu. Yes, that is my view. 

Chairman Ricuarps. Mr. Chiperfield ? 

Mr. CurrerFietp. Mr. Chairman. 

LT enjoyed your statement very much. I thought it was very informa- 
tive. 


LOANS REPAID WITH RAW MATERIALS 


You spoke about making loans in this field, and the problems of 
exchange. Do you not feel in that field we could get critical materials 
and things of that kind, which we need, and could solve part of that 
problem by getting things which we need from those countries, like 
the minerals, oil or whatever they have? In other words, I was trying 
to get away from the dollar end of it and use the local currencies to 
buy something that we need. Do you not think there is a field there 
we could develop ? 

Dr. Bioven. To the extent that these countries, at the time we wish 
to use the local currencies, have materials such as minerals, agricul- 
tural products and so on which we want in excess of the amounts which 
we normally buy through ordinary channels of trade—if we are going 
to destroy the ordinary channels of trade we obviously have not im- 
proved the situation—to that extent, if we need and are prepared 
to take them I would say “Yes,” this is a source of hope to us for 
receiving repayment of loans made to them. Unfortunately, there are 
some countries from which we cannot anticipate receiving such ma- 
terials. 

Mr. Curperrretp. Thank you, Mr. Chairman. That is all. 

Chairman Ricuarps. Mr. Gordon ? 

Mr. Gorpon. Thank you, Mr. Chairman. I have no questions. 

Chairman Ricwarps. Mr. Vorys? 


Mr. Vorys. I believe the chairman asked the questions I had in 
mind. 
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Chairman Ricwarps. Mr. Carnahan? 

Mr. CarnaHAN. There was a suggestion made that if we made 
either a grant or a loan to a country we were encouraging inflation 
within that country. 

Dr. Bioven. I did not mean to make that suggestion. 


USE OF SURPLUS COMMODITIES 


Mr. CaRNAHAN. You did not make it, but there was a suggestion 
made. It was also suggested that to offset this tendency to inflation 
perhaps there should be supplied either agricultural surpluses or ma- 
terials for the market in that country to approximately the equivalent 
of the loan or the grant. Do you think that would have any merit? 

Dr. Btoueu. Mr. Chairman, I am afraid I cannot answer that ques- 
tion in a few words. 

Chairman Ricuarps. I understand. Go right ahead. 

Dr. Brouen. The reason it can be argued that giving a loan or a 
grant may stimulate inflation within a country is that if the loan or 
grant supplies the foreign exchange element for an economic de- 
velopment project—say a hydroelectric project—there will have to 
be a large local currency element also. In fact, most of the cost will 
have to come out of the local economy. The country must somehow 
get the funds and divert resources to the construction of the project. 
That may throw its budget out of balance; at least its economic budget. 
A result will be greater pressures of demand—inflationary pressures. 

Now, if some part of the grant or loan is in excess of the foreign 
exchange component, the country could use that part to buy consum- 
ers’ goods to help supply the domestic demand and reduce the infla- 
tionary pressure. Commonly, however, the grant or loan can be used 
only to provide the foreign exchange component. 

Now, if the country making the grant or loan—the United States— 
could see its way clear to provide agricultural products, for example, 
in sufficiently firm amount over a sufficiently long period of time, so 
that the receiving country could safely divert some of its labor and 
resources from agriculture to the economic development project, then 
I would say there is considerable merit in the proposal as a method of 
reducing inflation. 

If, on the other hand, the agricultural surplus comes in irregularly 
or sporadically and the receiving country has no way of counting on 
it, it could result in more confusion and trouble than help. 

But I can see no basis for any fixed relationship between the amount 
of the grant or the loan and the amount of agricultural surplus which 
would be desirable in the situation. The relative amounts would de- 
pend entirely on the circumstances. 

Mr. Carnanan. That is all, Mr. Chairman. 

Chairman Ricwarps. Mr. Smith? 

Mr. Smiru. No questions, Mr. Chairman. 

Chairman Ricuarps. Mr. Zablocki? 


ADVANTAGES OF MULTILATERAL AID 


Mr. Zasiocki. Mr. Chairman, my question was about SUNFED, 
and Dr. Blough has partly answered my question, saying it would be 
quite unworkable as proposed. 
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However, Doctor, if the voting problem in the international organ- 
izations can be resolved, should our future emphasis be toward inter- 
national organizations or through international organizations ! 

Dr. Bioueu. My own belief is that the advantages to us in avoid- 
ing ill will and fear and other adverse reactions would be of consider- 
able value to us. In addition to that, the fact that using an interna- 
tional organization helps pry money out of other countries to match 
our own is an advantage. I would say that, to the extent we were able 
to get an international organization which could adopt appropriate 
conditions for the selection of projects, the distribution of money, 
the application to the intended purposes, and sound economic policies— 
to the extent that you can get an international organization to take 
steps of that kind, you will find that those conditions are met more 
fully and more willingly than if the United States tries to impose 
them itself. 

For these reasons, if this problem can be solved my belief is that 
the United States should greatly increase the emphasis on the use of 
international organizations. 

I would like to see it increase that emphasis in any event, because 
with the technical assistance program there has been very little prob- 
lem arising out of the voting problem. My concern is with large loans 
or grants of capital. 

The Soviet bloc is of course a problem, but if the requirement is 
made that the funds contributed shall be convertible into currencies 
which the underdeveloped country wants to spend, so that it can 
spend the money where it wishes, the problem should not be serious. 
I believe this has been the experience with the expanded program of 
technical assistance. 

Mr. Zasiockt. This is a bit removed, Mr. Chairman, from our stud 
but would Dr. Blough care to give his opinion as to what steps ogtd 
be taken by our country to assist in a study to resolve the voting 
problem in international organizations? Should it be done by a com- 
mittee of Congress or some international body ? 

Dr. Biovcu. As you know, the major center of resistance to the 
use of international organizations for the distribution of funds has 
been the United States Government. The United Kingdom and, if I 
remember correctly, France also have been opposed. 

Most of the other European countries have been much more kindly 
disposed toward the use of international organizations. 

The place where the changing of minds will have to take place is 
right in this country. That being the case, it seems to me that this 
country is the place where a study of this problem might best be made, 
by an appropriate agency. 

Mr. Zasiocki. Thank you. 
Chairman Ricuarps. Mr. Merrow? 
Mr. Merrow. Mr. Chairman. 


SOVIET FOREIGN ECONOMIC PENETRATION 


Doctor, would you comment on the extent of the effectiveness of 
the Soviet Union’s economic policies in these underdeveloped areas? 
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Dr. Bioven. I do not believe; sir, that I know enough about it to 
give you an answer which would be really helpful. I assume you 
are referring to the technical aid, barter agreements, and the like. 

My impression is that the results have been mixed, like our own. 
They seem to have fallen on their faces in some places, as in the Burma 
cement contract, and in other places their aid has worked out very 
well. But I really do not know enough to answer your question. 

Mr. Merrow. That is all, Mr. Chairman. 

Chairman Ricuarps. Mr. Burleson. 

Mr. Burieson. No questions, Mr. Chairman. 

Chairman Ricuarps. Mr. Fulton. 


INTEGRATION OF VARIOUS FOREIGN AID PROGRAMS 


Mr. Furron. I liked your statement very much. We in Congress 
are always dealing with various departments in the United States 
Government which have their own policies abroad, set up in their 
individual departments. For example, we have our international dis- 
tribution of food either by sale or by grant, done through the Agri- 
culture Department, and possibly on a dump policy for surpluses, 
with little strategic overall foreign policy. For example, we have 
the Export-Import Bank as a separate agency and the Banking 
and Currency Committee. The Secretary of the Treasury, of course, 
is interested in the International Finance Corporation that is being 
set up. But there does not seem to be any way to tie these instruments 
of foreign policy together. Do you have any suggestion as to how we 
can put together the policy on the various instruments; for example, 
food, money, and grants and technical assistance and supplies of ali 
kinds? How do you tie that together, in your estimation ? 

Dr. Bioven. I am more aware of the problem, sir, than I am of 
a solution. The problem impresses me as being at least as serious as 
you have stated it. About all I can say in mitigation is that it is 
not limited to this country and that even parliamentary governments 
have some problems of the same character, although perhaps they are 
not as serious. 

There are, of course, several parts of the problem, divergencies 
within the executive branch, divergencies between the executive and 
legislative branches, and divergencies in Congress among the congres- 
sional committees. 

My own belief is—and this may not be very palatable to Members of 
Congress—that there could and probably would be a great deal more 
unification of foreign policy at the executive end if it were not for 
the fragmentation of foreign policy at the congressional end. 

Mr. Futron. I believe that. That is what I am aiming at. 

Dr. Biroven. The reason is you can set up interdepartmental com- 
mittees and national councils and other coordinating agencies and 
you can have the President trying to get his people in line, but when 
a committee of Congress tells a department or agency of the executive 
branch of the Government to do something “or else,” then it is going to 
do it. Congress has more control over these activities by and large 
than the President has in my judgment. That throws us back to the 
question: Is there some device by which the Congress itself can get 
a unified policy ? 
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You have tried a few things, of course. You have established the 
Joint Economic Committee, which is a step in the direction of looking 
at the whole picture. I am afraid I have no helpful ideas as to how 

‘this could be done in foreign affairs. 

Mr. Fuuron. We will not take the time now, but will you submit 
your ideas later for the record ? 

Mr. Carnanan. Will the gentleman yield? 

Mr. Fuuron. I yield. 


FOREIGN AFFAIRS ADVISORY BOARD 


Mr. Carnanan. I have some pending legislation attempting to 
deal with that, in the form of setting up an advisory board in the 
executive branch of the Government to keep everybody advised. 
Have you thought of it, or have you any reaction to such a procedure? 

Mr. Fuuron. I did not know that. 

Dr. Biroven. You catch me without my having thought about this. 
I am not familiar with the proposal. It would seem that there ought 
to be something to give better coordination in the field of foreign 
relations. Whether it needs to be a formal organization with con- 

ressional sanction—appointments with the advice and consent of the 
Senate and so on—is a more difficult question on which I would not 

rant to pass judgment without having studied the matter. 

But I wonder, sir, whether you are getting at, through this method, 
the basic problem which I mentioned before, namely, that there are 
different, even conflicting, interests exerting power through different 
committees of Congress. 

Mr. Carnanan. What I had in mind was having the correct in- 
formation together so that any committee of Congress would have it 
available when they got ready to make a recommendation. 

Dr. Broven. I see. This is to be an approach to the problem of 
facts and information. 

Mr. Carnauan. Yes. It is purely an informational board. 

Dr. Buioven. On that I would rather not try to pass judgment, 
because it apparently involves the problem of the relation of the 
executive and the Congress with respect to what information can be 
withheld by the executive and what cannot. It is a very complicated 
problem and beyond my field of competence. 

Mr. Carnanan. Of course, lack of information raises a question 
for Members of Congress. If there is information we cannot have 
then we may of course vary in direction. 

Dr. Biovex. Certainly T recognize the problem is there. I would 
be interested in seeing the proposed legislation, but I am in no position 
to pass judgment. 

Mr. Currerrrecp. Would the gentleman yield? 

Mr. CarRNAHAN. Yes. 


PARLIAMENTARY APPROACH IN FOREIGN POLICY 


Mr. Cuirerrietp. This morning’s paper reports there is a group of 
Congressmen in Paris who have stated that Congress—I do not know 
whether it was Congress or a particular group—was going to take 
over direction of foreign policy from now on because of the dissatis- 
faction of the French with the way foreign policy has been conducted. 
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Would you care to comment on that newspaper report ¢ 

Dr. Biouex. All I can say to that is that I have yet to see a work- 
able scheme for introducing the parliamentary approach into the 
United States Government, which is what seems to be suggested. 


Chairman Ricwarps. There is a document involved in that known 
as the Constitution ; is there not ? 


Dr. Broven. Yes, sir. 
Chairman Ricuarps. Mr. Hays? 


SUBSIDIARY OF INTERNATIONAL BANK FOR ECONOMIC AID 


Mr. Hays of Arkansas. Dr. Blough, I certainly share your views 
about your statement of the difficulties in connection with SUNFED 
and also your statement that if we can whip the problem we do need 
this channeling of some of our aid through international agencies. I 
feel that there is a sense of urgency, however, on the part of some of 
these other countries, which perhaps should induce a more detailed 
study of it on our part, more than we have given it. 

In the U. N. we seem to have contented ourselves with a rather nega- 
tive attitude. That distresses me some. 

I am going to read your statement very carefully again. I think 
you have put your finger on the crux of the problem. 

Is there anything in the pattern of the International Bank which 
would help us? 

Dr. Biovucu. I believe your suggestion has a good deal of merit: 
One objection has been that any organization tied to the International 
Bank will behave like a bank, which is not what is needed. I do not 
consider that objection well grounded. Another objection is that in 
practice the control of the bank is not “international” enough for the 
purpose but is too much an extension of the United States Treasury. 
I do not know if many people really believe that or if it is just a talking 
point. I believe we are likely to get farther by hitching this to the 
bank setup than in any other way, at least at the present time. Per- 
haps a workable approach would be the establishment of a subsidiary 
of the bank comparable to the International Finance Corporation, 
with a staff carefully selected to emphasize the international character 
of the organization. 

Mr. Hays of Arkansas. I thought, as you mentioned, the fact that 
we do draw from other countries funds with this new procedure, if it 
should become a reality, is a great asset. I was impressed with the 
enthusiasm of Belgium, for example, for the new agency. Belgium is 
a little country, but here they were laying money on the line. The 
Scandinavian countries are quite enthusiastic. If Britain and France 
would come in you will be getting help there to that extent and the 
American taxpayer is getting relief from a new source. 

I feel that greater emphasis might well be given to that. I wonder 
if you agree. 

Dr. Bioveu. Lagree with that. Perhaps the best thing to do would 
be to abandon the name “SUNFED” because of past controversies, just 
drop that name completely and start fresh, preferably at the initiative 
of this country, which I think would be very desirable, and working 
through a subsidiary of the bank. Whatever may be the ultimate 


desirable method of handling the problem, this looks like a practical 
way to start. 


: 
: 
' 
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Mr. Hays of Arkansas. Thank you, sir. 

Chairman Ricuarps. Mrs. Church ¢ 

Mrs. Cuurcu. Just a comment; that we have missed the Doctor very 
much in Chicago. 

Dr. Brovexr. Thank you. 

Chairman Ricuarps. Mrs. Kelly ? 

Mrs. Ketuy. No questions. 

Chairman Ricuarps. Mr. Prouty ? 


INVESTMENT GUARANTY PROGRAM 


Mr. Prouty. Doctor, what is your attitude with respect to Federal 
guaranties of American investments in these underdev eloped 
countries ? 

Dr. Bioven. I believe that guaranties relating to foreign exchange 
convertibility are clearly desirable. I certainly do not think this 
country should guarantee against or dinary business loss. With regard 
to guaranties relating to expropriation and war risks I have mixed 
feelings, but on the whole I believe they are appropriate and desirable 
and would help promote private investment abroad. 

Mr. Provury. Thank you. 

Chairman Ricuarps. Mr. Donovan ? 


FOREIGN INVESTMENT IN THE UNITED STATES 


Mr. Donovan. Would you care to mention by name, Doctor, the 
underdeveloped countries 1n which the local capitalists or leaders have 
large investments in the United States? 

Dr. BioucH. My impression on this subject is based partly on sta- 
tistics and partly on conversations, some of them of a confidential 
character. The statistics are old and deficient in some respects and 
are not very helpful. I think I would prefer to say only that the 
practice seems to be common in a good many countries, ‘including, 
among others, various Latin American countries. 

Chairman Ricuarps. Mr. Selden? 

Mr. Sexpen. I have no questions, Mr. Chairman. 

Chairman Ricwarps. Doctor, thank you very much for your very 
fine testimony. It will be helpful to us. We appreciate your com- 
ing. We are sorry you missed your plane. 

Dr. Buoven. Thank you very much. I wish to thank the com- 
mittee for your courtesy. 

Chairman Ricuarps. Our next witness is Dr. Cornelis W. de 
Kiewiet. Doctor, we appreciate your appearance. 

Dr. de Kiewiet is the president of the University of Rochester, 
Rochester, N. Y. He was formerly professor of modern European 
history, dean of College of Arts and Sciences, provost and acting 
president, 1949-51, of Cornell University; a member of the board 
of directors, George Eastman House, Lincoln-Rochester Trust Co. ; 
on the Advisory Commission on Underdeveloped Areas, Mutual Se- 
curity Agency, 1950-52; and a member of the American Historical 
Association, ‘American Council of Learned Societies; chairman of 
the board of directors, 1952-54, Council on Foreign Relations. 

Have you a prepared statement, sir? 
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STATEMENT OF DR. CORNELIS W. DE KIEWIET, PRESIDENT, 
UNIVERSITY OF ROCHESTER, ROCHESTER, N. Y. 


(Formerly professor of modern European history, dean of College of 
Arts and Sciences, provost and acting president, 1949-51, of Cornell 
University. Member of board of directors, George Eastman House, 
Lincoln-Rochester Trust Co.; on Advisory Commission on Under- 
developed Areas, MSA, 1950-52. Member, American Historical 
Association, American Council of Learned Societies (chairman of 
board of directors, 1952-54), Council on Foreign Relations) 


Dr. pe Kiewrer, Yes, sir; I do. 

Chairman Ricnarps. All right, sir. You may proceed. 

Dr. pe Kiewrer. May I point out, Mr. Chairman, that I am the 
president of a university, which keeps me very busy, and therefore I 
cannot claim that what I have to say is the result of the full-time 
consideration of the problems involved here. I have addressed my- 
self to the theme of colonialism and anticolonialism in American 
foreign policy and in vindication of that choice of emphasis I would 
like to explain to the committee that I have not spent all of my life 
in this country. I think my accent may perhaps betray that. 

I arrived in South Africa as a young child immediately after the 
Boer War. My father had been a prisoner of the British in the Boer 
War. Consequently there was in my family a tradition, a very em- 
phatic and perhaps even bitter tradition, of antiimperialist feeling 
and comment. Therefore it may surprise you somewhat that some 
of the things I say here do not reflect that very vivid early experience 
of mine. This is due to the fact that I have given a great deal of 
thought as a student of British colonial policy to the role which 
colonialism and anticolonialism have played. 

Since coming to this country in 1929 I have been very aware of the 
theme of anticolonialism and antiimperialism in American foreign 
policy y. 

Chairman Ricnarps. Are you a naturalized citizen of the United 
States ¢ 

Dr. pe Krewter. I am; yes, sir. 


UNITED STATES FOREIGN POLICY—ITS VARIATIONS 


In foreign policy there are no simple solutions. The fact that we 
seem to move from crisis to crisis must not be made the measure of 
success or failure. The forces that produce these crises are to a large 
extent beyond our control. It is inevitable that much of the pattern 
of our foreign policy will be the result of our responses to situations 
which arise suddenly or in such a form that their implications cannot 
be immediately or fully grasped. Such words and phrases as ex- 
pediency, cate h-as-catch-can, are natural descriptions of many aspects 
of our ie ‘eign policy. Nor should it be forgotten that our national 
self-interest is not uniform or consistent. Indeed, seen from outside, 
United States policy is so bewilderingly full of inconsistencies as 
sometimes to appear formless and hypocritical. An_ outstanding 
ambiguity or inconsistency can be seen between our traditional anti- 
colonialism and our close strategic alliance with the metropolitan 
powers, great Britain, France, and so on. 

93115—57——_28 
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A great deal of our foreign policy is actually a sort of dissonant 
tune which we play on this wide keyboard. Obviously, few people 
are happy with the tune we play. Yet it is not necessary to go into 
any great deal of detail for it to become evident that we cannot throw 
away the keyboards, and that, therefore, our foreign policy for the 
time being can only be a series of variations upon the often jarring 
themes of anticolonialism and the NATO alliance. 


ACHIEVING A MORE ACCEPTABLE FOREIGN POLICY 


These comments leave unanswered some very important questions. 
Must our foreign policy be no more than a haphazard dissonance? 
The attractive and encouraging answer is that this need not be so. 
Then what are the conditions for this answer to be significant and 
acceptable? I believe we must find better means to demonstrate the 
honesty of our interest in the problem of the present and former 
colonial territories. At the same time that we take the steps intended 
to lead to the avoidance of war, we must deliberately seek: ways of 
demonstrating the integrity of our belief in the right of backward 
areas to more of liberty and progress. The tragic events in the Mid- 
dle East have given us such an opportunity, and we were wise enough 
to take it. 


EFFECT OF BRITISH AND FRENCH ACTION IN SUEZ 


When the British and the French deliberately left us in the dark 
about their plans to seize the Suez Canal, they acted out of character 
as allies and associates. Within the context of NATO, their conduct 
was shocking. Yet their conduct rendered the United States an im- 
portant service. It made clear by implication that Great Britain and 
France knew that the United States was out of sympathy with this 
return to the power diplomacy of the 19th century. Still more sig- 
nificantly, they provided us with a clear opportunity for statements 
and explanations which went far beyond mere words, but gave a 
practical and convincing demonstration of our conviction about the 
faults of the colonial relationship. The conjunction of Russian 
actrocities in Hungary and the Anglo-French Gescent upon the Suez 
Canal gave us an especially advantageous position, since our hands, 
at least, in a relative sense, were clean. There may be some argument 
whether the Russian threat to send volunteers made a greater impres- 
sion on the Arab world. It certainly was an excellent smokescreen 
to send up in front of their action in Budapest. But there can still 
be little doubt about the gain in American prestige and potential 
influence. 


SUPPORT OF STRONGEST COMMUNITY IN COLONIAL AREAS——ASSOCIATION 
WITH INDIA 


The foreign policy of the United States should continue to be alert 
for other opportunities for sympathetic and constructive association 
with what Mr. Bowles has called the rising tide of expectations in the 
non-Western World. This does not mean at all that the United States 
should at all times take an ideologically unqualified position against 
so-called colonialism. There is a trap here which must be avoided at 
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all costs. Some explanation of our tendency to fall into this trap will 
presently be given. 

The oppor ‘tunities for a sympathetic and constructive stand on colo- 
nial issues must be carefully chosen. Sometimes they will arise unex- 
pectedly, and we should then be ready for them, not with a strident 
emotional display of partisanship, but with a thoughtful and well- 
informed awareness of the real benefits to be gained both by ourselves 
and the rest of the world. There may be occasions when it may be 
profitable to seek out such an opportunity and as a shrewdly calculated 
Ber take a stand as a special item in our program of maintaining 

sadership in a changing world, and of revealing to the emergent 
aoeke of Asia and Africa our disposition toward them. 

The end of World War IT saw the creation of a vacuum which was 
not promptly filled—as it had been in the past—by the principal vic- 
torious powers. The British withdrawal from India was the principal 
act in the creation of this vacuum, at least as far as the Middle East 
and the Indian Ocean are concerned. The United States ruled itself 
out as the heir to power and opportunity in this area. The system of 
bases and treaties sponsored by the United States may be broadly inter- 
preted as an effort by the United States and her associates to prevent 
the entry of communism into this area. In this area our policy has 
been a balanced policy in which we seek to prevent the disorderly col- 
lapse of the status quo yet look favorably upon the orderly development 
of self-governing and autonomous regimes within the area. 

There have been successes, largely « owing to the acceptance of this 
principle by Great Britain. There have also been failures. Some of 
them have been due to our inability to keep Communist influence from 
breaking through into parts of this vacuum. <A principal cause of diffi- 
culty has been the inability of peoples, groups, and governments within 
this area to agree on the arrangements and conditions whereby prog- 
ress is to be made toward filling this vacuum with stabilized and viable 
states. The collapse of peace in the Middle East is only the worst and 
most dangerous instance of an imbalance that in various forms can be 
discerned all the way from South Africa through the Central African 
Federation, British East Africa, Nigeria, North Africa, and thence on 
to India itself. Where the divergencies in this vast area are as great 
as they really are, there can obviously be no one formula that can be 
applied to all situations. In practice, our foreign policy reactions 
are largely governed by the special context of the Gold Coast, South 
Africa, the C ongo, and so on. Nonetheless it seems to me pro- 
foundly important to work for the closest possible association with 
the strongest community in this critical area. This means India. If 
the withdrawal of British power from India was the single most im- 
portant act in creating this vast unstable vacuum (then it could be 
argued that the reaffirmation of strength, stability, influence, and lead- 
ership in the Indian peninsula must have the highest order of priority 
in the long-drawn-out postwar settlement. I am willing immediately 
to admit that great problems are involved in a policy of close associa- 
tion with India. The benefits will have to be bought with some real 
sacrifices. I could fill my fountain pen several times to detail the ob- 
jections and cautions that will be expressed, principal amongst these 
being the bafflement of dealing with the inconsistencies, and sometimes 
the hypocrisy and unconscious duplicity that underlie India’s neu- 
tralism. The long-term policy of confirming and enhancing the posi- 
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tion of an Indian democratic state calls for major consideration as one 
of the most considerable means of maintaining an advantageous posi- 
tion for ourselves within this vast unbalanced and unsettled area. 
There is a spokesmanship in this area that is more meaningful if it 
can come from India. This statement would be seriously incomplete 
if it were not made plain that what is said for India must for the 
same reasons and in the same terms be said for Pakistan. 


BALANCED POLICY TOWARD COLONIALISM 


This has been a lengthy preamble to further statements on the four 
questions to which my attention has been principally drawn. The 
nature of my answers is foreshadowed by what I have already said. 
Colonialism is clearly a burning issue in our foreign relations. I do 
not believe that an attitude of unqualified and peremptory anti- 
colonialism is our answer. Yet this is a temptation to which we are 
constantly exposed by the interpretations which we have placed on our 
own history. Ours must continue to be a balanced policy, even though 
the components of the balance stand in an ambiguous and sometimes 
contradictory relationship to one another. A caution must be repeated 
against an excessive emphasis upon the ideology of anticolonialism. 
An excessive emphasis upon the ideology of anticolonialism makes us 
the allies of the Russians in that the filling of the vacuum becomes 
precipitate, disorderly, violent and infinitely prejudicial to ourselves. 
Ideologically Russians and Americans are both anti-imperialist and 
anticolonial. Our real differences are those of procedure, objective, 
and timing. Our foreign policy must be the result of firm and well- 
informed convictions about procedures, goals and timing. Before 
commenting on these points I would like to say something about the 
relative weight to be given to our security interests and our anticolo- 
nial policies. The moment has come when some shift should be con- 
sidered. Both the opportunity and the need are greater today to 
devote increasing attention to the problems of the vacuum area for 
their own sake. Up to now the preponderant weight has been defi- 
nitely upon our security interests. Physically we give the impression 
of standing along the borders of this area facing communism and with 
our backs to the peoples and problems behind us. To put it in other 
words, our actions in this area have been very considerably influenced 
by considerations of strategy and security. When we go shopping we 
go shopping for strength for ourselves, so that our customers are not 
always sure about the bargain which they receive. The very consid- 
erable sums spent in Asia and Africa are often too clearly related to 
our defense efforts to buy us the prestige and influence to which we 
aspire. 

READJUSTMENT OF SOVIET IDEOLOGY AND POLICY 


It can be argued that Russia has entered upon a new phase in her 
own domestic and foreign policy. Forces of criticism, of reassessment, 
and readjustment have been unleased in Russia and in the satellite 
countries that still have a considerable course to run. I am bold 
enough to believe that we are beholding more than superficial shifts 
in the strategic system established by Russia after World War II. If 
ideas of greater self-direction continue to stir in the satellite states 
the security problem in Western Europe may and probably will become 
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Jess acute. But I also believe that we are probably beholding the be- 
ginning of a reinterpretation of the Russian revolution itself, a grow- 
ing awareness of the limitations of the assumptions made in the name 
of the revolution, with a consequent unsureness on the part of the 
Russians and their followers as to their course of domestic and inter- 
national action. There is a considerable element of prediction in this 
statement together with some dependence on analogies drawn from 
the history of other revolutions. 


UNDERSTANDING MEANING OF COLONIALISM AND INDEPENDENCE 


If it is true that events within the Russian and satellite areas tend 
to increase our capacity for initiative we should use this initiative more 
considerably in behalf of the world’s backward areas. American pub- 
lic opinion must acquire a far more profound understanding than it 
often has of the meaning of colonialism, and of the implications of our 
anticolonial policy. We are far too prone to simplify the nature of 
colonialism, and therefore far too prone to propound superficial 
solutions. 

The glib recommendation is that when territories are dependent 
and peoples subject to foreign rule, the proper remedy for this condi- 
tion is independence, so that what is missing is nothing more than the 
right parliamentary statute or legal enactment. We reason on this 
superficial level because we ourselves have been often falsely taught 
that American independence was the outcome of a war and a declara- 
tion of independence. Superficially this was so. More profoundly 
this country was able to make its declaration of independence mean- 
ingful because it had the skills and experience to make it meaningful. 
Behind the declaration and documents were the lawyers, bankers, 
farmers, teachers, merchants who could successfully carry on the 
affairs of a modern state. This is the part of our own history that 
we must invoke when we address ourselves to issues of independence 
and emancipation in Asia and especially in Africa. If we do this we 
shall have to recognize that our general moral support for independ- 
ence must be practically qualified by the state of readiness and 
maturity in which a people or territory finds itself. At the present 
moment the idea of prompt independence for a number of areas is 
simply a recipe for chaos. 


CONDITIONS NECESSARY FOR ESTABLISHMENT OF NEW MODERN STATE 


There is much wisdom in the suggestions that the issues of colonial- 
ism and anticolonialism have become secondary issues. Since there 
is both spoken and unspoken agreement that the destiny of areas still 
under colonial control is more and more autonomy the attention of the 
United States should be more and more brought to bear upon the con- 
ditions necessary to insure the peaceful establishment of viable mod- 
ern states. Here we leave the area of primary strategic consideration, 
and enter the area where education, economic and social development 
become the matters of primary concern. 

We are not entitled to asume that the independence and/or devel- 
opment of underdeveloped countries will necessarily contribute to 
international peace and the security of the United States. We must 
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in fact assume that considerable economic changes will lead to consid- 
erable social and political changes. This is one of the oldest lessons of 
history. The French Revolution is one of the classic illustrations of a 
great upheaval of which one of the principal causes was an improve- 
ment in the economic status of the French middle classes. The great 
unrest in South Africa among the native population is erroneously 
ascribed to oppression. The truth is that there has been great eco- 
nomic improvement in the past generation, and it is this improvement 
which makes intolerable the refusal of the present regime to build 
upon it by further economic and social concessions. Even some of the 
Mau Mau insurrection can be similarly explained, since it took place 
among some of the most advanced and westernized of the Kenya tribes. 


COMBATING SOVIET INFLUENCE IN COLONIAL AREAS 


Our problem is not the avoidance of unsettlement, but the direction 
which the unsettlement can take. We have to force ourselves, far 
more than we normally do, to see the world as an Arab or a Kikuyu, 
That he feels and will continue to feel great discontent we already 
know. We can be quite sure that he will continue to seek means of 
expressing his discontent, and the road to escape from it. The rise 
of Russia, her success as a nation state, and her great propaganda 
efforts, present to the Arab or the Kikuyu and all like them, another 
alternative form of action to that presented by the West. 

The existence of the Russian alternative has immeasurably increased 
the potential and actual range of choice of any people intent on 
changing the conditions of their existence. In a paradoxical fashion 
Russia has given the non-Western World a sort of freedom of oppor- 
tunity it never had before. Here is the reason why our policy toward 
underdeveloped countries cannot be considered as apart from-our de- 
termination to halt Soviet influence in the modern world. Here also is 
the reason why our economic assistance should pay the closest atten- 
tion to social and political developments. Here is the reason why we 
cannot afford to limit our economic aid to military and strategic 
objectives alone. The state of mind of people, their political trends 
are of the utmost importance. 


UNITED STATES ASSOCIATION WITH METROPOLES 


I feel more competent to discuss these issues in the various African 
territories. It is of the utmost importance that we work with the 
metropolitan powers, assuming, of course, that there is a basic agree- 
ment in principle between them and us on the trends to be followed and 
the final goals to be attained. As matters stand our influence can still 
be most constructively employed in association with the metropolitan 
powers. They constitute part of the guaranty that developments will 
be orderly and within a western democratic framework. Any violent, 
rebellious, or revolutionary act of emancipation carries with it dan- 
gerous possibilities of hatred and repudiation. Incomparably the 
most important aspect of Indian independence was its constitutional 
and peaceful character. Without this the volume of grievance to be 
purged would have been far greater than it is. The repudiation of 
the invaluable democratic institutions and traditions left by the 
British world would have been one of the great disasters of modern 
times. 
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With the metropolitan powers we should do all we can to keep eco- 
nomic, social, and political developments in phase since one of the great 
hazards in all backward areas is a premature and nonviable political 
development. Every critic will have his own favorite list of obstacles 
to development, and the order in which he puts these will be as con- 
troversial as the old puzzle of the chicken and the egg. The African 
must become modern man. He has to undergo as much of the indus- 
trial and commercial revolution as he can, and as fast as he can. His 
economy must be brought into the system of world markets. Invest- 
ment should be directed toward the development of commodities that 
have the double qualification of being needed in the world market, and 
of being profitable enough to make contributions to capital formation. 
This puts a premium on mining and products for export. Africa 
seriously lacks capital for investment in productive enterprise, and 
spending power for profitmaking activities such as education, health 
service, roads, ete. 

CONDITIONS TO ECONOMIC AID 


I belong to the ranks of those who believe that economic aid should 
not be the direct means of exercising diplomatic and military influ- 
ence. Close and careful study should be given to the relative merits of 
bilateral arrangements, regional multilateral arrangements, and more 
fully international organizations. There is much reason to believe that 
our economic aid policies should be flexible enough to permit us to use 
a variety of arrangements according to local conditions and special 
foreign policy problems. There are cases where bilateral arrange- 
ments clearly expose us to the accusation, real or fancied, of exercising 
undue pressure within a country or upon its external relations. 
We have spent millions of dollars only to find that we have actually 
lessened our influence. 

We must learn to impose less of our own thinking on other societies. 
If our objective is to produce stable political entities we must pay 
more attention to what they consider their problems to be, and to 
what they want, since it is their consent and understanding, their 
experience, and their sense of achievement that finally count. I am 
advising, above all, a far greater relaxation of our policy of attaching 
military strings to economic aid, and more emphasis upon a policy 
of aid for the benefit of the recipient country itself. We must accept 
the fact of neutralism and recognize that it cannot be bribed or pushed 
into unpopular commitments. We must look upon the stability and 
development of the country as a goal in itself. This carries the con- 
clusion that we should pay particular attention to needs within single 
countries, and provide financing enough and for a period of time 
enough to secure definitive results. 


RECOMMENDATIONS FOR ECONOMIC DEVELOPMENT PROGRAM 


We have to face up to the fact that we need new machinery to take 
care of the great task of the development of underdeveloped areas, 
new machinery and revised principles and assumptions. In fact, the 
strongest of possible cases can be made for the advice that we refrain 
from acting precipitately in the field of economic aid until we have 
achieved some clarity about principles and mechanisms. There seems 
to be widespread agreement that past procedures and experience are 
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useful but not sufficient. Here are some points that may be worthy of 
study. First an agreement in principle that in financial terms it 1s in 
the national interest to spend very much larger sums on development 
aid. I do not feel competent to identify sums except to say that we 
must be talking about billions and not millions. Secondly, a policy 
agreement that programs will be set up for significant periods of time, 
5 or 10 years. Thirdly and very important, that development pro- 
grams be given a status of far greater independence of the State 
Department and the armed services. 

ne very valuable means of gaining time and opportunity for a 
really fresh consideration would be the creation of a new Cabinet 
office charged with the responsibility of formulating and presenting 
a new set of principles and mechanisms for the management of a pro- 
grams of economic aid and development. Nothing would be more 
damaging than an excited crash program undertaken because we are 
alarmed and know that something must be done. 


INTERNATIONAL CHARACTER OF ECONOMIC AID ORGANIZATION 


I am quite sure that we should approach with an open and sympa- 
thetic mind new mechanisms having a multilateral and international 
character. Once we accept the principle that it is wise to give priority 
to the development of progressive and viable states it becomes less 
important to impose unilateral conditions. In the case of India the 
yossibility of working through the agency of the Colombo plan should 
ye studied. There seems significant evidence to suggest that the very 
business principles on which we set such store can be better applied 
by agencies that are not under the immediate influence of considera- 
tions of national, foreign, and military policies. Their decisions are 
less likely to be interpreted as those of a single government. It is a 
meaningful fact that we as a nation are not in a position to supply 
all the skilled and trained personnel needed for development programs 
spending between three and five billion dollars a year. While we need 
to make, by the way, considerable efforts to step up our own _produc- 
tion of personnel for these programs and to make the condition of 
service more attractive, the skilled manpower pool from which eco- 
nomic development draws, needs to be more international in com- 
position. 

Gentlemen, this is all that I was able, with my busy schedule, to 
set down. Perhaps it does not touch some of the issues that you have 
in mind. Perhaps I have made historical points that are either well 
known to you or perhaps not acceptable. I very much welcome ques- 
tions along these lines. 

I would like to point out again I am not an international economist, 
I am a historian, and I have made part of my own educational task 
in this country an effort to bring greater attention to bear sympa- 
thetically upon the state of mind of the Asian and African territories. 
Our ability to survive as a nation is going to be more and more involved 
in the timing and direction their own developments take. 

I thank you for this opportunity to testify before your committee. 

Chairman Ricuarps. Doctor, I can honestly say that that is a very 

rofound statement, and it shows a keen understanding of the prob- 
aie with which we are confronted here. 
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You made yourself so clear that I do not believe I am going to ask 
any questions, except this one: 


SEPARATION OF MILITARY AND ECONOMIC AID 


As you probably know, this Congress from year to year has had a 
foreign aid bill here, and last year there was twice as much of it for 
military aid as was provided for economic aid. 

Also, the military aid was always based on testimony introduced 
here by the military people that military aid to foreign nations was 
part and parcel of our own defense system. 

Some people think that military and economic aid ought to be kept 
together, and some think that the military part of it, being part and 
parcel of our defense, should be separate and should be considered by 
the Armed Services Committee. 

What do you think about that; or have you thought of it? 

Dr. pe Kiewrer. Yes; I have thought of it. I would rather like 
to ey my answer in these terms: I do not think I am competent to 
make any observation on whether or not this committee should take 
cognizance of testimony of this sort. It seems to me inevitable that 
this committee would have to have a very great deal of testimony 
presented to it from military sources and I hope it is at least a part 
answer to your question to reaffirm the great desirability of bringing 
about a greater separation between expenditures that have military 
objectives and expenditures that have the objective that we are trying 
to emphasize in this sort of statement. 

Chairman Ricuarps. Your suggestion is that we should find the 
best means to accomplish that here in Congress ? 

Dr. pe Krewrer. Yes, sir. With, perhaps, I think, the implication 
that a study might be undertaken of those expenditures under mili- 
tary control that are nonetheless very undoubtedly related to the prob- 
lems of these underdeveloped areas. 

Chairman Ricwarps. Are there any questions of the doctor? 

Mr. Vorys. As the chairman says, it is an extremely profound, 
almost encyclopedic paper which you have presented, and you have 
covered a great deal of territory. 


PROPOSED UNITED NATIONS ORGANIZATION FOR COLONIAL AREAS 


You mentioned the need for new machinery to cover the status of 
countries or areas which are somewhere in between colonialism and 
independence. 

As you know, the only machinery that the world has now is the 
trusteeship provision under the United Nations. 

Do you feel that device could be made more useful and effective and 
acceptable, both to the people who ought to be willing to relinquish 
thefr colonial power, and to the people who are just not ready for 
self-government ? 

Dr. pe Krewrer. Yes, sir; J do,sir. I think this very strongly, and 
I do feel, however, that a reformulation in that area would be 
necessary. 

I would like to suggest that attention be paid to the possibility of 
establishing a new agency, if you please, under the aegis of the United 
Nations organization, but a new agency that is the result of this recon- 
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sideration which I profoundly believe the United States would have 
to take the initiative in formulating, and to which I think United 
States thinking will have to make the major original contribution. 

I think it is obvious to us all that no matter how much other nations 
may share in this responsibility with us, the bulk of that responsibility 
inevitably would have to be our own as far as financial provisions 
are concerned. 

RELATIONS WITH METROPOLES 


Mr. Vorys. There is another thing on which I would like your 
comment, and that is the importance of our keeping in step with the 
metropolitan powers. The trouble has been that the metropolitan 
peewee have been unwilling to let go when the time came for them to 
et go. Britain was unwilling to let go in 1776; France was unwilling 
to let go in Indochina; our committee was told that they had many 
opportunities to retain Vietnam, north and south, within the frame- 
work of a French commonwealth or something, but they just were so 
sticky and so behind the times that they lost the whole business. It is 
becoming apparent that they are going to do the same thing, it seems 
to me, in other parts of the world. 

How can we exercise a leadership in this field except by breaking 
once in a while with those powers, the way we are right now? 

Dr. pr Kirewrer. I agree with you completely. I think we have to 
break and I think I made the point that from time to time we have to 
choose situations and oecasions where we.are unambiguous about what 
our basic philosophical or historical attitudes are. I agree with you 
profoundly. 

As a matter of fact, I suggested a couple of points, and then I put 
them out because I was not sure I could defend them, but involving 
areas wherein the United States might, in order to create the proper 
impression, take a stand that is pretty clear. The two illustrations 
I had in mind were (1) Goa, where the Portuguese are trying to 
maintain themselves. This country cannot maintain its hold. it is 
completely wrong and nonsensical if you look at it in any sort of 
perspective. We should clarify our belief that this is a nonviable 
situation, and whether we do it openly or not, we should quietly 
express ourselves in favor of letting India have Goa. 


RACIAL PROBLEMS IN AFRICA AND ASTA 


I have thought of the possibility of the United States taking a 
stand on something where an immense amount of clarification would 
ensue. We could do that, and that is on the apartheid policies in 
the Union of South Africa. Asa matter of fact, I have 3 or 4 pages 
of suggestions as to how that might be done. 

Mr. Fuxuron. Would you put that into the record, because I was 
surprised that you did not comment on it. 

Dr. pe Krewrer. May I make one point? I think I am in a good 
position to insist upon this fact: Problems of race and culture are 
far more important in these areas—I am thinking of the large area 
including India—than sometimes we know, and that an assuagement 
or a clarification would come more readily if we took a clearer attitude 
than we do upon problems of race, and I would think that the Ameri- 
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can conscience is probably the basis from which we might approach 
this South African question. 

It would be nonsensical in my judgment at least to use the un- 
ualified ideas of approach to that question by saying that the whites 
o not belong there; they are the colonial power, and therefore they 

should get out. 

This is the way in which I think we might create misunderstanding, 
hatred, confusion and perhaps even disaster. But, if it could be 
pointed out, whatever the mechanism and means were, that in this 
country the Constitution gives us an arrangement whereby progres- 
sive adjustments can be made between various groups then we are 
pointing to the real issue in my opinion in South Africa where you 
have had an expulsion of those races from under the constitution. 
This would not be in my judgment an interference in internal policies, 
but would be a historical lesson that we are entitled to talk about 
from within our own experience. Always have in view this one 
point—the great importance of India in this area. 

Implicitly India is going to enter into this area in one form or 
another. This is a prediction, but nonetheless I think it is a good 
one; and therefore, the provision of satisfaction for India on racial 
issues should be part of our foreign policy. 

Nationalism and the issue of race and color is one of the most 
burning and most difficult issues and one where no money needs to 
be spent, but where a‘clarification of American policy will, I think, 
win for us friends and understanding. 


GRADUAL WITHDRAWAL OF THE COLONIAL POWERS 


Mr. Vorys. Do you think that the colonial powers can be persuaded 
that it is to their ultimate best interest to find ways and means of 
backing out gradually and giving up their territories as we did volun- 

tarily and unilaterally in the Philippines? 

Dr. pe Krewrer. Yes; I think they can. Asa matter of fact, I think 
it is correct to say that the British particularly have done so, and done 
so when it was not too late. I think their withdrawal from India 
might be considered by some as having been late, but the point is that 
it was not too late. I think this is a very important point to remember. 

When I traveled in Africa a few years ago there was an assumption 
that became stronger as one moved farther. aw ay from the Union of 
South Africa, that the British tenure was coming to an end, and a 
number of policies, assumptions and arrangements were, as a matter 
of fact, tending in that particular direction. 

I would most emphatically say that this country should never give 
up its policies of advocating an end to these regimes. 


SELF-RULE BY GOLD COAST AND CENTRAL AFRICAN FEDERATION 


My difference, if there is a difference, would be on the precipitousness 
with which we act in given situations. For example, I would suggest 
that there is a great deal of information to be gained from w: atching 
two views in Afric a, particularly, the Central African Federation, 

vhich is an exper iment in multiracial cooperation, and the experiment 
on the Gold Coast where you have no multiracial implication. 

There is no greater psychological benefit, as a matter of. fact, to be 
gained than would accrue to all of us if, for example, the Gold Coast 
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experiment were really successful. The last elections were, I think, 
. feather in the cap for those who favor the independence of the Gold 
oast. 

We expected it to collapse, but apparently the elections went pretty 
well; the ideas of parliamentary government were reasonably well sus- 
tained, and that is going to be a satisfactory situation for some time 
to come. 

If one African state like the Gold Coast can prove over a 5- or 10- 
year period that it can continue to be successful, it will have a great 
effect upon the rest of the continent. 

I agree that we should always bring pressure to bear upon the 
British and French, and the Belgians, remembering, of course, that 
as far as the African situation is concerned, the British are the key, 
and not the French and the Belgians. 

For example, if you get more self-rule in territories under British 
control the rest will be put under pressure. As a matter of fact, 
there is evidence, I believe, of a stepping up of demands now within 
the Belgian Congo itself. 


INTERNATIONAL TRUSTEESHIP IN NEW GUINEA AND ALGERIA 


Mr. Vorys. One other example that occurs to me is New Guinea, 
which involves the Dutch and Indonesia. It seems to me that there 
is a place where the United Nations world trusteeship would work 
rather than an attempt to referee between the two colonial powers, one 
nearby and the other over in Europe. 

Do you not feel that some sort of international trusteeship is the 
answer, rather than attempting to referee between the two ? 

Dr. pe Krewrer. I am very impressed by your comment because 
I have wondered whether, for example, certain other situations more 
burning in character might not be susceptible to the same sort of an 
approach. I think of the Algerian situation. 

Mr. Vorys. Thank you very much. 

Chairman Ricuarps. Mr. Gordon, did you have any questions ? 


UNITED STATES POLICY IN FRENCH NORTH AFRICA 


Mr. Gorpon. Doctor, would you comment specifically on the French 
metropolitan areas in North Africa? What should be our policy in 
regard to them? 

Dr. pe Kirewrer. That is an area in which I do not claim a great 
deal of expertness and any comments that I make I think are drawn 
somewhat from the existence of similar situations in the Union of 
South Africa, where you have a population of 2.25 million whites. 

The whole idea of an expulsion of this particular group is just 
inconceivable to them. Policies, of course, will be more and more 
influenced by that particular fact. You have a similar French ele- 
ment in French North Africa and, although the colonist looks upon 
himself as a Frenchman, to be sure, but also as a man who has invio- 
lable acquired rights in Algeria itself. 

I think that the French have acted and delayed in Algeria in such 
a way that it no longer is going to be possible for them to insist upon 
the organic, lawful, constitutional incorporated role of Algeria in 
France itself. The French are deeply attached to this type of rela- 











FOREIGN POLICY AND MUTUAL SECURITY 341 


tionship. They have had one failure, of course, in Asia, and I think 
they are headed for another failure as far as North Africa is concerned. 
The more controversial these questions become, as far as the Arabs 
are concerned, the less susceptible I think are they of solution in terms 
insisted upon by the French. I think some form of dissolution of 
the Algerian bond with France seems to be inevitable in the situation, 
and this may be one of the places where an American pronouncement 
or the formulation of American policy could be very clarifying and 
very useful. 

I do not know how to answer the question of the relations between 
the Frenchman, the Berber, and the local populations. 

Mr. Gorvon. Would that take in the Moroccans? 

Dr. pe Kiewrer. You have a bigger concentration of Frenchmen 
in Algeria than in Morocco. There is still a search to be conducted— 
if I could put it that way—for the proper governmental and constitu- 
tional formula. We could not, for example, surely envisage a policy 
asking for the separation of Algeria from France without finding 
some significant guaranties for those elements of the French popula- 
tion who would undertake to remain. 

This is why I was impressed by Mr. Vorys’ comment about an inter- 
nationalagency. Ithink supervision of such territories for a period of 
time until a good political situation is established is very important. 

Mr. Gorpon. Thank you very much. 

Chairman Ricuarps. Do you have any questions, Mr. Merrow? 


BRITISH POLICY IN CYPRUS 


Mr. Merrow. Do you feel that the French and British are late in 
moving out of Cyprus? 

Dr. pe Krewrer. You can say “yes and no” to that, and be right 
on both counts. If you are impressed by the breakdown of the stra- 
tegic situation in the Mediterranean area, then, of course, there is a 
case to be made for the British remaining in Cyprus. There is a very 
strong case to be made on strategic grounds . 

There have to be, if we assume that there is a great menace of war 
in that area, staging areas and bases. Both America and Great Brit- 
ain are vitally interested in Cyprus, and it is an exceedingly important 
staging area, obviously. 

From that point of view, I would say the answer is “No; they are 
not late; they are doing what they have to do in terms of strategic 
necessity.” 

If, however, you dismiss that, and simply say the Cyprus problem 
is part of the great colonial problem, then I think the answer has to 
be qualified, and you might have to say “Yes; they are late.” How- 
ever, before you can say this unequivocally, you must have Se ake 
some governmental constitution to take care of the relations within 
Cyprus, and on this we have no agreement. I cannot say yes or no 
to that. My sympathies are for withdrawal in these situations. 

Chairman Ricwarps. You have discussed it from the standpoint of 
a condition which exists and not as a theoretical matter ? 

Dr. pz Kiewrer. Yes, sir. 

Chairman Ricwarps. Mr. Zablocki, do you have any questions ? 
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IMPORTANCE OF INDIA VIS-A-VIS COMMUNIST CHINA 


Mr. Zantocki. Doctor, I was extremely interested in your comment 
on the importance of India and the need for close association with 
India, Among other reasons was the fact that India was a large dem- 
ocratic power. 

Now, China—I mean Red China—is a very large power, and prob- 
ably i in the future may be the leadmg power-in Asia. 

Could we have the benefit of your views as to what should be the 
United States attitude on foreign policy toward that Government ‘ 

Dr. pe Krewter. I am going to take a ite there, sir, because once 
again you are stating one of “the difficult problems in modern times. 
The detour I am going to take is still by way of India. 

My own personal belief is that we are going to have to recognize 
Red China, I think this is something that we cannot avoid. What 
the formula of recognition is, therefore, seems to me more important 
than the recognition itself. I am saying something controversial, but 
I think I have thought about it, about as well as a man can who does 
not know China from the inside..: This is one of the areas in which 
I think it might be—even though it might take a number of years— 
infinitely valuable for the United States and India to sit down and 
work out the formula and the procedures and the meaning of recogni- 
tion of Red China on the part of the United States, and equivalently 
the entry of Red China into the United Nations Organization. 

Mr. Furron. On what level? 

ADMISSION OF COMMUNIST CHINA TO UNITED NATIONS 





Dr. pp Krewrer. I do not think I have faced up to that. I think the 
level will not be our choice necessarily. There is asked the question 
as to whether the level should be a substitution for Nationalist China. 

Mr. Fuuron. I was just asking how they would enter the United 
Nations. 

Mrs. Ketxiy. That is what I had in mind. 

Mr. Fuiron. Would they replace present China? How would they 
come in? Would it be on the Security Council or into the General 
Assembly ¢ 

Mr. Zastocki. Would it become one of the 5 powers? 

Dr. pe Krewrer. The answer would have to be “Yes.” You might 
have an intermediate stage. I doubt, from what I understand of 
Russia and Red Chinese te that they would accept any other 
approach. 

Mr. ZasLocki. Would not that weaken our position in the United 
Nations if Red China remains closely associated with Soviet Russia? 

Dr. pe Krewier, Yes; in a sense it might weaken our position. 

I am assuming, however, that this is all part of something that I 
myself am emphasizing and that is a far greater measure of leadership 
on the part of the United States in these backward and underdevel- 
oped areas. If we realized any success at all, it would be one of the 
great compensating factors in this total situation. 


ECONOMIC AID TO COMMUNIST CHINA 


Mr. Zastocki. Then, let me pose the question as to China as an 
underdeveloped area as is India an underdeveloped area: What should 
our attitude be toward Red China in developing that country? 
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Dr. pe Krewrer. I think our first assumption would have to be nega- 
tive. I do not see American public opinion, for example, at all ap- 
proving of a policy of sending significant funds in the direction of 
Red China at the present time. This might ultimately be wise policy. 
I do not need to remind you gentlemen in this area that we have made 
equivalent decisions, at least, as far as one Communist state is con- 
cerned, Yugoslavia, and I believe I am correctly informed that there 
is a disposition in the Government to consider, for example, the possi- 
bility of economic aid in territories like Poland that have not aban- 
doned communism. However, I do not conceive this as a direct and 
immediate consequence, turning now to Red China and Red China’s 
entry into the United Nations organization. 

Mr. Zastockt. I believe you had intended to develop the method b 
which Red China could be handled by working on the matter with 
India. 

Would you care to continue that discussion ? 


INDIAN ROLE OF LEADERSHIP 


Dr. pe Krewier. My emphasis is rather upon the association with 
India and the willingness on our part to allow to India a greater 
measure of significance and of leadership in an area in which we our- 
selves are not likely to enter as a primary power. 

We must bear in mind the tendency of people in that area to pay 
more attention to Indian initiative, Indian leadership, and Indian 
spokesmanship, which I consider is very important. We must under- 
take relative dissociation from Western Europe. I look upon this 
country as a country that has gone through successful stages in her 
association with Western Europe. There: was a point when we were 
intimately and completely associated with Western Europe. Then 
we detached ourselves politically, but economically and strategically 
we could not yet delale ourselves from that European relationship. 
Our whole cultural and educational system depended upon England 
in the first place, and upon the calbetal tiles that were daveliued 
both in the Mediterranean area and Western Europe. I believe the 
moment has come in our history when our association has to be more 
complete with the world as a whole. We no longer should consider 
ourselves as a projection, as we have considered ourselves implicitly 
for long generations, of Western Europe and the Mediterranean. It 
is time that we absorbed in our consciousness as a people more of the 
interests of those who have been thus far relatively unimportant in 
our thinking, and in our actions. As an educator—and this is per- 
haps the only qualification I have for making these comments—I 
believe profoundly that the American curriculum is now an insuffi- 
cient curriculum because it is still too exclusively based upon experi- 
ence, upon the assumptions and points of view that found an original 
expression in Europe, particularly in Western Europe and the 
Mediterranean. 

This country has got to become intellectually worldwide and I bat- 
tle in my own institution all the time for more teaching of Indian 
economics, of Indian philosophy. Until we have within ourselves the 
ability to think as these people think, until we have some of that in- 
timacy and that ability to recognize how these people are thinking, 








344 FOREIGN POLICY AND MUTUAL SECURITY 


behaving, and acting, I do not think we will have the foreign policy 
that we need. 
Mr. Zasiockt. Thank you, sir. 


COMMUNIST AND NATIONALIST CHINA IN UNITED NATIONS 


Mr. Futron. I would like to ask one additional question with ref- 
erence to your thinking on the possible admission of Communist 
China into the United Nations. Would that mean that there would 
be 2 Chinas in the United Nations, or only 1? I would like to have 
you amplify your answer in that regard. 

Dr. pE Krewter. I think that there would have to be not two Chinas. 
You might have China and Formosa in the United Nations. 

Mr. Fuxron. In other words, both of them might be members of 
the U. N. It does not mean, necessarily, in your view, the substitution 
of one for the other? 

Dr. pe Krewrter. No, sir. 


ASSOCIATION WITH COLONIAL PEOPLES OR METROPOLES 


Mr. Futon. The problem I would like to now revert to is this: You 
have spoken about our bringing pressure on the colonial powers, such 
as France and Britain, in order to get them to recognize modern reali- 
ties when they are dealing with the colonies in order to give the col- 
onies more gradual self-government and independence. That brings 
up the question that we have had around this table from time to time 
as to whether the United States should deal through the powers such 
as France or Britain or should we deal with the individual dominions 
or the colonies themselves in our discussions of foreign aid and assist- 
ance. That was brought up in the case of Indochina in its relation 
to France. In the case of Britain the United States has already super- 
seded the ANZUS Pact of 1944, where Australia and New Zealand 
were united in self-defense. In 1951 the United States entered the 
ANZUS Pact where the United States is in with two dominions in a 
mutual defense pact, and Britain is not. 

Should we limit ourselves then to dealing with the top colonial 
powers, or because of your own experience with the dominions and 
colonies, as well as the United States Government, would you advise 
that the United States should go directly to these people ? 

Dr. pe Kirewrtet. Sir, I think the distinction needs to be drawn he- 
tween the territories and the people you are talking about. To the 
best of my knowledge there is no objection at all in the British ar- 
rangements or in the Commonwealth arrangements under the right 
cireumstances for the United States and New Zealand and the United 
States and Australia—these are the Commonwealth nations—to enter 
very extensively into bilateral arrangements with one another. 

The answer would have to be different, for example in such a terri- 
tory as Tanganyika which after all is a mandated territory. 

I would feel that our access into this area, for example, would still 
have to be in very close association with the metropolitan powers, and 
the first approach, I think, would have to be by way of Downing Street. 

Mr. Futon. In what you would call the colonial areas, which 
might be described as areas under direct colonial and governmental 
control, and also the backward areas, the United States should then in 
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those instances go only through the governing power, or the colonial 
yower. But, for example, in Algeria, which is a department of 
f rance—a metropolitan department, and is not a colony—would you 
have the United States deal directly? The United States did not 
deal directly with Indochina when the United States might have done 
something if that action had been taken. 

Dr. pe Kirewret. You would have to weigh the consequences of your 
relations with France in that particular respect. In an effort to go 
directly to Algeria there would, of course, be, as I see it, an incitement 
to rebellion and an incitement to revolution. It really would be a 
declaration of hostility as far as the French are concerned. 

Mr. Fuuron. We saw the failure of United States policy in Indo- 
china because we were simply trying to put first our association with 
the metropolitan power, France. So, the question was, or is, in that 
conundrum: How does the United States break that Gordian knot? 

Dr. pe Kiewier. I think you have to do the best youcan. Of course, 
I am in favor of pronouncements on certain things. I do not think 
those who manage our foreign policy are quite as convinced that 
pronouncements on foreign policies are wise. 

As an historian, I think we in this country are going to have to 
admit that a nonviable relationship has finally been created, I think 
largely through French stupidity and this extraordinary unwilling- 
ness on the part of the French to forget their own past. The French 
are manifestly a nation that have never made an adjustment with 
modern times and illogically are clinging to the past. 

I have very considerable sympathy for your question and feel that 
our foreign policy, whether it expresses this openly or not, nonethe- 
less should begin to proceed on the assumption that this is a relation- 
ship that is going to have to be modified and modified in profound 
terms. Whether this entitles us at the moment to move in and act 
unilaterally with I would not know what form of government in Al- 

eria is a question I would hesitate to answer. It seems to me it could 
Tead to a tremendous amount of misunderstanding. 


ASSOCIATION WITH SOVIET SATELLITES—RUSSIAN IMPERIALISM 


Mr. Futron. If the United States moves in, logically, to aid Poland 
or whatever government is there, which is a satellite or a colony of 
the Russian imperial power, then on the side of the free world why do 
we not do the same thing, under your view? Would you not be 
illogical ? 

Dr. pe Kiewrer. No, I do not think so. I think public opinion in 
this country and our policy as a whole has a more belligerent attitude 
and policy toward Russia to start off with. 

I would like to quarrel rather explicitly with your use of the word 
“imperialism” when you discuss these Russian relationships. I think 
this is one of our great mistakes. We use a word that many people 
misunderstand. You understand it and I understand it. We know 
exactly what is meant when we talk about Russian imperialism. In 
an American context the use of the word “imperialism” seems to be 
the right word, but I would like to assure you that one of the mistakes 
we make in the conduct of foreign policy is this semantic mistake of 
trying to get other people to see what we recognize as Russian im- 
perialism is imperialism in their terms. 
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In the mind of the Indian, in the mind of the Indonesian, in the mind 
of the Burmese, in the minds of all people to whom our words should 
be very meaningful the word “imperialism” is a preempted word. 
It has a set of meanings that was acquired in the 19th century. There 
is nothing we can do in talking about Russian imperialism that will 
convey the meaning we wish to convey. 

I am not quarreling with your intent. If you will excuse me for 
quarreling at all, mine is a quarrel with our unwisdom in using words 
that do not have meanings to other people they have to us. 

I think I have run around your question a little bit, however. 

Mr. Futron. Thank you very much. 

Chairman Ricuarps. I would like to say, Doctor, I am sorry we are 
keeping you solong. You are the last witness. 

Dr. pe Krewrer. That isall right. I have the time. 

Chairman Ricuarps. I will say for the benefit of the committee I 
think we can finish before lunch, instead of coming back at 2: 30. 

Do you have any questions, Mr. Burleson? 

Mr. Burieson. Mr. Chairman, I would like to ask the Doctor a 
brief question, and I am sure his response will be brief. 


POLICY OF LIBERATION 


What do you understand to be the meaning of our current policy 
of liberation ? 

Dr. pe Krewrer. It depends on who says it. I have assailed in my 
paper the unqualified ideological statement that because people are 
under colonial rule therefore “they should be free. That part of our 
policy I think is provocative. It is unrealistic. It does not get us 
where we want to get. 

Is that part of an answer to your question? I think that type of 
American pronouncement should be looked upon as meaningless. 

Mr. Burieson. Pardon me? As what? 

Dr. pr Krewrer. I say that part of our pronouncement, that peoples 
if they are under supervision should immediately be free, I think is 
meaningless. I think we should always make that statement in terms 
of producing viable states. The pracy is fine, but we have to 
identify procedures, timing, and political meanings. 

Mr. Burteson. And it does make a nice platitude; you will agree to 
that? That is more or less what it is. 

Thank you very much. I fully agree. 

Mr. Furron. I believe that particular election is over. 

Chairman Ricuarps. Mrs. Church ? 


ARAB-ISRAELI PROBLEM 


Mrs. Cuurcu. I wonder if you, from the standpoint of an his- 
torian, would be willing to comment on the situation in Israel and 
our troubles in the Middle East. Have you a solution ? 

Dr. pe Korwrer. There are solutions that are theoretical in charac- 
ter; therefore they are not solutions. If there were no Israel or if 
Israel had not been created then there would be no problem of this 
sort. 

I am not playing with what are deep emotional issues or saying 
anything funny about them. The only solution that would be a solu- 
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tion in the terms that would be meaningful to us—in other words, 
the elimination of the hatred and tension—would be if there had been 
no state of Israel or if it had been set up under circumstances that 
would have subjected it to very firm international control. 

All I am saying here is that in those terms there is no solution possi- 
ble. 

Therefore, I think we have to reconcile ourselves to the circum- 
stance that for a long period of time there is going to be no recon- 
ciliation on the part of the Arabs. I do not see any reconciliation 
that is possible from an Arab point of view. 

I think we have one of those things we will have to live with and 
live with dangerously for more than a generation. 

Mrs. Cuurcn. Should we therefore not attempt to find a solution ? 

Dr. pe Krewrer. There are efforts at assuagement that could be most 
helpful. There are those who know that area so much better than I 
that I hesitate to say too much. They come back uniformly with the 
statement that if only we can do something with the Arab refugee 

yroblem and do something viable and lasting in that area, that would 

be the beginning of assuagement. As long as you have some- 
thing around 1 million Arabs unsettled, with claims that cannot 
be satisfied, and with no alternative open to them, then I think you 
have one of the most burning causes of resentment. 

I am doing something here which I hope is not unacceptable to the 
committee. I think one of the things we have to do is to put ourselves 
as much as we can in the minds and places of those with whom we are 
not familiar. I think it is very easy for an American audience to think 
sympathetically and understandingly about the Israeli problem. We 
have spokesmen in this country who are very brilliant spokesmen. 

I feel, however, there also needs to be a greater awareness than we 
sometimes have of these unheard and deep resentments and irritations 
in the minds of those people whom we know less well—like the Arabs. 


UNITED STATES POSITION IN NEAR EAST 


Mrs. Cuurcu. It has seemed to me that the situation would in- 
crease in intensity and resentment the longer it went untreated, so I 
am quite discouraged, though I expected your answer. 

Dr. pe Kiewier. We have lost control in the area, unfortunately. 
I think one of the terrible consequences of the British invasion is 
that we are less in a position—thinking of the West, perhaps—we 
are less in a position now to exercise definitive leadership. I cannot 
assign any importance at the present time—because I do not know— 
as to what the Russian entry, if it is an entry, into Syria connotes. 
If it has any meaning at all it means we have lost more of our initia- 
tive than ever before in that particular area. 

Mrs. Cuurcu. Do you think that we could have let the British and 
the French proceed, and would it have been better if we had ? 

Dr. pe Krewrer. No. I can understand the British point of view 
and sympathize most profoundly with it. I was in Talent this sum- 
mer. I know just how exacerbated their feelings were. I know how re- 
sentful they were and how much they were trying to argue from their 
own analogy of Munich, and so forth. But the great sinning of that 
particular episode can be told in two ways. We come back to colonial- 
ism and anticolonialism again. 
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INDIA’S ATTITUDE ON ANTICOLONIALISM 


There had been a reduction of tension in this particular area and 
India had been responsible for a good deal of it. The Indians have 
been very constructive. They have taken some of the sting out of the 
anticolonial argument, and now the British and F rench have re- 
charged that whole word with all its virulence and all its passion and 
all its capacity to inflame people. 

I think this is the great mistake that was made. 


READJUSTMENT WITHIN SOVIET UNION—SOVIET IMPERIALISM 


I attach a great deal of meaning to the possibility of great changes 
within Russia itself. This is a historical development that we have 
seen in history from time to time. The moment comes when all of the 
claims of a revolution begin to be reexamined, and they begin to be 
reexamined not merely by the opponents but by those within the 
system. There are the clearest signs of the sort of reexamination of the 
Russian revolution in all of its ideology and claims—clear signs that 
have begun in Russia and the satellite countries. 

I thought it was a great disservice at that particular moment for the 
charge of anticolonialism to be given a new lease on life, because it 
drew world attention away from what is happening in Russia. In a 
sense we have given Russia a respite, an ideological respite she need 
not have had. 

I hope I am making myself clear. I think the slowness of the Indi- 
ans, for example, to express themselves on Hungary, is due to two cir- 
cumstances: One is their intense preoccupation with what was obvious 
to them, a new piece of colonialism or imperialism. 

Mr. Furron. Imperialism isthe word. 

Dr. pe Kiewrer. Imperialism is the word; that is right, from their 
standpoint. 

Mr. Furron. That is what I mean. 

Dr. pe Kiewrer. Secondly, we must never forget when an Indian 
evaluates the situation he looks for its racial and color elements too. 
The Hungarian is a white man, a European. You must not expect an 
Indian to be nearly as upset about something like the Hungarian crisis 
because his attention is first of all secured by problems within colonial 
areas and where colored people and people who are racially ‘close to 
him are concerned. Then, of course, his interest is intense and vivid. 

Chairman Ricuarps. Is there anything else, Mrs. Church? 

Mrs. Cuurcn. Thank you. 

Chairman Ricnarps. Mrs. Kelly? 

Mrs. Kerzy. Thank you, Mr. Chairman. 

Doctor, I do not know of any witness we have ever had before this 
committee whose testimony I ‘have enjoyed more than yours today. 
Some of the things you said I may disagree with. However, your 
forthrightness in being positive or negative on issues I think has been 
very helpful to us. 


CLARIFICATION OF UNITED STATES POSITION ON COLONIALISM 


I would like to ask you if you feel, with the present situation in the 
world concerning England and F1 rance, that the time is now right to 
clarify what we shoul d do on our colonial policy. 

Dr. pp Krewrer. Yes. 
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Mrs. Ketiy. You do? 


Dr. pe Kiewrer. Yes;I do. I think in a sense the British and the 
French have rendered us a service. I do not feel that we can ever dis- 
associate ourselves from intimate relations with them on many things. 
What has happened could not in my judgment be a really permanent 
and widening breach between the British and the French—let us say 
the West and ourselves. There are all manner of reasons why that 
must be manifest. 

But in a sense we have suffered from this ambiguity of our position 
as related to the metropolitan powers and our so-called anticolonialism. 

I really do not like the word “anticolonialism”; there must be a 
better word for it. 

I think we should use constructively and carefully—not dramatically 
and carelessly, but constructively and carefully—opportunities for 
speaking more clearly in the direction of, let us say, noncolonialism, or 
in favor, rather—and this is a better way to put it—in favor of peoples 
within the vacuum areas. I think part of our study on foreign policy 
should go to the discernment of positions we can rather clearly and 
deliberately take if necessary in disassociation from the metropolitan 
powers, 


STATUS OF UNITED STATES INFLUENCE IN NEAR EAST 


Mrs. Ketuiy. This is following up on Mrs. Church’s question: You 
feel that the resolution sponsored by the United Nations to force the 
withdrawal of the French and British from the Middle East area hurt 
us, or failed in its objective? If you say we have less influence there 
now than we had before, then that resolution failed in its objective, 
because was not the objective an establishment of our policy ? 

Dr. pe Krewrer. I think you have me in a cleft stick there. I will 
just have to try to answer that carefully. 

When I said that we have less influence I meant we have less influ- 
ence in the sort of context that was ours before the crisis, which was 
a context in which our association with the British and French was 
much more intimate. In that context I think we have definitely lost 
in influence. 

Added to that the fact that the Russians in a sense have established 
some sort of a beachhead—how important nobody will know for some 
time—in this particular area. This means that they are able to speak 
now as components in the problem. We have not been successful in 
keeping them out. However, I think our influence was obviously 
greater, in that we did speak in that resolution with India and against 
the British and French. 

Therefore, I think I have said two things that are not necessarily 
incompatible. I would say prospectively our influence and our ability 
to be heard and to be heard sympatheically has been increased by our 
stand on the British and French when they went into Suez. 

Mrs. Ketiy. That being so, which I assumed was what you meant, 
why could we not then in this position hope to achieve and force a 
solution in this area? 

Dr. pe Krewrer. Along what lines? I must not ask you questions. 

Mrs. Ketry. That is perfectly all right. Israel is there. We have 
established the principle that it 1s going to stay. 

Dr. pp Kiewter. That is right. 
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ECONOMIC AID ON LONG-RANGE BASIS 


Mrs. Ketuy.. Do you feel that we must on this overall picture plan 
long-range projects like the Aswan Dam, resettlement of refugees, no 
matter what it costs us or the United Nations? 

Dr. pe Kirewrer. I am sorry; I was following another line of empha- 
sis. I was thinking rather in terms of political arrangements. If we 
are speaking, as I imagine we should be speaking, of economic aid, 
then most positively. Most positively. 

At one moment my own reaction was emotional, and I felt the best 
thing we could do was to reinstate the Aswan Dam project. I have 
thought it through since. I thought I was doing the thing I am cau- 
tioning against, doing something emotionally, because it might have 
a dramatic effect and influence people. I think we should always 
keep businesslike and shrewd in these arrangements. I withdraw that 
as a present possibility, but nonetheless say: “Yes; by all means we 
should envisage forms of economic assistance comprehensive enough 
in character so that they encompass all the problems involved.” 

For example, a form of assistance that excluded Israel I do not 
think is feasible or attractive. It has to be something that tries to 
speak for as much of the area as we can. It would have to include 
Egypt, Israel, Jordan, Syria, if this is possible, Iraq, and so forth. 

Mrs. Keity. Thank you so much. 

Chairman Ricuarps. Mr. Donovan. 

Mr. Donovan. No questions, Mr. Chairman. 

Chairman Ricuarps. Mr. Prouty. 


LONG-RANGE ASPECT OF MIDDLE EAST PROBLEM 


Mr. Proury. Doctor, I think one of the things we are most con- 
cerned with, or should be, in this country and throughout the world, 
is to make it possible for history to be written in the future. I have 
had some reservations concerning our policy of opposition to the 
occupancy of Egypt by the British and French. Nasser is still a 
problem and his prestige has been enhanced, apparently, by what has 
taken place recently. Unless some measure of stability can be estab- 
lished in the Middle East even through the use of force, if there is 
no alternative, the future could be very bleak. I think our own self- 
preservation is a major consideration in this question. 

Dr. pe Krewrer. Sir, I would not quarrel with that. I think there 
is an order of reasoning that does lend to the conclusion I believe you 
suggest; that had we let the English and the French go ahead and 
had we acted in a way that was sympathetic, I think the consequences 
might have been for 10 years, at least some form of stability. But 
I cannot see how this is the long-term solution. It is the short-term 
solution, possibly, and it might be comfortable for us for a short 
period of time, but the whole tide historically is toward a review in 
these relationships. The British and the French and the Americans 
put together no longer have enough initiative, in my judgment, to be 
able to control that tide for any serious length of time. I think we 
have to come to terms with history. In other words, we may not be 
able to write it all ourselves. 
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HERITAGE OF DEMOCRACY IN FORMER COLONIAL AREAS 


Mr. Prouty : Now let me ask you this question: Would it be correct 
to suggest that in some of the underdeveloped countries which are 
no longer under colonial rule, governments are dominated by a rela- 
tively few wealthy families and, perhaps, some foreign economic 
interests? 

Dr. pe Kiewrer. Yes. 

Mr. Provury. How is that problem going to be resolved except 
through revolution within those countries ? 

Dr. pe Kiewrer. The answer sometimes may have to be revolution 
but not necessarily. Let us remember one thing about the British 
Government in India. As a democratic government it was nonethe- 
less a government by the elite; a government by a very few people 
whose contact with the mass of the people was seriously limited. ‘The 
Indian Government that inherited British rule itself was also an elite 
and was taken from the very few who had intimate associations with 
the British. But there was a difference. That elite had a mandate 
to develop democracy. However one may look upon the imperfections 
of the Indian Government, I think the evidence is that this elite, these 
very few in India in terms of literacy and power, who could almost be 
looked upon as a governmental caste, nonetheless have had an in- 
fluence which is unifying and democratizing. The major steps, it 
seems to me, taken by the Indian Government are reassuring steps, so 
the conclusion I think need not necessarily be drawn that because you 
have a very few in a given situation they will perpetuate an oligarchy 
or dictatorship or something we would find in the long run to be 
politically and democratically unacceptable. 

Mr. Provty. I think what you say has been very true in the case of 
India, but it seems to me that in some of the underdeveloped countries 
the ruling influences are very well satisfied with the status quo. They 
do not want a change. 

Dr. pe Krewrer. I would hazard this as a very loose statement, be- 
cause all it is is a prediction. I would hazard that that is a situation 
that inevitably will fall one way or the other. It will fall in a Com- 


munist direction or they will collapse and whatever is established will 
be more in our own direction. 


ABILITY OF SOVIETS TO SHOW QUICK RESULTS 


These are the situations, I think, where we must envisage alterna- 
tives. It may be, for example, that you will get in a situation like 
that, a reaffirmation of power by the controlling groups using Com- 
munist techniques or a breakdown of their power and a substitution 
of new power following Communist patterns. One of the things we 
should never forget, I think, ladies and gentlemen, is that the Com- 
munist state so far is a successful state. Some of the things that it 
has done in its industrialization are very impressive, looked at again 
from the point of view of the Asian or African. It is the industrializa- 
tion of a backward state that I think is perhaps the greatest claim that 
the Russians have to international attention, and those of us who are 
fearful of what may happen in India and these other areas should 
recognize that the short cut, swift method of getting some of these 
achievements is not demonstrated by the United States but by Russia, 
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and there are appeals in Russia that we ought to be very attentive to. 
Mr. Proutry. Thank you very much. 


APARTHEID 


Chairman Ricuarps. Doctor, Mr. Fulton wanted me to ask whether 
or not you could make available the statement on apartheid. It means 
something apart, I believe? 

Dr. pe Krewrer. Apartness. 

Chairman Ricuarps. Regarding South Africa. Have you that in 
such form 


Dr. pe Kirewier. Could I send it back? 


Chairman Ricwarps. Could you submit it for the record ? 
Dr. pp Kaewret. I would be happy to. 


Chairman Ricwarps. Have you that in such form here now that it 
could be submitted ? 


Dr. pp Kiewrer. Well, I would like to edit it. I do have it. 


Chairman Ricwarps. Will you send it back for the record so that 
we can insert it? 


Mr. Fuuron. It would be very interesting, with your background. 
Dr. pe Krewret. Thank you. 
(The statement referred to above is as follows:) 


I am putting forward a suggestion. It is not a safe one and certainly not an 
easy one. Since my suggestion involves the racial policies of the Union of South 
Africa, I can perhaps claim to know a good deal about the dangers and complexi- 
ties of any American involvement in the relations between the peoples and races 
of a friendly and sovereign state. My suggestion is that the United States find 
the opportunity of making a measured and discriminating statement on some 
aspect of the apartheid policies of the Union of South Africa. I could use up 
several fillings of my fountain pen to describe the objection to any such move. 
Remember that we are talking about calculated risks. 

Let us look first at the purposes of such a statement. Those can be more 
simply and briefly stated than the many objections and hazards that must be 
met. The extreme and uncompromising segregation policies of the Union of South 
Africa have become the most notorious delinquency in the entire field of race 
relations. No society has set itself so challengingly athwart the main currents 
in the worldwide adjustment of race and color. Where few are free of fault this 
one society has gone beyond all others in making race and color the excuse for 
expulsion from the opportunities of modern life. If it is true, as indeed it is, 
that the greatest offense of the era of colonialism was the color bar and the 
stigma of racial inferiority, then an act of disassociation will make it clear that 
America in language once used by George Washington gives “to bigotry no 
sanction.” 

The manner of such a declaration would be very important. What I have called 
ideologically unqualified statements would be worse than useless. We could 
work up quite an emotional glow by demanding equal rights for all black men, 
or by demanding that the white man should leave the country to its rightful in- 
habitants. While this may sound like anticolonialism at its righteous best, it 
simply is not. Instead it would be a senseless, and dangerous provocation. But 
there is something that Americans can say very calmly, very realistically, very 
usefully. It is to point out the gross error of thrusting man from beneath the 
shelter of the constitution because of differences of race and color, the folly of 
bequeathing to the coming generation the burden of applying unequal laws to 
unequal men. We would not have to hide the incompleteness of our own achieve- 
ment, merely pointing out that the law and the constitution were so disposed as 
not to be the enemies of enlightenment, but permit us to invoke their powers when 
we are ready on behalf of any man and any group. The appeal here is to the 
great community to whom the Bandung Conference drew the attention of the 
world. It is also an appeal to the reasonableness that exists in the mind of 
liberal South Africans. It invokes a proven principle of American history. 

It should be remembered that apartheid in South Africa constitutes one of the 
most serious grievances felt by modern India, Since each succeeding year demon- 
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strates that a cardinal principle of American foreign policy must be the search 
for closer cooperation with India a single pronouncement on a South African 
issue can be a meaningful act in Indian eyes. 

In contemplating any course of action men often stifle their will by first 
drawing up a list of objections. I have deliberately put my objections in the 
second place because I did not want them to get between me and our goal, in this 
case a quite simple one. To prove that I am quite aware of the objections I 
shall set some of them down, repeating however that when we are clear about our 
goals, objections fall into their proper place. The Suez Canal crisis reaffirms the 
high strategic importance of the Cape route. South Africa is a valuable source 
of uranium, and a good customer. In the event of war she would be an invaluable 
part of the western defense perimeter. Other Commonwealth nations might re- 
sent the principle of interference in a purely domestic issue. And to many our 
policy of equating western colonialism and Communist imperialism as was done 
in the House Resolution 149 of July 1955 is unsound. It irritates our western 
friends, bores our Communist antagonists, and fails to convince Asian and 
African opinion. 

Chairman Ricwarps. I wanted to say this: The last witness—and 
he was one of the best, I am sure you will agree—we have had was the 
19th witness to be heard by this committee. Some of you were not able 
to be present for all of the sessions. All of the witnesses were men of 
background, training, and experience; and they were carefully 
screened and sorted, from the standpoint of the information they 
could give the committee, by the staff, before they came here. In 
addition to that, the staff has been doing long days of work, so I am 
hopeful that we may have something to present to you which may be 
helpful to you and the Congress in the coming session. If you do not 
agree with it of course you do not have to agree, but maybe it will 
give some food for thought. ’ 

Doctor, we appreciate your coming. 

Dr. pe Kiewrer. It is a great privilege. 

Chairman Ricuarps. The committee will stand adjourned. 

(Thereupon, at 1:45 p. m., the committee adjourned subject to the 
call of the chairman.) 
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PUBLIC WORKS APPROPRIATION BILL, FISCAL YEAR 1958 


JuNE 13, 1957.—Committed to the Committee of the W He » on the State 
of the Union and ordered to be printed 
Mr. Cannon, from the Committee on Appropriations, submitted the 


following 


REPORT 
iccompany H. R. 8090 


The Committee on Appropriaticns submits the following report in 
explanation of the accompanying bill making appropriations for 
Civil Functions administered by the Department of the Army and 
certain agencies of the Department of the Interior, for the fiscal year 


ending June 50, 1958. 


SUMMARY OF THE BILL 


The Public Works Appropriation Bill, 1958, includes funds for Civil 
Functions of the Department of the Army, including the Quarter- 
master Corps, cemeterial expenses, and the civil works activities of 
the Corps of Engineers, and the following agencies of the Department 
of the Interior: Bureau of Reclamation, the Bonneville Power Adminis- 
tration, Southeastern Power Administration, and Southwestern Power 
Administration. Estimates received by the Committee for these 
agencies for fiscal year 1958 total $876,453,000, as contained in the 
1958 Budget and in House Documents numbered 139 and 162. 

The Committee recommends an appropriation of $814,813,023, a 


reduction of $61,639,977 or 7 percent in the budget estimates, and 
$52,521,977 below similar appropriations for the fiscal year 1957. 
Recommendations of the Committee on specific appropriation items 
will be found in a table at the end of this report. 
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2 PUBLIC WORKS APPROPRIATIONS, 1958 


Water Resources Construction Programs 


The Committee has recommended the amount of $619,325,023 for 
the water resources construction programs of the Corps of Engineers 
and the Bureau of Reclamation. These funds are allocated to 285 
projects and activities with a total estimated Federal cost of approxi- 
mately $12,415,000,000. Over a two-month period the Committee 
took testimony totaling 3,784 pages in the printed hearings from 
representatives of the Corps of Engineers and the Department of 
the Interior, and approximately 700 other witnesses intidiien over 200 
Members: of the House of Representatives and the Senate. The 
actions of the Committee and the funds recommended in the accom- 
panying bill are the result of these extensive hearings and should 
provide a reasonable and realistic water resources program in the 
coming fiscal year. 

The budget estimate has not been exceeded for any project in the 
construction programs. ‘This action has been taken with two major 
considerations in mind: The first, and most obvious of course, is the 
urgent need for reducing the seriously inflated Federal Budget for 
fiscal year 1958; the second consideration is the fact that the budget 
recommendations alone represented an ultimate Federal investment 
of $12.7 billion, an increase of $1,000,000,000 over the total estimated 
cost of projects for which construction appropriations were made for 
the fiscal year 1957. ‘This increase represents both higher costs in 
construction activities and the additional cost of the budgeted new 
starts. 


CIVIL FUNCTIONS, DEPARTMENT OF THE ARMY 
QUARTERMASTER Corps 


CEMETERIAL EXPENSES 


DIMI, "L006 nc wn maticnaars hina castes ewuaeunesmEae $6, 765, 000 
Pee Bete. to thik ce lee seee leu eu ccc ee 6, 775, 000 
DBORERROGNGINI00S . 6 sibs o in i tid odaen daisies ace Radios bem 6, 815, 000 
Comparison: 

EN BOE c6iiichsnw sotisss op me hein oak ae oe heme en +50, 000 


GONE, SO « nmaratoundin pen ankacton=-tieeeetoree + 40, 000 


In its previous consideration of a 1957 supplemental request for 
funds to cover the interment of World War II and Korean Unknown 
Soldiers, the Committee deferred the consideration of an amount 
totalling $110,000 which it was estimated would not be needed until 
the fiscal year 1958. The $40,000 in excess of the budget estimate 
which the Committee has provided under this heading is in response 
to this earlier supplemental request. This amount will cover the con- 
struction costs which will occur in 1958 in connection with preparation 
of the crypts for the unknown soldiers. The remaining $70,000 of 
the total considered was programmed for travel expenses of the various 
Defense Academy groups who will attend the interment ceremonies 
on Memorial Day 1958. It is the Committee’s opinion that these 
travel costs can be absorbed within the funds available to the services 
concerned, 
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Rivers AND Harpors AND FLoop ConTROL 


GENERAL INVESTIGATIONS 


Rognuprietion, 1061 5... conc ccc cuncccscsccuunceunpneaneen $9, 322, 000 
Patimnate, 908. Soa. sc escccs sSaeascusceeseuwesbeneueneeees 8, 900, 000 
Daeommmendea, 1068... . css osseccwsess nsec anok oe eeedeeeene 8, 900, 000 
Comparison: 

DDECRINIIOD,. 1 SOE cance mem sinintasabtcinrnne mimes gaeneat ges — 422, 000 


Matimate, 1066. . oc occ cccnwacscewwawawawercecwawewees coke 


In accordance with the usual practice the Committee has provided 
a lump-sum appropriation for the 184 investigations programmed in 
the budget justifications. The allocations of funds to these various 
projects as set out in the justifications are accepted as tentative in 
nature and subject to minor adjustment as the investigations work 
proceeds. 


HIGHWAY RELOCATION 


The Committee approves the request of the Corps of Engineers to 
use $37,000 of presently available funds to study State highw ay relo- 
cation plans now in progress in pool areas of the proposed Little Goose 
and Lower Granite projects on the Snake River. The purpose of per- 
mitting use of presently available investigation funds for this study is 
to avoid the possible future cost of relocating new State highways 
which may otherwise be located through the site of the reservoir pools 
on these two projects. This action is in keeping with the program of 
coordination of public construction programs which was discussed in 
the report on the bill last year. 


CONSTRUCTION, GENERAL 


ASO DMAUON ; 1G oiscns wac dann cand ecsawuman dau eee $458, 469, 500 
Beae OR TN So ccna in concn owes sw nine eon na reid empties oie anda aie ce 453, 755, 000 
Rec ommended Tibi jab anit enw aiiecthitabda nena 422, 186, 800 
Comparison: 
DROID R RN... non ancadedsheenensbonabee tbe — 36, 282, 700 
BCU, | Bo So aca ein cd leeslaiteie minke as Ais bce Beene —31, 568, 200 


The following tabulation shows each project for which funds are 
recommended for advance engineering and design (planning) and for 
actual construction, and the amount recommended for each: 
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} 
} Allocation 
Stat id project aie ioe ~_ 
ln 
Planning | Construction 
Alat | 
oC A 1 ¢ ae 
} le Ala nd ¢ | $6, 600, 000 
aR ; 1, 700, 000 
: odesnjivnpspaeamie a | 2, 000, 000 
Ala 
Oe a ke 8 ks YR eg a EE Ee ek ee oe 
‘ a. ¥ . Sees eee Eee AO. OO eee 
I - “s - ik = i ad foweseas -| 1, 900, 000 
. castentianteiienes th alataiaiaiah en hatinnceedigaiiatniipe dn Gihtiini 1, 440, 000 
Ar | 
Pi shnckens yaoi or aperens areas siteapnebipa mista io iin amie & isin | 2, 841, 000 
> a baeeaadbacunebse | 147 Se eee 
| 
V 4 O I | 
| Oe late ee ce eet 
4 0 I y 
) J dae 1, 300, 000 
ae ee 
) pinettiigens tiniest ll ) 
‘ a has alld he Ln ee antinnciaiael, sbcesial Lavbates aes ninte taints 2.0 0 
eee ee Ree Re eee Re eee eee eee «<< -- ) 
ibandubbbiennbddunddebedlaawnls ; ‘ 1, 700, 000 
; 
y ) A Pete & 0 
kK ) \ ) 17, 000, 000 
| 
date 1, 900, 00 
dar 7 ” 7 0) 
W 1.1 000 
21 ) 
' l 0 
24 1 ) 
’ a ) 
2 l 
Ww t \ 
1 " 
‘ 1.2 00 
i oe XU - 
i ‘ o 
| I I Cal id Nev > Nevada 


i ummit ! Ne ieee es ee ee —= = siseniliniredtaiania 1, 209, 000 
Flor 


n la ee ae ———— osiathat tical alte Tae tacit 5, 226, 900 

c r Sat Ba ir ee ae ea a te ee ha) 

q pa I 

j nn | la cn Be it 2, 250, 000 

Geor 

Columbia lock and dam, Al 

F< ( ] 

Savannah I rt A bess ad 835, 000 
Hawa 

He ul 50, 000 

} 


2, 450, 000 





| 











I ne 8k BID nsteeaakecnaieiaie 
Carlyle Reservoir “ ss 65, 000 }_......- 
inet Rt. Raia 6 CU a 55 os cn cantante leks edn abse a lioanees 800, 000 
Hunt and Lima Lake drainage district... ; 85,000 |...... 
Tlinois Waterway, Calumet-Sag: Channel—pt. I beak é “Bisa ies 6, 000, 000 
Mississippi River between Missouri River and Minneapolis, Minn.: | 

rectification of damages 5 iat waatateeaeeh 65, 000 
Mississippi River between Obio and Missouri Rivers, [ll. and Mo.: | 


Regulating works. .- = cccies 
New Harmony bridge, Illinois and Indiana. iy 
Wabash RR. bridges at Meredosia and Valley City~-. 
Wilson, Wenkel and Prairie du Pont drainage and levee 


bie ‘i ona 500, 000 
Sarciudutenisel | 405, 000 
350, 000 
600, 000 





Wood River drainage and levee district............ a ale Dtibtiinnieteaiimuatienlal 550, 000 
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on 


State and projec 








| 
Allocation 
| 


Planning Construction 





Indiana 
Lock and dam 41, Indiana and Kentucky. (See Kentucky.) | 
We artes | ROSSI VON «6 5 odin con cnn cecccsncdcncddscscddcnsceueie.... ee } $1, 600, 000 
Markland lock and dam, Indiana, Kentucky, and Ohio. ...............- Lapweotenindalel | 9, 500, 000 
New Harmony bridge, Illinois and Indiana. (See Illinois.) | 

lowa 
Coralville Reservoir.......__- 2a teckcsnwwasducddueaaleminetahiesde Sepa beet 900, 000 
Iowa River-Flint Creek levee district No. 16............................. $50, 000 j.....--- an 
TE dttlo Giger TOO <n ceuscndbcenissctsddss (icdsshabitesstedasimiatts. Jae 2, 000, 000 


Missouri River agricultural levee, Iowa, Kansas, Nebraska, and Missonri.}.............- 3, 300, 000 
Missour' River, Kenslers Bend, Nebr., to Sioux City, Iowa. (See | 
Nebraska.) | 
Missouri River, Kansas City, Mo., to Sioux City, lowa 
Kansas City to Omaha 3, 300, 000 
Omaha to Sioux City 6, 600, 000 
320. 000 


















ame district NO. 18iss cscsiie So cocnccddissesecscszssciseseudd este sy" 4 las aa 
UPNer- TOWG RIG . . . ccccctcnnicdses cckenedesdcddtscdabbdanltanins 400, 000 
Kansas | 
A bilene , vocdensd hncunddicabatddadstads sent nekate pelbcdings | 400, 000 
Council Grove Reservoir ......---- i oneal es wham Pe pg eee See 
Missouri River agricultural levees, Iowa, Kansas, Nebraska, and Mis- | 
souri. (See lowa.) | 
CA. 2, ica ten ate cih cieebeianaledidiinbneasanee Dieta ebiaamel | 500, 000 
Pomotia Reservoir :...ccccadcceccce loweual aia 
Salina eWrbvdetacbicccdnccdcdae cities peme mcmnee ish | | 500, 000 
SRT COGS VEE nncusccesoccubascscctcdadnandccettinensdeeuhiobatan |--s--- re 
en... tn. cota ae aoe 5 Ress: wade adal 1, 50, 000 
7 ir TRI ili ha aha sale er ee as 4, 700, 900 


Tuttle Creek Reservoir 
Wichita and Valley Center 
Kentucky 


10, 000, 000 
820, 000 




















Barkley dam (lower Cumberland lock and dam), Kentucky and Ten- | 

I a A ed ee SS SF SR ee ere 2 | 5, 000, 000 
Buckhorn Re rvoi : oat > E =a 1, 900, 000 
¢ ur SS Soe Oss awn = a 22 oe ween memes oe og } 2, 000, 000 
G » locks and dam, Kentucky and Ohio_............-.--.-.-----.-- | , 500, 000 
Li 1 dam 41, Indiana and Kentucky a 4, 000, 001 
Markland locks and d Indiana, Kentucky, and Ohio 
New Richmond !ock and dam. Kentucky and Ohio. ..........----.-.--- 175, 000 | 
Nolin } rvoir ed oe A LS re ee ee 138, 000 
eh, “eee TORI rn Rn ee | 50, 000 
Rough River Reservoir and channels..........-..................-.-..-- lecacuecccscase 

Louisi 





te River and tributaries - : Eade cana 1, 000, 000 

nt tal Waterway: Plaquemine-Morgan City alternate route.. 3, 500, 000 
r, Baton Rouge to Gulf of Mexicr sapcncceddeces 
r—Gulf outlet 














Ouachita and Black Rivers, Arkansas and Louisiana. (See Arkansas.) 
Red River levees below Denison Dam, Arkansas. Louisiana, and Texas. 
e Arkansas | 

Maryland | 
Cumberland, Md., and Ridgeley, W. Va epilnn i oe einai 2, 000, Ont 
Inland Waterway, Delaware River to Chesapeake Bay, Del. and Md 

(See Delaware.) 

Massachusetts 
Adams SS nS ne nn nn See ee ee i, 12, 000 
Barre Falls Reservoir en a et are coe ile see .| 375, 000 
Boston Harbor: Extension to 49-foot anchorage_.................-.-..... | 1, 000, 000 
Buffomvitle Resercvoi . PR En ae EE 1, 117, 000 
East Brimfield R t Ede tienacled 1, 500, 000 


Fall River Harbo 





900, 000 








Dates Valse Reserve’... - ~~ ee ee oe Se a i Sle Bes 1, 860, 000 
mes Bier Bar wee... ee ee ius sani 550, 000 
North Adams- .. “ Se Neanees eae ares = ale k Ee’ aro } 3, 607, 000 
er er OS koe ne a en ee ee ies 50. 000 aiaaae 

We Cereal eee neat nla | 100, 000 |.....- os 
Weymouth Fore River | 1, 350, 000 
W orcester . a ee ee eee ee eee | 1, 500, 000 

Michigan | 

Battle Creek no ee) nn wr wes 05 8 os be er eeers eae eee | 2, 000, 00 
Obédovyean River did Harter. oo co ccrrroon coco csceclcccsscscscsccpeewedeedenaen 40, 000 
Greet Lakeis conmecting CHAMOM. ..ocacccncacucedscadtsacscumcusctsacusestanacannadiael 13, 000, 000 
Harrisville Harbor Na po 109, 000 
Oe a a SINS Re at 300, 000 
TI 475, 000 
St. Marys River, improvement of south canal_- | 500, 000 





Whitefish Point Harbor Sadialcelgselabianmanae nell 130, 00 
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Allocation 
State and project 





Planning | Construction 





Minnesota: 
Mississippi River between Missouri River and Minneapolis, Minn., 
rectification of damages. (See Illinois.) 
Sie SOUT Rin can sccccccecnecesatuhieiuaipaedeabuitanians Mabecss loneueanibiaguin $550, 000 
Missouri: 
Bear Creek Reservoir. i lanolin labia $90, 000 
Bull Shoals Reservoir, Ark. and Mo. (See. Arkansas.) 
Ce Gaerne C20RG) IG, 2 OUT) «.. «0 ~ anccecesvsessebbaubemibeaeeeluenantscncsend 1, 300, 000 
Se EE See, 65, 
Mississippi River between Ohio River and Missouri Rivers, Ill. and 
Mo. (See Illinois.) 
Missouri River, Kansas City to mouth_--.....-.....-.....---- uimedl creiaaietanniseiet 4, 000, 000 
Missouri River, Kansas City, Mo. to Sioux City, Iowa, (See Iowa.) 





II I i oe a I a da ieee ale aie 2, 000, 000 
St. Louis__- <uecuannidneneadne  } ae 
Table Rock Reservoir, Ark. and Mo. (See Arkansas.) 

Montana: 


Fort Peck Dam (second powerplant) 
Miles City 
Nebraska: 
Missouri River agricultural levees, lowa, Kansas, Nebraska and Mis- 
souri. ya Iowa.) 
Missouri River, Kenslers Bend, Nebraska to Sioux City, lowa (including 
Miners Bend), Iowa, Nebraska and South Dakota-_-.....-- nnutienwnen dann gimieediial 1, 400, 000 
Nevada 
Mathews Canyon Reservoir 
Pine Canyon Reservoir. m 
Truckee River and tributaries, California and Nevada... 
Deeey areata: Oller POSE: TNONIE OEE <. .5 cs co cine ccs asenecnonnawsawansendeun eoneienianiiinsinn 2, 000, 000 
New Jersey 
Delaware River, Philadelphia to Trenton (40-foot project) New Jersey 
and Pennsylvania eC een D:ctinkn cetccinliiaahiieamiins anata! 9, 000, 000 
New York and New Jersey channels, New York and New Jersey..-_- Licithenadepied 5, 200, 000 
Staten Island Rapid Transit Bridge, New York and New Jersey. (See 
New York.) 
New Mexico: 
Abiquiu Reservoir 
Albuquerque__- -- : 
Los Esteros- Alamogordo Reservoir 
Two Rivers Reservoir 
New York 






















Alleveny River Reservoir. Pennsy!vania and New York. (See Penn- 
. \ nia. ) 

PINE BONE ono onlenéns > oan apbntccsunadecdcsoneubuacenaguanaiatcanvaismmedanae 210, 000 

Endicott, Johnson City, “and Vestal......- 1, 400, 000 

Great Lakes-Hudson River waterway 190, 000 

TE TANI: scnsisdnite cien svn dein ts tcadiatinseianallcaen midges cighaeiongealeip maaph hailed aia atone Leaeecadaaaanidiaeled 305, 000 

New York and New Jersey channels. New York and New Jersey. (See 

New Jersey.) 

Ceara Stare ane RINE. Soo. Vines es atebeoensdnebommapasad 400, 000 

Staten Island Rapid Transit Bridge. New York and New Jersey 1, 700, 000 

aaa on pi em caihaks a ade a hacne anteeechiceetere abe ek Ga aed eect ae 150, 000 
North Carolina: Atlantie Intracoastal Waterway, Masonboro Inlet.........-|.------------- 306, 000 
North Dakota 

Garrison Reservoir 4, 000, 000 

Lower Heart River 200, 000 
Ohio: 

I I at iat cn canna sts Ace eben Salata sane nal ait nlc eal aati 1, 500, 000 

Dillon Reservoir- -_--.---- Sumatera cata einminaiaiaiia 4, 000, 000 

Greenup lock and dam, Kentucky and Ohio. “(See Kentucky. ) 

Markland lock and dam, Indiana, Kentucky and Ohio. (See Indiana.) 

New Cumberland locks and dam, Ohio and West Virginia__.._... _..-..]_.............. 4, 500, 000 


New Richmond lock and dam, Kentucky and Ohio. (See Kentucky.) 

Pike [sland lock and dam, Ohio and West kts ocx 

Roseville. __-- ue caine ntinuibaia eaaauaaseuees 

Toledo Harbor (removal of ‘center dike). 4+ acadieeaedeundaaihd dhcdamaiapoaweandureaies 
Oklahoma: 

Arkansas River and tributaries, Arkansas and Oklahoma. (See Ar- 

kansas.) 

Denison Reservoir, Texas and Oklahoma. (See Texas.) 

SIN TRIE TONE oan a ncknnncticoned+cesusedssnheunbeeus sana aebnaeusndgsnensedbuneebe 5, 200, 

Keystone Reservoir 





38: 





NE SE FOE tc centntnncncncccaidencaeedoassedeesuaatanennocse 
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Allocation 
State and project 





Planning | Construction 


Oregon | 
eee OO. « iccccspigetcsoconsetubhigeessdalahiamdlaimmmamiaaedtzempiaa tins $446, 000 
RR TAO OCU VON... cnintcecontcsicesecssccaceaales cae C008, GEO fe ccsiniss.- 
CRED BRUNE cnc en ce cacncduennccencenesusnsncapaent apenas taeans Beier as 200, 000 
Columbia River at mouth, Oregon and Washington.--..................-}-...--.---.--- 1, 150, 000 
Columbia River local protection: 

RPE IEE UUT > va datle Jennnanebincecedinpnaesmenens nae meee eee WO. WED tL .tdatcdases.-- 
Cpe TE ak, 5. incicidiinncccnccacenceccagnecunsamneansnaeneniaen an 6, 570, 000 
SEE OE BNE VON acpdnccnccuaccancecksqecadeunsalbcantasaaelelnean ee 
Feet Uneeee TROONIWUN 6 ecco cnc oe asanstaicicsciicdintssckiiei eee bad 4, 800, 000 
TRGEee Deel VEEL... «sda ddhengccecdncorannsessanucesoeasheeldieamann DOR. GOB Taiedcinddsies- 
Lower Columbia River bank protection___.._.....--..............-.---- DO Tatiisatdiccdccs 


Lower Columbia River improvement to existing works: 
Multnomah Drainage District No. 1 
Pondioton.........-.<-.. 
Rogue River Harbor at Golden Beach.....--.---------- 
The Dalles Dam, Oregon and Washington 
Willamette River bank protection 
oe lvania: 
Allegheny River Reservoir, Pa. and N. Y 
Bear Creek Reservoir 
Bethlehem 


TREES, DECANE TRIE so occcnincccesenvendte dali Rea cn kee 
Delaware River, Phils es to Trenton. (See New Jersey.) 
DyONTy Mesmved, ...<..22........---. 
Kettle Creek Reservoir____-__- 
Maxwell lock and dam, Monongahela River. 
ORNOT TIA VOE ion Sada iidddcccusctdnsnamanbcbbianoatbnbiddnchedadieabdisiaibnaan 
EROter TO VONT . . . occ cn ccccnanasencuscensliepnebsstnsnisieaieitiietdiiaca cats ciesictiaeeattiaiaeiiainaiaitiad 
Rhode Island: Woonsocket 
a, Ds akota: 
t ee WE Ws 5. 5. co cnccccmpaccccusnsascuncedsaccscasieeataous 
Minsourt River, Kenslers Bend, Nebraska, to Sioux City, Iowa (inelud- 
ing Miners Bend) Iowa, Nebraska and South Dakota. (See Nebraska.) 





CEO os ect nccudcacces-cccamsaneduanelacisccnnacshadess ahead: 26, 000, 000 
IN, TI ctacerentratceeahoitndiic pcan conkubesadpeawuldhicbsa ants mae 1, 200, 000 
Tennessee: 
Barkley Dam, Kentucky and Tennessee. oe Kentucky.) 
Cheatham lock and dam__-_--_. job 1, 375, 000 
Lake City- 340, 000 
Memphis Wolf River and Nonconnah Creek. - 330, 000 
COE MS TUE WE CIN 6 rks cccnccuccnnieencsccusussesuscsiaeebabemaesasennel 704, 000 
Texas: 
rns TE... cinncicstinnancdintactiniemnctemesceetaihaiaiudiitdamindimaaiemie 1, 000, 000 
RE GE. |= 1... nn citinansiatetaidabaintinnsonanad binant aadineemaam 2, 900, 000 
Cooper Reservoir eel Sitierl 8 a ae a ee a es avineaiinie 
CIEE CTI III BEIT. -. .<0 «os s:ssercvncteonecunceeadieienme eben ini ines ptediibascasisieates neo Gaeiaasnancae ee 1, 400, 000 
Denison Reservoir: Texas and Oklahoma Highway Bridge at le ES a Re 1, 000, 000 
Werreus mapmaes GGG OON ee ae i) Eee balinebeenniailtiees 3, 294, 000 
IN Bbc hsk hice iusk odin Sindutndipanb ica nnrinbtinmnimnsseneeaasiaieaeel 1, 000, 000 
SUID COND COON i eed ores ncitemisindesdacbueuwdaaudicdlondcabuleclielilnddentbiaisiindee 1, 000, 000 
Port Aransas-Corpus Christi Waterway: eee ee 1, 000, 000 
Se Fe 16s dss nachiblich cone retin cconiers co pasicnmaniiawaenniienigmeeinnin 100, (8D | ..2ccd..cccte 
Red River levees below Denison Dam, Ark., La., and Tex. (See 
Arkansas.) 
Ae ONIN WT ON nes ing asinine ens nccidlddcniaibiediplcelsvacpmnlhieb ili adeeb tiok 980, 000 
GO AGI IS. a cserbthcetncasthumicatetenineepaplnecsstinbiiedchucieananpelin 500, 600 
POE da. csisnpceakstbnccmnerciad-bummpiinech bcipiimcatrenippitadenelpionsiag teenies 156, 080 |censcsssscse 2 
ToRene UG ME CGI ds secicdsimesce thine badibetidecthinhecledibttin bbibbbe dneliiaieelsuinistenmeaiataaitagen 300, 000 
Vermont: 
Tene Teeeentns TAGGIN WO NE ae od cn scendsinminbnnd bbvddnhevdpehibdsakichnes tcndmuedcniaed 1, 300, 000 
Week eere Teper tell CORON oi wires ss ecncpdeniainsransbaanicdseenpesanaqent 600, 000 
SED SEIN FENIIE FO | barca cicnisnteemnninnstichianbniinnntiesaena aang no taannael 1, 000, 000 
Brenan Sobmnniens ROR OGl. oo oe ki enti etnabéddlad:,intidiindebbedocsccstintitaeh 1, 300, 000 
INS TEIN ON cris caning cnnndneeeeeniiedeninnmiinmimiiadigiaimichndtiaimemiahipemamin 1, 200, 000 
Virginia: 
Notte Harber: Widemite 60-foct chert noo nc cecicincecencncennsancccelecosncccnadoce 1, 750, 000 
Norfolk and Portsmouth Belt Line RR. bridge............-.-..---......|_...-.--..-..- 300, 000 
Waterway coast of Virginia, Chesapeake Bay to Chincoteague Bay......|.............- 352, 000 
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Allocation 
State and project 
Planning | Construction 
Washington: 
I UII Dai in oc aia tne eh ancsendbesimntinreisinenas ix AP I $1, 078, 000 
tic]... —c.2”_2 - ssassensGubenteieniainiaiubeneeeeaanatniomeeieameneaias bares aa 355, 000 
UNNI OI 0 ne esrernin neha teeeiniehiteastalttecameananiae tie ome een 4, 800, 000 
I ca ik alien teeomuninseaeiaaneeeaie kana aeRan SE Misenstpen eae 
Columbia River at Baker Bay i eae aabasaupaiamceteenen 531, 000 
Columbia River at the mouth, Oregon and Washington. (See Oregon.) | 
Columbia River local protec tion: Lower Cowlitz River.................- Pp AR ee 
I ee 8, 000, 000 
te Sr or CTE MAVEN... .ccnisesdenaomacdumadneneanenectaukonateamentn 316, 000 
Grays Harbor and Chehalis River: 
Ci Sens Gs SORE SCeuOO oo” =o | a nnomanmasiebehmmanomenan 291, 000 


(6) Bay City channel, West Haven Cove, breakwater and Point 
Chehalis levee. ...-- hin kaapieene 

ep RiGee ROG MOE (RE sn cham abnnuaanmene 
Lower Columbia River | levees at new locations: Washougal area ~ 





eer. DaGmnmeness Inele OG GRIN 8... saccenaneccensacesenananen 

Port Angeles Harbor. splat Osticashns areibmigtaniacle mneecpaieimdiemaimaiuatmee oa tarda ee aaa 396, 000 
Shilshole Bay.........---- i stave ticle iets testi ask cialis ninaiainaaiaiasl 1, 780, 000 
The Dalles Dam, Oreg. and Wash. “(See Oregon.) 

Willapa River and Harbor and Naselle River.....------.-.-------------|-------------- 555, 000 


West Virginia: 
Cumberland, Md. and Ridgeley, W. Va. (See Maryland.) 
Hildebrand Lock and Dam__.._.-_.___-_--- a Rchaesstetadbcalen 5, 300, 000 
New Cumberland lock and dam, Ohio and West Virginia (see Ohio.) _ 
Pike Island lock and dam, Ohio and West Virginia. (See Ohio.) 








RCO EEIIIIEED . ..__.. «.... steps igetiaeneshannmmnmnanons We OEE Tench anaedarses 

IE, IIIS = 2 ad cancels pucinianesiaiaidataeainmreeia iD ebneneUIni Ineo sie pepghasintoa canar etl 8, 000, 000 
Wyoming: 

a a a a cen oe aaa eres 200, 000 
Local protection projec ts not re quirit ng specific les ROR so nen ns Bs ee 3, 000, 000 
RENT URE. DECNETENNE od. wnkacsnnypignciecnigs doeutdeynan cheependtibeomasaousesttneamenaaeETs 400, 000 
Snagging and clearing a ean Rails ie catia Rte ete ne Eins Be ee ncaiaen ce 600, 000 
PrOpeten cmeettes For FORGIAG 1. « icclacciscannnbamiethumeniibeseoncmnaheetabanat a 2... Be 
TNR SINCT TUONO os ase atcha deme ls cient eth tee catnbenins daceeeaamee ad 3, 000, 000 
TO nIOG COIOEIIGRGD | |... ncusnisiaipnsomeiigimbaiasemmntismeenmemear 50, 000 |.--.-- aiid 
Reduction for anticipated savings and slippages._.................--......-- Ser aanermaia —29, 000, 000 

SS ee a 
Sa na eI i | asdneuameiiedadides 413, 868, 900 
Lower Columbia River fish sanctt lary ‘program (Fish and Wildlife Service)-..|............-- 1, 600, 000 
GE CARRIE, OTN. -. . -..- co cinennvaecianmeiomttiniaemineenenaiaatanes 6, 717, 900 415, 468, 900 

(422, 186, 800) 


PROJECTS FOR WHICH FUNDS HAVE BEEN DISALLOWED 


Middle Creek, Calif —The budget estimate for this project was 
$300,000. Itis anew construction start. A local election was held on 
May 7, 1957 to establish a local district to take over the mainte- 
nance of the project. Organization of such a district was defeated. 
In view of the question concerning ultimate local cooperation the 
Committee has deleted funds programmed for fiscal year 1958. 

New Melones Reservoir, Calif —The Committee has deleted $186,000 
which was programmed on this project for continuation of planning 
for the reason that a feasibility report is still pending in the Chief of 
Engineers Office. This report must be reviewed by the Public Works 
Committee before the project can proceed. It was testified that the 
project has been considerably altered from the original plan and has 
added features including power which is not vet authorized. In view 
of the number of yet to be determined facts concerning the project, the 
Committee feels that it is not in a position to recommend funds for 
financing it in fiscal year 1958. 

Intracoastal Waterway, Jacksonville to Miami, Fla.—The bvdget 

estimate of $1,150,000 for this project has been disallowed. The eco- 
ren benefits are so small that they are not even evaluated by the 
Corps of Engineers and it is the Committee’s opinion that the claimed 
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value this project would have for National Defense purposes is highly 
questionable. 

Rathbun and Red Rock Reservoirs, Jowa.—The Committee has dis- 
allowed the budget requests of $100,000 for Rathbun Reservoir and 
$225,000 for Red Rock Reservoir which were for continuation of 
planning on these two projects. The combined total cost of the 
projects is estimated at $101,200,000. It appears that comprehensive 
watershed and soil conservation practices might serve much of the 
flood control purpose assigned to these two reservoir projects, making 
it unnecessary to take out of production large agricultural acreages 
lying in the pool areas. 

Elk City (Table Mound) Reservoir, Kans.—The budget estimate for 
this project was $85,000 for continuation of planning. The reservoir 
is one of a six dam system in the Verdigris River Basin. Its incre- 
mental value to the six dam flood control system is estimated at 1.01 
to 1 on a benefit-cost basis, the lowest incremental value for any of the 
five active dams in the system. The Committee believes that the 
yroject can be deferred, at least for the time being, in favor of the 
etter projects under construction in the basin. 

Wilson Reservoir, Kans.—'this is a new planning start for which 
$50,000 was budgeted. The benefit-cost ratio on this project en- 
compasses certain benefits for irrigation deve ‘lopme: it. pecans to 
the testimony received by the Committee these benefits may never 
materialize. The Corps of Engineers testified that the project could 
be easily delaved. Its incremental value in controlling floods on the 
Kansas River is relatively small and would come into real effectiveness 
only if there were a flood crest already present at Kansas City. 

Canton, Mo.—This is a continuing construction project for which 
$100,000 was inidgated. The Corps of Engineers testified that the 
funds requested for 1958 could not be used bec ause of delays in local 
cooperation arrangements. Carryover funds in the amount of 
$158,000 are available if these arrangements are concluded success- 
fully in 1958. 

Artesia, N. Mex.—The budget request for this new construction 
start was $545,000. A local bond issue is necessary to raise the funds 
required for the local contributions on the project. The Committee 
recommends delaying the project until the bond issue is undertaken 
and local cooperation is assured, 

Wilkesboro Reservoir, N. C.—The budget. estimate of $160,000 for 
continuing planning on this project is disallowed. ‘There is consid- 
erable local opposition to the project as well as support for it. Con- 
sidering its flood control benefits alone it would | have a benefit-cost 
ratio of less than unity, only 0.91 to 1. In order to bring the project 
into the realm of feasibility, benefits to fish and wildlife have been 
added, but even with these additions its benefit-cost ratio is only 
1.15 to 1. 

Allentown, Pa.—A total of $350,000 was budgeted for this construc- 
tion start. It is part of a three element system for flood control, 
which includes Bear Creek Reservoir in the headwaters area. Upon 
completion of this reservoir, for which the Committee is providing 
construction funds, the additional benefits to be derived by the 
— at Allentown would carry a benefit-cost ratio of only 0.5 to 1. 

his appears to be too small an incremental benefit in the protection 
system to warrant the investment of Federal funds. 
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PROJECTS ON WHICH THE BUDGET ESTIMATE HAS BEEN REDUCED 


Dry Pass, Alaska.—This is a new construction start for which 
$874,000 was budgeted. No design work has been done. It is the 
Committee’s opinion, in view of the low benefit-cost ratio of 1.19 to 1, 
that final design work and a consequent re-calculation of the benefit- 
cost ratio should be accomplished before construction funds are pro- 
vided. It was estimated by the Corps that the completion of the design 
work would cost $23,900, which is the amount the Committee has 
allowed. 

Painted Rock Reservoir, Ariz —The Corps of Engineers testified 
that carryover funds on this project will be $324,000, in excess of what 
was contemplated at the time the budget was formulated. The Com- 
mittee has reduced the new money request of $3,165,000 by this 
amount. 

Los Angeles County drainage area, California.—The budget estimate 
of $18,100,000 for this project is $1,885,000 in excess of the current 
monetary authorization for the Los Angeles River Basin. The Com- 
mittee has reduced the budget by this amount and instructs the Corps 
to proceed up to the amount of the budget estimate, using available 
unobligated funds, if the monetary authorization is increased suffi- 
ciently in the pending Public Works authorization bill, and the bill 
becomes law. 

Riverside, Calif—The reduction of $200,000 in the request of 
$1,430,000 for this continuing project reflects a recent low bid which 
results in a savings of this amount. 

San Antonio and Chino Creeks, Calif —This project was authorized 
in 1938 before the current basic requirements for local cooperation were 
a matter of law. The 1941 Flood Control Act sets forth these basic 
requirements and local protection projects authorized since that time 
require local cooperation to meet such requirements. The require- 
ments include the provision of necessary rights-of-way, lands, and 
easements, the protection of the Federal Government from damages, 
and the maintenance of the completed works. In addition to these 
requirements the relocation of highways and utilities usually are made 
a matter of local contributions to the project. The Committee takes 
the position that these are the minimum contributions which should 
be made by all local groups receiving the benefits of federal construc- 
tion of local flood protection works. The reduction of $678,900 in the 
budget estimate of $3,400,000 is the pro-rata amount which local 
interests would be required to advance to cover the cost of the basic 
requirements in the fiscal year 1958. 

Success and Terminus Reservoirs, Calif—The current basin mone- 
tary authorization would be exceeded by $6,882,000 if the budget 
estimates of $7,500,000 were allowed for these two projects. The 
Committee has allowed $618,000, the balance remaining in the present 
monetary authorization. Of this amount $518,000 is for Success 
Reservoir and $100,000 is for Terminus Reservoir. The Corps of 
Engineers is directed to proceed with these two pc ie ae to the 
limit of the budget estimates, using available unobligated funds, 


should legislation be enacted increasing the monetary limitation to an 

amount equal to or in excess of the total of the budget estimates. 
Central and Southern Florida, Florida.—The Committee has reduced 

the budget estimate from $5,500,000 to $5,226,000, a total of $274,000; 
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which is the amount by which the budget estimate exceeds the current 
basin monetary authorization. 

Muscatine, Iowa.—The reduction of $150,000 in the amount of 
$470,000 requested for this project was volunteered in the testimony 
because of delays on the project. 

Garrison Reservoir, N. Dak., and Oahe Reservoir, S. Dak—The 
reductions of $500,000 and $1,500,000 respectively in the budget 
requests of $4,500,000 and $27,500,000 for these two projects are made 
for the purpose of offsetting unobligated balances. 

Roseville, Ohio.—As in the case of the San Antonio and Chino Creeks 
project previously discussed the reduction of $73,200 in the request of 
$500,000 for this project is equivalent to the current local contribution 
which would have ena required had the project been authorized 
under the 1941 Act or later. 

Unobligated balances.—The currently revised program submitted by 
the Corps provides that of the total fund requirements for 1958, 
$53,953,740 will {be financed from carryover balances, including 
$14,000,000 which was budgeted to be applied in lieu of new funds. 
As the Corps of Engineers testified at the time of the hearings that 
it is now estimated that a total of $80,000,000 would remain unobli- 
gated at the end of the current fiscal year, the Committee believes 
that an additional reduction of $15,000,000 in new funds can be safely 
applied. 





OTHER RECOMMENDED ACTION 


Missouri River, Omaha to Sioux City.—In keeping with the action 
taken in the Interior Department appropriation bill, 1958, to initiate 
the establishment of a migratory bird refuge in DeSoto-Bertrand Bend 
area of the Missouri River, the Corps is directed to proceed with a 
cut-off channel between river mile 656 and 693 in lieu of constructing 
river stabilization facilities in the Bertrand-Harrison Bends in the 
river as contemplated. It was testified that this cut-off channel is 
feasible and that its cost would be comparable to that programed for 
the stabilization facilities in the Bertrand-Harrison Bends of the 
river. 

Witchita and Valley Center project.—This project is to be completed 
with the amount provided in the budget for the fiscal year 1958. 

Delaware River, Philadelphia to Trenton.—The Corps of Engineers 
is directed to proceed with the construction of a 40-foot channel in 
the Delaware River, Philadelphia to Trenton, using new 1958 and pre- 
viously appropriated project funds for this purpose. 

Abiquiu Dam, New Merico.—The elimination of the uncontrolled 
outlet planned in connection with the Abiquiu Dam will result in 
savings of $1,540,000. The only purpose of such an outlet is to pro- 
vide additional guarantees to the state of Texas and to Mexico that 
the Federal Government will not impound water in the dam which is 
required under the treaty provisions and State agreements for deliv- 
ery in the lower Rio Grande River. Expenditure of $1,540,000 for the 
purpose of allaying the fears of the interested parties that the Federal 
Government or the local operators of the project will not comply with 
the law, existing contracts, and treaty provisions is believed entirely 
unwarranted. This feature of the project is to be eliminated. 
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Waco Reservoir, Tex.—It was testified that the Corps of Engineers 
has the capability of proceeding to put this project under construction 
in fiscal year 1958. The budget contemplated funds for completion 
of planning only. The Committee has no objection to the acc eptance 
by the Corps of an advance of $250,000 from local interests against 
their ultimate contribution to the project, if this will permit the 
Corps to proceed with a construction contract award in the coming 
fiscal year. 

PURCHASE OF DREDGES 


The rapidly mounting cost of dredging work and the difficulty in 
obtaining satisfactory bids for this type of work has been brought 
to the Committee’s attention. It is requested that a report on the 
desirability and feasibility of purchasing additional government 
dredges be pre pone .d and submitted to the Committee prior to its con- 
suledation of the budget for fiscal year 1959. 


INVESTIGATIONS COSTS 


General investigations costs on Civil Functions projects have hereto- 
for not been shown as a part of the total cost of such projects in the 
materials used by the Corps to support the budget estimates. It is 
the Committec’s opinion that the total cost figures for projects should 
include these costs as well as those for advance engineering and design 

' { oie ry al . ota0 +. TT} " ] lea z } } a | . * - «es a . 

a ior actual construction, he budget tadies and justilications are 

to reflect these additional costs hereafter. 


LOCAL COOPERATION 


The Committee is seriously concerned about the lack of local 


contribution on many of the local flood protection and harbor projects. 
It feels that where there is a major floo ‘d control problem on the large 
inter-state rivers that the Federal government logically can assume 
the greater portion of the cost. On those proj. ets that are intra- 
state and often of a strictly local orivin and benef fit, the local interests 


should rightfully provide a substantial portion of the costs of. the 
projects. : 

It is the intent of this committee to give more consideration to 
those projects where local interests are willing and able to make the 
proper contribution regardless of whether or not the authorization 
requires it. 


OPERATION AND MAINTENANCE 


Atmonation 11907 25. sg: Son tian nei dae nab eb icmiy eed $95, 900, 000 
Pee, Ath, - he oo candace tata ee biatsaatsw ended: & ae ae 99, 000, 000 
BOO TIOERACG, UDG. <6 ann a ong de ase rm bee tow ce ee Ae 98, 870, 000 
Comparison: 
Abiperpriation; 4OB7 a. no wies Ja cn cet ek y Ob ee ah ee ek baed +2, 970, 000 
BOINRNG PRDOG 8.8 5 cob sedh osinb be bark badlskeebadbasnn — 130, 000 


The budget request of $99,000,000 for operation and maintenance 
has been reduced by $130,000. The amount allowed is an increase of 
$2,970,000 over the amount made available in the current fiscal year. 
The amount deleted was programmed for an Office of Defense Mobili- 
zation census of terminal facilities, 
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The Committee was concerned to find that twenty-two completed 
local flood-protection projects were not being maintained satisfactorily 
by local interests. ‘This failure of certain localities to live up to their 
responsibilities under the law will be taken into account in considera- 
tion of future requests for appropriations for additional projects in 
these areas. 

GENERAL ADMINISTRATIVE EXPENSES 


Appropriation, 1067. 22052 uc 5- Ul a ee lees $10, 400, 000 
Retimetin EUGGi5 cud caine + ecins a sgt cin ony hs ced adage bh beni 11, 350, 000 
TROON. EO iittraita dom and eubeaae ltl alec ae a 11, 350, 000 
Comparison: 

Appropriation, 9007.00.02) 025 2 Le See Lee +950, 000 


Estimate, 1056. uc. cel Gilad 1 ods ben tes eb wie ee eee. 


The Committee recommends the budget estimate of $11,350,000, an 
increase of $950,000 over the amount appropriated for 1957. A total 
of $450,000 of the increase is required for retirement costs and the 
balance is needed for additional administrative requirements in the 
Office of the Chief and the District Offices. 


FLOOD CONTROL, MISSISSIPPI] RIVER AND TRIBUTARIES 


Appropriation, 1957 


Witieed bile +cnbludsad. 6 iiteS dh eb Le Cae $62, 791, 000 
Betmsete, $808 is «J ccnes 150 sae. esate dates weet a dee 59, 000. 000 
mecommentea, 1905... . ncecsunandecsccunnekeiee eae 58, 950, 000 
Comparison: 
Appropriation, 1907. ca..ccu. wLtes ee ee eee eee — 3, 841, 000 
Heumate, 1958... .. .6ced add J Bee ee — £0, 000 


The Committee recommends an appropriation of $58,950,000, a 
reduction of $50,000 in the budget estimate of $59,000,000. The 
amount alloxed is a reduction of $3,841,000 below the 1957 appro- 
priation. The funds programmed for the Grand Prairie-Bayou Meto 
aoae been disallowed. Of the amount provided in this appropriation 
$122,000 is to be used for the Memphis Harbor. The White River 
Backwater unit is to be completed with the amount provided for 
fiscal year 1958. 


UNITED STATES SECTION, ST. LAWRENCE RIVER JOINT BOARD OF 
ENGINEERS 
Rear Ta TO ac couesnstas idea ccstn Secinencec es nce ee $150, 000 
PRN. 1 THE — <a is i cvs we sede es wets adinie Dou eee 125, 000 
Recommended, 1958. 


acheetian ane 125, 000 
Comparison 


Appropriation, 1957.....-- ssa ieee en tied aside bbionts alee — 25. 000 
Es 5 


imate, l M58 


The bill includes $125,000, the amount of the request, which is a 
reduction of $25,000 from the amount appropriated for 1957. All 
expenditures under this appropriation are reimbursed to the Treasury 
by the Power Authority of the State of New York. 
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DEPARTMENT OF THE INTERIOR 
Bureau or REcLAMATION 


During the course of the hearings, a number of the Bureau witnesses 
demonstrated an apparent lack of preparedness and an inexcusable 
unwillingness to provide factual and responsive answers to questions 
of the Committee members. The Committee expects and is fully 
entitled to prompt, comprehensive and responsive answers. It does 
not expect to be put through the process of digging out facts piece 
by piece in a time wasting and unnecessary process. 

An example of this which not only involves lack of willingness to 
present facts, but also an apparent attempt to mislead the Committee 
is in regard to the testimony on the Owl Creek Unit in Wyoming. 
It was testified that bids had been received on this project and the 
“low bid was about $500,000 below our estimate.” The implication 
was that this particular bid was below the Bureau estimate reflected 
in the total cost estimate presented for the project in the budget justi- 
fication. It was only by searching cross-examination that the Com- 
mittee was finally able to elicit the information that the estimate 
referred to was not the one in the justification at all but was informally 
made just a week before the bids were taken and that the actual total 
cost as reflected by this bid was $300,000 more than the estimate 
shown in the budget justification. 


COST TYPE BUDGET 


The budget of the Bureau of Reclamation was presented to the Con- 
gress ona cost basis. With respect to the great majority of the separate 
projects the obligational figure and the cost figure were either the 
same or so little different that inquiry in the area was not necessary. 
The Committee does not doubt that the cost-type budget may be 
a very enlightening device for some purposes from a professional 
accountants standpoint, but it proved of no value to the Com- 
mittee in its review process to curtail unnecessary expenditures or 
appropriations. ‘The pressure of time on members of the Committee 
is such that it is difficult, if not impossible, to carve out the necessary 
hours of study in order to obtain an understanding of the complicated 
tables and supporting material presented in connection with this type 
of budget. The Department is instructed to submit its budget to 
the Congress in the future on an obligational basis only, as has been 
done in the past. 


GENERAL INVESTIGATIONS 


ERIE NU ie oo nn aniivn cwahnatewecuneaniagsaamemene eel $5, 680, 000 
NN POON... 2... LoLcL tdi Lue aoselien bebbcioemad 5, 932, 000 
DeneneaD 1GSG oi ils cS ate dina dich sia woae 4, 500, 000 
Comparison: 
TNE: ROOT nano Ee ama mame kaa eae aat —1, 180, 000 
Bees, 196S. fos sae eld. eS ete cae — 1, 432, 000 


As in the case with the Corps of Engineers the Committee has in the 
past appropriated a lump sum for the General Investigations program, 
with recognition of the fact that the allocations to individual projects 
as set out in the justifications must necessarily be tentative and subject 
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to some adjustment as the program proceeds. However, the Com- 
mittee was not at all prepared for the complete disregard for the 
justifications which was demonstrated by the Bureau in the current 
fiscal year. The number and extent of transfers between projects 
which have been made is so great as to make the Committee review 
of last year completely meaningless. For example, a total of 22 inves- 
tigations which were presented in the program last year were not 
allotted any funds. A total of 43 investigations which were not pro- 
grammed in the 1957 justifications have been allotted a total of 
$1,318,617. In addition, other projects have been shifted from the 
general investigations studies into the advance planning phase. These 
actions were taken without prior clearance with the Committee which, 
on the basis of the hearings of last year, can only be considered as gross 
negligence. On the basis of this most recent performance the Com- 
mittee now believes that a tightening of controls on the program is 
necessary. 

Hereafter, the transfers between projects and units of projects are 
to be limited to 15% of the amount allotted in the justifications to 
the project receiving the transferred funds. No projects or units of 
projects budgeted in the investigation stage are to be moved into 
advance planning. No funds are to be used on any project or unit of 
a project not itemized in the budget justifications for the fiscal year 
for which the funds are appropriated. In addition the Bureau is 
directed to submit to the Committee a quarterly report showing all 
transfers made in the general investigations item for the preceding 
three months. 

The amount of funds to be allocated to the Gulf Basins project is 
limited to $900,000. 

The proposed transfers of funds to resurvey the Pleasant Valley site 
on the Snake River in Idaho as contemplated in both the fiscal years 
1957 and 1958 are disapproved. No funds are to be used for this pur- 
pose at anytime unless and until the item has been budgeted in the 
regular manner and approved by the Committee. 


CONSTRUCTION AND REHABILITATION 


BDOPODTIBGION, 1900 6 cnmcccocdss nnn amitieniaaosiiny annie eee $143, 975, 500 
RNEE ROO. = Ss — = can a a.m ao mad dim'apacctidni dul donee 135, 658, 000 
STAI BOO ocd sk 2a: cores n 3 hee ms eh eae necee ner 113, 046, 223 
Comparison: 
PMPOUTIOLION,. SUD 6 vcancaiss <h it's uncial kdmahircuneb amen ha ioinn — 30, 929, 277 
HIBCMIGEG, LOO. 6o 5 dn ns oc nn wneninnsecheiinigm caddie beeen — 22, 611, 777 


The funds recommended for the projects and activities covered by 
this appropriation are distributed as follows: 
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State and projec Allocation 
Brian eile BONCCb si 66s + sl ree hele nensineclignatendnen a $869, 000 
Arizona-California-Nevada: Parker-Davis project..........-.---. 792, 000 
California: 

Central Valley project: 

Less Teinity River Division... 6 oso. 1. ck ck ccn ees 5, 773, 400 
Denies River’ Dirisidtes6.5.1. cst lise snccabadilion» 17, 107, 600 

RED OIRO ROG a oo a cite nb eed Odean ble dan tien 5, 627, 000 

I NN i shined ibs cous vk mins omens et aharescao taal adem are 3, 672, 000 

Wenvura Dever projeee.- oe 25 22 sU OSL eed 12, 000, 000 
Colorado: 

Conidan: tbieetsad: vist adi cleus we reiddsas <addblibedee<s 2, 000, 000 

Molnreadc- Dig. LDOMIOSON DIOlOGhi wis sca dade csdsssoncucncnee 549, 000 
Idaho: 

TAVIPE WV OOU TIVE? THOTOUG eT LOL Sec 400, 000 

Mion Ficts projettans Jus 2858) [el le eu cee ecccles 1, 297, 000 

Minidoka project, North Side pumping division__...........- 1, 465, 000 

PING SOO, Bee ins had inci LR OS AAO dae eRe 1, 500, 000 
Montana-North Dakota: Fort Peck project_............--..---- 645, 000 
New Mexico: Middle Rio Grande project...............-------- 3, 758, 000 
Oklahoma: Washita Basin project. J. c. 2 ose... cos cc eéle es 3, 500, 000 
Oregon: 

POCKET FAUT Ol DROTOG oa acts onic Es cde bee Ben Kans ee eeo 850, 000 

Rogue River project, Talent division.................----.. 6, 041, 000 

WeremUl PrOIONe.. 5. od. Seok was ec aweLweded ue detidews 400, 000 
Utah: 

Sareis. Minos secteni 5 ns tad. SubSnddiuilioedsbamicanbewins 574, 000 

WOE: SOREN DONORS. oo >, ata his bik bd <biebide Ree Oe 6, 500, 000 
Washington: 

Chief Joseph Dam project, Foster Creek division. .......---- 1, 138, 000 

Columbia: Busin projects Orie 2 lec.d i chaise del et as 13, 850, 000 

Yakima project, Moxa CigisOn: 22. Bic lLSi. ck ccc wcnccuued 697, 000 
Wyoming: 

PII i 5 casos US ed Jhb co ue anh  wb os sue Oe Oat te 875, 000 

UME YSN i he cin ies nat Ne 544, 000 
Drainage and minor construction program____.-........-------- 893, 000 
Rehabilitation and betterment of existing projects_.........----- 3, 530, 000 


Missouri River Basin project: 


Bostwick division, Nebraska-Kansas_-_._............---.--. 1, 471, 000 
Frenchman-Cambridge division, Nebraska_..........------- 3, 260, 000 
Giendo unit, Wyoming uiu. Sie Yuba git sock ws 9, 951, 000 
reeiens Vahey tnt, MOnwnee Jon na So eb esol Sene 4, 500, 000 
PR RTVE Catt TI a i ee Oe 1, 435, 000 
il Ceek tv WV SOM. Succ Sones abu oneededaen abe du ieden 1, 100, 000 


IN SRI RO a 313, 000 





Transmission Division, various States._.............-------- 8, 000, 000 
Weepecer TiNit, Ramee. = nm eee eect ene ect 1, 000, 000 
Drainage and minor construction program__.......--------- 791, 000 
Missouri River basin investigations..............-...------ 2, 000, 000 
Other Department of Interior agencies. ........-.-.-------- 2, 500, 000 

Total, construction and rehabilitation._...--- supaienmnd 133, 168, 000 
Reduction offset by available unobligated balances.....----- — 20, 121, 777 

POR SpRImOMelOn.. o> isi Sooo ce esol geseksenaee 113, 046, 223 


Boulder Canyon project.—A total of $813,923 is available as an 
unobligated balance on this project. These funds were contemplated 
for beginning construction of Unit N-8 in the Hoover Power Plant. 
There is still no agreement between Los Angeles and Nevada for 
sharing the use of this generator. Until such agreement is arrived at 
there will be no use for these funds. They are to be alloited for use 
on other budgeted projects and the total amount of new funds 
requested for 1958 has been reduced by this amount. 
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Central Valley project, California.—The budget reduction of $2,265,- 
000 on this project consists of $888,000 of the amount programmed for 
the Friant-Kern distribution system and $1,377,000 programmed 
for the Corning Canal. 

The funds disallowed for the Friant-Kern distribution system were 
for construction in an area which has Class 6 lands dispersed within 
it, and the Secretary is unable to certify such lands are susceptible to 
irrigation. While the irrigation district may be willing to proceed as 
it has suggested, and assume the repayment risk, it does not appear 
to the Committee that government funds should be invested in such 
a speculative manner. 

With respect to the Corning Canal distribution system the State 
Securities Commission has turned down a request for approval of a 
repayment contract because of the 160-acre limitation which it con- 
tained. The Bureau of Reclamation has no authority to execute 
contracts without this limitation and funds will not be needed for the 
Corning Canal until all legal questions are settled with respect to the 
160-acre limitation. 

Colorado-Big Thompson project.—The funds provided for 1958 are 
for completion of the project. 

Columbia Basin Project-Esquatzel Diversion Canal.—The Committee 
directs that the funds budgeted for 1958 be utilized to initiate con- 
struction of the Esquatzel Diversion Canal with a capacity of 5,300 
second feet rather than 1,000 second feet as originally planned. The 
Corps of Engineers testified that the larger canal, which will provide 
a drainage outlet to the Columbia River, would eliminate, at a saving 
of almost $3 million, the necessity of constructing a 30-foot levee to 
provide flood protection in the vicinity of Pasco, Washington. 

Loan program—distribution systems.—The Committee has dis- 
allowed the entire budget request of $7,700,000 and in addition directs 
the Bureau to apply $1,500,000 of the existing unobligated funds for 
this program to other budgeted projects. A reduction in new funds 
has been applied to compensate for the application of this carryover 
balance. 

There are currently available $14,600,000 of previously appropriated 
funds for this program, after taking into account the adjustment made 
by the Committee. This amount will provide $12,700,000 required 
for the Solano contract and $1,900,000 required for the 1958 advance 
on the Terra Bella project should a contract with the irrigation dis- 
trict come into being during the fiscal year 1958. Language has been 
included in the bill to provide for annual partial payments on loan 
contracts not yet approved by the Secretary. 

Ainsworth unit, Nebraska.—The budget estimate of $1,100,000 for 
this project has been disallowed. Testimony received by the Com- 
mittee indicates that an increase in income of $53.92 per acre will result 
through application of irrigation water to the land. The repayment 
contract requires only $8.82 per acre, leaving more than 70 percent of 
the total irrigation repayment allocation to be made up from Missouri 
River Basin power revenues. ‘The Committee continues to be con- 
cerned about the amount of irrigation repayment obligations being 
loaded on the income from the sale of power in the Basin. In the 
case of this particular project the Committee fails to understand why 


23010°—58 H. Rept., 85-1, vol. 2-— 66 
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more favorable repayment contracts requiring a larger repayment on 
the part of the beneficiaries of irrigation cannot be arranged. This 
is a new construction start which can be delayed pending an examina- 
tion of the possibility of an increase in the repayment by the irrigation 
beneficiaries. 

Cedar Bluff unit, Kansas.—The budget estimate of $50,000 was to 
begin construction of a new unit of an existing project. The economic 
analysis of this unit which was presented to the Committee was based 
on irrigation of 11,000 acres. It was testified that the present pro- 
posal for which the economic analysis had not been adjusted includes 
only 6,000 acres and there has been no irrigation district formed as 
yet. In view of these facts, Committee does not feel that the project 
is ready to proceed. 

Farwell unit, Nebraska.—The budget request of $750,000 for this 
new construction start has been disallowed principally on the basis 
that the benefit-cost ratio when figured on the criteria established by 
the Bureau of the Budget is only 0.53 to 1. In addition the power 
revenues of the Missouri River Basin project are expected to carry 
more than 60 percent of the repayment costs applicable to irrigation. 

Shoshone Extensions unit, Wyoming.—At the time of the hearings 
the Bureau testified that the $500,000 budgeted for this project should 
be deleted since there is at the present time no local interest in it. 

Yellowtail unit, Montana.—There is available on this project, from 
previous appropriations, a total of $3,307,854. Legislation requiring 
that the Indian owners of land in the project area be paid $5,000,000 
for their lands was vetoed by the President. New legislation with 
respect to this matter is pending. The project has a benefit-cost 
ratio of only 1 to 1 without irrigation features and there is no prospect 
for developing these features at the present time. The Bureau is 
directed to apply these unobligated balances to the approved projects 
in the 1958 program. The budgeted amount of new funds has been 
reduced accordingly. 

Missouri River Basin investigations.—The Committee recommends 
reduction of $1,000,000 in the budget estimate of $3,000,000 for this 
program. It is directed that no more than $500,000 be allotted to 
the Garrison Diversion Unit and that no more than $100,000 be 
allotted to the Oahe Unit. 

Other Department of Interior agencies.—The reduction of $625,000 
made in these programs is geared to the other program reductions made 
in the Missouri River Basin. None of the reduction is to be applied 
against the item for archaeological explorations in reservoir sites. 

Unobligated balances.—In addition to the reduction in new funds 





made because of the application of unobligated balances from the 
Boulder Canyon project, the Yellowtail Unit, and the Loan Program, 
the Committee has made a further reduction of $3,000,000 to com- 
pensate for unobligated carryover balances. This brings the total of 
reductions in new funds to be compensated for by unobligated carry- 
over to $20,121,777 as shown in the foregoing table. 
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OPERATION AND MAINTENANCE 


Auncogniation, 1067 ...........<usnne eieebesannenaeeeannel $27, 267, 000 
eneien: ROR... nateduqmdavanenuaaeuu cele sas 28, 338, 000 
meomminenieg. O66. ~~ =. x.. 225 neo cbbakebon andi 4 , 
Comparison: 
Appropriation, 3007 -...-..26555ecasaneeaheaseeneensanends +733, 000 
muebete, LUNG... ccntkdéadesencenddadewiidanceaskeneaee — 338, 000 


The Committee recommends an appropriation of $28,000,000, a 
decrease of $338,000 in the budget estimate but an increase of 
$733,000 above the amount appropriated for fiscal year 1957. The 
irrigation district on the Gila project will take over operation and 
maintenance on this project in January 1958, which eliminates the 
need for $120,000 of Federal funds programmed for this purpose. 
The remainder of the reduction should not disturb the effectiveness 
of the program. 


GENERAL ADMINISTRATIVE EXPENSES 


Appronristion, 1957..220 cinco dip age ce skeelagaublonnedben $3, 942, 000 
Pateraste, T0668... 2... cc con eee 40a 4, 242, 000 
Reecmiinended, 1056... os bh 5 a a ee ee 4, 000, 000 
Comparison: 
Appeonrietion, LOGh. «ccs sssentevinsacht hedesduneackneel -+- 58, 000 
Eeumaté, 1060... ....ccancssuseaoanuaunacwalieaaaanes ae — 242, 000 


The budget estimate for the activities under this heading is 
$4,242,000. In making the reduction the Committee has disallowed 
one of the two airplanes requested. This accounts for $100,000 of 
the reduction. 

UPPER COLORADO RIVER BASIN FUND 


Papen rrabions, .1U0 C._......-< <seunsunssnssainadibaagiaanine nice mines $13, 000, 000 
Betimate, 1066... cawaincosvestuete sae sees 25, 142, 000 
eecotimended, 1958)... ce ce eee eet Sea eee 25, 142, 000 
Comparison: 

Appropriation, 1961 nds iin disis oad) nd aatindee ane +12, 142, 000 


Estimate, 1958 


The Committee has approved the budget estimate of $25,142,000 
for the Colorado River storage project. ‘The funds recommended for 
the projects and activities covered by this appropriation are distributed 
as follows: 


Pissing Ores Wiis WR Wks cin nc cesnuindussntsns chee $4, 800, 000 
Gien Canyon unit,’ Arisoo@- Utah. : 2225 iil Le cisk iG aie das wenne 17, 300, 000 
Navaio unit, New DIGGiG. ic ccnsdncdiaccdidnndduiacmnaGaeniaaih 1, 800, 000 
Transmission division sii 40635 GLAM Oe AW iA ccewenee 100, 000 
Advance planning (investigations only)......................---- 1, 142, 000 


Total .upper Colorado River Basin fund_...............-.-- 25, 142, 000 
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BoNNEVILLE PowrrR ADMINISTRATION 


CONSTRUCTION 
PORRRMTRMBGT TUOT icon di ais Ada REE bid eld dhe be $18, 700, 000 
RN ga. nach aki nee iets moe Blakeh-ad a em a BU ae 25, 142, 000 
IO Oe Mei 19, 879, 000 
Comparison: 
WATERTON, 2007, 552 JaWas bon dee Caddeeke end teabencas +1, 179, 000 
ttemete: ROGR cai esis tet a iver chtindtertewe dubtcne tbls — 5, 263, 000 


The reduction recommended by the Committee is made up of the 
following items: 


(a) Elimination of the Rocky Ford-Tacoma Line__......-...-.. — $1, 863, 000 
(6) Elimination of the Chief Joseph-Valley Line......_....-..-- — 296, 000 
(c) Elimination of half of the increases proposed in the Supple- 
mentel-budeot optimises aod ddd ds tem tind owkt dee ond — 1, 454, 000 
(d) Reduction in the general system facilities item to the 1957 
a ae — 1, 650, 000 
Total J 2stee nis. Sateen Jatcamtaciv« — 5, 263, 000 


The Rocky Ford-Tacoma, and the Chief Joseph-Valley Lines would 
set a precedent for wheeling non-federal power long distances to 
integrate with the Bonneville grid. This is a major policy question 
and the Committee takes the position that proposals such as these 
should have separate legislative authorization before appropriations 
are requested. 

OPERATION AND MAINTENANCE 


i RNIN ANG fib eds cried US cei een wew pp edaden dunes $7, 595, 000 
nN TU S251 an ck cn re 8, 630, 000 
Be I I 8, 630, 000 
Comparison: 

BIO MET: EOO scan non choses hicmewauwede Tkupceueben +1, 035, 000 


Budget, 1958 


The Committee believes that the increase requested by the Bureau 
above the 1957 program level is necessary and desirable in view of 
additional workload created by new lines and facilities coming into 
the operation and maintenance stage. 

Revenues of the Bonneville Power Administration are estimated at 
$74,400,000 for fiscal year 1958. 


OFFICE OF THE SECRETARY 
SOUTHEASTERN PowEerR ADMINISTRATION 


OPERATION AND MAINTENANCE 


POI. EO oncnnokdun oasadpicaaneaenaaderaepen dna inel $1, 878, 000 
PACE ei ee ee fe ee gS 1, 939, 000 
Speen S1O08. 235253554. bus. és. Soest ue Senses Gea wa 1, 939, 000 
Comparison: 
IUIRNONS | NR sod Sa oa a as ce tpn Glin mh Gri de a Ne +61, 000 
Judget, 1958__ 


The increase provided above the 1957 appropriation is made neces- 
sary by the increased cost of retirement fund contributions and addi- 
tional costs for purchase of energy and payment of wheeling charges 


to serve preference customers. 


Revenues from Southeastern Power Administration operations are 
estimated at $18,162,200 for fiscal year 1958. 
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SouTHWESTERN Power ADMINISTRATION 


CONSTRUCTION 
Appropriation, 1957 


Pet MG, 100O + oom moc cc cme ck conan De ee aa $1, 480, 000 
Recommended, 1966... 4 bs kb ob a) Aa eo ol Se 1, 480, 000 
Comparison: 


Appropriation, 1957... ..<+<<+aahesbe =ehe We see eaniiens +1, 480, 000 
Budget, 1958_- a 


This appropriation provides for approved additions to system 
facilities including new customer connection lines. 


OPERATION AND MAINTENANCE 


RGU Gs BEE cond oa nee Me wn + acne a edatnadnaleaetanedee $1, 000, 000 
Pstimate, 1996... enn can meee dee be cee an ks SEBEL Rue Deka 1, 045, 000 
RecommMended, T0966. oo. 660046 Si dss eis oA ea adi. 1, 000, 000 
Comparison: 
Appropriatio®, 1957 2.0.65 $604 46sCus 2c a Bee ao ee Ot dite oo sem ae 
Budget, 1958 s wo tos willy wt on'nd aie n <> Gli os natin as Wi avandia ae ae — 45, 000 


The reduction of $45,000 represents the amount of increase requested 
to cover the cost of contributions to the retirement fund. It is the 
opinion of the Committee that this token amount can be absorbed 
in the total appropriation. 

Revenues from Southwestern Power Administration operations are 

stimated at $6.360,.000 for fiscal year 1958. 


CONTINUING FUND 


A recent decision of the Comptroller General provides that the 
Generating and Transmission Cooperatives holding interration con- 
tracts with the Southwestern Power Administration whic.. were set 
aside in the fiscal year 1954, are entitled, under the terms of the con- 
tracts, to claim settlements covering the period that they were inopera- 
tive. The amount of such claims is estimated at $1,766,579.50. The 
Committee has provided language in the bill which will make avail- 
able the unused portion of the funds authorized from the continuing 
fund for fiscal years 1954 and 1956 for the settlement of such claims. 
While it is believed that there are sufficient unused funds tn these two 
years to cover the cost of the claim settlements, the language provides 
that additional funds may be used out of the continuing fund during 
the fiscal year 1958 to make up any balances not covered by the 
unused excesses in the prior years. 


LIMITATIONS AND LEGISLATIVE PROVISIONS 


The following limitations and legislative provisions not heretofore 
carried in connection with any appropriation bill are recommended: 
On page 4, lines 23 and 24 and page 5, lines 1 and 2, in connection 
with Rivers and Harbors and Flood Control, Construction, General: 
Provided further, That none of the funds appropriated in this Act 


shall be used on the project Missouri River, Kansas City to 
mouth, for any purpose other than bank stabilization work: 
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On page 9, lines 11 through 15, in connection with Bureau of 
Reclamation, Construction and Rehabilitation: 


Provided further, That not to exceed $69,000 shall be available 
toward emergency rehabilitation of the works of the Arnold 
on District as under the Act of October 7, 1949 (63 Stat. 

24), as amended, to be repaid in full under conditions satisfac- 
it to the Secretary of the Interior: 


On page 10, lines 3 through 9, in connection with Bureau of Recla- 
mation, Construction and Rehabilitation: 


Provided further, That any contract under the Act of July 
4, 1955 (69 Stat. 244), as amended, not yet approved by the 
Secretary, which calls for the making of loans beyond the fiscal 
year in which the contract is entered into shall be made only on 
the same conditions as those prescribed in section 12 of the Act 
of August 4, 1939 (53 Stat. 1187, 1197). 


On page 17, lines 11 through 16, in connection with Southwestern 
Power Administration, Continuing Fund: 


Provided, That in addition to the amount authorized to be 
made available from the continuing fund, fiscal year 1954 (67 
Stat. 262), and fiscal year 1956 (69 Stat. 356), there shall be 
made available from the continuing fund amounts sufficient to 
liquidate claims payable under lease purchase contracts with 
generating and transmission cooperatives. 


On page 18, line 25, through page 19, line 4, in connection with 
General Provisions: 


Sze. 205. After July 1, 1957 the salaries of the Adminis- 
trator of the Southeastern Power Administration and the Admin- 
istrator of the Southwestern Power Administration shall be the 
same as the salary of the Administrator of the Bonneville 
Power Administration. 
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85TH ConcREss \ HOUSE OF REPRESENTATIVES {| Report 
1st Session No. 553 


é#F+™UpVCcTcT"T"'‘"-"-"-"YCYY""'—--.0—0—0. ——————— 


AMENDING THE ACT OF AUGUST 11, 1955, TO EXTEND THE TIME 
DURING WHICH ANNUAL ASSESSMENT WORK ON UNPATENTED 
MINING CLAIMS SUBJECT TO THAT ACT MAY BE MADE 


June 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Eneue, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. R. 4748] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (H. R. 4748) to amend the act of August 11, 1955, to 
extend the time during which annual assessment work on unpatented 
mining claims subject to that act may be made, having considered 
the same, report favorably thereon without amendment and recom- 
mend that the bill do pass. 


PURPOSE 


H. R. 4748, if enacted, would extend the time during which annual 
assessment work ($100 minimum) may be performed on unpatented 
mining claims based on the discovery of uraniferous lignite. The bill 
would permit assessment work required to be completed by 12 o’clock 
meridian July 1, 1957, to be performed on such claims during the next 
assessment year ending July 1, 1958. 

Both the author of H. R. 4748, Representative Berry, and the 
spokesman for the Department of the Interior noted that those mining 
claimants who deferred assessment work due July 1, 1956, pursuant 
to Public Law 636, 84th Congress, and who also defer assessment work 
due July 1, 1957, should H. R. 4748 be enacted, would be required to 
perform ail such deferred assessment work as well as that required for 
the current year (1957-58), or a minimum of $300 worth of assessment 
work, by 12 o’clock meridian July 1, 1958. 


JUSTIFICATION FOR EXTENSION 


An economic process for the recovery of uranium from lignites has 
not yet been developed. However, the Atomic Energy Commission 
86006 
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has been performing studies and is engaged in pilot-plant work to 
develop such a process. Extensive investigations are also being con- 
ducted by private organizations for the same purpose. The results 
of these investigations are expected to be known within a year. 

In view of the foregoing, the report of the Atomic Energy Com- 
mission points out that— 


* * * Many of the miners and prospectors holding uranif- 
erous lignite claims validated or staked pursuant to the act 
of August 11, 1955, are uncertain as to whether there is, or 
will be, a market for their ore. They have no assurance 
that additional expenditures in development of their mining 
properties are warranted. 

In view of the foregoing situation, the proposed legislation 
appears to be desirable and equitable. * * * 


The committee believes that under the circumstances indicated in 
the foregoing, nothing would be lost be permitting the annual assess- 
ment work on the claims in question to be deferred until July 1, 1958. 

No expenditure of Federal funds is authorized or involved in this 
legislation. 

AGENCY REPORTS 


The favorable reports of the Department of the Interior and the 
Atomic Energy Commission are set forth following: 


Atomic EngerGy Commission, 
Washington, D. C., May 81, 1957. 
Hon. Crarr ENGL, 
Chairman, Committee on Interior and Insular Affairs, 
House of Representatives. 

Dear Mr. Enaue: In accordance with the request contained in 
your letter of April 30, 1957, we have prepared the enclosed report on 
H. R. 4748, to amend the act of August 11, 1955, to extend the time 
during which annual assessment work on unpatented mining claims 
subject to that act may be made. 

The Bureau of the Budget has advised us that it has no object to 
the submisxion of this report. 

Sincerely yours, 
R. W. Cook, 
Deputy General Manager, 


REPORT ON H. R. 4748 


Reference: Letter dated April 30, 1957, received from Congressman 
Clair Engle, chairman, Committce on Interior and Insular Affairs, 
House of Representatives, requesting an expression of our views 
on the proposed legislation. 

The proposed legislation pertains to mining claims based upon a 
discovery of a valuable source material in public lands classified as or 
known to be valuable for coal and applies particularly to the urani- 
ferous lignites. Provision was made for these claims under the act of 
August 11, 1955, Public Law 357 of the 84th Congress. By Public 
Law 636, of the 84th Congress, approved June 29, 1956, the time 
within which annual assessment work for the period commencing 
July 1, 1955, had to be performed on unpatented mining claims 
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validated pursuant to section 2 of the act of August 11, 1955, was 
extended until July 1, 1957. H. R. 4748 proposes to amend the 
act of June 29, 1956, in order to further extend the period for perform- 
ing annual assessment work on these claims for an additional 12 
months commencing July 1, 1957, and also to provide that the time for 
performance of annual assessment work on any other unpatented 
mining claims subject to the act of August 11, 1955, for the period 
commencing July 1, 1956, is extende od to July 1, 1958. 


jond scien l 
. o at ,Ac 
ming stuaies anc 


The Atomic Energy Commission is presently performi 
is engaged in pilot-plant work at Grand Jun tion, Colo., to develop 
an economic process for the recovery of uranium from the lienites. 
Extensive investigations are also being conducted by private ergani- 
ions for the same purpose. Si¢nificant results of the AKC work 


. "4 e . a : . . 4 ] r » Bee , 
and Of the private Mvestications are not expected until aicer vlliy i 


Consequently, many of the miners and prospectors holding uran 


erous lien e CihiMs Vaildated or staxed pursuant to the act ol August 
11. 1955, are uncertain as to whether there is, or will be, a market for 
their ore, ihev have no ¢ Irance that additional expenditures in 
deveiopment of their mining properties are warranted. 
, : . ; J _ 
in view Of the forevoing situation, the propos “Ll levisifntion appears 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF ad Si CRE TARY, 
Vash nat yn 25, dD. M ay Ki, 1957. 
Hon. Cratr Ena 
Chairman, Committee on Interior and Insular Affairs, 
House of Riv sentatives, Washington, D. C. 

Duar Mr. Encte: This is in reply to your request for the views 
of this Department on H. R. 4748, a bill to amend the act of August 11, 
1955, to extend the time during which annual assessment work on 
unpatented mining claims subject to that act may be made. 

We would not object to the enactment of H. R. 4748. 

The act of August 11, 1955 (69 Stat. 679; 30 U. S. C., secs. 541- 
541i), provides for the entry and location, on discovery of a valuable 
source material, of public lands which are classified as or known to be 
valuable for coal. With respect to unpatented mining claims vali- 
dated under section 2 of the act of August 11, 1955, that act, as orig- 
inally passed, required that labor had to be performed or improve- 
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ments had to be made pursuant to section 2324 of the Revised Statutes 
(30 U.S. C., sec. 28), by noon on July 1, 1956. The act of June 29, 
1956 (70 Stat. 438, Public Law 636, 84th Congress), extended that 
period until noon, July 1, 1957. H. R. 4748 would amend the 1956 
act in two respects. ‘The period for compliance with the assessment 
requirements for the year beginning July 1, 1955, with respect to the 
unpatented claims validated under section 2 of the 1955 act would be 
extended for yet another year, to July 1, 1958. There would also be 
added to the 1956 act a new subsection which would extend to July 1, 
1958, the time during which the assessment work required under sec- 
tion 2324 of the Revised Statutes with respect to any other unpatented 
mining claim subject to the 1955 act would have to be accomplished 
for the period beginning on July 1, 1956. 

As a general proposition this Department does not favor a liberal- 
ization of the requirements for assessment work on mining claims. 
No one should be entitled to the possession of public lands under the 
provisions of the mining laws, if he does not actively prospect for and 
develop the minerals in those lands. Our report to your committee, 
dated June 22, 1956, on H. R. 10872 of the 84th Congress, which 
became the act of June 29, 1956, made our views on the general proposi- 
tion of the liberalization of requirements for assessment work quite 
clear. Your committee in its report on that bill expressed similar 
views, stating that it had been ‘“‘hesitant to recommend any extension 
of time for the completion of assessment work on mining claims” 
and that its favorable recommendation on H. R. 10872 was “‘not to be 
regarded as setting any precedent” (H. Rept. 2501, 84th Cong., 2d 
sess., 3 (1956)). The existence of unusual circumstances must be 
shown before we can favor the enactment of a bill liberalizing assess- 
ment work. 

An unusual situation justifying a liberalization of the existing law 
does exist with respect to mining claims based on the discovery of 
uraniferous lignite. Efforts have been made to perfect a process for 
the economic extraction of uranium from the low-grade lignite. To 
the best of our knowledge, however, such a process has not yet been 
developed. If this is true, these claims have no actual value at this 
time. The Atomic Energy Commission may be able to give you later 
information on the progress which has been made in the perfection 
of the necessary process. If an economic process for the extraction 
of uranium from lignite has not yet been developed, we would not 
object to a relaxation of the requirements for assessment work on 
these claims. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this report to your Committee. 

Sincerely yours, 
HATFIELD CHILSON, 
Under Secretary of the Interior. 


The Committee on Interior and Insular Affairs recommends that 
H. R. 4748 be enacted. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
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is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Act or JuNE 29, 1956 (705 Strat. 438) 


That (a) the time during which labor must be performed, or im- 
provements made, pursuant to the provisions of section 2324 of the 
Revised Statutes of the United States (30 U. S. C. 28), on any un- 
patented mining claim validated under section 2 of the Act of August 
11, 1955 (Public Law 357, Eighty-fourth Congress, 69 Stat. 679) for 
the period commencing July 1, 1955, is hereby extended until the hour 
of 12 o’clock meridian [July 1, 1957] July 1, 1958. 

(b) The time during which labor must be performed, or improvements 
made pursuant to the provisions of section 2324 of the Revised Statutes of 
the United States (30 U. S. C. 28), on any other unpatented mining 
claim subject to the Act of August 11, 1955 (Public Law 357, Ejighty- 
fourth Congress; 69 Stat. 679; 30 U. S. C. 641-5411), for the period 
commencing July 1, 1956, is hereby extended to 12 o'clock meridian, 
July 1, 1958. 

O 
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85TH CONGRESS } HOUSE OF REPRESENTATIVES { Report 


PROVIDING FOR THE CONSTRUCTION OF SEWER AND 
WATER FACILITIES FOR ELKO INDIAN COLONY, NEVADA 





June 13, 1957.—Committed to.the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Wiu14Ms of Mississippi, from the Committee on Interstate and 
Foreign Commerce, submitted the following 


REPORT 


[To accompany H. R. 5953] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (H. R. 5953) to provide for the construction of sewer 
and water facilities for the Elko Indian colony, Nevada, having con- 
sidered the same, report favorably thereon with an amendment and 
recommend that the bill as amended do pass. 

The amendment is as follows: 


Strike out all after the enacting clause and insert. in lieu thereof the 
following: 


That to carry out more effectively the purposes of the Act of January 31, 1931 
(46 Stat. 1046), as amended (authorizing appropriations for the installation of 
sanitary sewer and water systems for the Indian village of the Elko Indian 
colony), and his functions under the Act entitled ‘“‘An Act to transfer the mainte- 
nance and operation of hospital and health facilities for Indians to the Public 
Health Service, and for other purposes,” approved August 5, 1954 (68 Stat. 674), 
the Surgeon General is authorized 

(1) to develop plans, after consultaticn with the Indians concerned and in 
cooperation with the city of Elko, Nevada, and other appropriate State or 
local public authorities, for extending the city’s water and sewer lines and 
providing essential domestic and community water supplies.and sewage and 
waste disposal facilities for the Indian village of the Elko Indian colony, 
including the provision of necessary appurtenances and fixtures for Indiar 
homes in the village; 

(2) to make such arrangements with such public authorities, and with the 
Indians to be served by such lines, supplies, and facilities (including such 
appurtenances and fixtures), regarding contributions toward the extension 
and provision thereof and responsibilities for maintenance thereof, as in his 
judgment are equitable and will best assure the future maintenance of such 
lines, supplies, and facilities in an effective and operating condition and, 
after making such arrangements, to construct (directly or by contract) or 
otherwise provide such lines, supplies, and facilities on lands occupied by the 
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Elko Indian colony or on lands made available for the purpose by the city 
of Elko or other public agency; and 


(3) to transfer any lines, facilities, or appurtenances provided hereunder, 
with or without a money consideration, and under such terms and conditions 
as in his judgment are appropriate, having regard to the contributions made 
and the maintenance responsibilities undertaken, the special health needs 
of the Indians concerned, and the purposes of this Act, to the city of Elko, 
to the State of Nevada, or to any other subdivision of such State or, in the 
case of domestic appurtenances and fixtures, to any one or more of the 
occupants of the Indian home served thereby. 


Sec. 2. There are authorized to be appropriated from time to time such sums, 
not to exceed $40,000, as may be necessary to carry out this Act. 


PURPOSE AND COST OF LEGISLATION 


The instant legislation is in the nature of emergency legislation. 
The committee amendment would authorize the Surgeon General to 
arrange for the extension of the water and sewer lines of the city of 
Elko, Nev., to the Indian village of the Elko Indian colony, and the 

rovision of the necessary fixtures for the Indian homes in the village. 

‘he amendment would further authorize the transfer of the lines and 
the fixtures to the city (or to the State of Nevada, or to a subdivision 
of the State) and, in the case of certain fixtures, to the Indians. For 
these purposes the amendment authorizes appropriations not in excess 
of $40,000. 


REASONS FOR LEGISLATION 


The Subcommittee on Health and Science held hearings on this 
legislation on April 10 and May 1, 1957. Testimony was received 
from the sponsor of the legislation, Congressman Baring, and from 
officials of the Department of Health, Education, and Welfare and of 
the Department of the Interior. It appears from the testimony that 
the only domestic water well which normally provides drinking water 
for the entire Elko Indian colony has broken down and in order to pro- 
vide emergency relief, the city of Elko has hooked up a temporary 
line. The Elko Indian village has no sewage facilities. 

Since the Elko Indian colony is located immediately adjacent to the 
city of Elko, existing conditions with respect to water supply and 
sewage disposal in the colony threaten not only the health of the colony 
of about 100 permanent members but also the 7,000 inhabitants of 
the city of Elko. 

The Elko Indian village was established by the Federal Govern- 
ment pursuant to Public Law 581, 71st Congress (approved January 
31, 1931). The land and the dwellings are owned by the Federal 
Government. Public Law 581 also authorized the Secretary of the 
Interior to install water and sewer facilities for that colony. (See 
appendix.) 

Pursuant to Public Law 568, 83d Congress, the responsibility for 
Indian health matters was transferred from the Department of the 
Interior to the Department of Health, Education, and Welfare. 
Representatives of the Department of Health, Education, and Wel- 
fare testified that the Department requires specific statutory authority 
to provide the needed sewer and water lines and to effectuate the 
subsequent transfer of the facilities contemplated by this legislation. 
(See appendix.) 

At the request of the Subcommittee on Health and Science, a repre- 
sentative of the Department of Health, Education, and Welfare made 
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an on-the-spot investigation of the factual situation, and testified 
before your subcommittee that the extension of the water and sewer 
lines of the city of Elko to the Indian colony was the best and also 
the least expensive way to remedy the existing situation. He also 
testified that the city and the Indians were willing to cooperate, and 
that the cost of the installation of the needed facilities was estimated 
to be between $30,000 and $35,000. The Indians have agreed to 
make the necessary installation of facilities in their homes with their 
own labor and they have indicated a willingness to assume the re- 
sponsibility for paying a monthly charge for water and sewage. 

In order to enable the Federal Government properly to discharge its 
responsibilities in this situation, the legislation authorizes the Surgeon 
General to enter into the necessary arrangements with the are 
parties for the construction, maintenance, and transfer of the needed 
facilities. 


DIFFERENCES BETWEEN BILL AS INTRODUCED AND COMMITTEE 
AMENDMENT 


The bill as originally introduced made it mandatory for the Surgeon 
General to undertake the construction of the sewer and water lines 
and to transfer or lease the facilities, without consideration therefor, 
to the city of Elko, Nev. The amendment contains language author- 
izing (1) the necessary corrective action to be undertaken in coopera- 
tion with the local public authorities and the Indians, and (2) the 
negotiation of transfer arrangements with such authorities on such 
terms as will assure the future maintenance of the facilities. 

The introduced bill did not place a limitation on the amount of 
funds which could be appropriated for the purposes of this legislation. 
The amendment places a ceiling of $40,000 on the sums which may 
be authorized for this purpose. 





APPENDIX 


STATUTES RELATING TO THE ESTABLISHMENT OF THE ELKO 
INDIAN COLONY 


Re Extxo Inpian Cotony, Nevapa 


CHAPTER 68—-AN ACT TO PROVIDE FOR AN INDIAN VILLAGE AT ELKO, 
NEVADA 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That there is hereby author- 
ized to be appropriated, out of any money in the Treasury not other- 
wise appropriated, not to exceed the sum of $20,000 to be expended 
in the discretion of the Secretary of the Interior for the purchase of a 
village site for the Indians now living near Elko, Nevada; for the 
removal, repair, and enlargement of their present homes and the con- 
struction of new homes, where necessary; and for the installation of 
sanitary sewer and water systems for said village, including connection, 
if practicable, to the water system of Elko, Nevada. 

Approved, January 31, 1931. (Page 1046 of Vol. 46, Part I “Public 
Laws’’, United States Statutes at Large, 71st Congress, 1929-1931.) 

Indian village, Elko, Nevada: For the purchase of a village site, 
construction, removal, repair or enlargement of homes, and installation 
of sewer and water systems, for the use and benefit of Indians near 
Elko, Nevada, as authorized by and in accordance with the act ap- 
proved January 31, 1931 (Public Act Numbered 581, Seventy-first 
Congress), fiscal years 1931 and 1932, $20,000. 

(Page 1566 of Vol. 46, Part I “Public Laws’’, United States Statutes 
at Large, 71st Congress, 1929-1931.) 

Indians near Elko, Nevada. The unexpended balance of the appro- 
priation contained in the Second Deficiency Act, fiscal year 1931 (46 
Stat. 1563), for the purchase of a village site, construction, removal, 
repair, or enlargement of homes, and installation of sewer and water 
systems for the use and benefit of Indians near Elko, Nevada, is 
hereby continued available until June 30, 1933. 

(Page 532 of Vol. 47, Part I “Public Laws”, United States Statutes 
at Large, 72d Congress, 1931-1933.) 


STATEMENT OF THE DEPARTMENT OF HEALTH, EDUCATION, AND 
WELFARE CONCERNING NEED FOR SPECIFIC STATUTORY AU- 
THORITY 


ConstructiON oF SANITATION Faciuities, NEED FoR SPEcIFIc STAtT- 
utory AvutHority, Eiko, Nev. 


Specific statutory authority is considered necessary for the provision 
by the Public Health Service of sewer and waterlines for inhabitants 
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of the Elko Indian Colony, and the subsequent transfer of such 
facilities, as contemplated by H. R. 5953. 

Public Law 568, 83d Congress, transferred to the Surgeon General 
of the Public Health Service, effective July 1, 1955, all functions, 
responsibilities, authorities, and duties of the Department of the 
Interior, the Bureau of Indian Affairs, Secretary of the Interior, and 
the Commissioner of Indian Affairs relating to the maintenance and 
operation of hospital and health facilities for Indians and the con- 
servation of the health of Indians. 

The fragmentation of the broad authority vested in the Department 
of the Interior for the conduct of federally supported programs for 
Indians left some doubt whether authorities of the Secretary of the 
Interior, which, although not directly related to health, were some- 
times exercised in whole or in part in support of the health program 
while it was in the Department of the Interior, were also transferred. 
The authority to construct sewage and water supply facilities for 
Indians is in this area of doubt. 

Although advice on the construction of such facilities and their 
regulation after construction, is commonly a function of health 
departments, the construction of such facilities is not generally recog- 
nized as a distinctively health function. In title 25, United States 
Code, section 13, the basic statute governing the purposes for which 
appropriations for the assistance of Indians coal be expended, the 
improvement of irrigation systems and development of water supplies 
appears as an item distinct from the function, now transferred, of 
conservation of health. And, in the transfer of phvsical facilities 
from Interior to the Public Health Service under Public Law 568, no 
sewage or water supply facilities other than those pertinent to Federal 
hospitals or nh facilities were included. 

The authority of the Service to construct sanitation and water- 
supply facilities would be particularly doubtful because such facilities, 
unlike hospitals and other medical facilities, would be on lands not 
under the jurisdiction of the Public Health Service. The Surgeon 
General did not, of course, succeed to the authorities of the Secretary 
of the Interior with respect to lands not transferred to the Public 
Health Service. 

Furthermore, it is not considered that there has been transferred to 
the Service any part of the authority of the Department of the Interior 
under title 25, United States Code, section 465, to acquire land, within 
or without reservations, “for the purpose of providing land for 
Indians,” or its authority to improve or otherwise administer such 
land. Use of land under the jurisdiction of Interior, as well as use 
of non-Federal land, will be necessary to effectuate the objectives of 
H. R. 5953. 

Even if all doubts were resolved in favor of the transfer to the 
Public Health Service of the total powers formerly exercised by the 
Department of the Interior with respect to the construction of sanita- 
tion facilities, there would still be an inadequate statutory basis for the 
cooperative features of the instant legislative proposal which lay 
beyond the powers of the Department of the Interior. Thus, the 
Department of the Interior apparently lacked authority to transfer 
sanitation facilities, once constructed, to State or local authorities, as 
er by the present bill; hence, such authority must be 
supplied by new legislation. As recently as 1956 (subsequent to the 
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effective date of Public Law 568), the Department of the Interior 
secured specific authority for the transfer of federally owned buildings, 
improvements, or facilities to Indian tribes (Public Law 991, 84th 
Cong., 2d sess.). 

Also, while the authority of the Secretary of the Interior to accept 
contributions of funds or other property “for the benefit of Indian 
schools, hospitals, or other institutions conducted for the benefit of 
Indians, or for the advancement of the Indian race” and to apply such 
contributions for the benefit of “such school, hospital, or other institu- 
tion or for the benefit of individual Indians,” under title 25, United 
States Code, section 451, may reasonably be considered as having 
been transferred to the Surgeon General with respect to health 
purposes, a clearer basis for the acceptance of contributions of money, 
materials, and services for the construction, operation, and mainte- 
nance of sanitation facilities is, in our view, highly desirable. 

The suggested revision of H. R. 5953, which was submitted to the 
committee by this Department, makes specific provision for the accept- 
ance of contributions and for the construction of facilities on Federal 
and non-Federal lands, as well as authorizing the transfer of such 
facilities and appurtenances after construction has been completed, 
Specific authority for such actions is, in our view, necessary for effec- 
tive accomplishment of the purposes of the bill. 





REPORTS OF DEPARTMENTS AND AGENCIES 


Tue Secretary or Heatran, Epucation, anD WELFARE, 
Washington, April 10, 1957, 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. Cuartrman: This letter is in response to your request of 
March 15, 1957, for a report on H. R. 5953, a bill to provide for the 
construction of sewer and water facilities for the Elko Indian colony, 
Nevada. 

The bill would provide that, in the exercise of his functions under 
the act transferring the Indian health program to the Public Health 
Service (66 Stat. 674), the Surgeon General shall (1) undertake such 
construction as may be necessary to extend the sewer and water 
lines of the city of Elko, Nev., so as to provide water under pressure 
and adequate sewage facilities for all habitable dwellings on land of 
the Elko Indian colony, and transfer or lease such facilities, without 
consideration therefor, to the city of Elko, Nev., and (2) provide all 
such habitable dwellings with appurtenances necessary for full utiliza- 
tion of such facilities. The bill would authorize the appropriation of 
such sums as may be necessary for these purposes. 

The bill is designed to meet an emergency situation resulting from 
failure of the pumping equipment at the source of water supply which 
serves the Indian colony, and to correct the gross insanitary conditions 
resulting from the totally inadequate waste disposal facilities in the 
colony which represent a health hazard to the Indians and to the 
nearby residents of Elko. The construction authorized is entirely 
feasible from an engineering standpoint. 
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As now drafted, the bill (H. R. 5953) seems to us undesirably ex- 
plicit in specifying in such detail the remedial action to be taken, and 
also in making it mandatory for the Surgeon General to transfer or 
lease the facilities constructed to the city of Elko. Without indicat- 
ing any present difference of opinion on the nature of the corrective 
action required, we would recommend somewhat more general lan- 
guage to authorize (a) the necessary corrective action, to be under- 
taken in cooperation with the local public authorities, and (6) the 
negotiation of lease or transfer arrangements with such authorities 
on such terms as would assure the future maintenance of the com- 
munity facilities in an operable condition. With respect to individual 
household installations, provision should be made for agreements with 
occupants to signify their desire for the facilities and willingness to 
maintain them. A ceiling on the funds to be authorized for these 
purposes (e. g., not to exceed $50,000) would supply any necessary 
controls and leave room for the exercise of discretion in the choice of 
the most effective means for alleviating the present health hazards. 

We believe that as a general principle, problems such as this should 
be handled under general legislative authority, not on a piecemeal 
basis. We recognize, however, the serious nature of this situation 
and the desirability of prompt attention to it, and we would therefore 
interpose no objection to the enactment of this special emergency 
authority with respect to the Elko colony if revised as we have indi- 
cated to remove certain rigidities in the bill as introduced. 

The Bureau of the Budget advises that it perceives no objection to 
the submission of this report to your committee. 

Sincerely yours, 
M. B. Fousom, Secretary. 





DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., April 15, 1957, 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. Harris: Your committee has requested a report on H. R. 
5953, a bill to provide for the construction of sewer and water facilities 
for the Elko Indian colony, Nevada. 

We have no objection to the enactment of the bill. 

Before the Indian health responsibility was transferred from this 
Department to the United States Public Health Service, of the 
Department of Health, Education, and Welfare, the Bureau of Indian 
Affairs included a request for funds in its budget estimate for fiscal 
year 1956 to provide sanitary improvements in various Indian colonies, 
principally in the State of Nevada. This request was made as a result 
of a directive from the Senate Appropriations Committee, in Report 
No. 1506, 83d Congress, 2d session, on the Interior Department appro- 
priation bill, 1955, which contained the following statement on page 13. 

“Tt has come to the committee’s attention that a deplorable and 
dangerous sanitary condition exists at the Reno-Sparks Indian 
colony which is located just adjacent to the city of Reno, Nev. Lack 
of proper sewerage and sanitary facilities poses a threat to the health of 
both the Indian occupants and populations of the two adjacent cities, 
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This situation has existed for several years. The colony is federally 
administered and is located on Federal land. The committee believes 
that the Bureau should have taken action to correct this situation some 
time ago. The committee is further informed that this situation 
exists at other Indian colonies. The committee directs that the 
Bureau make a survey of ell of these colonies looking toward sub- 
mitting estimates to the Congress in the 1956 budget in order that any 
other like conditions can be corrected.” 

The budget for fiscal year 1956 included $94,500 for sanitary 
improvements at four of the colonies in Nevada, and the funds were 
appropriated. The four Indian colonies and the facilities provided 
were— 

Carson Indian colony.—Development of existing water supply, 
pumping plant, standpipe, fire hydrants, nonfreeze yard hydrants, 
together with necessary structures, install septic tanks for each 
house within the colony, the connection to any existing house 
sewers, and tile fields for the disposal of the affluent from the 
septic tanks. 

Reno-Sparks Indian colony.—Extend 8-inch sewer line into 
colony from city sewer system and provide wye branches in line 
for individuals to connect to homes. 

Lovelock Indian colony.—Installation of septic tanks for each 
house, tile fields, extension of city water system into colony, and 
provide nonfreeze yard water hydrant for each house. 

Yerington Indian colony.—lInstallation of septic tank for each 
house, tile fields, extension of city water system into colony, and 
provide nonfreeze yard water hydrant for each house. 

In none of these colonies were any improvements made to the 
individually owned homes. Connections to the sewerage and water 
systems, as well as any improvements necessary to the buildings, were 
made by the Indians at their own expense. It is noted that H. R. 
5953 provides that appurtenances necessary for the full utilization of 
the water and sewerage systems be provided in all habitable dwellings. 

Domestic water is a part of the environmental! sanitation of the Elko 
Indian colony, and the present water well which now provides water 
for the colonists could become contaminated due to careless use and 
could cause a serious health problem in the Elko community. There 
would be less likelihood of the water becoming poluted if it were fur- 
nished through the city system. 

A sewer system for the colony that would be a part of the city 
system would likewise alleviate insanitary conditions. At the present 
time only outdoor privies are in use and through carelessness and lack 
of maintenance they are a real menace to the health of the residents of 
the colony as well as those of the city of Elko. 

Domestic water and sanitary facilities for Indians are now a part of 
the Indian health responsibility that has been transferred from this 
Department to the Public Health Service. We shall defer to the 
judgment of the Public Health Service with respect to the specific 
provisions of the bill. 

On page 1, line 7, of the bill a typographical error should be corrected 
by changing “66” to ‘68’, 
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The Bureau of the Budget has advised us that there is no objection 
to the submission of this report, 
Sincerely yours, 
Harrretp Carson, 
Acting Secretary of the Interior. 


ExEcuTiIvE OrricE oF THE PRESIDENT, 
BurEAvU OF THE BUDGET, 
Washington, D. C., April 8, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


My Dear Mr. Cuarrman: This will acknowledge your letter of 
March 15, 1957, inviting the Bureau of the Budget to comment on 
H. R. 5953, to provide for the construction of sewer and water facili- 
ties for the Elko Indian colony, Nevada. 

This bill directs the Surgeon General of the Public Health Service 
to extend the sewer and water lines of the city of Elko, Nev., to all 
land used by the Elko Indian colony to provide water and adequate 
sewage facilities for all habitable dwellings; to transfer or lease such 
facilities, without consideration therefor, to the city of Elko; and to 
provide all habitable dwellings with appurtenances necessary for full 
utilization of such facilities. Appropriations are authorized for these 
purposes. 

We are informed that an emergency situation exists at the Elko 
Indian colony due to the failure of pumping equipment at the colony’s 
water supply, and that the lack of adequate waste disposal facilities 
constitutes a health hazard to the Indians and the residents of the 
nearby city of Elko. Funds were appropriated to the Department 
of the Interior in fiscal year 1956 for the correction of similar condi- 
tions at four other locations in Nevada, and there would be no objec- 
tion to similar action being taken at Elko. 

Since the authority of the Department of the Interior relating to 
the conservation of the health of Tadians was transferred to the Publie 
Health Service, the committee may wish to consider the possibility 
that no additional legislation is required to authorize the type of action 
contemplated in H. R. 5953. Should the committee favor the enact- 
ment of specific authorizing legislation, it is believed that it should be 
less detailed than H. R. 5953 im specifying the remedial action to be 
taken, and should authorize such action to be taken in cooperation 
with local authorities. It is also believed that such legislation should 
authorize the negotiation of lease or transfer arrangements on terms 
which will assure satisfactory maintenance of community facilities, 
as well as agreements with occupants of homes in which sanitation 
facilities are to be installed as to their willingness to maintain them. 

With revisions along the lines indicated immediately above, the 
Bureau of the Budget would have no objection to the enactment of 
H. R. 5953. 

Sincerely yours 
Rosert E. Merriam, 
Assistant Director. 
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TRANSFER OF RESPONSIBILITY FOR INDIAN HEALTH TO DEPART- 
MENT OF HEALTH, EDUCATION AND WELFARE 


Pusuic Law 568—83p CoNnGREss 


CHAPTER 658—2p SrEssION 
H. R. 303 


AN ACT To transfer the maintenance and nen of hospital and health facili- 
ties for Indians to the Public Health Service, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That all functions, responsi- 
bilities, authorities, and duties of the Department of the Interior, the 
Bureau of Indian Affairs, Secretary of the Interior, and the Com- 
missioner of Indian Affairs relating to the maintenance and operation 
of hospital and health facilities for Indians, and the conservation of 
the health of Indians, are hereby transferred to, and shall be admin- 
istered by, the Surgeon General of the United States Public Health 
Service, under the supervision and direction of the Secretary of 
Health, Education, and Welfave: Provided, That hospitals now in 
operation for a specific tribe or tribes of Indians shall not be closed 
prior to July 1, 1956, without the consent of the governing body of 
the tribe or its organized council. 

Sec. 2. Whenever the health needs of the Indians can be better met 
thereby, the Secretary of Health, Education, and Welfare is author- 
ized in his discretion to enter into contracts with any State, Territory, 
or political subdivision thereof, or any private nonprofit corporation, 
agency or institution providing for the transfer by the United States 
Public Health Service of Indian hospitals or health facilities, including 
initial operating equipment and supplies. 


H. R. 303 


It shall be a condition of such transfer that all facilities transferred 
shall be available to meet the health needs of the Indians and that 
such health needs shall be given priority over those of the non-Indian 
population. No hospital or health facility that has been constructed 
or maintained for a specific tribe of Indians, or for a specific group 
of tribes, shall be transferred by the Secretary of Health, Education, 
and Welfare to a non-Indian entity or organization under this Act 
unless such action has been approved by the governing body of the 
tribe, or by the governing bodies of a majority of the tribes, for which 
such hospital or health facility has been constructed or maintained: 
Provided, That if, following such transfer by the United States Public 
Health Service, the Secretary of Health, Education, and Welfare finds 
the hospital or health facility transferred under this section is not 
thereafter serving the need of the Indians, the Secretary of Health, 
Education, and Welfare shall notify those charged with management 
thereof, setting forth needed improvements, and in the event such 
improvements are not made within a time to be specified, shall im- 
mediately assume management and operation of such hospital or health 
facility. 

Sec. 3. The Secretary of Health, Education, and Welfare is also 
authorized to make such other regulations as he deems desirable to 
carry out the provisions of this Act, 
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Src. 4. The personnel, property, records, and unexpended balances 
of appropriations, allocations, and other funds (available or to be 
made available), which the Director of the Bureau of the Budget 
shall determine to relate primarily to the functions transferred to the 
Public Health Service of the Department of Health, Education, and 
Welfare hereunder, are transferred for use in the administration of the 
functions so transferred. Any of the personnel transferred pursuant 
to this Act which the transferee agency shall find to be in excess of 
the personnel necessary for the administration of the functions trans- 
ferred to such agency shall be retransferred under existing law to 
other positions in the Government or separated from the service. 

Sec. 5. The Act of April 3, 1952 (66 Stat. 35), and all other laws or 
parts of laws in conflict herewith, are hereby repealed. 

Sec. 6. This Act shall take effect July 1, 1955. 

Approved August 5, 1954. 

O 
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JunE 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Spence, from the Committee on Banking and Currency, sub- 
mitted the following 


REPORT 


[To accompany H. R. 7963] 


The Committee on Banking and Currency, to whom was referred 
the bill (H. R. 7963) to amend the Small Business Act of 1953, as 
amended, having considered the same, report favorably thereon 
without amendment and recommend that the bill do pass. 


GENERAL STATEMENT 
PURPOSE OF BILL 


H. R. 7963 rewrites the Small Business Act, making various changes 
in the interest of promoting a more vigorous and efficient program of 
assistance to small business. The principal changes are (1) to make 
the Small Business Administration a permanent agency, (2) to in- 
crease the authorization for loans to small business, (3) to provide for a 
more equitable share of Government procurement for small business 
by requiring a new definition of small business for procurement pur- 
poses, (4) to reduce the interest rate on direct SBA business loans and 
on SBA’s share of such loans made in participation with private lenders 
and to eliminate the ceiling on the interest rate on the private lender’s 
share, and (5) to replace the Loan Policy Board with a National Small 
Business Advisory Board. ‘These and the other changes which the 
bill would make in existing law are discussed in more detail later in 
this report. 

IMPORTANCE OF SMALL BUSINESS 


Your committee recognizes that small business has played a signi- 
ficant role in our economy ever since the days of the founding of this 
country. From that day to this our leaders have voiced the opinion 
that economic power should be kept distributed among many inde- 
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pendent business proprietors. In short, we should do all that is 
possible to encourage small business concerns, to ‘help,them grow 
and expand. 

Small business is a symbol of opportunity, enterprise, innovation, 
and achievement. It is an independent way of life, standing for some- 
thing quite essential to our freedoms. In terms of dollars and people 
it occupies such a large portion of our economy that this country could 
not exist as it is today without this healthy, pulsating and profitable 
small business segment. Just how important these 4 million small 
businesses are to the economy of this country is pointed up by the fact 
that they are owned by approximately 7 million business men and 
women. They employ an estimated 30 million persons, including 
owners, Managers, and executives. 

Your committee, therefore, believes that small and independent 
business is an essential element of free, American, competitive enter- 
prise. While in this as in all other fields, primary reliance should be 
placed upon individual initiative and private enterprise, the Congress. 
cannot lose sight of the fact that strengthened Federal machinery is 
required to enable small business to play its full part in the American 
economic system. 

The aim of H. R. 7963 is to provide an opportunity for small business 
to develop and make its maximum contribution to the national 
economy. 

It is only through full and free competition that the opportunities 
for expression and growth of personal initiative and individual judg- 
ment can be assured. The existence of a healthy economic climate 
for small business and the opportunity for its expansion constitute 
the best safeguards against the evils of monopoly and the best assur- 
ance for the security of our Nation, as well as the best means of assuring 
that consumers receive a quality product at a fair price. 


SMALL BUSINESS ADMINISTRATION 


The Small Business Administration, it will be recalled, was estab- 
lished by the Small Business Act of 1953 (Public Law 163, 83d Cong.) 
enacted on July 30, 1953. It is the first independent Government 
agency created to serve and represent all small businesses both in 
peacetime and in periods of national emergency. Its activities are 
designed to help small business (1) gain access to adequate capital and 
credit, (2) obtain a fair share of i aiearant procurement, and (3) 
obtain competent managerial and technical assistance. 

Many of the programs conducted by the Small Business Adminis- 
tration were inherited from agencies which were formerly in operation. 
The authority to make business loans to small business concerns and 
the authority to make loans to assist victims of floods and other dis- 
asters were powers formerly exercised by the Small Defense Plants 
Administration and the Reconstruction Finance Corporation. 

Through April 30, 1957, SBA had approved 6,443 business loans, 
in a total amount of $295 million. SBA’s share of these loans (includ- 
ipg direct loans, and immediate and deferred participations) amounts 
of $245 million; the balance of the loans are made by private lenders. 
Of this amount, $191 million had actually been disbursed through 


Ane 30, of which SBA’s share amounted to $158 million, as shown 
elow: 
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Business loans through Apr. 30, .1957 














Approved Disbursed 
Num- Total SBA share | Num- Total SBA share? 
ber ber 
Te a ae 1,954 | $82,447,000 | $82,447,000 | 1,272] $50, 561,000 $50, 561, 000 
Immediate participations... 2, 453 122, 030, 000 95, 506, 000 1, 662 77, 174, 000 60, 393, 000 
Deferred participations. .....- 2, 036 90, 141, 000 66, 847,000 | 1,503 63, 525, 000 47, 003, 000 
Total. 14... ddsissnies 6, 443 | 294, 618,000 | 244,800,000 | 4,437 | 191, 260,000 157, 957, 000 


1In a deferred participation loan the funds are originally disbursed by a private lender. SBA agrees to 
take over an agreed amount (not over 90 percent) of the loan when called upon to do so. Of the $47,003,000 
figure, SBA has been called upon to take over only $4,467,000. 


After getting off to a disappointing start, SBA’s business loan pre 
gram has sharply increased in recent months. Of the total loan 
approvals shown above, roughly 45 percent (both by number of loans 
and dollar volume) occured in the current fiscal year. The committee 
is encouraged to see this indication of a more active role by SBA ip 
filling the credit needs of small business. 

SBA’s disaster loan approvals through April 30, 1957, totaled $63 
million, of which SBA’s ann amounted to $60 million. 

SBA’s losses on its lending program through.May 13, 1957, amount 
to $102,377.27. This is the total amount charged off, and involved 
six loans. 

SBA’s assistance to small business in obtaining a fair share of 
Government contracts is perhaps best illustrated by figures on procure- 
ments set aside for small business. The joint setaside program is 
carried out by SBA with the cooperation of Government agencies 
charged with procurement. SBA’s representatives assigned to major 
Government purchasing offices review proposed purchases, determine 
the type of facilities needed to produce the items, evaluate the pros- 
pects for small-business competition, and advise procurement officials 
of those which they believe should be caridiaked for competition 
exclusively among small firms. With the agreement of the contracting 
officer, all or part of the order is then set aside for small business. 
Through March 25, 1957, a total of 19,123 procurements had thus 
been set aside, in a total amount of $1,619,593,650. 


COMMITTEE HEARINGS 


The work of your Committee on Banking and Currency, in develop- 
ing H. R. 7963, was helped immeasurably by the recommendations 
we received from Subcommittee No. 2 of the House Select Committee 
on Small Business. That group held exhaustive hearings on the Small 
Business Administration from March 26 to April 10, 1957. Testi- 
mony was heard from a large number of witnesses competent to discuss 
the many aspects of the complex nature of the Government’s role in the 
small-business field. The Small Business Administrator, the Honor- 
able Wendell Barnes, appeared. Officials of the Defense, Treasury, 
Commerce, and Justice Departments, the General Services Adminis- 
tration and the Export-Import Bank testified on matters relevant to 
their operations regarding small business. Several Members of Con- 
gress likewise gave helpful testimony. Witnesses representing various 
small-business organizations also appeared and gave Subcommittee 
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No. 2 the benefit of their expert knowledge and judgment. H. R. 7474, 
representing the unanimous views of Subcommittee No. 2, was intro- 
duced by Hon. Abraham J. Multer on May 13, 1957. Eleven other 
members of the House Select Committee on Small Business introduced 
identical bills. 

The Committee on Banking and Currency held hearings on the 
Small Business Subcommittee’s bill, the administration’s bill, and 
other bills relating to small business from May 14 to May 22, 1957. 
While no effort was made to cover all the ground already covered by 
Subcommittee No. 2, your committee did receive testimony from 
Hon. Wendell B. Barnes, Administrator of the Small Business Ad- 
ministration, and Hon. Frederick H. Mueller, Assistant Secretary for 
Domestic Affairs, Department of Commerce, on behalf of the ad- 
ministration. Representatives of small business organizations as well 
as 12 Members of Congress likewise appeared. At the conclusion of 
these hearings, the Committee on Banking and Currency held execu- 
tive sessions on a committee print embodying features from many of 
the bills before the committee, with modifications developed in the 
course of the hearings. At the end of these executive sessions, the 
chairman was instructed to introduce a clean bill. This clean bill, 
H. R. 7963, was introduced on June 6, 1957, and reported from the 
Committee on Banking and Currency to the House on June 11, 1957. 


PROVISIONS OF BILL 
SBA TO BE PERMANENT AGENCY 


H. R. 7963 would eliminate the expiration provision from the present 
Small Business Act, thereby making SBA a permanent agency. The 
Small Business Act, which authorized the establishment of the Small 
Business Administration, was passed by the Congress in 1953. This 
original legislation provided that all authority under the act would 
terminate June 30; 1955. In the latter year, Congress amended and 
extended the act to July 31, 1957, at which time this law is scheduled 
to terminate. 

Operation and experience under such temporary legislation have 
revealed a number of limitations which hamper the efficient operation 
of the Small Business Administration: 

(1) There is a tendency to regard SBA programs as temporary 
expedients. As the expiration date of the Small Business Act ap- 
proaches, some institutions have hesitated to join with the agency in 
participation loans. This hesitation may be founded in the uncer- 
tainty that a bank committed to participation in a long-range program 
may incur unanticipated expenses arising out of the shift of respon- 
sibilities from SBA to a successor. 

(2) Government agencies may be reluctant to embark on long-range 
programs with SBA because they may find themselves burdened with 
additional responsibilities which they are not prepared to assume if 
SBA should be terminated. 

(3) A short-range temporary agency encounters personnel problems 
which can be alleviated by longer tenure. The demand for SBA 
loans has practically doubled within the past year and it is anticipated 
that this higher level of activity will continue into the future. It 
has been difficult to obtain a sufficient number of qualified financial 
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specialists to carry forward the agency’s financial assistance program. 
If one trained employee is lost today, he may be replaced only with 
extreme difficulty because such employees are not attracted to a 
Government agency operating under a termination date effective in 
the near future. For the same reason there is a lack of incentive for 
longer-range training programs to increase the efficiency of the agency. 

(4) It appears clear that the Small Business Administration will 
have important and continuing responsibilities in any defense pro- 
gram. However, integration of the Small Business Administration 
into national defense planning is made difficult by the temporary 
nature of the agency. 

(5) Experience has indicated that better relations with the business 
world can be established if it is clear that SBA’s small-business 
program is a continuing one. 

It thus appears clear that establishing the Small Business Adminis- 
tration as a permanent agency will strengthen all of the agency’s 
small business programs. 


CLARIFICATION OF PROVISIONS ON PROCUREMENT 


The Small Business Act now provides that small business shall ob- 
tain a fair share of purchases and contracts for “supplies and services” 
for the Government. Some question has been raised whether this 
language is broad enough to cover all types of Government procure- 
ment. Accordingly, this language is revised in section 2 of the act as 
rewritten by H. R. 7963 to make absolutely clear that it is the intent 
of Congress that small-business concerns shall obtain a fair proportion 
of all types of Government contracts. ‘Property contracts” as used 
in this section is used in its broadest sense and includes supply con- 
tracts, maintenance, repair, and construction contracts, as well as 
any other kind of contract let by Government agencies. 


DEFINITION OF SMALL BUSINESS 


H. R. 7963 would require SBA to change its definition of a small- 
business concern for purposes of Government procurement. SBA 
now uses two definitions, one for financial assistance and the other 
for procurement. The procurement definition uses a single stand- 
ard for all industries; that is, with certain exceptions the classification 
of a concern as small or large depends on whether it has fewer than 
500 employees. Section 3 of the Small Business Act as rewritten by 
H. R. 7963 provides that if SBA uses number of employees as a basis 
for determining whether or not a concern is a small-business concern, 
the number of employees which SBA fixes as a limit for small-business 
concerns shall vary from industry to industry. SBA would thus be 
required in its new definition to recognize differing characteristics of 
various industries rather than applying the 500-employee rule to all 
industries. SBA is directed to prescribe a new definition without 
delay. If the new definition is not put into effect within 30 days, 
then SBA’s present definition for financial-assistance purposes would 
be put into effect for procurement purposes also. 

ongress, in the Small Business Ket of 1953, stated that to be con- 
sidered small and therefore eligible for assistance from the Small Busi- 
ness Administration, a business concern must be “independently 
owned and operated and * * * not dominant in its field of opera- 
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tion.” The act also authorized the Small Business Administration, 
in making a more detailed definition of small business, to use such 
criteria as number of employees and dollar volume of business. 

Under SBA’s definition, for purposes of Government procurement, 
a manufacturing concern is a small business if (a) it is not dominant 
in its field of operations and, with its affiliates, employs fewer than 
500 employees, or (5) it is certified as a small business by the Small 
Business Administration. 

When submitting a bid or proposal on a Government procurement, 
a manufacturing concern which meets the above criteria, and which 
has not previously been denied small-business status by the Small 
Business Administration, may represent in the appropriate place on 
the bidding form that it:is a small firm. The concern will then be 
deemed to be a small firm for the purpose of the specific Government 
purchase, unless another bidder protests to the contracting officer and 
the Small Business Administration about the firm’s size status, or the 
contracting officer himself questions its representation. If the firm’s 
representation that it is a small business is challenged, it may then 
apply to the nearest Small Business Administration office for a certif- 
icate that it qualifies as a small firm. If granted, this “‘small-business 
certificate” is conclusive. 

Insofar as the definition for business loans and purposes other than 
Government procurement are concerned, the Small Business Admin- 
istration uses a definition of small business adopted by it on June 10, 
1954. This definition provides that any manufacturing concern is 
classified as small if it has 250 or fewer employees, including employees 
of affiliates; as large if it employs more than 1,000 persons. A manu- 
facturing firm which has more than 250 but not more than 1,000 em- 
ployees may be classified as either small or large depending upon the 
size standard which the SBA has developed for its particular industry. 

The question of a proposed definition of small business has been a 
recurring one over the years. It has been recognized by this commit- 
tee that no single definition may be expected to meet all requirements. 
Recognition of varying situations motivated this committee in draftin 
the present Small Business Act to depart from rigid standards an 
leave the definition of small business to administrative determination. 
The Small Business Act placed this responsibility wholly within the 
Small Business Administration. A workable definition has been 
established by the Small Business Administration in its financial- 
assistance program. Your committee believes the same flexibility and 
adaptability must be attained in the consideration of contract awards 
to small business by the Government. The present arbitrary 500 
rule used in procurement creates a double standard in treating small 
business in one fashion for financial assistance and in another fashion 
for procurement. It is apparent, therefore, that further legislation is 
required to realize the congressional intent as to the definition of small 
business. 

The standard of 500 or less employees originated in World War II 
with several variations. For the want of a better definition, the 500 
rule generally gained acceptance in the Government, although in many 
instances there was considerable reluctance by many Government 
officials and Members of Congress to accept such a rigid formula. 

In its final report for the 82d Congress (H. Rept. 2513), the Small 
Business Committee observed that— 
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In summary, the concept of small business is an out- 
growth of our public policy of preserving free competition 
and of maintaining the integrity of independent enterprise. 
It must be flexible and capable of adaptation to the require- 
ments of that policy. The specific determination of the class 
of firms which are deemed to be small must vary from in- 
dustry to industry although there are limits beyond which all 
firms in an industry may be either large or small. 


Your Committee on Banking and Currency, in reporting the bill to 
establish the Small Business Administration in 1953, reflecting the 
same line of thought, had this to say: 


For the purposes of this act, a small-business concern is 
deemed to be one which is independently owned and operated 
and which is not dominant in its field of operation. There 
can be many bases for the classification of business concerns 
to determine whether they are small or large. Concerns 
may be classified as to number of employees. They may be 
classified as to dollar volume of annual sales. They may be 
classified as to gross assets. They may be classified as to 
net worth or, as a refinement of this procedure, by tangible 
net worth. Within any of these classifications, as well as 
others not mentioned, there is wide variation between 
industry and commercial groups as to what is small business 
and what is big business (H. Rept. 494, 83d Cong., Ist sess.). 


Public Law 268, 84th Congress, directed the Attorney General to 
make a survey to determine any factors which permit undue concen- 
tration of economic power in the administration of the Small Business 
Act. The definition utilized in the Government procurement pro- 
gram, and particularly the 500 rule, was questioned at length in the 
Attorney General’s report of November 9, 1955, filed in compliance 
with Public Law 268. 

The Attorney General said: 


Eligibility for SBA procurement programs * * * is limited 
in blanket fashion to firms with 500 or less employees. This 
rigid standard fails to discriminate between various indus- 
tries. Thus its impact upon the fate of small business varies 
from one industry to another (p. 6). 


The Attorney General’s report, in conclusion, suggested an inter- 
agency task force first try to find a solution in the procurement field 
but— 


If no solution is forthcoming * * * it might be well for Con- 
gress to consider investigating and legislating (p. 8). 


An interagency task force was established in 1955 to formulate a 
new definition for procurement purposes. Early in 1956 SBA an- 
nounced a proposed new definition based on the recommendation of 
that task force. Subcommittee No. 2 of the House Small Business 
Committee held hearings on this definition in July 1956 and thereafter 
recommended against its adoption, again urging SBA to adopt an 
industry-by-industry definition. Nevertheless, the proposed defini- 
tion was put in effect in January of 1957 and is still in effect; there- 
fore, legislation by the Congress is necessary. 
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The bill provides that, when number of employees is used as a 
standard in defining small business, the maximum number of em- 
ployees “shall vary from industry to industry to the extent necessary 
to reflect differing characteristics of such industries and to take proper 
account of other relevant factors.’’ In order to assure that a break 
will be made from the flat 500-employee rule, the bill directs the 
Administrator without delay to establish a new definition of small 
business. In the event a new definition is not established and placed 
in effect within 30 days after enactment of this bill, the present defini- 
tion for financial assistance purposes must be placed in effect for all 
purposes of the act and will remain in effect until a new definition in 
sap en with the provisions of this bill is established and placed 
in effect. 


REGIONAL OFFICES IN HAWAII, ALASKA, AND PUERTO RICO 


Existing law authorizes the Administrator to establish branch and 
regional offices in such places in the United States as he may determine. 
Existing law also states that regional offices may be established in the 
Territories of Alaska and Hawaii and in the Commonwealth of Puerto 
Rico. In this section of the law the term United States is defined 
to include “‘the several States, the Territories and possessions of the 
United States, the Commonwealth of Puerto Rico, and the District of 
Columbia”. Since by definition of ‘‘United States’ (continued in sec. 
4 of the act as rewritten by H. R. 7963) authority exists to establish 
regional offices in Alaska and Hawaii and the Commonwealth of Puerto 
Rico, the committee dropped out the specific reference to these three 
places in the interest of concise statement. 

Branch offices of the Small Business Administration were estab- 
lished in Hawaii, Alaska, and Puerto Rico within the past year. The 
committee considered the advisability of requiring that the offices in 
those places be made regional rather than branch offices. The 
Administrator pointed out that the change in designation from a 
branch to regional basis would result in an estimated increase in 
administrative expenses of approximately $198,000 and he questioned 
whether the present workload would justify the expenditure of estab- 
lishing those offices on a regional basis. He assured the committee 
that by administrative action it was possible for him to give the 
branch managers of those offices—and in some cases he already had— 
substantial increase in authority with respect to the handling of loans 
and other matters. Since these offices are far removed from the 
central agency the committee expects the Administrator to maintain 
offices in these areas with sufficient personnel and sufficient authority 
so that they can adequately and promptly serve the legitimate small- 
business requests that come to these offices and keep abreast of the 
expanding workload in these areas. 


LOAN AND PRIME CONTRACT AUTHORITY 


The Small Business Act now authorizes SBA to make business loans 
in amounts up to $230 million outstanding and disaster loans up to 
$125 million outstanding. SBA may also take Government contracts, 
in amounts up to $100 million outstanding, for subcontracting to 
small-business concerns, but this authority has never been used. 
Section 4 (c) of the new act as rewritten by H. R. 7963 increases the 
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business-loan authority to $500 million and reduces the prime-contract 
authority to $25 million, as shown in the following table: 


{In millions; 





Existing law | H. R. 7963 





Peis LOGS... ncancsedcccsousancgesseeasessdeismtnscseacstemataesaiel $230 $500 
TORE FOCI onc nedccnnsbsennscudinheseseee a ddacubntinsedsstteegemednal 12 125 
FEES CEI. ccnizccnaprencenccaqu@pnnessesbeteqiesmneeees 100 25 

0 ee 455 650 


The Small Business Administrator recommended to the committee 
that the business-loan authority be increased to $450 million. SBA 
estimates that its loans and commitments outstanding will gradually 
increase over the next few years until repayments become large 
enough to stabilize the balance outstanding, as shown in the following 
table: 

Estimated use of business-loan authority by fiscal years 


{Millions of dollars} 


1958 1959 1960 | 1961 1962 1963 




















Loans outstanding, plus commitments, at start of 











fiscal year an cage Nl ag 301.1 | 368.7} 403.7] 412.5 421.1 
Commitments issued during fiseal year..._.........-- 151. 2 151.2 151. 2 151.2 151. 2 151.2 
Total. ss Gimciienedllnatienpuauanianalamententtnaestaaiee ae 452.3 519.9 554.9 563. 7 572.3 
Repayments during fiscal year........................ —50.1 | —83.6 |—116.2 |—142.4 |—142.6 | —156.8 


Loans outstanding, plus commitments, at end of fiscal | 
PONG ands hic eninb6GG eeitdon bet ae daedinbelbteina mad 301.1 368. 7 








The estimate of $151,200,000 per fiscal year in new loans is based 
on the following assumptions: 


Averare applications per month « . 6 .seuc cc ecan de cnpucnncblioddenet 700 
Witherawails.(10 mereem «ccna nie avin dineneiencil thenatieanientad an 70 
Net approvals (50 percent of applications)_.............-.-.-------- 350 
Gauncollations (10 pervent) =. oo. elec a de ce Ua 35 
Averuge siss (SBA slave) . 2 ou oes ssl wd aia dient <seeee $40, 000 


Multiplying $40,000 by 315 (350 net approvals minus 35 cancellations 
per month) gives a monthly figure of $12,600,000. Multiplying by 
12, the corresponding figure for the year is $151,200,000. 

The estimated repayments in the table above are based on a 5-year 
repayment period. Anticipated repayments by fiscal year are shown 
alow. broken down according to the time of disbursement or commit- 
ment of the loans concerned: 


Estimated repayments on business loans, by fiscal year 
[Millions of dollars] 





| SS ee eee eee * 


Repayments on loans disbursed before June 30, 1957_.| 34.0 24.0 34.0 We Lk bs 
Repayments on loans committed before June 30, 1957, 
So NE Is 5 hod bincinkevnntspadensanmetnneee 1.0 43 6.6 6.6 6.6 5.6 
Repayments on loans committed after June 30, 1957..| 15.1 45.3 75.6 | 105.8 | 136.0 151,2 
NE vitntidadintnawrdenavnctnbcibeinubhaabeel 50.1 83.6 | 1162] 1424] 1426 156. 8 














LO SMALL BUSINESS ACT 


H. R. 7963 raises SBA’s business loan authority to $500 million 
instead of the $450 million recommended by SBA. The committee 
believes that this additional authority will provide a reasonable re- 
serve needed to cover contingencies which were not taken into account 
in the above estimates. For example, the $450 million ceiling pro- 

osed by SBA would not accommodate even a 10 percent increase in 
oan volume over the estimated $151.2 million a year. 

The Administration has consistently underestimated the needs for 
SBA loans, both business loans and disaster loans. In July 1955 your 
committee reported out a bill to increase both authorizations, but the 
Administration opposed the increases and they failed of enactment. 
Six months later, SBA had reached the limit of its disaster loan author- 
ity and was forced to make loans to flood victims as business loans. 
These were later converted to disaster loans after Congress acted early 
in 1956 to raise the limit. Early this year, SBA was approaching the 
limit of its business loan authority and urgently requested an increase, 
which the Congress enacted. Your committee has accepted the assur- 
ances given by the Small Business Administrator this year that an 
increase in the disaster loan authority is not needed. We believe, 
however, that. a modest increase in the business loan authority over 
SBA’s recommendation is needed to provide a reasonable reserve, and 
to avoid another urgent request from SBA for a later increase. 

It should be noted that the $500 million figure does not constitute 
either an appropriation or obligational authority. It is an overall 
limit on the amount of business loans which SBA may have outstand- 
ing at any one time. In order to obtain funds to make loans within 
this overall limit, SBA must still obtain appropriations from the 
Congress, and the loans themselves constitute an income-producing 
investment for the Government. 


ABOLISHMENT OF THE LOAN POLICY BOARD 


The Small Business Act now provides that a Loan Policy Board, 
made up of the Small Business Administrator as Chairman, the Secre- 
tary of the Treasury, and the Secretary of Commerce, shall establish 
general policies (particularly with reference to the public interest 
involved in the granting and denial of applications for financial assist- 
ance by the Administration and with reference to the coordination of 
the functions of the Administration with other activities and policies 
of the Government) which shall govern the granting and denial of 
applications for financial assistance by the Administration. 

Section 4 of the Small Business Act as rewritten by H. R. 7963 
would replace the Loan Policy Board with a National Small Business 
Advisory Board. The Board would be made up of the Administrator 
as Chairman, the Secretary of the Treasury, the Secretary of Com- 
merce, and not less than 2 nor more than 6 representatives of small 
business. 

It is clear that the Small Business Administration, in order to per- 
form the function for which it was created, should be charged with 
the duty and responsibility of formulating loan policy. As an inde- 
pendent, unaffiliated agency, the Administration should be respon- 
sible only to the President and to the Congress for its actions. 

Your committee is aware of no good reason why the Secretary of 
Commerce or the Secretary of the Treasury should be members of the 
Loan Policy Board. As for the Secretary of Commerce, Congress 
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considered the question of making SBA a part of the Department of 
Commerce at the time its basic law was passed. And Congress con- 
sidered this question earlier when the Small Defense Plants Adminis- 
tration, SBA’s predecessor agency, was created. On both occasions 
Congress rejected this idea. It was decided to make the small- 
business agency separate from the Department of Commerce for the 
reason that the Department of Commerce is concerned with industry 
as a whole, with the result that a large part of its activities relate to 
big business. The commercial interests of big business are not always 
in harmony with the commercial interests of small business. If it is 
sound policy to have a separate agency for small business, then your 
committee questions the propriety of having the Secretary of Com- 
merce making policy for the small-business agency. 

If the amount of SBA’s lending were large enough to have any appre- 
ciable effect upon the Nation’s money supply, or upon the national 
debt, then there might be an argument for having the Secretary of the 
Treasury on the SBA’s Loan Policy Board. But the amount of 
SBA’s prospective lending is too small to be a significant factor in 
such coordination. 

Your committee recommends that the Loan Policy Board be 
abolished. It feels that the responsibility and jurisdiction for the 
policies, as well as the operations, of the Small Business Administration 
should lie solely within the administration of the agency. 


USE BY SBA OF SERVICES OF OTHER AGENCIES 


Existing law provides that the Small Business Administration, with 
consent of other Government agencies may avail itself on a reim- 
bursable basis of information, services, facilities, officers, and em- 
ployees thereof, in carrying out the provisions of the act. This 
enables the Small Business Administration to render an effective job 
of helping small business without duplication of efforts on the part of 
other Government agencies. The committee felt that in some cases 
the requirement that this only take place on a reimbursable basis 
was too restrictive and accordingly added language in section 5 (a) of 
the new Small Business Act to permit such action to take place on 
either a reimbursable or nonreimbursable basis. Inasmuch as the 
consent of the agency must be obtained it was felt that this was ample 
safeguard against the Small Business Administration imposing on 
other agencies. One of the things which SBA may avail itself of 
under this provision is the use of information of other agencies. 
Certainly the requirement should not hold that this could only be 
done on a reimbursable basis. 


DISASTER ASSISTANCE 


Sections 5 (b) (8) and (9) and 7 (b) (2) of the act as rewritten by 
H. R. 7963 would strengthen the disaster-assistance programs of 
SBA. In the case of drought-disaster loans, the law now provides 
that the small-business concern must be located in an area “where a 


drought is occurring.” This test is changed so that such a loan may 


be made to a small-business concern located in an area “affected by 
drought,” thereby continuing eligibility even though designation of 
the area as a drought area had been officially terminated. Another 
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provision would make it easier to recruit temporary personnel to 
serve in disaster areas through authorizing the payment of transpor- 
tation expenses of such temporary personnel from their home to the 
disaster area and return. A further provision would make clear 
SBA could accept gratuitous services and facilities from public and 
private agencies and groups. From time to time, in connection with 
the disaster program, local agencies or private business concerns offer 
to SBA on a gratuitous basis space for temporary offices or other 
assistance in establishing and carrying out disaster-loan programs, 


BROADENED SBA PROGRAMS 


While in general the SBA is designed to serve small-business con- 
cerns for peacetime as well as for war or defense production, certain 
provisions of the act contain references limiting the authorities 
granted. For instance, in connection with loans for working-capital 

urposes there is a qualification that such loans for civilian production 

e for “essential” civilian production. Similarly, in the act where 
provision is made for the SBA making an inventory of production 
facilities of small-business concerns, such inventory is limited to those 
small-business concerns ‘‘which can be used for war or defense pro- 
duction.”’ In connection with the provisions for coordinating and 
ascertaining the means for using the productive facilities of small- 
business concerns and for assisting apa Gaises concerns in obtain- 


ing scarce materials, the assistance is related to “war or defense 
production.” In the bill, these limitations are omitted so the provi- 
sions will be applicable to all small-business concerns without regard 
to whether they are producing for war, defense, or essential civilian 


purposes. The provisions involved are sections 7 (a), 8 (b) (2), 
8 (b) (3), 8 (b) (9), and 8 (b) (10) of the act as rewritten by H. R. 
7963. 

CREDIT STANDARDS FOR BUSINESS LOANS 


The Small Business Act now provides that business loans made 
under the act “shall be of such sound value or so secured as reason- 
ably to assure repayment.” ‘This language is retained in. section 
7 (a) (7) of the new act as reported by the committee. Neverthe- 
less, the committee wishes to make very plain to the Administrator 
that his interpretation of this language, as indicated in his testimony 
before the committee, is clearly erroneous and contrary to the intent 
of Congress. 

The Small Business Administrator testified before the committee 
that SBA interprets the word “or” in the language quoted above to 
mean “and,” so that, in his words: “there must be sound value, and 
there must be collateral—the assurance must be collateral.” This 
was never the intent of Congress. The language as now written is 
concise, simple, and free of ambiguity. It means what it says, 
namely, that a loan granted by the Small Business Administration 
should be either of sound value or so secured as to reasonably assure 
repayment. 

The committee recognizes that in the normal case SBA very prop- 
erly requires security for its loans. But there are some cases where 
an unsecured loan may be sound. For example, if the loan is cov- 
ered by an adequate guaranty by a third party, the risk to the Gov- 
ernment may be reduced to a minimum. Or the borrower may have 
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an earning capacity which, fairly evaluated, establishes a clear abilit 
to repay the loan. In any such case, where factors other than col- 
lateral are present to justify a loan, the statute provides that a loan 
which is sound shall be made without insisting on the usual require- 
ments as to collateral. 

Necessarily, Congress must rely on the Administrator to use his 
judgment in determining whether other factors are present so as to 
provide reasonable assurance of repayment. This may involve some 
difficult decisions. But there is no justification for imposing a rigid 
requirement of collateral in all cases. Such a policy places an insur- 
mountable obstacle in the path of many deserving applicants for 
SBA loans. 

The committee’s action in retaining the existing language of the 
act should not, therefore, be interpreted as approval of SBA’s present 
interpretation of the language. On the contrary, the language clearly 
states, and the committee intends, that SBA loans “shall be of such 
sound value or so secured as reasonably to assure repayment.” 


INTEREST RATE ON SMALL-BUSINESS LOANS 


The act now provides that SBA’s business loans shall bear interest 
at the rate prevailing locally but not more than 6 percent per annum. 
Where the loan is made in participation with a private bank, the 6 per- 
cent ceiling now applies to both SBA’s share and the bank’s share of 
the loan. H.R. 7963 would reduce the maximum permissible interest 
rate from 6 to 5 percent and would specify that the area to be con- 
sidered in determining the prevailing rate shall be the Federal Reserve 
district where the money loaned is to be used (section 7 (a) (4) of 
the rewritten act). The 6 percent ceiling would be removed from the 
bank’s share of a participation loan. 

Your committee sees no reason why small businesses in urgent need 
of credit should be required to pay their Government a rate of interest 
in excess of 5 percent. In an economy where economic concentration, 
with all of its attendant evils of monopolistic power, has been growing 
at an alarming rate, your committee believes that the Government 
should exert strong efforts to protect and encourage the expansion and 
growth of independent small businesses. We must do everything 
to foster an environment in which small businesses can grow 
and prosper. Nothing is more important to the preservation of our 
free competitive enterprise system. 

Under the present formula in the law, the cost of money from the 
Treasury to the Small Business Administration is 2% percent. We 
believe that the “spread’’ between a 5 percent rate and the 2% percent 
cost of borrowed funds is adequate, and further that the “‘spread”’ will 
be adequate even during the next fiscal year when the cost of Treasury 
money to the SBA will approximate 3% to 3% percent under the 
recomputation of the interest-rate formula each year which is provided 
for in the act. Your committee is not unmindful of the fact that 
present SBA operations show a deficit when operating expenses and 
reserves for losses are taken into account. But we wish to point out 
that the net operating income position of the SBA small-business loan 
operation would show a much more favorable experience if present 
accounting techniques permitted a separation of small-business loan 
operations from the disaster-loan operation, since it is understandable 











14 SMALL BUSINESS ACT 


that the disaster-loan operation with its maximum 3 percent interest 
necessarily must show an operating deficit. 

In this era when huge corporate enterprises are becoming ever more 
dominant in industry after industry, your committee believes that 
the Government should help to compensate for the inevitable disad- 
vantages which face small enterprises in their attempts to compete, 

Small businesses face many real disadvantages in most industries. 
They do not: have the easy access to equity capital in the money mar- 
kets which larger corporations enjoy. Often they are unable to obtain 
raw materials at net prices as favorable as those enjoyed by big 
corporations. With their relatively small assets they are especially 
vulnerable to the vicissitudes of fortune and to changes in the business 
climate caused by variations in the business cyele. The Small Business 
Act expressly recognizes the difficulties which small businesses face 
in raising capital on reasonable terms. Your committee believes that 
the very least we can do is to provide them the needed credit at an 
interest rate of not more than 5 percent. 

Your committee would also like to emphasize that there are many 
other Government programs which provide financing at rates below 
5 percent interest. Examples are the college housing loan program 
(2% percent) and the public facilities loan program (4 and 4% percent) 
of the Housing and Home Finance Agency, Rural Electrification 
Administration loans (2 percent), commodity credit loans (3% percent), 
direct housing loans of the Veterans’ Administration in outlying com- 
munities (4% percent), and loans from the Farmers’ Home Admini- 
stration (4 and 4% percent). 

It is generally agreed that the Administration’s monetary policy 
does not bear equally upon every segment of our national economy. 
Certain areas of the economy (for example, farming, local government, 
home building, and small business) have clearly been more seriously 
affected than have large, nationwide corporations which in large 
measure escape the full brunt of monetary controls. It is in recogni- 
tion of this fact that the Congress has at various times taken action 
to assist the groups hardest hit by the credit stringency. For ex- 
ample, earlier this year your committee reported and the House 
passed H. R. 6659, which had as its primary objective the easing of 
credit for home builders and home buyers. This is to be accomplished 
by lower downpayments on FHA-insured housing and additional funds 
for FNMA, the Government’s secondary mortgage market. H. R. 
7963 is likewise aimed at providing some small measure of relief to 
small business by fixing a 5 percent interest rate maximum on SBA’s 
share of loans to small business. 

Your committee was unimpressed by the argument that reducing 
the rate to 5 percent would be unduly competitive with private bank- 
ing institutions. The law will continue to require that a prospective 
loan applicant show he has been unable to obtain financing from pri- 
vate lenders at “reasonable” rates. ‘Thus, if a local bank is willing 
to make a loan at 6 percent interest, the SBA will not entertain the 
loan application. 

Your committee believes the following testimony in the hearing is 
most pertinent on this point: 


Mr. Mutter. * * * This being Government money, that 
the Government borrows, even at the high rate today of 
3% percent, why should we charge the man who wants this 
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money or needs this money, and who is entitled to get it and 
qualifies for it, why should we charge him more than 5 
percent, if otherwise in that area he can get 5-percent money, 
if he qualifies? 

Mr. Barnes. The most logical answer that I can give, 
Mr. Multer, is that if the interest rate on this type of loan 
is a little higher than he may be able to obtain by searching, 
that he will tend to try to get bank loans. 

Mr. Mutrer. You are overlooking the fact that the law 
requires that in every instance you must insist that the man 
be turned down first by local banks before you can lend him 
any money? 

Mr. Barnes. That is right. 

Mr. Mutter. He must establish that it is not available at 
reasonable rates elsewhere. If it is available even at 6 
percent, you are not going to make him a 5 percent loan? 

Mr. Barnzs. That is right. 


LOAN APPLICATION FEES 


During the hearings the Small Business Administrator testified that 
SBA does not charge any fee in connection with applications for 
business loans. He pointed out that there has been no legislative 
history to indicate that Congress favors such a charge and stated 
that in the absence of any such legislative history SBA has not 
adopted any policy toward charging such application fees. While 
your committee is unable to determine whether such charges should 
be made without further information on the subject, we feel that 
SBA should make a study of the matter with a view to determining 
whether it is feasible and fair to small business applicants to provide 
this additional source for meeting the operating expenses of the 
business loan program. 

POOL LOANS 


Under the present act, a group of small business concerns may form 
a corporation for certain purposes and obtain a loan from SBA up 
to $250,000 times the number of concerns in the group. Section 
7 (a) (5) of the Small Business Act as rewritten by H. R. 7963 con- 
tains clarifying language relating to the purposes for which such a 
pool may be formed. The present language authorizes such loans “for 
the purpose of establishing facilities * * * to produce or secure raw 
antaiials or supplies’; the new language makes it clear that such a 
loan may be made to obtain raw materials, equipment, inventories, or 
supplies for the use of the concerns in the pool, as well as for estab- 
lishing facilities for such purpose. 


ANTITRUST PROVISIONS 


The Small Business Act now provides for certain exemptions from 
the antitrust laws in connection with pool loans (see preceding para- 
graph of this report) and defense production pools. Sections 7 (a) (6) 
and 10 (d) of the Small Business Act as rewritten by H. R. 7963 make 
several changes in the language of these antitrust provisions, largely for 
greater clarity. The first change is to include express authority for 
the Small Business Administrator to consult with representatives of 








16 SMALL BUSINESS ACT 


small business concerns to encourage the formation of corporations 
which would be eligible for pool loans, and conforming language to 
make it clear that antitrust exemptions will apply only to activities 
requested by the Administrator as a result of such consultation. This 
procedure has been followed in connection with pool loans previously 
made under the act. The second change eliminates references to 
delegation of the authority to grant antitrust waivers, and provides 
instead for its exercise by the Administrator. The third change 
relates to the existing requirement that the Attorney General’s ap- 
proval must be obtained before granting such a waiver. In this 
connection, unnecessary and confusing provisions relating to a 10-day 
waiting period and the factors which the Attorney General must bear 
in mind in granting or witholding his approval are eliminated, and a 
provision is included clarifying the Attorney General’s authority to 
withdraw his approval, thereby terminating the antitrust exemption. 
The fourth change similarly clarifies the Attorney General’s authority 
to withdraw his approval of exemptions for defense production pool 
activities under section 10, 


STUDIES BY SBA 


Section 8 (c) of the act as rewritten by H. R. 7963 directs the SBA 
to make studies of matters affecting the competitive strength of small 
business and the affect of Federal laws, programs, and regulations 
on small business. It is anticipated by your committee that the SBA 
will make comprehensive and continuing studies (1) to identify and 
define the principal problems which affect or may affect the growth, 
stability, and competitive strength of the small business segment of 
the economy, (2) to identify both the strengths and weaknesses 
inherent in small business concerns, (3) to identify the fields of 
endeavor in which small business is best equipped to compete and 
prosper, and (4) to gather information which can be used by small 
business to improve its competitive strength and to expand its con- 
tribution to the national economy. In making such studies the 
Administration should distinguish and give separate consideration. to 
the problems of small business concerns engaged in the manufac- 
turing or distributive or service trades. 

The Administrator of SBA should include in his report to the 
Congress, required pursuant to subsection 9 (b) of the Small Business 
Act, a description of the results of such studies, a statement of future 
programs and studies planned by the Administration and such other 
information, comments, and recommendations as the Administrator 
deems appropriate. 


CONSULTATION WITH OTHER AGENCIES 


The act now provides for consultation and cooperation between 
SBA and other Federal agencies in matters affecting small business, 
whenever such consultation and cooperation is directed by the Presi- 
dent. Your committee feels that such consultation and cooperation 
should be a normal part of the operations of the Government; there is 
no reason to require a special direction from the President. For 
example, the Department of Defense should cooperate fully with 
SBA in implementing the act’s directive that a fair share of Govern- 
ment procurement shall go to small business concerns. Accordingly, 
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section 9 (f) of the act, as rewritten by H. R. 7963, provides for such 
consultation and cooperation to the extent the Small Business Admin- 
istrator deems it necessary. An exception is made for cases where 
such consultation and cooperation would unduly delay action which 
must be taken to protect the national interest in an emergency. 


DISPUTES BETWEEN SBA AND PROCUREMENT OFFICERS 


The act now provides that small business concerns shall be awarded 
Government contracts where SBA and the contracting agency agree 
that such action is in the interest of maintaining or mobilizing full 
productive capacity, or in the interest of war or national-defense 
programs. Section 14 of the Small Business Act, as rewritten by 
H. R. 7963, provides that if SBA and the contracting agency fail to 
agree, the matter shall be submitted for determination to the head of 
the department or agency concerned. 


TRANSFER OF SMALL BUSINESS FUNCTIONS 


The bill as reported by the committee makes the Small Business 
Administration a permanent agency. It also continues a provision 
of existing law to the effect that SBA shall not duplicate the work of 
any other department or agency. Under these circumstances, it is 
important to make sure that no small business functions remain in 
any other agency. A number of the small business bills referred to 
the committee expressly provided that any remaining small business 
functions of the Department of Commerce should be transferred to 
SBA. The Department of Commerce opposed this provision, and the 
Department's witness during the hearings assured the committee that 
all functions relating exclusively to small business have previously 
been transferred to SBA, and particularly that the Office of Small 
Business, formerly located in the Department of Commerce, is no 
longer operating. With this assurance, the committee concluded that 
it was unnecessary to include a transfer provision in the bill. 


REAL ESTATE LOANS BY NATIONAL BANKS IN PARTICIPATION WITH SBA 


Section 24 of the Federal Reserve Act now places certain limitations 
on real estate loans by national banks. These restrictions include, 
among others, a requirement that the loan be secured by a first 
mortgage, that it must not exceed two thirds of the appraised value 
of the property, and that the total of the bank’s real estate loans 
must not exceed its capital and surplus, or 60 percent of its time and 
savings deposits, whichever is greater. Business loans made in 
participation with SBA are now exempt from these requirements, but 
disaster loans are not. Accordingly, section 3 of H. R. 7963 would 
amend section 24 of the Federal Reserve Act to exempt disaster loans 
as well as business loans from the requirements of the section. 
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CHANGES IN EXISTING LAW 





SMALL BUSINESS ACT 


In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, the provisions of existing law, and the provisions 
of the law as it would be amended by H. R. 7963 as introduced, are 


SMALL BUSINESS ACT OF 1953 
(EXISTING LAW) 


Sec. 201. This title may be 
cited as the “Small Business Act 
of 1953”. 

Sec. 202. The essence of the 
American economic system of 
private enterprise is free competi- 
tion. Only through full and free 
competition can free markets, 
free entry into business, and op- 
portunities for the expression and 
growth of personal initiative and 
individual judgment be assured. 
The preservation and expansion of 
such competition is basic not only 
to the economic well-being but to 
the security of this Nation. Such 
security and well-being cannot be 
realized unless the actual and 
potential capacity of small busi- 
ness is encouraged and developed. 
It is the declared policy of the 
Congress that the Government 
should aid, counsel, assist, and 
rotect insofar as is possible the 
interests of small-business con- 
cerns in order to preserve free 
competitive enterprise, to insure 
that a fair proportion of the total 
purchases and contracts for sup- 
plies and services for the Govern- 
ment be placed with small-business 
enterprises, and to maintain and 
strengthen the overall economy of 
the Nation. 


Further, it is the declared policy 
of the Congress that the Govern- 
ment should aid and assist victims 
of floods or other catastrophes. 


Sec. 203. For the purposes of 
this title, a small-business coucern 


set forth below in parallel columns: 


SMALL BUSINESS ACT AS PROPOSED 
IN H. R. 7963 


Sec. 1. This Act may be cited 
as the “Small Business Act’’, 


Suc. 2. (a) The essence of the 
American economic system of 
private enterprise is free competi- 
tion. Only through full and free 
competition can free markets, 
free entry into business, and op- 
portunities for the expression and 
growth of personal initiative and 
individual judgment be assured. 
The preservation and expansion of 
such competition is basic not only 
to the economic well-being but to 
the security of this Nation. Such 
security and well-being cannot be 
realized unless the actual and po- 
tential capacity of small business 
is encouraged and developed. It 
is the declared policy of the Con- 
gress that the Government should 
aid, counsel, assist, and protect, 
insofar as is possible, the interests 
of small-business concerns in order 
to preserve free competitive enter- 
prise, to insure that a fair propor- 
tion of the total purchases and 
contracts for property and services 
for the Government (including 
but not limited to contracts for 
maintenance, repair, and con- 
struction) be placed with small- 
business enterprises, and to main- 
tain and strengthen the overall 
economy of the Nation. 

(b) Further, it is the declared 
policy of the Congress that the 
Government should aid and assist 
victims of floods and other catas- 
trophes. 

Src. 3. (a) For the purposes of 
this Act, a small-business concern 
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SMALL BUSINESS ACT OF 1953 
(EXISTING LAW) 


shall be deemed to be one which is 
independently owned and oper- 
ated and which is not dominant in 
its field of operation. In addition 
to the foregoing criteria the Ad- 
ministration, in making a detailed 
definition, may use these criteria, 
among others: Number of employ- 
ees and dollar volume of business. 


Src. 204. (a) In order to carry 
out the policies of this title there 
is hereby created an agency under 
the name ‘‘Small Business Admin- 
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SMALL BUSINESS ACT AS PROPOSED 
IN H. R. 7963 


shall be deemed to be one which is 
independently owned and oper- 
ated and which is not dominant in 
its field of operation. In addition 
to the foregoing criteria the Ad- 
ministrator, in making a detailed 
definition, may use these criteria, 
among others: Number of employ- 
ees and dollar volume of business. 
Where the number of employees 
is used as one of the criteria in 
making such definition for any of 
the purposes of this Act, the 
maximum of employees, which a 
small-business concern may have 
under the definition shall vary 
from industry to industry to the 
extent necessary to reflect differ- 
ing characteristics of such in- 
dustries and to take proper ac- 
count of other relevant factors. 
(b) The Administrator shall 
without delay establish a new def- 
inition, in compliance with sub- 
section (a); and if such new defi- 
nition has not been established 
and placed in effect for all the 
purposes of this Act within thirty 
days after the date of the enact- 
ment of this subsection, the defi- 
nition which was in use by the 
Administrator for financial assist- 
ance purposes immediately prior 
to the date of the enactment of 
this subsection shall be in effect 
for all the purposes of this Act 
from the end of such thirty-da 
period until such time as the Ad- 
ministrator establishes and places 
in effect such new definition. 
Nothing in this subsection shall 
affect any small-business certifi- 
cate issued under this Act before 
the enactment of this subsection, 
or restrict the authority of the 
Administrator to issue such cer- 
tificates under section 8 (b) (6). 
Src. 4. (a) In order to carry out 
the policies of this Act there is 
hereby created an agency under 
the name “Small Business Admin- 
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istration” (herein referred to as 
the Administration), which Ad- 
ministration shall be under the 
general direction and supervision 
of the President and shall not be 
affiliated with or be within any 
other agency or department of the 
Federal Government. ‘The prin- 
cipal office of the Administration 
shall be located in the District of 
Columbia, but the Administration 
may establish such branch and 
regional offices in other places in 
the United States as may be deter- 
mined by the Administrator of the 
Administration. 


(b) The Administration is au- 
thorized to obtain money from 
the Treasury of the United States 
for use in the performance of the 
powers and duties granted to or 
imposed upon it by law, not to 
exceed a total of $445,000,000 
outstanding at any one time. 
For this purpose appropriations 
not to exceed $455,000,000 are 
hereby authorized to be made to 
a revolving fund in the Treasury. 
Advances shall be made to the 
Administration from the revolving 
fund when requested by the Ad- 
ministration. This revolving fund 
shall be used for the purposes 
enumerated subsequently in sec- 
tion 207 (a), (b) (1), (b) (2), and 
(b) (3). Not to exceed an aggre- 
gate of $230,000,000 shall be 
outstanding at any one time for 
the purposes enumerated in sec- 
tion 207 (a). Not to exceed an 
aggregate of $125,000,000 shall 
be outstanding at any one time 
for the purposes enumerated in 
section 207 (b) (1). Not to exceed 
an aggregate of $100,000,000 shall 
be outstanding at any one time 
for the purposes enumerated in 
section 207 (b) (2) and (b) (3). 
The Administration shall pay into 
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istration” (herein referred to as 
the Administration), which Ad- 
ministration shall be under the 
general direction and supervision 
of the President and shall not be 
affiliated with or be within any 
other agency or department of the 
Federal Government. The prin- 
cipal office of the Administration 
shall be located in the District of 
Columbia. The Administration 
may establsih such branch and 
regional offices in other places in 
the United States as may be de- 
termined by the Administrator of 
the Administration. * * * 


* * * * * 


(c) The Administration is au- 
thorized to obtain money from 
the Treasury of the United States 
for use in the performance of the 
powers and duties granted to or 
imposed upon it by law, not to 
exceed a total of $650,000,000 
outstanding at any onetime. For 
this purpose appropriations not to 
exceed $650,000,000 are hereby 
authorized to be made to a 
revolving fund in the Treasury. 
Advances shall be made to the 
Administration from the revolving 
fund when requested by the Ad- 
ministration. This revolving fund 
shall be used for the purposes 
enumerated subsequently in sec- 
tions 7 (a), 7 (b), and 8 (a). 
Not to exceed an aggregate of 
$500,000,000 shall be outstanding 
at any one time for the purposes 
enumerated in section 7 (a). Not 
to exceed an aggregate of 
$125,000,000 shall be outstanding 
at any one time for the purposes 
enumerated in section 7 (b). 
Not to exceed an aggregate of 
$25,000,000 shall be outstanding 
at any one time for the purposes 
enumerated in section 8 (a). The 


Administration shall pay into mis- 
cellaneous receipts of the Treas» 
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miscellaneous receipts of the Treas- 
ury at the close of each fiscal year, 
interest on the net amount of 
the cash disbursements from such 
advances at a rate determined by 
the Seeretary of the Treasury, 
taking into consideration the cur- 
rent average rate on outstanding 
interest-bearing marketable public 
debt obligations of the United 
States of comparable maturities. 

(c) The management of the Ad- 
ministration shall be vested in an 
Administrator who shall be ap- 
pointed from civilian life by the 
President, by and with the advice 
and consent of the Senate, and 
who shall be a person of outstand- 
ing qualifications known to be 
familiar and sympathetic with 
small-business needs and prob- 
lems. The Administrator shall 
receive compensation at the rate 
of $17,500 per annum, The Ad- 
ministrator shall not engage in 
any other business, vocation, or 
employment than that of serving 
as Administrator. The Adminis- 
trator is authorized to appoint 
three deputy administrators to 
assist in the execution of the 
functions vested in the Adminis- 
tration. Deputy administrators 
shall be paid at the rate of $15,000 
per annum. 

(d) There is hereby created the 
Loan Policy Board of the Small 
Business Administration, which 
shall consist of the following mem- 
bers, all ex officio: The Administra- 
tor, as Chairman, the Secretary of 
the Treasury, and the Secretary of 
Commerce. Either of the said Sec- 
retaries may designate an officer 
of his Department, who has been 
appointed by the President by and 
with the advice and consent of the 
Senate, to act in his stead as a 
member of the Loan Policy Board 
with respect to any matter or 
matters. ‘The Loan Policy Board 
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ury, at the close of each fiscal year, 
interest on the net amount of the 
cash disbursements from such ad- 
vances at a rate determined by 
the Secretary. of the Treasury, 
taking into consideration the cur- 
rent average rate on outstanding 
interest-bearing marketable public 
debt obligations of the United 
States of comparable maturities. 


(b) The management of the 
Administration shall be vested 
in an Administrator who shall be 
appointed from civilian life by 
the President, by and with the 
advice and consent of the Senate, 
and who shall be a person of out- 
standing qualifications known to 
be familiar and sympathetic with 
small-business needs and prob- 
lems. The Administrator shall 
not engage in. any other business, 
vocation, or employment than that 
of serving as Administrator. The 
Administrator is authorized to ap- 
point three Deputy Administra- 
tors to assist in the execution of 
the functions vested in the Ad- 
ministration. 


(d) There is hereby established a 
National Small Business Advisory 
Board, which shall advise and con- 
sult with the Administration in 
carrying out the purposes of this 
Act. The Board shall consist of 
the Administrator, as chairman, 
the Secretary of the Treasury, the 
Secretary of Commerce, and not 
less than two nor more than six 
other individuals appointed by the 
Administrator who are familiar 
with small-business needs and 
problems and are truly represen- 
tative of small-business interests. 
The Secretary of the Treasury and 
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shall establish general policies 
(particularly with reference to the 
public interest. involved in the 
ern tins and denial of applications 
or financial assistance by the Ad- 
ministration and with reference to 
the coordination of the functions of 
the Administration with other 
activities and policies of the Gov- 
ernment) which shall govern the 
granting and denial of applications 
for financial assistance by the 
Administration. 

(e) As used in this Act, the term 
“United States” includes the sev- 
eral States, the Territories and 
possessions of the United States, 
the Commonwealth of Puerto 
Rico, and the District of Co- 
lumbia. 

(f) The Administrator may es- 
tablish regional offices of the Ad- 
ministration in the Territories of 
Alaska, Hawaii, and in the Com- 
monwealth of Puerto Rico. 

Sec. 205. (a) The Administra- 
tion shall have power to adopt, 
alter, and use a seal, which shall 
be judicially noticed. The Ad- 
ministrator is authorized, subject 
to the civil-service and classifica- 
tion laws, to select, employ, ap- 
point, and fix the compensation 
of such officers, employees, attor- 
neys, and agents as shall be neces- 
sary to carry out the provisions 
of this title; to define their au- 
thority and duties, to provide 
bonds for them in such amounts 
as the Administrator shall deter- 
mine, and to pay the costs of 
qualification of certain of them as 
notaries public. The Administra- 
tion, with the consent of any 
board, commission, independent 
establishment, or executive de- 
partment of the Government, may 
avail itself on a reimbursable basis 
of the use of information, services, 
facilities, including any field serv- 





SMALL BUSINESS ACT 


SMALL BUSINESS ACT AS PROPOSED 
IN H. R. 7963 


the Secretary of Commerce may 
each designate an officer from his 
Department, who has been ap- 
pointed by the President by and 
with the advice and consent of the 
Senate, to act in his stead as a 
member of the Board, 


(a) * * * As used in this Act, 
the term “United States’’ includes 
the several States, the Territories 
and possessions of the United 
States, the Commonwealth of 
Puerto Rico, and the District of 
Columbia. 

[See third sentence of sec. 4 


(a).] 


Sec. 5. (a) The Administration 
shall have power to adopt, alter, 
and use a seal, which shall be 
judically noticed. The Adminis- 
trator is authorized, subject to the 
civil-service and classification laws, 
to select, employ, appoint, and 
fix the compensation of such offi- 
cers, employees, attorneys, and 
agents as shall be necessary to 
carry out the provisions of this 
Act; to define their authority and 
duties; to provide bonds for them 
in such amounts as the Adminis- 
trator shall determine; and to 
pay the costs of qualification of 
certain of them as notaries public. 
The Administration, with the con- 
sent of any board, commission, 
independent establishment, or ex- 
ecutive department of the Govern- 
ment, may avail itself on a reim- 
bursable or nonreimbursable basis 
of the use of information, services, 
facilities (including any field serv- 
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ice thereof, officers, and employees 
thereof, in carrying out the pro- 
visions of this title. Subject to 
the standards and procedures un- 
der section 505 of the Classifica- 
tion Act of 1949, as amended, not 
to exceed fifteen positions in the 
Small Business Administration 
may be placed in grades 16, 17, 
and 18 of the General Schedule 
established by that Act, and any 
such positions shall be additional 
to the number authorized by such 
section. 

(b) In the performance of, and 
with respect to, the functions, 
owers, and duties vested in him 

y this title, the Administrator 
may— 

(1) sue and be sued in any 
court of record of a State 
having general jurisdiction, or 
in any United States district 
court, and jurisdiction is con- 
ferred upon such district court 
to determine such controversies 
without regard to the amount in 
controversy: Provided, That no 
attachment, injunction, garnish- 
ment, or other similar process, 
mesne or final, shall be issued 
against the Administrator or his 
property ; 

(2) under regulations pre- 
scribed by him, assign or sell at 
public or private sale, or other- 
wise disposed of for cash or 
credit, in his discretion and upon 
such terms and conditions and 
for such consideration as the 
Administrator sball determine 
to be reasonable, any evidence 
of debt, contract, claim, per- 
sonal property, or security as- 
signed to or held by bim in con- 
nection with the payment of 
loans granted under this title, 
and to collect or compromise all 
obligations assigned to or held 
by him and all legal or equitable 
rights accruing to him in con- 
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ice thereof), officers, and employ- 
ees thereof, in carrying out the 
provisions of this Act. Subject 
to the standards and procedures 
under section 505 of the Classifica- 
tion Act of 1949, as amended, not 
to exceed fifteen positions in the 
Administration may be placed in 
grades 16, 17, and 18 of the 
General Schedule established by 
that Act. and any such positions 
shall be additional to the number 
authorized by such section. 


(b) In the performance of, and 
with respect to. the functions, 
owers, and duties vested in him 
y this Act the Administrator 
may— 

(1) sue and be sued in any 
court of record of a State having 
general jurisdiction, or in any 
United States district court, and 
jurisdiction is conferred upon 
such district court to determine 
such controversies without re- 
gard to the amount in contro- 
versy; but no attachment, in- 
junction, garnishment, or other 
similar process, mesne or final, 
shall be issued against the 
Administrator or his property; 


(2) under regulations pre- 
seribed by him, assign or sell at 
public or private sale, or other- 
wise dispose of for cash or 
credit, in his discretion and upon 
such terms and conditions and 
for such consideration as. the 
Administrator shall determine 
to be reasonable, any evidence 
of debt, contract, claim, per- 
sonal property, or security as- 
signed to or held by him in 
connection with the payment of 
loans granted under this Act, 
and to collect or compromise a. 
obligations assigned to or held 
by him and all legal or equitable 
rights accruing to him in con- 
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nection with the payment of 
such loans until such time as 
such obligation may be referred 
to the Attorney General for suit 
or collection; 

(3) deal with, complete, reno- 
vate, improve, modernize, in- 
sure, or rent, or sell for cash or 
credit upon such terms and con- 
ditions and for such considera- 
tion as the Administrator shall 
determine to be reasonable, any 
real property conveyed to or 
otherwise acquired by him in 
connection with the payment of 
loans granted under this title; 

(4) pursue to final collection, 
by way of compromise or other- 
wise, all claims against third par- 
ties assigned to the Administra- 
tor in connection with loans 
made by him. This shall include 
authority to obtain deficiency 
judements or otherwise in the 
cose of mortgages assigned to 
the Administrator. Section 
3709 of the Revised Statutes, as 
amended (41 U.S. C. 5), shall 
not be construed to apply to any 
contract of hazard insurance or 
to any purchase or contract for 
services or supplies on account 
of property obtained by the 
Administrator as a result of 
loans made under this title if 
the premium therefor or the 
amount thereof does not exceed 
$1,000. The power to convey 
and to execute in the name of 
the Administrator deeds of con- 
veyance, deeds of release, assign- 
ments and satisfactions of mort- 
~ gages, and any other written 
instrument relating to real prop- 
erty or any interest therein ac- 
quired by the Administrator 


pursuant to the provisions of 
this title may be exercised by 
the Administrator or by any 
officer or agent appointed by 
him without the execution of 
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nection with the payment’ of 
such loans until such time as 
such obligations may be referred 
to the Attorney General for 
suit or collection; 

(3) deal with, complete, reno- 
vate, improve, modernize, in- 
sure, or rent, or sell for cash or 
credit upon such terms and 
conditions and for such con- 
sideration as the Administrator 
shall determine to be reasonable, 
any real property conveyed to or 
otherwise acquired by him in 
connection with the payment of 
loans granted under this Act; 

(4) pursue to final collection, 
by way of compromise or other- 
wise, all claims against third 
parties assigned to the Admin- 
istrator in connection with loans 
made by him. This shall in- 
clude authority to obtain de- 
ficiency judgements or other- 
wise in the case of mortgages 
assigned to the Administrator. 
Section 3709 of the Revised 
Statutes, as amended (41 U. S. 
C., sec. 5), shall not be con- 
strued to apply to any contract 
of hazard insurance or to any 
purchase or contract for services 
or supplies on account of prop- 
erty obtained by the Admin- 
istrator as a result of loans 
made under this Act if the 
premium therefor or the amount 
thereof does not exceed $1,000. 
The power to convey and to 
execute in the name of the Ad- 
ministrator deeds of convey- 
ance, deeds of release, assign- 
ments and satisfactions of mort- 
gages, and any other written 
instrument relating to real prop- 
erty or any interest therein ac- 
quired by the Administrator 
pursuant to the provisions of 
this Act may be exercised by 
the Administrator or by any 
officer or agent appointed by 
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any express delegation of power 
or power of attorney. Nothing 
in this section shall be construed 
to prevent the Administrator 
from delegating such power by 
order or by power of attorney, 
in his discretion, to any officer 
or agent he may appoint; 


(5) acquire, in any lawful 
manner, any property (real, 
personal, or mixed, tangible or 
intangible), whenever deemed 
necessary or appropriate to the 
conduct of the activities author- 
ized in sections 207 (a) or 207 
(b) of this title; 

(6) make such rules and reg- 
ulations as he deems necessary 
to carry out the authority vested 
in him by or pursuant to this 
title; and 

(7) In addition to any powers, 
functions, privileges, and immu- 
nities otherwise vested in him, 
take any and all actions, in- 
cluding the procurement of the 
services of attorneys by con- 
tract, determined by him to be 
necessary or desirable in mak- 
ing, servicing, compromising, 
modifying, liquidating, or other- 
wise dealing with or realizing 
on loans made under the pro- 
visions of this title: Provided, 

‘hat no attorneys’ services shall 
be procured by contract in any 
office where an attorney or at- 
torneys are or can be economi- 
cally employed full time to ren- 
der such services, 
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him without the execution of 
any express delegation of power 
or power of attorney. Nothing 
in this section shall be con- 
strued to prevent the Admin- 
istrator from delegating such 
power by order or by power of 
attorney, in his discretion, to 
any officer or agent he may 
appoint; 

(5) acquire, in any lawful 
manner, any property (real, 
personal, or mixed, tangible or 
intangible), whenever deemed 
necessary or appropriate to the 
conduct of the activities author- 
ized in sections 7 (a) and 7 (b); 


(6) make such rules and reg- 
ulations as he deems necessary 
to carry out the authority vested 
in him by or pursuant to this 
Act; 

(7) in addition to any powers, 
functions, privileges, and immu- 
nities otherwise vested in him, 
take any and all actions, in- 
cluding the procurement of the 
services of attorneys by con- 
tract, determined by him to be 
necessary or desirable in mak- 
ing, servicing, compromising, 
modifying, liquidating, or other- 
wise dealing with or realizing on 
loans made under the provisions 
of this Act; but no attorneys’ 
services shall be procured by 
contract in any office where an 
attorney or attorneys are or 
can be economically employed 
full time to render such services; 

(8) pay the transportation ex- 
penses and per diem in lieu of 
subsistence expenses, in accord- 
ance with the Travel Expense 
Act of 1949, for travel of any 
person employed by the Ad- 
ministration to render tempo- 
rary services not in excess of 
six months in connection with 
any disaster referred to in sec- 
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(c) To such extent as he finds 
necessary to carry out the provi- 
sions of this title, the Administra- 
tor is hereby authorized to procure 
the temporary (not 1n excess of six 
months) service of experts or con- 
sultants or organizations thereof, 
including stenographic reporting 
services, by contract or appoint- 
ment, and in such cases such serv- 
ice shall be without regard to the 
civil-service and classification laws, 
and, except in the case of steno- 
graphic reporting services by or- 
ganizations, without regard to 
section 3709, Revised Statutes, as 
amended (41 U. S. C. 5). Any 
individual so employed may be 
compensated at a rate not in excess 
of $50 per diem, and, while such 
individual is away from his home 
or regular place of business, he 
may be allowed transportation 
and not to exceed $15 per diem in 
lieu of subsistence and other 
expenses. 

Sec. 206. (a) All moneys of the 
Administration not otherwise em- 
ployed may be deposited with the 
Treasurer of the United States 
subject to check by authority of 
the Administration. The Federal 
Reserve banks are authorized and 
directed to act as depositaries, cus- 
todians, and fiscal agents for the 
Administration in the general per- 
formance of its powers conferred 
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tion 7 (b) from place of appoint- 

ment to, and while at, the dis- 

aster area and any other tem- 
porary posts of duty and return 
upon completion of the assign- 
ment; and 

(9) to accept the services and 
facilities of Federal, State, and 
local agencies and groups, both 
public and private, and utilize 
such gratuitous services and 
facilities as may, from time to 
time, be necessary, to further 

the objectives of section 7 (b). 

(c) To such extent as he finds 
necessary to carry out the provi- 
sions of this Act, the Administra- 
tor is authorized to procure the 
temporary (not in excess of six 
months) services of experts or con- 
sultants or organizations thereof, 
including stenographic reporting 
services, by contract or appoint- 
ment, and in such cases such serv- 
ices shall be without regard to the 
civil-service and classification laws 
and, except in the case of steno- 
graphic reporting services by or- 
ganizations, without regard to sec- 
tion 3709 of the Revised Statutes, 
as amended (41 U.S. C., sec. 5). 
Any individual so employed may 
be compensated at a rate not in 
excess of $50 per diem, and, while 
such individual is away from his 
home or regular place of business, 
he may be allowed transportation 
and not to exceed $15 per diem in 
lieu of subsistence and other 
expenses. 

Sec. 6. (a) All moneys of the 
Administration not otherwise em- 
ployed may be deposited with the 
Treasury of the United States sub- 
ject to check by authority of the 
Administration. The Federal Re- 


serve banks are authorized and 
directed to act as depositaries, cus- 
todians, and fiscal agents for the 
Administration in the general per- 
formance of its powers conferred 
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by this title. Any banks insured 
by the Federal Deposit Insurance 
Corporation, when designated by 
the Secretary of the Treasury, 
shall act as custodians, and finan- 
cial agents for the Administration. 
Each Federal Reserve bank, when 
designated by the Administrator 
as fiscal agent for the Administra- 
tion, shall be entitled to be reim- 
bursed for all expenses incurred as 
such fiscal agent. 

(b) The Administrator shall 
contribute to the civil-service re- 
tirement and disability fund, on 
the basis of annual billings as 
determined by the Civil Service 
Commission, for the Government’s 
share of the cost of the civil-service 
retirement system applicable to 
the employees engaged in carrying 
out the functions financed by the 
revolving fund established by sec- 
tion 204 (b) of this Act. The 
Administrator shall also contribute 
to the employees’ compensation 
fund, on the basis of annual bill- 
ings as determined by the Secre- 
tary of Labor, for the benefit 
payments made from such fund on 
account of employees engaged in 
carrying out the functions fi- 
nanced by such revolving fund. 
The annual billings shall also in- 
clude a statement of the fair 
portion of the cost of the adminis- 
tration of the respective funds, 
which shall be paid by the Ad- 
ministrator into the Treasury as 
miscellaneous receipts. 

Sec. 207. (a) The Administra- 
tion is empowered to make loans 
to enable small-business concerns 
to finance plant construction, con- 
version, or expansion, including 
the acquisition of land; or to fi- 
nance the acquisition of equip- 
ment, facilities, machinery, 
supplies, or materials; or to abate 
such concerns with working capital 
to be used in the manufacture of 
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by this Act. Any banks insured 
by the Federal Deposit Insurance 
Corporation, when designated by 
the Secretary of the Treasury, 
shall act as custodians and finan- 
cial agents for the Administration. 
Each Federal Reserve bank, when 
designated by the Administrator 
as fiscal agent for the Administra- 
tion, shall be entitled to be reim- 
bursed for all expenses incurred as 
such fiscal agent. 

(b) The Administrator shall 
contribute to the employees’ com- 
pensation fund, on the basis of 
annual billings as determined by 
the Secretary of Labor, for the 
benefit payments made from such 
fund on account of employees 
engaged in carrying out functions 
financed by the revolving fund 
established by section 4 (c) of this 
Act. The annual billings shall 
also include statement of the 
fair portion of the cost of the 
administration of such fund, which 
shall be paid by the Administrator 
into the Treasury as miscellaneous 
receipts. 


Sec. 7. (a) The Administration 
is empowered to make loans to 
enable small-business concerns to 
finance plant construction, con- 
version, or expansion, including 
the acquisition of land; or to fi- 
nance the acquisition of equip- 
ment, facilities, aT: 
supplies, or materials; or to supply 
such concerns with working capital 
to be used in the manufacture of 
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articles, equipment, supplies, or 
materials for war, defense, or es- 
sential civilian production or as 
may be necessary to insure a well- 
balanced national economy; and 
such loans may be made or effected 
either directly or in cooperation 
with banks or other lending insti- 
tutions through agreements to 
participate on an immediate or 
deferred basis: Provided, however, 
That the foregoing powers shall 
be subject to the following restric- 
tions and limitations: 

(1) No financial assistance 
shall be extended pursuant to 
(a) above unless the financial 
assistance applied for is not 
otherwise available on reason- 
able terms and all loans made 
shall be of such sound value or 
so secured as reasonably to 
assure repayment; no imme- 
diate participation may be pur- 
chased unless it is shown that 
a deferred participation is not 
available; and no loan may be 
made unless it is shown that a 
participation is not available. 


(2) No loan shall be extended 
pursuant to (a) above if the 
total amount outstanding and 
committed (by participation or 
otherwise) to the borrower from 
the revolving fund established 
by this title would exceed 
$250,000, and no loan, including 
renewals or extensions thereof, 
may be made for a period or 
periods exceeding ten years, 
except that any loan made for 
the purpose of constructing 
industrial facilities may have a 
maturity of ten years plus such 
additional period as is estimated 
may be required to complete 
such construction, and any such 
loan shall bear interest at the 
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articles, equipment, supplies, or 
materials for war, defense, or 
civilian production or as may be 
necessary to insure a well-balanced 
national economy; and such loans 
may be made or effected either 
directly or in cooperation with 
banks or other lending institutions 
through agreements to participate 
on an immediate or deferred basis. 
The foregoing powers shall be 
subject, however, to the following 
restrictions and limitations: 


(1) No financial assistance 
shall be extended pursuant to 
this subsection unless the finan- 
cial assistance applied for is not 
otherwise available on reason- 
able terms. 

(2) No immediate participa- 
tion may be purchased unless it 
is shown that a deferred partic- 
ipation is not available; and no 
loan may be made unless it is 
shown that a participation is 
not available. 

* * * * * * * 

(7) All loans made under this 
subsection shall be of such sound 
value or so secured as reason- 
ably to assure repayment. 

(4) Except as provided in 
paragraph (5), (A) no loan under 
this subsection shall be made if 
the total amount outstanding 
and committed (by participa- 
tion or otherwise) to the bor- 
rower from the revolving fund 
established by this Act would 
exceed $250,000; (B) the rate of 
interest for the Administration’s 
share of any such loan shall be 
no more than 5 per centum per 
annum, and shall not be more 
than the rate prevailing witbin 
the Federal Reserve district 
where the money loaned is to 
be used if such prevailing rate 
is lower than 5 per centum per 
annum; and (C) no such loan, 
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rate prevailing in the area where 
the money loaned is to be used 
but shall not exceed 6 per 
centum per annum; 


Provided, That the foregoing lim- 
itation of $250,000 shall not 
apply to any loan extended to 
any corporation formed and 
capitalized by a group of small 
business concerns with resources 
provided by them for the pur- 
pose of establishing facilities in 
and through such corporation to 
produce or secure raw materials 
or supplies: Provided further, 
That for any such corporation 
the limit of any loan extended 
or made as provided for in this 
section shall be $250,000 multi- 
plied by the number of separate 
small businesses which have 
formed and capitalized a corpo- 
ration as hereinbefore provided 
for in this section, and if a loan 
to such corporation is for the 
purpose of constructing facili- 
ties, then the loan may have a 
maturity not to exceed twenty 
years plus such additional time 
as is required to complete such 
construction and at an interest 
rate of not less than 3 nor more 
than 5 per centum per annum: 


And provided further, That no act 
or Omission to act pursuant to 
this section, if found and ap- 
proved by the Small Business 
Administration as contributing 
to the needs of small business, 
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including renewals or extensions 
thereof, may be made for a 
period or periods exceeding ten 
years except that a loan made 
for the purpose of constructing 
facilities may have a maturity 
of ten years plus such additional 
period as is estimated may be 
required to complete such con- 
struction. 

(5) In the case of any loan 
made under this subsection 
to a corporation formed and 
capitalized by a group of 
small-business concerns with 
resources provided by them 
for the purpose of obtaining 
for the use of such concerns 
raw materials, equipment, in- 
ventories, or supplies, or for 
establishing facilities for such 
purpose, (A) the limitation of 
$250,000 prescribed in para- 
graph (4) shall not apply, but 
the limit of such loan shall be 
$250,000 multiplied by ture 
number of separate small 
businesses which formed and 
capitalized such corporation; 
(B) the rate of interest for 
the Administration’s share of 
such loan shall be no less than 
3 nor more than 5 per centum 
per annum; and (C) such loan, 
including renewals and ex- 
tensions thereof, may not be 
made for a period or periods 
exceeding ten years except 
that if such loan is made for 
the purpose of constructing 
facilities it may have a ma- 
turity of twenty years plus 
such additional time as is 
required to complete such 
construction. 

(6) The Administrator is au- 
thorized to consult with repre- 
sentatives of small-business con- 
cerns with a view to encouraging 
the formation by such concerns 
of the corporation referred to in 
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shall be construed to be within 
the prohibitions of the antitrust 
lavvs or the Federal Trade Com- 
mission Act of the United States. 
A copy of the statement of any 
such finding and approval in- 
tended to be within the coverage 
of this section, and any modifi- 
cation or withdrawal thereof, 
shall be furnished to the Attor- 
ney General and the Chairman 
of the Federal Trade Com- 
mission when made, and it shall 
be published in the Federal Reg- 
ister. The authority granted in 
the last preceding proviso shall 
be delegated only (1) to an offi- 
cial who shall for the purpose of 
such delegation be appointed 
by the President by and with 
the advice and consent of the 
Senate, unless otherwise re- 
quired to be appointed, (2) upon 
the condition that such official 
consult with the Attorney Gen- 
eral and with the Chairman of 
the Federal Trade Commission 
not less than ten days before 
making and stating any such 
finding and approval as is au- 
thorized in this subsection (a), 
and (3) upon the condition that 
such official obtain a statement 
in writing from the Attorney 
General that he, mindful of the 
antitrust laws and the public 
interest, concurs in the finding 
and approval made and granted 
by the Small Business Adminis- 
tration. Upon withdrawal of 
any finding or approval made 
hereunder the provisions of this 
section shall not apply to any 
subsequent act or omission to 
act by reason of such finding or 
approval. 

The Attorney General is directed 
to make, or request the Federal 
Trade Commission to make for 
him, surveys for the purpose of 
determining any factors which 
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paragraph (5). No act or omis- 
sion to act, if requested by the 
Administrator pursuant to this 
paragraph, and if found and 
approved by the Administration 
as contributing to the needs of 
small business, shall be con- 
strued to be within the prohibi- 
tions of the antitrust laws or the 
Federal Trade Commission Act 
of the United States. A cop 
of the statement of any suc 
finding and approval intended 
to be within the coverage of this 
section, and any modification or 
withdrawal thereof, shall be fur- 
nished to the Attorney General 
and the Chairman of the Federal 
Trade Commission when made, 
and it shall be published in the 
Federal Register. The author- 
ity granted in this paragraph 
shall be exercised only (A) by 
the Administrator, (B) upon 
the condition that the Adminis- 
trator consult with the Attorney 
General and with the Chairman 
of the Federal Trade Commis- 
sion, and (C) upon the condition 
that the Administrator obtain 
the approval of the Attorne 
General before exercising suc 
authority. Upon withdrawal of 
any request or finding hereunder 
or upon withdrawal by the 
Attorney General of his approval 
granted under the preceding 
sentence, the provisions of this 
paragraph shall not apply to any 
subsequent act or omission to 
act by reason of such finding or 
request. 


Sec. 9. (c) The Attorney Gen- 
eral is directed to make, or re- 
quest the Federal Trade Commis- 
sion to make for him, surveys for 
the purpose of determining any 
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may tend to eliminate competi- 
tion, create or strengthen mo- 
nopolies, injure small business, 
or otherwise promote undue 
concentration of economic power 
in the course of the administra- 
tion of this Act. The Attorney 
General shall submit to the 
Congress and the President 
within ninety days after ap- 
proval of this Act, and at such 
times thereafter as he deems 
desirable, reports setting forth 
the results of such surveys and 
including such recommendations 
as he may deem desirable. 


(3) In agreements to partici- 
pate in loans on a deferred basis 
under this subsection or under 
subsection (b) (1) of this section, 
such participation by the Ad- 
ministration shall not be in ex- 
cess of 90 per centum of the 
balance of the loan outstanding 
at the time of disbursement. 


(b) The Administration also is 
empowered— 

(1) to make such loans (either 
directly or in cooperation with 
banks or other lending institu- 
tions through agreements to 
participate on an immediate or 
deferred basis) as the Adminis- 
tration may determine to be 
necessary or appropriate be- 
cause of floods or other catas- 
trophes, including necessary or 
appropriate loans to any small- 
business concern located in an 
area where a drought is occur- 
ring, if the Administration deter- 
mines that the small-business 
concern has suffered a substan- 
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factors which may tend to elimi- 
nate competition, create or 
strengthen monopolies, injure’ 
small business, or otherwise pro- 
mote undue concentration of eco- 
nomic power in the course of the 
administration of this Act. The 
Attorney General shall submit to 
the Congress and the President, 
at such times as he deems desir- 
able, reports setting forth the 
results of such surveys and in- 
cluding such recommendations as 
he may deem desirable. 


Sec. 7. (a) * * * 

(3) In agreements to partici- 
pate in loans on a deferred basis 
under this subsection, such par- 
ticipation by the Administration 
shall not be in excess of 90 per 
centum of the balance of the 
loan outstanding at the time of 
disbursement. 

(b) * * * In agreements to 
participate in loans on a deferred 
basis under this subsection, such 
participation by the Administra- 
tion shall not ie in excess of 90 
pe centum of the balance of the 
oan outstanding at the time of dis- 
bursement. 

(b) The Administration also is 
empowered— 

(1) to make such loans (either 
directly or in cooperation with 
banks or other lending institu- 
tions through agreements to 
participate on an immediate or 
deferred basis) as the Adminis- 
tration may determine to be 
necessary or appropriate be- 
cause of floods or other catas- 
trophes; and 

(2) to make such loans (either 
directly or in cooperation with 
banks or other lending institu- 
tions through agreements to par- 
ticipate on an immediate or de- 
ferred basis) as the Adminis- 
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tial economic injury as a result 
of such drought, and the Presi- 
dent has determined under the 
Act entitled “An Act to authorize 
Federal assistance to States and 
local governments in major dis- 
asters, and for other purposes”’, 
approved September 30, 1950, 
as amended (42 U.S. C., sees. 
1855-1855g), that such drought 
is a major disater, or the Secre- 
tary of Agriculture has found 
under the Act entitled ‘‘An Act 
to abolish the Regional Agricul- 
tural Credit Corporation of 
Washington, District of Col- 
umbia, and transfer its functions 
to the Secretary of Agriculture, 
to authorize the Secretary of 
Agriculture to make disaster 
loans, and for other purposes’, 
approved April 6, 1949, as 
amended (12 U. S. C., sees. 
1148a—-1-1148a-3), that such 
droughtconstitutes aproduction 
or economic disaster in such 
area: 


Provided, That no such loan in- 
cluding renewals and extensions 
thereof may be made for a 
period or periods exceeding 
twenty years: And provided fur- 
ther, ‘That the interest rate on 
the Administration’s share of 
loans made under this para- 
graph shall not exceed 3 per 
centum per annum; 


(2) to enter into contracts 
with United States Government 
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tration may determine to be 
necessary or appropriate to any 
small-business concern located 
in an area affected by a drought, 
if the Administration deter- 
mines that the small-business 
concern has suffered a substan- 
tial economic injury as a result of 
such drought and the President 
has determined under the Act 
entitled “And Act to authorize 
Federal assistance to States and 
local governments in major dis- 
asters, and for other purposes’’, 
approved September 30, 1950, 
as amended (42 U.S. C., sees. 
1855-1855¢), that such drought 
is a major disaster, or the Secre- 
tary of Agriculture has found 
under the Act entitled “An Act 
to abolish the Regional Agricul- 
tural Credit Corporation of 
Washington, District of Colum- 
bia, and transfer its functions to 
the Secretary of Agriculture, to 
authorize the Secretary of Agri- 
culture to make disaster loans, 
and for other purposes’, ap- 
proved April 6, 1949, as 
amended (12 U. S. C., sees. 
1148a—1-1148a-3), that such 
drought constitutes a produc- 
tion or economic disaster in 
such area. 
No loan under this subsection, 
including renewals and _ exten- 
sions thereof, may be made for a 
period or periods exceeding 
twenty years. The interest rate 
on the Administration’s share of 
any loan made under this sub- 
section shall not exceed 3 per 
centum per annum. * * * 


Src. 8. (a) It shall be the duty 
of the Administration and it is 
hereby empowered, whenever it 
determines such action is neces- 


sary— 
(1) to enter into contracts 
with the United States Govern- 
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and any department, agency, or 
officer thereof having procure- 
ment powers obligating the Ad- 
ministration to furnish articles, 
equipment, supplies, or materi- 
als to the Government; 


(3) to arrange for the per- 
formance of such contracts by 
negotiating or otherwise letting 
subcontracts to small-business 
concerns or others for the man- 
ufacture, supply, or assembly 
of such articles, equipment, 
supplies, or materials, or parts 
thereof, or servicing or process- 
ing in connection therewith, or 
such management services as 
may be necessary to enable the 
Administration to perform such 
contracts ; 


(4) to provide technical and 
managerial aids to small-busi- 
ness concerns, by advising and 
counseling on matters in con- 
nection with Government pro- 
curement and on policies, prin- 
ciples, and practices of good 
management, including but not 
limited to cost accounting, 
methods of financing, business 
insurance, accident control, 
wage incentives and methods 
engineering, by cooperating and 
advising with voluntary busi- 
ness, professional, educational, 
and other nonprofit organiza- 
tions, associations, and institu- 
tions and with other Federal 
and State agencies, by main- 
taining a clearinghouse for in- 
formation concerning the man- 
aging, financing, and operation 
of small-business enterprises, by 
disseminating such information, 
and by such other activities as 
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ment and any department, 
agency, or officer thereof having 
procurement powers obligating 
the Administration to furnish 
articles, equipment, supplies, or 
materials to the Government. 

* * * 

(2) to arrange for the per- 
formance of such contracts by 
negotiating or otherwise letting 
subcontracts to small-business 
concerns or others for the man- 
ufacture, supply, or assembly 
of such articles, equipment, 
supplies, or materials, or paris 
thereof, or servicing or process- 
ing in connection therewith, or 
such management services as 
may be necessary to enable the 
Administration to perform such 
contracts. 

(b) It shall also be the duty of 
the Administration end it is 
hereby empowered, whenever it 
determines such action is neces- 
sary— 

(1) to provide technical and 
managerial aids to small-busi- 
ness concerns, by advising and 
counseling on matters in con- 
nection with Government pro- 
curement and on policies, prin- 
ciples, and practice of good 
management, including but not 
limited to cost accounting, 
methods of financing, business 
insurance, accident control, 
wage incentives, and methods 
engineering, by cooperating and 
advising with voluntary busi- 
ness, professional, educational, 
and other nonprofit organiza- 
tions, associations, and institu- 
tions and with other Federal and 
State agencies, by maintaining 
a clearinghouse for informaticn 
concerning the managing, fi- 
nancing, and operation of smell- 
business enterprises, by dis- 
seminating such information, 
and by such other activities as 
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are deemed appropriate by the 
Administration; and 

(5) to further extend the ma- 
turity of or renew any loan 
made pursuant to this section, 
beyond the periods stated there- 
in, or any loan transferred to 
the Administration pursuant to 

Reorganization Plan Numbered 

2 of 1954, for additional periods 

not to exceed ten years, if such 

extension or renewal will aid in 
the orderly liquidation of such 
loan. 

Sec. 208. In any case in which 
the Administration certifies to any 
officer of the Government having 
procurement powers that the Ad- 
ministration is competent to per- 
form any specific Government 
procurement contract to be let by 
any such officer, such officer shall 
be authorized in his discretion to 
let such procurement contract to 
tne Administration upon such 
terms and conditions as may be 
agreed upon between the Adminis- 
tration and the procurement officer. 


Src. 209. (a) Whoever makes 
any statement knowing it to be 
false, or whoever willfully over- 
values any security, for the pur- 
pose of obtaining for himself or for 
any applicant any loan, or exten- 
sion thereof by renewal, defer- 
ment of action, or otherwise, or 
the acceptance, release, or sub- 
stitution of security therefor, or 
for the purpose of influencing in 
any way the action of the Admin- 
istration, or for the purpose of ob- 
taining money, property, or any- 
thing of value, under this title, 
shall be punished by a fine of not 
more than $5,000 or by imprison- 
ment for not more than two years, 
or both. 
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are deemed appropriate by the 

Administration; 

Sec. 7. (c) The Administration 
may further extend the ee 
of or renew any loan made 
suant to this section, or any a 
transferred to the Administration 
pune to Reorganization Plan 

umbered 2 of 1954, for additional 

eriods not to exceed ten years 

eyond the period stated therein, 
if such extension or renewal will 
aid in the orderly liquidation of 
such loan. 

Szc. 8,.(a).° .** 

(1) * * * Inanycasein which 
the Administration certifies to 
any officer of the Government 
having procurement powers that 
the Administration is competent 
to perform any specific Govern- 
ment procurement contract to 
be let by any such officer, such 
officer shall be authorized in his 
discretion to let such procure- 
ment contract to the Adminis- 
tration upon such terms and 
conditions as may be agreed 
upon between the Administra- 
tion and the procurement officer; 
and 

~ * + ea o* 
Sec. 15. (a) Whoever makes 

any statement knowing it to be 
false, or whoever willfully over- 
values any security, for the pur- 
pose of obtaining for himself or for 
any applicant any loan, or exten- 
sion thereof by renewal, defer- 
ment of action, or otherwise, or 
the acceptance, release, or substi- 
tution of security therefor, or for 
the purpose of influencing in any 
way the action of the Administra- 
tion, or for the purpose of obtain- 
ing money, property, or anything 
of value, under this Act, shall be 
punished by a fine of not more 
than $5,000 or by imprisonment 
for not more than two years, or 
both. 
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(b) Whoever, being connected 
in any capacity with the Admin- 
istration (A) embezzles, abstracts, 
purloins, or willfully misapplies 
any moneys, funds, securities, or 
other things of value, whether be- 
longing to it or pledged or other- 
wise entrusted to it, or (B) with 
intent to defraud the Administra- 
tion or any other body politic or 
corporate, or any individual, or to 
deceive any officer, auditor, or 
examiner of the Administration 
makes any false entry in any book, 
report, or statement of or to the 
A dininiotration, or, without being 
duly authorized, draws any order 
or issues, puts forth, or assigns 
any note, debenture, bond, or 
other obligation, or draft, bill of 
exchange, mortgage, judgment, or 
decree thereof, or (C) with intent 
to defraud participates, shares, 
receives directly or indirectly any 
money, profit, property, or benefit 
through any transaction, loan, 
commission, contract, or any other 
act of the Administration, or (D) 
gives any unauthorized informa- 
tion concerning any future action 
or plan of the Administration 
which might affect the value of 
securities, or, having such knowl- 
edge, invests or speculates, directly 
or indirectly, in the securities or 
property of any company or cor- 
poration receiving loans or other 
assistance from the Administra- 
tion shall be punished by a fine of 
not more than $10,000 or by 
imprisonment for not more than 
five years, or both. 

Sec. 210. It shall be the duty 
of the Administration and it is 
hereby empowered, whenever it 
determines such action is neces- 
sary— 

(a) to make a complete inven- 
tory of all productive facilities 
of small-business concerns which 
can be used for war or defense 
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(b) Whoever, being connected 
in any capacity with the Adminis- 
tration, (1) embezzles, abstracts, 
purloins, or willfully misapplies 
any moneys, funds, securities, or 
other things of value, whether 
belonging to it or pledged or other- 
wise entrusted to it, or (2) with 
intent to defraud the Administra- 
tion or any other body politic or 
corporate, or any individual, or 
to deceive any officer, auditor, or 
examiner of the Administration, 
makes any false entry in any book, 
report, or statement of or to the 
Administration, or, without being 
duly authorized, draws any order 
or issues, puts forth, or assigns 
any note, debenture, bond, or 
other obligation, or draft, bill of 
exchange, mortgage, judgment, or 
decree thereof, or (3) with intent 
to defraud participates or shares 
in or receives directly or indirectly 
any money, profit, properiy, or 
benefit through any transaction, 
loan, commission, contract, or any 
other act of the Administration, 
or (4) gives any unauthorized in- 
formation concerning any future 
action or plan of the Administra- 
tion which might affect the value 
of securities, or, having such 
knowledge, invests or speculates, 
directly or indirectly, in the securi- 
ties or property of any company 
or corporation receiving loans or 
other assistance from the Admin- 
istration, shall be punished by a 
fine of not more than $10,000 or 
by imprisonment for not more 
than five years, or both. 

Sec. 8. (b),.* * * 


(2) to make a complete ir ven- 
tory of all productive faci ities 
of small-business concerns or to 
arrange for such inventory to 
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production, or to arrange for 

such inventory to be made by 

any other governmental agency 
which has the facilities. In 
making any such inventory, the 
appropriate agencies in the sev- 
eral States may be requested to 
furnish an inventory of the 

roductive facilities of small- 

Somnens concerns in each re- 

spective State if such an inven- 

tory is available or in prospect; 
and 
(b) to coordinate and to as- 
certain the means by which the 
roductive capacity of small- 

Sates concerns can be most 

effectively utilized for war or 

defense production. 

Sec. 211. When directed by the 
President, it shall be the duty of 
the Administration to consult and 
cooperate with governmental de- 
partments and agencies in the issu- 
ance of all orders or in the formu- 
lation of policy or policies in any 
way affecting small-business con- 
cerns. When directed by the 
President all such governmental 
departments or agencies are re- 
quired, before issuing such orders 
or announcing such policy or 
policies, to consult and cooperate 
with the Administration in order 
that the interests of small-business 
enterprises may be recognized, 
protected, and preserved: 
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be made by any other govern- 
mental agency which has the 
facilities. In making any such 
inventory, the appropriate agen- 
cies in the several States may 
requested to furnish an inven- 
tory of the productive facilities 
of small-business concerns in 
each respective State if such an 
inventory is available or in 
prospect; 


(3) to coordinate and to as- 
certain the means by which the 
productive capacity of small- 
business concerns can be most 
effectively utilized; 


* * * * * 


Sec. 9. (f) To the extent deemed 
necessary by the Administrator 
to protect and preserve small- 
business interests, the Adminis- 
tration shall consult and cooperate 
with other departments and agen- 
cies of the Federal Government in 
the formulation by the Adminis- 
tration of policies affecting small- 
business concerns. When re- 
quested by the Administrator, 
each department and agency of 
the Federal Government shall 
consult and cooperate with the 
Administration in the formulation 
by such department or agency of 
policies affecting small-business 
concerns, in order to insure that 
small-business interests will be 
recognized, protected, and _pre- 
served. This subsection shall not 
require any department or agency 
to consult or cooperate with the 
Administration in any case where 
the head of such department or 
agency determines that such con- 
sultation or cooperation would 
unduly delay action which must 
be taken by such department or 
agency to protect the national 
interest in an emergency. 





SMALL BUSINESS ACT 


SMALL BUSINESS ACT OF 1953 
(EXISTING LAW) 


Provided further, That, for the pur- 
poses of aiding in carrying out the 
national policy to insure that a 
fair proportion of the total pur- 
chases and contracts for supplies 
and services for the Government 
be placed with small-business en- 
terprises, and to maintain and 
strengthen the overall economy of 
the Nation, the Department of 
Defense shall make a monthly re- 
port to the President, the Presi- 
dent of the Senate, and the Speaker 
of the House of Representatives 
not less than forty-five days after 
the close of the month, showing 
the amount of funds appropriated 
to the Department of Defense 
which have been expended, obli- 
gated, or contracted to be spent 
with small-business concerns and 
the amount of such funds ex- 
pended, obligated, or contracted 
to be spent with firms other than 
small business in the same fields 
of operation; and such monthly 
reports shall show separately the 
funds expended, obligated, or con- 
tracted to be spent for basie and 
applied scientific research and de- 
velopment. 

Sec. 212. The Administration 
shall have power, and it is hereby 
directed, whenever it determines 
such action is necessary— 

(a) to consult and cooperate 
with officers of the Government 
having procurement powers, in 
order to utilize the potential 
productive capacity of plants 
operated by small-business con- 
cerns; 

(b) to obtain information as 
to methods and practices which 
Government prime contractors 
utilize in letting subcontracts 
and to take action to encourage 
the letting of subcontracts by 
prime contractors to small-busi- 
ness concerns at prices and on 
conditions and terms which are 
fair and equitable; 
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(d) For the purpose of aiding in 
carrying out the national policy to 
insure that a fair proportion of the 
total purchases and contracts for 
property and services for the Gov- 
ernment be placed with small- 
business enterprises, and to main- 
tain and strengthen the overall 
economy of the Nation, the De- 
partment of Defense shall make a 
monthly report to the President, 
the President of the Senate, and 
the Speaker of the House of Rep- 
resentatives not less than forty- 
five days after the close of the 
month, showing the amount of 
funds appropriated to the Depart- 
ment of Defense which have been 
expended, obligated, or contracted 
to be spent with small-business 
concerns and the amount of such 
funds expended, obligated, or con- 
tracted to be spent with firms 
other than small business in the 
same fields of operation; and such 
monthly reports shall show sepa- 
rately the funds expended, obli- 
gated, or contracted to be spent 
for basic and applied scientific 
research and development. 


Src. 8. (b);* * * 


(4) to consult and cooperate 
with officers of the Government 
having procurement powers, in 
order to utilize the potential 
productive capacity of plants 
operated by small-business con- 
cerns; 

(5) to obtain information as 
to methods and practices which 
Government prime contractors 
utilize in letting subcontracts 
and to take action to encourage 
the letting of subcontracts by 
prime contractors to small-busi- 
ness concerns at prices and on 
conditions and terms which are 
fair and equitable; 
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(c) to determine within any 
industry the concerns, firms, 
persons, corporations, partner- 
ships, cooperatives, or other 
business enterprises, which are 
to be designated ‘“small-busi- 
ness concerns” for the purpose 
of effectuating the provisions of 
this title and to carry out this 
purpose the Administrator, 
when requested to do so, shall 
issue in response to each such 
request an appropriate certifi- 
cate certifying an individual 
concern as a “small-business 
concern” in accordance with the 
criteria expressed in this Act. 
Any such certificate shall be 
subject to revocation when the 
concern covered thereby ceases 
to be a “small-business con- 
cern’’; 

(d) to certify to Government 
procurement officers with re- 
spect to the competency, as to 
capacity and credit, of any 
small business concern or group 
of such concerns to perform a 
specific Government procure- 
ment contract; 

(e) to obtain from any Federal 
department, establishmeat, or 
agency engaged in procurement 
or in the financing of procure- 
ment or production such reports 
concerning the letting of con- 
tracts, and subcontracts and 
making of loans to business con- 
cerns as it may deem pertinent 
in carrying out its functions 
under this title; 

(f) to obtain from suppliers of 
materials information pertain- 
ing to the method of filling 
orders and the bases for allocat- 
ing their supply, whenever it ap- 
pears that any small business is 
unable to obtain materials from 
its normal sources for war or de- 
fense production; 

(g) to make studies and rec- 
ommendations to the appropri- 
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(6) to determine within any 
industry the concerns, firms, 
persons, corporations, partner- 
ships, cooperatives, or other 
business enterprises which are 
to be designated ‘“small-busi- 
ness concerns” for the purpose 
of effectuating the provisions of 
this Act. To carry out this 
purpose the Administrator, 
when requested to do so, shall 
issue in response to each such 
request an appropriate certifi- 
cate certifying an individual 
concern as a “small-business 
concern” in accordance with 
the criteria expressed in this 
Act. Any such certificate shall 
be subject to revocation when 
the concern covered thereby 
ceases to be a “small-business 
concern”. * * * 

(7) to certify to Government 
procurement officers with re- 
spect to the competency, as to 
capacity and credit, of any 
small-business concern or group 
of such concerns to perform a 
specific Government procure- 
ment contract. * * * 

(8) to obtain from any Fed- 
eral department, establishment, 
or agency engaged in procure- 
ment or in the financing of pro- 
curement or production such re- 
ports concerning the letting of 
contracts and subcontracts and 
the making of loans to business 
concerns as it may deem perti- 
nent in carrying out its functions 
under this Act; 

(9) to obtain from suppliers of 
materials information pertain- 
ing to the method of filling 
orders and the bases for allocat- 
ing their supply, whenever it 
appears that any small business 
is unable to obtain materials 
from its normal sources; 


(10) to make studies and 
recommendations to the appro- 
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ate Federal agencies to insure 
that a fair proportion of the 
total purchases and contracts 
for supplies and services for the 
Government be placed with 
small-business enterprises, to 
insure that a fair proportion of 
Government contracts for re- 
search and development be 
placed with small-business con- 
cerns, and to insure a fair and 
equitable share of materials, 
supplies, and equipment to 
small-business concerns to ef- 
fectuate war or defense pro- 
grams; 

(h) to consult and cooperate 
with all Government agencies 
for the purpose of insuring that 
small-business concerns shall re- 
ceive fair and reasonable treat- 
ment from said agencies; and 

(i) to establish such advisory 
boards and committees wholly 
representative of small business 
as may be found necessary to 
achieve the purposes of this 
title. 


Sec. 213. (a) In any case in 
which a small-business concern or 
group of such concerns has been 
certified by or under the author- 
ity of the Administration to be 
@ competent Government con- 
tractor with respect to capacity 
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priate Federal agencies to insure 
that a fair proportion of the 
total purchases and contracts 
for property and services for 
the Government be placed with 
small-business enterprises, to 
insure that a fair proportion of 
Government contracts for re- 
search and development be 
placed with small-business con- 
cerns, and to insure a fair and 
equitable share of materials, 
supplies, and equipment to 
small-business concerns; 


(11) to consult and cooperate 
with all Government agencies 
for the purpose of insuring that 
small-business concerns shall re- 
ceive fair and reascnable treat- 
ment from such agencies; and 

(12) to establish such small 
business advisory boards and 
committees truly representative 
of small business as may be 
necessary to achieve the pur- 
poses of this Act, in addition to 
the National Small Business 
Advisory Board established by 
section 4 (d). 

(ec) The Administration shall 
from time to time make studies 
of matters materially affecting the 
competitive strength of small busi- 
ness, and of the effect on small 
business of Federal laws, pro- 
grams, and regulations, and shall 
make recommendations to the 
appropriate Federal agency or 
agencies for the adjustment of 
such programs and regulations to 
the needs of small business. 

(b) * *% * 

(7) * * * In any case in 
which a small-business concern 
or group of such concerns has 
been certified by or under the 
authority of the Administra- 
tion to be a competent Govern- 
ment contractor with respect 
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and credit as to a specific Govern- 
ment procurement contract, the 
officers of the Government having 
procurement powers are directed 
to accept such certification as con- 
clusive, and are authorized to 
let such Government procurement 
contract to such concern or group 
of concerns without requiring it 
to meet any other requirement 
with respect to capacity and 
credit. 


(b) Offices of the Government 
having procurement or lending 
powers, or engaging in the dis- 
posal of Federal property or allo- 
cating materials or supplies, or 
promulgating regulations affecting 
the distribution of materials or 
supplies shall accept as conclusive 
the Administration’s determina- 
tion as to which enterprises are to 
be designated ‘‘small-business con- 
cerns’’, as authorized and directed 
under section 212 (c) of this title. 


Sec. 214. To effectuate the pur- 
poses of this title, small-business 
concerns within the meaning of 
this title shall receive any award 
or contract or any part thereof as 
to which it is determined by the 
Administration and the contract- 
ing procurement agency (A) to be 
in the interest of maintaining or 
mobilizing the Nation’s full pro- 
ductive capacity, or (B) to be in 
the interest of war or national de- 
fense programs. 


Sec. 215. The Administration 
shall make a report every six 
months of operations under this 
title to the President, the Presi- 





SMALL BUSINESS ACT 


SMALL BUSINESS ACT AS PROPOSED 
IN H. R. 7963 


to capacity and credit as to a 
specific Government procure- 
ment contract, the officers of 
the Government having pro- 
curement powers are directed 
to accept such certification as 
conclusive, and are authorized 
to let such Government pro- 
curement contract to such con- 
cern or group of concerns with- 
out requiring it to meet any 
other requirement with respect 
to capacity and credit; 

(6) * * * Offices of the Gov- 
ernment having procurement or 
lending powers, or engaging in 
the disposal of Federal property 
or allocating materials or sup- 
plies, or promulgating regula- 
tions affecting the distribution 
of materials or supplies, shall 
accept as conclusive the Admin- 
istration’s determination as to 
which enterprises are to be 
designated “small-business con- 
cerns’, as authorized and di- 
rected under this paragraph; 
Sec. 14. To effectuate the pur- 

poses of this Act, small-business 
concerns within the meaning of 
this Act shall receive any award or 
contract or any part thereof as to 
which it is determined by the Ad- 
ministration and the contracting 
procurement agency (1) to be in 
the interest of maintaining or 
mobilizing the Nation’s full pro- 
ductive capacity, or (2) to be in 
the interest of war or national de- 
fense programs. Whenever the 
Administration and the contract- 
ing procurement agency fail to 
agree, the matter shall be sub- 
mitted for determination to the 


Secretary or the head of the appro- 
priate department or agency by 
the Administrator. 

Sec. 9. (a) The Administration 
shall make a report every six 
months of operations under this 
Act to the President, the President 
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dent of the Senate, and the 
Speaker of the House of Repre- 
sentatives. Such report shall in- 
clude the names of the business 
concerns to whom contracts are 
let and for whom financing is 
arranged by the Administration, 
together with the amounts in- 
volved, and such report shall 
include such other information and 
such comments and recommenda- 
tions as the Administration may 
deem appropriate, 

The Administration shall make a 
repori to the President, the Presi- 
dent of the Senate, and the 
Speaker of the House of mee 
sentatives, to the Senate Select 
Committee on Small Business and 
to the House Select Committee 
To Conduct a Study and Investi- 
gation of the Problems of Small 
Business on December 31, 1955, 
and at the end of each six months 
thereafter, showing as accurately 
as possible for each such period 
the amount of funds appropriated 
to it that it has expended in the 
conduct of each of its principal 
activities such as lending, procure- 
ment, contracting, and providing 
technical and managerial aids. 


The Administration shall retain 
all correspondence, records of in- 
quiries, memoranda, reports, 
books, and _ records, including 
memoranda as to all investiga- 
tions conducted by or for the 
Administration, for a period of at 
least one year from the date of 
each thereof, and shall at all 
times keep the same available 
for inspection and examination 
by the Senate Select Committee 
on Small Business, and the House 
Select Committee To Conduct a 
Study and Investigation of the 
Problems of Small Business, or 
their duly authorized representa- 
tives. 
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of the Senate, and the Speaker of 
the House of Representatives. 
Such report shall include the 
names of the business concerns to 
whom contracts are let and for 
whom financing is arranged by the 
Administration, together with the 
amounts involved, and such report 
shall include such other informa- 
tion and such comments and 
recommendations as the Adminis- 
tration may deem appropriate. 


(b) The Administration — shall 
make a report to the President, 
the President of the Senate, and 
the Speaker of the House of Rep- 
resentatives, to the Senate Select 
Committee on Small Business, and 
to the House Select Committee To 
Conduct a Study and Investiga- 
tion of the Problems of Small 
Business, on June 30 and Decem- 
ber 31 of each year, showing as 
accurately as possible for each 
such period the amount of funds 
appropriated to it that it has 
expended in the conduct of each 
of its principal activities such as 
lending, procurement, contracting, 
and providing technical and mana- 
gerial aids. 

* * ok * ok 


(e) The Administration shall 
retain all correspondence, records 
of inquiries, memoranda, reports, 
books, and records, including 
memoranda as to all investiga- 
tions conducted by or for the 
Administration, for a period of 
at least one year from the date 
of each thereof, and shall at all 
times keep the same available 
for inspection and examination 
by the Senate Select Committee 
on Small Business and the House 
Select Committee To Conduct a 
Study and Investigation of the 
Problems of Small Business, or 
their duly authorized representa- 
tives. 
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Sec. 216. The Administration is 
hereby empowered to make studies 
of the effect of price, credit, and 
other controls imposed under war 
or defense programs and wherever 
it finds these controls discriminate 
against or impose undue hardship 
upon small business, to make 
recommendations to the appro- 
priate Federal agency for the ad- 
justment of controls to the needs 
of small business. 

Sec. 217. (a) The President is 
authorized to consult with repre- 
sentatives of small-business con- 
cerns with a view to encouraging 
the making by such persons with 
the approval of the President of 
voluntary agreements and pro- 
grams to further the objectives of 
this title. 

(b) No act or omission to act 
pursuant to this title which occurs 
while this title is in effect, if re- 
quested by the President pursuant 
to a voluntary agreement or pro- 
gram approved under subsection 
(a) of this section and found by 
the President to be in the public 
interest as contributing to the 
national defense, shall be con- 
strued to be within the prohibition 
of the antitrust laws or the Federal 
Trade Commission Act of the 
United States. A copy of each 
such request intended to be within 
the coverage of this section, and 
any modification or withdrawal 
thereof, shall be furnished to the 
Attorney General and the Chair- 
man of the Federal Trade Com- 
mission when made, and it shall be 
published in the Federal Register 
unless publication thereof would, 
in the opinion of the President, 
endanger the national security. 

(c) The authority granted in 
subsection (b) of this section shall 
be delegated only (1) to an official 
who shall for the purpose of such 
delegation be required to be ap- 
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Src. 10. (a) The President is 
authorized to consult with repre- 
sentatives of small-buslness con- 
cerns with a view to encouraging 
the making by such persons with 
the approval of the President of 
voluntary agreements and pro- 
grams to further the objectives of 
this Act. 

(b) No act or omission to act 
pursuant to this Act which occurs 
while this Act is in effect, if re- 
quested by the President pursu- 
ant to a voluntary agreement or 
program approved under subsec- 
tion (a) of this section and found 
by the President to be in the public 
interest as contributing to the 
national defense, shall be con- 
strued to be within the prohibi- 
tions of the antitrust laws or the 
Federal Trade Commission Act of 
the United States. A copy of each 
such request intended to be within 
the coverage of this section, and 
any modification or withdrawal 
thereof, shall be furnished to the 
Attorney General and the Chair- 
man of the Federal Trade Com- 
mission when made, and it shall be 
published in the Federal Register 
unless publication thereof would, 
in the opinion of the President, 
endanger the national security. 

(c) The authority granted in 
subsection (b) of this section shall 
be delegated only (1) to an official 
who shall for the purpose of such 
delegation be required to be ap- 
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pointed by the President by and 
with the advice and consent of the 
Senate, and (2) upon the condition 
that such official consult with the 
Attorney General and with the 
Chairman of the Federal Trade 
Commission not less than ten 
days before making any request or 
finding thereunder, and (3) upon 
the condition that such official 
obtain the approval of the At- 
torney General to any request 
thereunder before making the re- 
quest. 

(d) Upon withdrawal of any re- 
quest or finding made hereunder 
the provisions of this section shall 
not apply to any subsequent act or 
omission to act by reason of such 
finding or request. 


Src. 218. The President may 
transfer to the Administration any 
functions, powers, and duties of 
any department or agency which 
relate primarily to small-business 
problems. In connection with any 
such transfer, the President may 
provide for appropriate transfers 
of records, property, necessary 
personnel, and unexpended bal- 
ances of appropriations and other 
funds available to the department 
or agency from which the transfer 
is made. 

Src. 219. No loan shall be made 
or equipment, facilities, or services 
furnished by the Administration 
under this title to any business 
enterprise unless the owners, part- 
ners, or officers of such business 
enterprise (1) certify to the Ad- 
ministration the names of any 
attorneys, agents or other persons 
engaged by or on behalf of such 
business enterprise for the purpose 
of expediting applications made 
to the Administration for assist- 
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pointed by the President by and 
with the advice and consent of the 
Senate, (2) upon the condition 
that such official consult with the 
Attorney General and the Chair- 
man of the Federal Trade Com- 
mission not less than ten days be- 
fore making any request or find- 
ing thereunder, and (3) upon the 
condition that such official obtain 
the approval of the Attorney 
General to any request thereunder 
before making the request. 


(d) Upon withdrawal of any re- 
quest or finding hereunder, or 
upon withdrawal by the Attorney 
General of his approval of the vol- 
untary agreement or program on 
which the request or finding is 
based, the provisions of this sec- 
tion shall not apply to any subse- 
quent act, or omission to act, by 
reason of such finding or request. 

Sec. 11. The President may 
transfer to the Administration any 
functions, powers, and duties of 
any department or agency which 
relate primarily to small-business 
problems. In connection with any 
such transfer, the President may 
provide for appropriate transfers 
of records, property, necess 
personnel, and unexpended bal- 
ances of appropriations and other 
funds available to the department 
or agency from which the transfer 
is made. 

Sec. 12. No loan shall be made 
or equipment, facilities, or services 
furnished by the Administration 
under this Act to any business 
enterprise unless the owners, part- 
ners, or Officers of such business 
enterprise (1) certify to the Ad- 
ministration the names of any 
attorneys, agents, or other persons 
engaged by or on behalf of such 
business enterprise for the purpose 
of expediting applications candid to 
the Administration for assistance 
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ance of any sort, and the fees paid 
or to be paid to any such persons; 
(2) execute an agreement binding 
any such business enterprise for a 
period of two years after any p 
assistance is rendered by the 
Administration to such business 
enterprise, to refrain from em- 
ploying, tendering any office or 
employment to, or retaining for 
professional services, any person 
who, on the date such assisance or 
any part thereof was rendered, or 
within one year prior thereto, shall 
have served as an officer, attorney, 
agent, or employee of the Admin- 
istration occupying a position or 
engaging in activities which the 
Administration shall have deter- 
mined involve discretion with 
respect to the granting of assist- 
ance under this title; and (3) 
furnish the names of le ending insti- 
tutions to which such business 


enterprise has applied for loans 


together with dates, amounts, 
terms, and proof of refusal. 

Sec. 220. To the fullest extent 
the Administration deems prac- 
ticable, it shall make a fair charge 
for the use of Government-owned 
property and make and let con- 
tracts on a basis that will result 
in a recovery of the direct costs 
incurred by the Administration. 


Src. 221. (a) This title and all 
authority conferred thereunder 
shall terminate at the close of 
July 31, 1957, but the President 
may continue the Administration 
for purposes of liquidation for not 
to exceed six months after such 
termination. 

(b) The termination of this title 
shall not affect the disbursement 
of funds under, or the carrying out 
of, any contract, commitment, or 
other obligation entered into pur- 
suant to this title prior to the date 
of such termination, or the taking 
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of any sort, and the fees paid or 
to be paid to any such persons; (2) 
execute an agreement binding any 
such business enterprise for a 
period of, two years after any 
assistance is rendered by _ the 
Administration to such business 
enterprise, to refrain from em- 
ploying, tendering any office or 
employment to, or retaining for 
professional services, any person 
who, on the date such assistance 
or any part thereof was rendered, 
or within one year prior thereto, 
shall have served as an officer, 
attorney, agent, or employee of 
the Administration occupying @ 
position or engaging in activities 
which the Administration shall 
have determined involve discre- 
tion with respect to the granting 
of assistance under this Act; and 
(3) furnish the names of lending 
institutions to which such business 
enterprise has applied for loans 
together with dates, amounts, 
terms, and proof of refusal. 

Sec. 13. To the fullest extent 
the Administration deems prac- 
ticable, it shall make a fair charge 
for the use of Government-owned 
property and make and let con- 
tracts on a basis that will result in 
a recovery of the direct costs 


incurred by the Administration. 
* * * * * 
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of any action necessary to pre- 
serve or protect the interests of 
the United States. 

Src. 222. There are hereby au- 
thorized to be appropriated such 
sums as may be necessary and 
appropriate for the carrying out of 
the provisions and purposes of this 
Act. 

Sec. 223. If any provision of 
this Act, or the application thereof 
to any person or circumstances, is 
held invalid, the remainder of this 
Act, and the application of such 
provision to other persons or 
circumstances, shall not be affected 
thereby. 

Sec. 224. All laws and parts of 
laws inconsistent with this Act 
are hereby repealed to the extent 
of such inconsistency. 

Sec. 225. The Administration 
shall not duplicate the work or 
activity of any other department 
or agency of the Federal Govern- 
ment and nothing contained in 
this Act shall be construed to 
authorize any such duplication 
unless such work or activity is 
expressly provided for in this Act. 


FOURTH PARAGRAPH OF SECTION 24 
OF THE FEDERAL RESERVE ACT 
(EXISTING LAW) 


Loans made to establish indus- 
trial or commercial businesses (a) 
which are in whole or in part 
discounted or purchased or loaned 
against as security by a Federal 
Reserve bank under the provisions 
of section 13b of this Act, (b) for 
any part of which a commitment 
shall have been made by a Federal 
Reserve bank under the provisions 
of said section, (c) in the making 
of which a Federal Reserve bank 
participates under the provisions 
of said section, or (d) in which 
the Reconstruction Finance Cor- 
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Src. 18. There are hereby au- 
thorized to be appropriated such 
sums as may be necessary and 
appropriate for the carrying out of 
the provisions and purposes of this 
Act. 

Sec. 17. If any provision of this 
Act, or the application thereof to 
any person or circumstances, is 
held invalid, the remainder of this 
Act, and the application of such 
provision to other persons or cir- 
cumstances, shall not be affected 
thereby. 

Sec. 19. All laws and parts of 
laws inconsistent with this Act 
are hereby repealed to the extent 
of such inconsistency. 

Sec. 16. The Administration 
shall not duplicate the work or 
activity of any other department 
or agency of the Federal Govern- 
ment and nothing contained in 
this Act shall be construed to 
authorize any such duplication 
unless such work or activity is 
expressly provided for in this Act. 


FOURTH PARAGRAPH OF SECTION 24 
OF THE FEDERAL RESERVE ACT, 
AS AMENDED BY H. R. 7963 


Loans made to establish indus- 
trial or commercial businesses (a) 
which are in whole or in part dis- 
counted or purchased or loaned 
against as security by a Federal 
Reserve bank under the provi- 
sions of section 13b of this Act, 
(b) for any part of which a com- 
mitment shall have been made by 
a Federal Reserve bank under the 
provisions of said section, (c) in 
the making of which a Federal 
Reserve bank participates under 
the provisions of said section, or 
(d) in which the Reconstruction 
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oration or the Housing and Home 
Pinasics Administration or the 
Small Business Administration co- 
operates or purchases a participa- 
tion under the provisions of the 
Reconstruction Finance Corpora- 
tion Act, as amended, or of section 
102 or 102a of the Housing Act of 
1948, as amended, or of the Small 
Business Act of 1953, shall not be 
subject to the restrictions or lim- 
itations of this section upon loans 
secured by real estate. 
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Finance Corporation or the Hous- 
ing and Home Finance Adminis- 
tration cooperates or purchases a 
participation under the provisions 
of the Reconstruction Finance 
Corporation Act, as amended, or 
of section 102 or 102a of the 
Housing Act of 1948, as amended, 
shall not be subject to the restric- 
tions or limitations of this section 
upon loans secured by real estate. 
Loans in which the Small Business 
Administration cooperates through 
agreements to participate on an 
immediate or deferred basis under 
the Small Business Act shall not 
be subject to the restrictions or 
limitations of this section imposed 
upon loans secured by real estate. 
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857TH CoNGRESS ; HOUSE OF REPRESENTATIVES ({ Report 
1st Session No. 556 





ESTABLISHING A NATIONAL KEY DEER REFUGE IN 
THE STATE OF FLORIDA 


JuNE 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


[To accompany H. R. 1058] 


The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (H. R. 1058) to preserve the Key deer and other 
wildlife resources in the Florida Keys by the establishment of a 
national Key deer refuge in the State of Florida, having considered 
the same, report favorably thereon without amendment and recom- 
mend that the bill do pass. 

The purpose of the bill is to provide protection for one of the fast 
disappearing species of wildlife in the country. The Key deer is the 
smallest variety in the United States, mature specimens being about 
the size of a setter dog. They are found only on the lower Ems in 
Florida, and the rapid development of highways in that area, together 
with a real-estate boom, has made their survival most doubtful in the 
absence of a suitable sanctuary. The Fish and Wildlife Service, under 
temporary authority contained in various appropriation acts, is pres- 
ently maintaining a refuge area on a lease basis. While the program 
has been effective, its future is endangered by the pressure of real- 
estate developments, which dictate short-term cancellation clauses in 
the leases. 

The only method to preserve the species, in the opinion of the com- 
mittee, is that set forth in this bill—the establishment of a permanent 
refuge and sanctuary. The committee believes that the acquisition 
of 1,000 acres of land as provided in the bill, for the maintenance of 
this species, is most desirable and accordingly recommends that the 
billfdo pass. The bill provides a ceiling of $35,000 for land acquisition 
exclusive of the value of such exchanges of land that might be effected 
im connection with the establishment of the sanctuary. 

There are no changes in existing law. 
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2 NATIONAL KEY DEER REFUGE IN STATE OF FLORIDA 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., February 27, 1957. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. Bonner: Your committee has requested a report on 
H. R. 1058, a bill to preserve the Key deer and other wildlife resources 
in the Florida Keys by the establishment of a national Key deer 
refuge in the State of Florida. This bill would authorize the Secretary 
of the Interior to acquire not to exceed 1,000 acres of land in Monroe 
County, Fla., for establishment of the National Key Deer Refuge. 

We recommend that H. R. 1058 be enacted. 

Protection for the almost extinct Key deer, as well as other wildlife 
in the area to which this bill refers, is highly desirable. The unique 
Key deer, the smallest of all of the deer of the United States, once 
ranged in plentiful numbers over most of the keys between Key Largo 
and Key West. Development and use of the Florida Keys for sport, 
recreation, and agricultural use gradually has deprived the deer of 
much of its habitat. Another factor contributing to near extinction 
of the Key deer is the hunting practices of some of the tourists, 
fishermen, and others now frequenting the various keys. Un- 
fortunately for the wildlife of the region, most of the keys now are 
readily accessible from U. S. No. 1 Overseas Highway connecting 
the mainland to Key West. Because the enforcement of wildlife- 

rotection laws in this region is difficult, and for other reasons, we 
believe the only hope of saving the deer lies in the establishment 
of an adequate sanctuary where both natural habitat and adequate 
protection can be secured to the species. 

This Department is now administering, on a temporary basis, pur- 
suant to authority granted by various appropriation acts, a wildlife 
refuge area in Florida for the preservation of the Key deer. We have 
been unable, however, to establish a federally owned refuge area pur- 
suant to our temporary authority, although we have been able to give 
the Key decr some degree of protection by entering into leases with 
respect to certain lands in the region. These leases carry a 90-day 
cancellation clause and our experience has shown that suc h a program 
is ineffective against the pressure of real estate developments. <A wild- 
life refuge cannot be operated satisfactorily in this manner. Enact- 
ment of legislation, such as the present bill, would establish the refuge 
area on a permanent basis. ‘This would permit orderly development 
and management of the area, thereby giving protection to a unique 
species that is threatened with extinction. 

Preservation of wildlife habitat, such as would be possible under 
this bill, also would benefit a number of resident bird species, several 
of which have been in almost as precarious a situation as the Key deer. 
Among those species is the roseate spoonbill, frequently referred to as 
the pink curlew. In the early days, this beautiful bird was abundant 
over the greater part of southern Florida; now its breeding places are 
restricted to a few isolated keys in Florida Key and southward. Other 
bird species in this area include the reddish egret and the white- 
crowned pigeon. 

The following perfecting amendments, which are self-explanatory 
are recommended: 
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(1) On page 2, line 1, strike out the word “there” and insert in lieu 
thereof the word ‘‘therein’’. 

(2) On page 2, revise lines 3, 4, 5, 6, and 7 to read “Florida, as he 
shall find to be suitable for the conservation and management of the 
said Key deer and other wildlife: Provided, that no land shall be 
acquired by condemnation on any island that is traversed at any 
point by United States Highway Numbered 1.” 

Rey page 2, line 14, strike out “668” and insert in lieu thereof 
“666b.”’. 

(4) On page 3, line 2, strike out “opinions” and substitute in lieu 
thereof the word “opinion’’. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your Committee. 

Sincerely yours, 
Ross Lerrter, 
Assistant Secretary of the Interior. 


O 
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AMENDING THE SOCKEYE SALMON FISHERY ACT OF 1947 





June 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


[To accompany H. R. 6587] 


The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (H. R. 6587) to amend the Sockeye Salmon Fishery 
Act of 1947, having considered the same, report favorably thereon 
with an amendment and recommend that the bill as amended do pass. 

The amendment is as follows: 


Strike out all after the enacting clause, and insert in lieu thereof 
the following: 


That section 2 (a) of the Sockeye Salmon Fishery Act of 1947 (61 Stat. 511) 
is amended to read as follows: 

“(a) Convention: The word ‘convention’ means the convention between the 
United States of America and the Dominion of Canada for the protection, preser- 
vation, and extension of the sockeye salmon fisheries of the Fraser River system, 
signed at Washington on the 26th day of May 1930, as amended by the protocol 
to the convention, signed at Ottawa on the 28th day of December 1956.” 

Sec. 2. Section 2 (e) of such Act is amended to read as follows: 

“(e) Sockeye salmon and pink salmon: The term ‘sockeye salmon’ means 
that species of salmon known by the scientific name Oncorhynchus nerka, and the 
term ‘pink salmon’ means that species of salmon known by the scientific name 
Oncorhynchus gorbuscha.”’ 

Sec. 3. Such Act is further amended by striking out “sockeye salmon” wherever 
used in such Act, except in subsections (a) and (e) of section 2, and inserting in lieu 
thereof “sockeye salmon or pink salmon’’. 

Sec. 4. Section 7 (a) of such Act is amended by striking out “fishery” and 
inserting in lieu thereof ‘‘fisheries’’. 

Sec. 5. The amendments made by this Act shall take effect on the date of entry 
into force of the protocol, signed at Ottawa on December 28, 1956, between the 
United States of America and Canada to the convention for the protection preser- 
vation and extension of the sockeye salmon fisheries of the Fraser River system, 
signed at Washington on May 26, 1930. 


The purpose of the bill is to implement the protocol recently sigued 
by the United States and Canada which extends to the pink salmon 
of the Fraser River system the same protection as presently exists for 
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the sockeye salmon in that area. The original convention for the 
protection of the sockeye salmon was signed in Washington on May 26,’ 
1930, and the amendment to the convention to cover the pink salmon 
was by the protocol signed in Ottawa on December 28, 1956, which 
protocol is presently before the Senate for action. 

No opposition to the bill was expressed to the committee. The 
favorable results attained by the operations of the International Pacific 
Salmon Fisheries Commission in its control of the sockeye salmon 
encourage the committee in its view that similar benefits will accrue, 
to the pink salmon catch under this bill. 

The bill by its terms does not provide any authorization of funds 
for its administration but the committee was informed that about 
$80,000 per year will be expended in odd-numbered years and $40,000 
in even numbered years, the difference being accounted for by the’ 
fact that by far the larger runs occur during odd-numbered years. 

The committee amended the bill by striking therefrom all after the 
enacting clause and substituting therefor the language of S. 1806. 
The differences between the two bills were merely minor differences 
of language involving no matters of substance. 


DEPARTMENT OF STATE, 
Washington, May 1, 1957. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 


Dear Mr. Bonner: I refer further to your letters of April 3 and 
11, 1957, requesting reports respectively on H. R. 6587 and H. R. 6769, 
to amend the Sockeye Salmon Fishery Act of 1947. 

The purpose of the bills is to give effect to the protocol signed at 
Ottawa December 28, 1956, between the United States and Canada 
to the convention for the protection, preservation and extension of the 
sockeye salmon fisheries of the Fraser River system, signed at Wash- 
ington on May 26, 1930. The protocol, when it enters into force, will 
bring the pink salmon of the Fraser River system within the terms of 
the convention, The protocol, which will enter into force upon the 
exchange of ratifications with Canada, is now before the Senate for its 
advice and consent to ratification. 

H. R. 6587 and H. R. 6769 are substantially identical, and the 
Department is of the view that either of them, if enacted into law, 
will adequately give effect to the protocol. As it is hoped that the 
protocol may enter into force before this year’s fishing season com- 
mences, the Department urges the early enactment of one of them. 

With regard to H. R. 6769, the Department would suggest the fol- 
lowing editorial amendments: 

(1) In line 8 of the first section and in line 18 of section 5: strike out 
“fishery” and substitute in lieu thereof “fisheries”. The plural 
“fisheries” is now customarily used in the descriptive title of the con- 
vention of 1930. See, for example, the plural “fisheries” in the con- 
vention title as used in the preamble to the protocol of December 28, 
1956. 

(2) In line 3 of section 2, insert ‘‘term” before “sockeye”. 
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The Department has been informed by the Bureau of the Budget 
that there is no objection to the submission of this report. 
Sincerely yours, 
Roser C. Hut, 
Assistant Secretary. 
(For the Acting Secretary of State): 





DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 10, 1987. 
Hon. Hersert C. Bonner, 


Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. Bonner: Your committee has requested reports on 
H. R. 6587 and H. R. 6769, to amend the Sockeye Salmon Fishery 
Act of 1947. 

We recommend the enactment of this proposed legislation. 

The purpose of this proposal is to provide for conservation of the 
Fraser River pink salmon, as well as sockeye salmon. This would 
be accomplished by extending the application of the Sockeye Salmon 
Fishery Act of 1947 (61 Stat. 511) to include pink salmon. The 1947 
act, if amended as now proposed, will give effect to the recent protocol 
with Canada, signed in Ottawa on December 28, 1956, with respect 
to the sockeye salmon fisheries in the Fraser River system. This 
protocol was transmitted by the President on February 11, 1957, to 
the Senate for its advice and consent to ratification. Senate Executive 
C, 85th Congress, contains the text of the protocol. 

Consistently with the responsibilities vested in this Department by 
the Congress pursuant to section 8 of the Fish and Wildlife Act of 
1956, approved August 8, 1956 (70 Stat. 1119), representatives of this 
Department have participated in the negotiation of the pink salmon 
protocol. You will note from the statement of the Secretary of State, 
contained in Senate Executive C, that the International Pacific 
Salmon Fisheries Commission will have the same duties respecting 
pink salmon as it now has respecting sockeye salmon. 

We expect that the pink-salmon runs will benefit and increase in 
size under this proposal in a manner comparable to the substantial 
benefits that have resulted from the joint United States-Canadian 
management of sockeye-salmon fisheries of the Fraser River system. 
This is consistent with the program of fishery management and con- 
servation that we administer. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this report to your committee. 

Sincerely yours, 
Ross L&rF.er, 
Assistant Secretary of the Interior. 


CHANGES IN EXISTING LAW 
In compliance with clause 3 of rule XIII of the Rules of the House 


of Representatives, changes in existing law made by the bill, as in- 
troduced, are shown as follows (existing law proposed to be omitted 
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is: enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


Sockryve SauMon Fisuery Act or 1947 
(61 Stat. 511) 


Src. 2. When used in this Act— 

(a) Convention: The word “convention” means the convention 
between the United States of America and the Dominion of Canada 
for the protection, preservation, and extension of the sockeye salmon 
[fishery ] fisheries of the Fraser River System, signed at Washington on 
the 26th day of May 1930, as amended by the protocol to the convention, 
signed at Ottawa on the 28th day of December 1956. 


* * * * * Bd * 


(e) Sockeye Salmon and pink salmon: The term “sockeye salmon” 
means that species of salmon known by the scientific name Oncor- 
hynchus nerka and the term “‘pink salmon” means that species of salmon 
known by the scientific name Oncorhynchus gorbuscha. 

* * of * * * * 


g) Fishing: The word “fishing” means the fishing for, catching, or 
taking, or the attempted fishing for, catching, or taking, of any sockeye 
salmon or pink salmon in convention waters. 

* * * * * * * 


Src. 3. (a) It shall be unlawful for any person to engage in fishing 
for sockeye slamon or pink salmon in convention waters in violation 
of the convention or of this Act or of any regulation of the Com- 
mission. 

(b) It shall be unlawful for any person to ship, transport, purchase, 
sell, offer for sale, import, export, or have in possession any sockeye 
salmon or pink salmon taken in violation of the convention or of this 
Act or of any regulation of the Commission. 

ok oa * “* * * * 


(d) It shall be unlawful for any person or vessel to engage in 
fishing for sockeye salmon or pink salmon in convention waters without 
first having obtained such license or licenses as may be used by or 
required by the Commission, or to fail to produce such license, upon 
demand, for inspection by an authorized enforcement officer. 

* * * * * * ~ 


Sec. 4. Any person who fails to make, keep, or furnish any catch 
return, statistical record, or any report that may be required by the 
Commission, or any person who furnishes a false return, record, or 
report, upon cinviction shall be subject to such fine as may be imposed. 
by the court not to exceed $1,000, and shall in addition be prohibited 
from fishing for and from shipping, transporting, purchasing, selling, 
offering for sale, importing, exporting, or possessing sockeye salmon 
or pink salmon from the date of conviction until such time as any 
delinquent return, record, or report shall have been submitted or 
any false return, record, or report shall have been replaced by a duly 
certified correct and true return, record, or report to the satisfaction 
of the court. The penalties imposed by section 5 of this Act shall not 
be invoked for failure to comply with requirements respecting returns 
records, and reports. 
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Src. 5. (a) Except as provided in section 4, any person violating 
any provision of the convention or of this Act or the regulation of the 
Commission upon conviction shall be fined not more than $1,000 or be 
imprisoned not more than one year, or both, and the court may 
prohibit such person from fishing for, or from shipping, transporting, 
purchasing, selling, offering for sale, importing, exporting, or possessing 
sockeye salmon or pink salmon for such period of time as it may 
determine. 

* + ok * * * Pa 


(e) When a warrant of arrest or other process in rem, including 
that specified in subsection (d) of this section, is issued in any cause of 
admiralty jurisdiction under this section, the marshal or other officer 
shall stay the execution of such process, or discharge any property 
seized if the process has been levied, on receiving from the claimant of 
the property a bond or stipulation with sufficient sureties or approved 
corporate surety in such sum as the court shall order, conditioned to 
deliver the property seized, if condemned, without impairment in 
value (or in the case of sockeye salmon or pink salmon, to pay its 
equivalent in money) or otherwise to answer the decree of the court 
in such cause. Such bond or stipulation shall be returned to the court 
and judgment thereon against both the principal and sureties may be 
recovered in the event of any breach of the conditions thereof as 
determined by the court. 

Sec. 6 (a) 


* * * * * * * 


(f) Any authorized representative of the Commission, or any person 
authorized to enforce this Act and the regulations of the Commission 
may inspect any licenses issued to persons or vessels engaging in 
fishing for sockeye salmon or pink salmon in convention waters and 
for this purpose may at any reasonable time board any vessel or enter 
upon any premises where such fishing is or may be conducted. 

Sec. 7 (a) All agencies of the Federal Government are authorized, 
upon request by the Commission, to furnish facilities and personnel 
for the purpose of assisting the Commission in carrying out its duties 
of scientific investigation and improvement of the [fishery,] fisheries, 
as specified in the convention. 


O 
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RELATING TO CANAL ZONE MONEY ORDERS WHICH 
REMAIN UNPAID 


June 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


[To accompany H. R. 6710] 


The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (H. R. 6710) relating to Canal Zone money orders 
which remain unpaid, having considered the same, report favorably 
thereon without amendment and recommend that the bill do pass. 

The purpose of the bill is to conform the law with regard to unpaid 
Canal Zone money orders to that affecting United States post office 
money orders. Under the act of June 8, 1955, payment of unpaid 
money orders issued by the United States post office is barred after 
20 years from the date of issue. Such provision is not applicable to 
the Canal Zone post office since the latter is an adjunct of the Canal 
Zone Government and is not a part of the United States post office. 

At present there is some $29,000 outstanding in money orders over 
20 years old and experience has shown that there is very little likelihood 
that any claims will be made on them. Aside from the fact that this 
sum would be transferred to the Treasury upon the enactment of this 
bill, its enactment would eliminate the necessity for maintaining 
records relating to outdated money orders and thus would result in 
some reduction in operating cost to the Canal Zone Government. 

This legislation does not change existing law. It merely adds a new 
section. 
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Post Orrice DEPARTMENT 
Bureau OF THE GENERAL COUNSEL, 
Washington 25, D. C., June 6, 1957. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. Cuartrman: Reference is made to your request for the 
views and recommendations of the Post Office Department on H. R. 
6710, a bill relating to Canal Zone money orders which remain unpaid. 

The purpose of the measure is to enact a statute of limitations on 
the payment of money orders issued by the Canal Zone postal service. 
The suggested provisions are the same as those of section 2 of the act 
of June 8, 1955 (39 U.S. C. 728a), relative to the payment of domestic 
money orders. 

The Department has no objection to the enactment of H. R. 6710. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to the committee. 

Sincerely yours, 


Ase McGrecor Gorr, 
General Counsel. 





Canat ZONE GOVERNMENT, 
OFrFiICce OF THE GOVERNOR, 
Balboa Heights, C. Z., March 20, 19857. 


Hon. Sam RaysBurn, 
Speaker of the House, 
House of Representatives, Washington 25, D. C. 

Dear Mr. Speaker: There is forwarded herewith a draft of bill 
that would amend chapter 14 of title 2 of the Canal Zone Code— 
Postal Service, as amended by section 2 of the act of June 13, 1940 
(54 Stat. 389), by adding a new section, numbered 282, to provide for 
the transfer to Canal Zone postal revenues the amounts of money 
orders, issued by the Canal Zone postal service under the authority 
of section 271, title 2 of the Canal Zone Code, remaining unpaid after 
20 years from the date of issue. There is presently no time limit on 
the payment of such obligations. 

The proposed amendment would impose the same limitation period 
on Canal Zone postal service money orders that is presently applicable 
to money orders issued by the United States Post Office Department 
under section 2 of the act of June 8, 1955 (69 Stat. 87 (39 U. S. Code, 
sec. 728a)) which provides as follows: 

“$ 728a. Payment; unpaid orders after lapse of twenty years. No 
money order heretofore or hereafter issued shall be paid after twenty 
years from the last day of the month of original issue. Claims for 
unpaid money orders shall be forever barred unless received by the 
Post Office Department within such twenty-year period. Any 
excess of funds accrued because of money orders remaining unpaid 
may be transferred to postal revenues at such times and in such 
amounts as the Postmaster General shall determine. The records 
of the Post Office Department shall serve as the basis for adjudicating 
claims for payment of money orders.” 

The draft bill is identical in substance to the foregoing act except 
for the provision with respect to the disposition of funds derived from 
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money orders that would be barred under the proposed 20-year 
limitation period. Whereas under the act of June 18, 1955, the 
Postmaster General is vested with discretion with respect to the 
amounts and times of transfer of such funds to United States postal 
revenues, the corresponding provision of the draft bill would require 
that all funds in the Canal Zone postal service representing the 
amounts of outlawed money orders “shall be treated as revenues of 
the Canal Zone postal service.” This variation from the provisions 
of title 39 United States Code, section 728a is called for by the fact 
that, in contrast with the United States Post Office Department (see 
39 U.S. C., sec. 794a) the postal service of the Canal Zone possesses 
no general authority to utilize funds derived from its operations and, 
instead, as provided in the Civil Functions Appropriation Act, 1954 
(67 Stat. 200) it is required to cover all of its revenues into the Treasury 
as miscellaneous receipts. 

Enactment of the proposed bill would accomplish a reduction in 
the operating costs of the Canal Zone postal service to the extent of 
eliminating the necessity for the maintenance of records relating to 
outdated money orders, claims with respect to which are extremely 
infrequent, and, in addition, would result in a transfer to the Treasury 
as miscellaneous receipts of the sum of approximately $29,000 repre- 
senting the aggregate, as of June 30, 1956, of uncashed money orders 
issued more than 20 years ago. Adoption of the proposed limitation 
period would not only conform the rule for the Canal Zone postal 
service with that of the United States Post Office Department but 
also would be in harmony with the general policy of the Congress to 
impose statutory cutoff dates on obligations of or claims against the 
United States Government. (See S. Rept. No. 385, 84th Cong., 
2d sess., on the act of June 8, 1955, supra (H. R. 4817), 1955 U.S. 
Code Cong. and Adm. News, pp. 1988-1989.) 

As was provided in title 39 United States Code, section 728a, the 
proposed bill would become effective 6 months after the date of its 
enactment. 

The Bureau of the Budget has advised that it has no objection to 
the presentation of this proposal to the Congress. 

Sincerely yours, 
W. E. Porrer, Governor. 


A BILL Relating to Canal Zone money orders which remain unpaid 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That chapter 14 of title 2 of 
the Canal Zone Code, as amended by section 2 of the Act of June 13, 
1940 (ch. 358, 54 Stat. 389), is amended by adding at the end thereof 
@ new section numbered 282 and reading as follows: 

‘282. Money orders unpaid after lapse of twenty years—No money 
order heretofore or hereafter issued by the Canal Zone postal service 
shall be paid after twenty years from the last day of the month of 
original issue. Claims for unpaid money orders shall be forever 
barred unless received by the Canal Zone postal service within such 
twenty-year period. Funds accrued because of money orders re- 
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maining unpaid shall be treated as revenues of the Canal Zone postal 
service. The records of the Canal Zone postal service shall serve as 
the basis for adjudicating claims for payment of money orders.” 

Src. 2. This Act shall take effect on the first day of the sixth 
calendar month beginning after the date of its enactment. 


O 
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AUTHORIZING DUAL JOBS FOR CANAL ZONE TEACHERS 


June 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


[To accompany H. R. 7734] 


The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (H. R. 7734) to exempt certain teachers m the Canal 
Zone public schools from prohibitions against the holding of dual 
offices and the receipt of double salaries, having considered the same, 
report favorably thereon without amendment and recommend that 
the bill do pass. 

The purpose of the bill is to facilitate the operation of night and 
vacation schools in the Panama Canal Zone by exempting teachers 
therein from the statutory prohibitions against holding dual Govern- 
ment offices and receiving dual salaries. 

By reason of its isolation, the only teachers available for the conduct 
of night and vacation schools in the Canal Zone are the teachers in 
the regular school system. However, under the provisions of the 
Legislative, Executive, and Judicial Appropriation Act of 1894, as 
amended, and that of 1916, as amended, employees of the United 
States are prohibited from holding 2 Government positions and re- 
ceiving 2 salaries. This prohibition has been removed with respect to 
teachers in the District of Columbia to the extent that they may not 
only hold duel teaching positions, but may hold and be compensated 
for other Government positions while serving as teachers. 

The committee favors the enactment of this bill, since it appears 
that there is no practical way to obtain teachers for the night and 
vacation classes unless the teachers presently employed by the Canal 
Zone Government are employed. 

The committee assumes that the Canal Zone Government will 
examine the consequences of such dual employment from time to 
time to assure that the practice does not have any adverse effect 
upon the standards of the regular educational system. 


86006 











2 AUTHORIZING DUAL JOBS FOR CANAL ZONE TEACHERS 


While the Ramseyer rule is not applicable, the following sections 
are quoted for information: 


LEGISLATIVE, EXECUTIVE, AND JupIcIAL APPROPRIATION 
Acr, ApprRoveD JULY 31, 1894 


Sec. 2. * * *. No person who holds an office the salary 
or annual compensation attached to which amounts to the 
sum of two thousand five hundred dollars shall be appointed 
to or hold any other office to which compensation is attached 
unless specially heretofore or hereafter specially authorized 
thereto by law; but this shall not apply to retired officers of 
the Army or Navy whenever they may be elected to public 
office or whenever the President shall appoint them to office 
by and with the advice and consent of the Senate. 


LegisiativE, Executive, AND JuDICIAL APPROPRIATION 
Act, Approvep May 10, 1916 


Sec. 6. That unless otherwise specially authorized by law 
no money appropriated by this or any other Act shall be 
available for payment to any person receiving more than one 
salary when the combined amount of said salaries exceeds 
the sum of $2,000 per annum, but this shall not apply to 
retired officers of the Army, Navy, or Marine Corps when- 
ever they may be appointed or elected to public office or 
whenever the President shall appoint them to office by and 
with the advice and consent of the Senate or to officers and 
enlisted men of the Organized Militia and Naval Militia in 
the several States, Territories, and the District of Columbia. 


Unitrep Sratres Civit Service Comission, 


Washington, D. C., June 7, 1957. 
Hon. Hersertr C. Bonner, 


Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 


Dear Mr. Bonner: This is in reply to your letter of May 25, 1957, 
requesting the Commission’s views on H. R. 7734, a bill to exempt 
certain teachers in the Canal Zone public schools from prohibitions 
against the holding of dual offices and the receipt of double salaries. 

The Commission favors this proposal. 

The Governor of the Canal Zone has indicated that this legislation 
is needed in order to properly and efficiently staff the night schools 
and vacation schools. A similar exemption for District of Columbia 
schoolteachers has been in effect for many years. 

While the Commission is of the opinion that major revisions are 
needed in the dual employment-dual compensation statutes and may 
subsequently submit a legislative proposal, the passage of this proposed 
legislation would afford immediate relief to the Canal Zone Govern- 
ment, and would not interfere with any effort to make major revisions. 
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We are advised that the Bureau of the Budget has no objection to 
the submission of this report. 
By direction of the Commission. 
Sincerely yours, 
Harris Evtsworts, Chairman. 





Canat ZONE GOVERNMENT, 
Orrice oF THE GOVERNOR, 


Balboa Heights, C. Z., May 16, 1957. 
Hon. Sam Raysurn, 


Speaker of the House of Representatives, 
Washington, D. C. 

Dear Mr. Speaker: Reference is made to section 2 of the Legisla- 
tive, Executive, and Judicial Appropriation Act, approved July 31, 
1894 (28 Stat. 205), as amended (5 U.S. C. 62), prohibiting the hold- 
ing of dual offices, and to section 6 of the Legislative, Executive, and 
Judicial Appropriation Act, approved May 10, 1916, as amended 
(5 U.S. C. 58), commonly known as the double salaries statute. 

Section 2 of the act of July 31, 1894, as amended by the act of May 
31, 1924 (43 Stat. 245), by the act of July 30, 1937 (50 Stat. 549), 
and by the act of June 25, 1938 (52 Stat. 1194), reads in pertinent 
part as follows: 

“Sec. 2. * * * No person who holds an office the salary or annual 
compensation attached to which amounts to the sum of two thousand 
five hundred dollars shall be appointed to or hold any other office to 
which compensation is attached unless specially heretofore or hereafter 
specially authorized thereto by law; * * *” 

Section 6 of the act of May 10, 1916, as amended by the act of 
August 29, 1916 (39 Stat. 582 (5 U. S. C. 58 and 59)), provides in 
pertinent part as follows: 

“Sec. 6. That unless otherwise specially authorized by law, no 
money appropriated by this or any other Act shall be available for 
payment to any person receiving more than one salary when the 
combined amount of said salaries exceeds the sum of $2,000 per 
annum. * *'™" 

There is enclosed a draft of legislation designed to permit the 
employment of Canal Zone Government schoolteachers in night 
schools and in vacation schools and programs, notwithstanding the 
provisions of the above-quoted statutes. 

The Canal Zone Government throughout the school year conducts 
evening classes for adults, and during the summer vacation periods 
conducts vacation classes for both students and adults as well as 
physical-education activities for children. The successful operation 
of the evening classes for adults, virtually all of whom are employees 
of Federal agencies conducting operations in the Canal Zone, is par- 
ticularly important because of the geographic remoteness of the Canal 
Zone and the absence of private colleges or educational institutions 
where such classes might be available in comparable communities in 
the United States. Likewise, vacation classes for both students and 
adults and physical-education activities for children during the summer 
months are considered highly important for employee morale. A 
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number of factors make it impracticable, if not impossible, to recruit 
instructors especially for the conduct of such evening classes, vacation 
classes, and physical-education activities. Qualified applicants are 
not available locally and the temporary or part-time and short-term 
nature of the work, and the remuneration that could be paid, are not 
such as would enable recruitment of competent applicants from the 
United States. Besides the direct expenses, the indirect expenses 
involved in recruitment, transportation, et cetera, would be 
unjustifiable. 

Ample legislative precedent for the proposed legislation is considered 
to exist in reference to District of Columbia teachers, and that prec- 
edent is felt to be of particular pertinence because of the rather close 
relationship of the schools in the two areas. I refer to the facts (a) 
that, as noted in section 202 (21) of the Classification Act of 1949, as 
amended, the compensation of teachers of the Canal Zone Government 
is fixed with reference to that for similar positions in the District of 
Columbia, and (6) that the law (act of October 25, 1951, sec. 1 (c), 
65 Stat. 637) requires that additional compensation be granted to 
Canal Zone Government schoolteachers whenever additional compen- 
sation is granted to similar employees in the District of Columbia. 

The precedents to which reference is made are, specifically: 

(a) The proviso in the District of Columbia Appropriation Act, 1944 
(57 Stat. 312, 322), that “hereafter officers and teachers in the Ameri- 
canization, evening, and summer schools may also be officers and 
teachers in the regular day schools’’; and 

(b) The substantially similar, earlier provision of section 9 of the 
act of October 6, 1917 (40 Stat. 384), that “section six of the legislative, 
executive, and judicial appropriation Act, approved May tenth, 
ninetcen hege and sixteen, as amended by the naval appropriation 
Act, approved August twenty-ninth, nineteen hundred and sixteen, 
shall not apply to teachers in the public schools of the District of 
Columbia who are also employed as teachers of night schools and 
vacation schools.”’ 

Reference is also considered pertinent to the provision in the 
District of Columbia Appropriation Act, 1957 (70 Stat. 442), rendering 
section 6 of the aforesaid act of May 10, 1916, inapplicable from July 
1 to August 25, 1956, to teachers of the public schools of the District 
of Columbia when employed by any of the branches of the United 
States Government. 

To achieve the objectives of this proposed legislation it is considered 
necessary to provide for exclusion from the prohibition against holding 
more than one “office” contained in the cited act of July 31, 1894, as 
well as from the double-salaries prohibition, since the employment to 
which the measure is directed might be construed as constituting the 
holding of a separate, additional ‘‘office” under the Federal Govern- 
ment. (Exclusion from the dual-offices statute is apparently not 
required in the case of District of Columbia teachers because they are 
not officers or employees of the United States.) 

The Bureau of the Budget advised that there is no objection to the 
submission of this legislation, 

Sincerely yours, 


W. E. Porrer, Governor. 
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A BILL To exempt certain teachers in the Canal Zone public schools from prohi- 
bitions against the holding of dual offices and the receipt of double salaries 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 2 of the Legis- 
lative, Executive, and Judicial Appropriation Act, approved July 31, 
1894, as amended, and section 6 of the Legislative, Executive, and 
Judicial Appropriation Act, approved May 10, 1916, as amended, 
shall not apply to teachers in the public schools of the Canal Zone who 
are also employed in night schools or in vacation schools or programs. 


O 
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TRANSPORTATION ON CANADIAN VESSELS TO AND 
WITHIN ALASKA 


JuNnE 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


[To accompany S. 886] 


The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (S. 886) to provide transportation on Canadian vessels 
between ports in southeastern Alaska, and between Hyder, Alaska, and 
other points in southeastern Alaska or the continental United States, 
either directly or via a foreign port, or for any part of the transporta- 
tion, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 

The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (S. 886) to provide transportation on Canadian 
vessels between ports in southeastern Alaska, and between Hyder 
Alaska, and other points in southeastern Alaska or the continental 
United States, either directly or via a foreign port, or for any part of 
the transportation, having considered the same, report favorably 
thereon without amendment, and recommend that the bill do pass. 

The purpose of the bill is to extend for an additional year, until 
June 30, 1958, a waiver of the prohibition against the transportation 
of goods and passengers to points in Alaska from continental United 
States or between points in Alaska, in ships of other than American 
registry. The bill is substantially similar to previous bills enacted 
since 1949. 

There is presently no scheduled passenger service in the area and no 
scheduled passenger or freight service to Hyder, and the committee 
has no information concerning any prospective American-flag service 
to any of these points. Absence of scheduled steamship service would 
have an adverse effect on the economy of Alaska. 
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The Bureau of the Budget, the Department of Commerce, and. the 
Department of the Interior have stated that they have no objection to 
the enactment of the bill. 

This legislation does not change existing law. It merely extends 
the period of operation for 1 year. 


DEPARTMENT OF THE INTERIOR, 

OFrFICE OF THE SECRETARY, 
Washington, D. C., March 29, 1957. 
Hon. Hersert C. Bonner, 

Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. Bonner: This responds to your request for the views of 
this Department on H. R. 2777, a bill to provide transportation on 
Canadian vessels between ports in southeastern Alaska, and between 
Hyder, Alaska, and other points in southeastern Alaska or the con- 
tinental United States, either directly or via a foreign port, or for any 
part of the transportation. 

We recommend that the bill be enacted. 

The bill, if enacted, would permit until June 30, 1958, the transpor- 
tation of passengers and merchandise on Canadian vessels between 
Hyder, Alaska, and other ports in southeastern Alaska or the conti- 
nental United States, either directly or via a foreign port, and the 
transportation of passengers only on Canadian vessels between ports 
in southeastern Alaska, either directly or via a foreign port. Section 
8 of the act of June 19, 1886, as amended (46 U.S. C., sec. 289), 
prohibits the transportation of passengers in foreign vessels between 
ports in the United States. Section 27 of the Merchant Marine Act 
of 1920, as amended (46 U.S. C., sec. 883), imposes a similar prohibi- 
tion upon the transportation of merchandise. 

Legislation substantially the same as that embodied in the bill has 
been enacted annually since 1949. The latest statute, which is identi- 
cal to the bill, except for the termination date, was Public Law 488, 
84th Congress, approved April 18, 1956 (70 Stat. 114). It permitted 
such transportation by Canadian vessels until June 30, 1957. 

Such exemption from the provisions of the 1886 and 1920 statutes 
has been particularly necessary since October 6, 1954, when the 
Alaska Steamship Co. terminated all passenger service to the Terri- 
tory. The bill permits the necessary coastal transportation of pas- 
sengers by Canadian-flag vessels in southeastern Alaska. The Gov- 
ernor of Alaska has given his approval to such legislation so long as no 
domestic carrier provides passenger service. 

Enactment of the bill would require no expenditure of funds by the 
United States. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 


Hatrietp CuHILson, 
Acting Secretary of the Interior. 
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Tue SECRETARY oF COMMERCE, 
Washington, April 9, 1987. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. Cuatrman: This letter is in reply to your request of 
January 17, 1957, for the views of this Department with respect to 
H. R. 2777, a bill to provide transportation on Canadian vessels 
between ports in southeastern Alaska, and between Hyder, Alaska, 
and other points in southeastern Alaska or the continental United 
States, either directly or via a foreign port, or for any part of the 
transportation. 

The bill provides that until June 30, 1958, notwithstanding the 
statutes restricting to vessels of the United States the transportation 
of passengers and merchandise from any port in the United States to 
another port of the United States (46 U.S. C., secs. 289, 883), pas- 
sengers may be transported on Canadian vessels between ports in 
southeastern Alaska. It also provides that passengers and mer- 
chandise may be transported on Canadian vessels between Hyder 
Alaska, and other points in southeastern Alaska or the continental 
United States, either directly or via a foreign port, or for any part of 
the transportation. 

Similar legislation was enacted in April 1956 (Public Law 488, 
84th Cong., 70 Stat. 114), but the permission therein mentioned 
expires June 30, 1957. Similar legislation has been enacted annually 
since 1949. In reporting favorably on an identical bill (H. R. 7874, 
84th Cong., 2d sess.) which was laid on the table when the Senate 
bill passed, the House Committee on Merchant Marine and Fisheries 
recommended the bill for passage, stating: 

“The committee is informed that there is no American-flag service 
for passengers anywhere within Alaska. The bill permits the neces- 
sary coastal transportation of passengers by Canadian-flag vessels in 
southeastern Alaska. The Governor of Alaska has given his approval 
to such legislation so long as no domestic carrier provides passenger 
service. Such exemption from the provisions of the 1886 and 1920 
statutes has been particularly necessary since October 6, 1954, when 
Alaska Steamship Co. terminated all passenger service to the Terri- 
tory. Representatives from the Alaska Steamship Co. advise that they 
have no objection to the enactment of the bill. Absence of scheduled 
steamship service would have an adverse effect on the economy of 
Alaska.” 

The Department of the Interior under date of March 12, 1956, 
recommended that the said bill be enacted (H. Rept. 1928, 84th 
Cong., 2d sess.). 

Conditions regarding the transportation of merchandise and 

assengers to and from ports described in the proposed legislation 
lone not changed materially since the enactment of Public Law 488, 
84th Congress. 

For the foregoing reasons the Department of Commerce recommends 
favorable consideration of the bill. 

The Bureau of the Budget has advised that it would interpose no 
objection to the submission of this report to the committee. 

Sincerely yours, 
Stnctain WEEKs, 
Secretary of Commerce. 
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PROVIDING PENALTIES FOR INTERFERENCE WITH 
UTILITY LINES 


June 13, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Bonner, from the Committee on Merchant Marine and Fisheries, 
submitted the following 


REPORT 


[To accompany H. R. 3604] 


The Committee on Merchant Marine and Fisheries, to whom was 
referred the bill (H. R. 3604), to amend section 831 of title 5 of the 
Canal Zone Code to make it a felony to injure or destroy works, 
property, or material of communication, power, lighting, control, or 
signal lines, stations, or systems, and for other purposes, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 

The purpose of the bill is to extend and broaden the existing law 
against willful or malicious interference with public utility installations 
in the Panama Canal Zone. Section 1362 of title 18 of the United 
States Code makes it a felony to willfully or maliciously injure or 
interfere with any communications line operated by the United States. 
This provision, while it has specifically been extended to include the 
Canal Zone Government, probably does not cover installations 
operated or controlled by the Panama Canal Company, which is a 
Federal corporation. 

Since the telephone and other communications systems on the zone 
are operated by the Panama Canal Company, the bill is necessary to 
cover offenses directed against them. In addition, by reason of the 
isolated geographical position of the zone and the dependence of its 
facilities upon uninterrupted light and power, the bill also includes 
injury and interference with light and power installations. While a 
similar provision does not exist in the United States, the nature of the 
facilities in the zone, including the locks themselves, justify the exten- 
sion of the provisions of the bill to such installations. 

At present the problem of thefts of cable and similar items installed 
in power or communication systems is handled by statutes specifying 
punishment for misdemeanors. Since the consequences of the offense 
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may be exceedingly serious, the committee believes that the imposition 
of a $100 fine or 30 days in jail may be inadequate, hence this bill 
making such acts felonies, 





DEPARTMENT OF JUSTICE, 
Orricr oF THE Deputy ATroRNEY GENERAL, 
Washington, D. C., April 25, 1957. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. CuatrMan: This is in response to your request for the 
views of the Department of Justice concerning the bill (H. R. 3604) 
to amend section 831 of title 5 of the Canal Zone Code to make it a 
felony to injure or destroy works, property, or material of com- 
munication, power, lighting, control, or signal lines, stations, or sys- 
tems, and for other purposes. 

Section 831 of title 5, Canal Zone Code, makes it a misdemeanor 
maliciously to damage or interfere with telegraph or telephone lines. 
The section is not broad enough in its scope to afford protection to 
power, lighting, and other essential facilities. Neither does the 
penalty to which violators are subject appear adequate to serve as an 
effective deterrent to violation. Section 1362 of title 18, which like- 
wise protects communications systems, makes it a felony to violate 
its provisions. However, it too fails to protect other than communica- 
tions facilities. Also, there is some question as to whether such sec- 
tion would be applicable to protect the property of the Panama Canal 
Company as distinguished from that of the Canal Zone Government. 
This is of considerable importance, since the major communication 
system in the Canal Zone—the telephone system—is operated and 
controlled by the Panama Canal Company. 

This proposed amendment to section 831 of title 5 of the Canal Zone 
Code is modeled after section 1362 of title 18, United States Code, but 
is of a broader scope as indicated in the title of the bill, and therefore 
potentially more effective. 

Accordingly, the Department of Justice would have no objection to 
the enactment of this legislation. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report. 

Sincerely, 
Wituiam P. Rogers, 
Deputy Attorney General. 


CanaL ZONE GOVERNMENT, 
OrricE OF THE GOVERNOR, 
Balboa Heights, C. Z., January 10, 1957. 
The Honorable Sam Raysurn, 
Speaker of the House of Representatives. 

Dear Mr. Speaker: Forwarded herewith is a draft of bill that 
would amend section 831 of title 5 of the Canal Zone Code to make it a 
felony to willfully or maliciously injure or destroy any works, property, 
or material of any communication, power, lighting, control, or signal 
line, station, or system in the Canal Zone. ‘The bill would also make 
it a felony to willfully or maliciously interfere in any way with the 
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working or use of any such line, station or system or to willfully or 
maliciously obstruct, hinder, or ‘delay the transmission of any com- 
munication or signal, or the transmission or distribution of power 
or lighting by means ‘of any such line, station, or system. 

The draft bill is patterned upon section 1362 of title 18 of the 
United States Code, which provides as follows: 

“Src. 1362. Communication lines, stations or systems. 

“Whoever willfully or maliciously injures or destroys any of the 
works, property, or material of any radio, telegraph, telephone, or 
cable, line, station, or system, or other means of communication, 
operated or controlled by the United States, whether constructed or 
in process of construction, or willfully or maliciously interferes in any 
way with the working or use of any such line, or system, or willfully 
or maliciously obstructs, hinders, or delays the transmission of any 
communication over any such line, or system, shall be fined not more 
than $1,000 or imprisoned not more than three years, or both.” 

Although said section 1362 was expressly made geographically 
applicable to the Canal Zone by an amendment (act August 5, 1953, 
67 Stat. 366), to section 14 of title 18 of the United States Code, its 
provisions are not considered applicable to offenses involving com- 
munication systems owned and operated by the Panama Canal 
Company in view of the separate legal status of such company as a 
corporate agency and instrumentality of the United States and 
because of the policy of the courts to construe criminal statutes strictly. 
The Assistant Attorney General in charge of the Criminal Division 
of the Department of Justice has advised the United States district 
attorney for the Canal Zone of his concurrence in such view. The 
nonapplicability of such statute to offenses involving communication 
lines, stations, or systems owned and operated by the Panama Canal 
Company represents a serious deficiency in view of the fact that the 
major communication system in the Canal Zone, i. e., the telephone 

system, is operated and controlled by the Company. 

Apart from such nonapplicability of section 1362 of title 18 of the 
United States Code to offenses involving communications lines, 
stations, or systems of the Panama Canal Company, it is considered 
that the scope of said section, being limited to offenses involving 
communication facilities, is not sufficiently broad to afford all of the 
coverage that is necessary or desirable for the Canal Zone, which, as 
you know, is in effect a Government reservation dedicated to the 
operation, maintenance, sanitation, and protection of the Panama 
Canal. 

Thus, the protection and safeguarding of power, lighting, control, 
and signal lines, stations or systems—virtually all of which are 
operated in the Canal Zone by agencies of the Government, and 
which of course play indispensable functions in the operation, main- 
tenance, and protection of the canal—is considered just as vital as 
is the protection and safeguarding of communication facilities. 

In view of these particular needs of the Canal Zone, stemming 
from the nature and purposes of the governmental operations con- 
ducted therein, the desired legislation has been prepared in the form 
of an amendment to an appropriate provision of the Canal Zone Code 
rather than as an amendment to section 1362 of title 18 of the United 
States Code, in which section a broadening amendment for a particular 
geographic area would seem inappropriate. 











4 PENALTIES FOR INTERFERENCE WITH UTILITY LINES 


Except to the extent that said section 1362 applies, as discussed 
above, statutory provisions designed to protect Government operated 
or controlled communication, power, lighting, or signal lines, stations, 
or systems in the Canal Zone are inadequate, in the view of this office. 
Thus, offenses of the type under discussion must frequently be prose- 
cuted as misdemeanors under pertinent provisions of the Canal Zone 
Code relating to malicious injury to property (title 5, sec. 801), 
malicious injury to telegraph or telephone lines, etc. (title 5, sec. 831), 
or petit larceny (title 5, sec. 774). The maximum punishment for 
such misdemeanors is 30 days imprisonment or a fine of $100, or both. 
While grand larceny (title 5, sec. 773) may result in imprisonment up 
to 10 years, the offense requires a theft of property of a value of $50 
or more and is thus often not chargeable, the experience being that 
thefts frequently do not involve property of the prescribed value, 
notwithstanding the fact they may result in very serious damage to 
or interference with Government facilities. 

Section 831 of title 5 of the Canal Zone Code, which the proposed 
legislation would amend so as to afford the more comprehensive 
coverage considered necessary for the Canal Zone, at present reads as 
follows: 

“831. Injuring telegraph or telephone lines or apparatus.—Every 
poe who maliciously takes down, removes, injures or obstructs any 
ine of telegraph or telephone, or any part thereof, or appurtenances or 
apparatus connected therewith, or severs any wires thereof, is guilty 
of a misdemeanor.” 

This present language provides neither the scope of coverage desired 
nor a penalty sufficiently severe to act as a deterrent. Because of 
depressed economic conditions in the Republic of Panama, the temp- 
tation of petit larcency of items such as copper line or cable is greater 
than usual, and such thefts may result in serious interruption of 
service and substantial expense. Under the proposed legislation 
offenses would be felonies, which are punishable, under section 25 of 
title 5 of the Canal Zone Code, by imprisonment in the penitentiary 
for not more than 5 years, or by a fine of not more than $5,000 or by 
both. 

The proposed legislation would also be applicable to offenses involv- 
ing privately owned and operated facilities of the types involved. 
These are very limited both in number and kind, but, to the extent 
that they do exist, they are vital to the governmental agencies per- 
forming essential functions in the Canal Zone, and, for that reason, it 
is submitted that the statute should apply equally to offenses involving 
such private facilities. 

It is estimated that the enactment of this legislation would result in 
a reasonable amount of dollar savings to the canal agencies in the 
Canal Zone by reducing the losses from damaged or stolen communica- 
tion and power line equipment in the Canal Zone. The greatest 
benefit, however, would result from the reduction or elimination of 
indirect costs resulting from interruptions or shutdowns and subse- 
quent repairs occasioned by the damage to or theft of such equipment. 

The Department of Justice considered subject draft bill and has 
advised that it has no objection to the submission of the proposed 
legislation for pigreniindel consideration. 
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The Bureau of the Budget has advised that it has no objection to 
the presentation of this proposal to the Congress. 


Very truly yours, 
W. E. Porter, 


Governor of the Canal Zone, 
President, Panama Canal Co. 


A BILL To amend section 831 of title 5 of the Canal Zone Code to make it a 
felony to injure or destroy works, property or material of communication, power, 
lighting, control, or signal lines, stations or systems, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 831 of title 5 of 
the Canal Zone Code is hereby amended to read as follows: 

“831. Communication, power, lighting, control, or signal lines, stations 
or systems. Whoever (a) willfully or maliciously injures or destroys 
any of the works, property, or material of any radio, telegraph, tele- 
phone, cable, or television line, station or system, or other means of 
communication, or of any power or lighting line, station, or system, 
or other means of power or lighting transmission or distribution, or of 
any control or signal line, station, or system, whether any such line, 
station, or system be constructed or in process of construction, or (b) 
willfully or maliciously interferes in any way with the working or use 
of any such line, station or system, or (c) willfully or maliciously 
obstructs, hinders, or delays the transmission of any communication 
or signal, or the transmission or distribution of power or lighting by 
means of any such line, station, or system, is guilty of a felony.” 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


Tue Crimtnat Cong 


[831. Injuring telegraph or telephone lines or apparatus.—Every 
pee who maliciously takes down, removes, injures or obstructs any 
ine of telegraph or telephone, or any part thereof, or appurtenances 
or apparatus connected therewith, or severs any wires thereof, is guilty 
of a misdemeanor. ] 


§831. Communications, power, lighting, control, or signal lines, stations, 
or systems 

Whoever (a) willfully or maliciously injures or destroys any of the 
works, property, or material of any radio, telegraph, telephone, cable, or 
television line, station, or system, or other means of communication, or of 
any power or lighting line, station, or system, or other means of power or 
lighting transmission or distribution, or of any control or signal line, 
station, or system, whether any such line, station, or system be constructed 
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or in process of construction, or (b), willfully or maliciously interferes in 
any way with the working or use of any such line, station, or system, or 
(c), willfully or maliciously obstructs, hinders, or delays the transmission 
of any communication or signal, or the transmission or distribution of 
power or lighting by means of any such line, station, or system, is guilty 
of a felony. 


O 
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CONTINUING THE AUTHORITY OF THE COMMITTEE ON THE 
JUDICIARY TO ARRANGE FOR THE DEFENSE OF MEMBERS, 
FORMER MEMBERS, AND EMPLOYEES OF THE COMMITTEE ON 
UNAMERICAN ACTIVITIES 


June 13, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Wattsr, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. Res. 21] 


The Committee on the Judiciary, to whom was referred the resolu- 
tion (H. Res. 21) to continue in effect House Resolution 190 and 
House Resolution 386, 83d Congress, having considered the same, 
report favorably thereon without amendment and recommend that 
the resolution do pass. 

PURPOSE 


The purpose of the resolution is to continue the authority granted 
by House Resolutions 190 and 386, 83d Congress, 1st session, agreed 
to on March 26, 1953, and August 1, 1953, respectively. The authority 
granted by those House resolutions, and continued by House Resolu- 
tion 481, to the Committee on the Judiciary, is to arrange for the 
defense of members, former members, and employees on the Committee 
on Un-American Activities. 

A similar resolution (H. Res. 481, 84th Cong., 2d sess.) was agreed 
to May 21, 1956. 

GENERAL STATEMENT 


In 1953, certain members, former members, and employees of the 
Un-American Activities Committee of the House of Representatives 
were named as defendants in the case of Wilson, et al., v. Loew’s, Inc., 
etal. This proceeding contained 23 separate causes of action brought 
by 23 persons against certain motion-picture companies, their execu- 
tives and certain members, former members, an employees of the 
Committee on Un-American Activities. The plaintiffs sought recov- 
ery of damages, both actual and punitive, to the extent of $2,250,000, 
or a grand total of $51,750,000 for all. 
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DEFENSE FOR UNAMERICAN ACTIVITIES COMMITTEE 


The complaint in the above-entitled suit alleged a conspiracy on 
the part of all of the defendants and alleged also that the members 
of the committee had acted both in their official capacity with rela- 
tion to the said House Un-American Activities Committee and indi- 
vidually in nonofficial capacities. Under House Resolution 190, the 
Committee on the Judiciary under its then chairman, the late Mr. 
Reed, of Illinois, appointed a subcommittee to carry out the author- 
ized study and investigation. The subcommittee then retained Guy 
Richard Crump, Esq., of Los Angeles, Calif., as counsel to represent 
the members and former members of the Un-American Activities 
Committee, as well as the staff who had been named defendants in 
the case. Prior thereto, the defendant members of that committee 
and its staff had been ably represented by Slate & Sawtelle, also of 
Los Angeles, Calif., who were continued in the case as associate 
counsel by authorization of the subcommittee of the Committee on 
the Judiciary. 

On August 1, 1953, the House passed House Resolution 386 which 
continued the authority contained in the earlier House Resolution 
190 and further authorized the Committee on the Judiciary to arrange 
for the defense of members, former members, and emplovees of the 
Committee on Un-American Activities in any suit thereafter brought 
against such individuals. Both resolutions also authorized the Com- 
mittee on the Judiciary to incur all necessary expenses for the purposes 
authorized, including such items as expenses of travel and subsistence, 
employment of counsel and other persons to assist it and also, if deemed 
advisable by the Committee on the Judiciary or a subcommittee, to 
employ counsel to represent any and all members of the House 
Committee on Un-American Activities who might be named as party 
defendants in any such action or actions. This, of course, included 
the case of Michael Wilson, et al., v. Loew’s Inc., et al. The payment 
of these expenses were to be made from the contingent fund of the 
House of Representatives on vouchers authorized by the Committee 
on the Judiciary and signed by the chairman thereof and approved 
by the Committee on House Administration. 

As a result of the representation of the attorneys retained as counsel 
for these members, former members, and employees, the circuit 
court of Los Angeles County set aside the summonses and subpenas 
that were issued upon the nonresidents of the State of California. 
The subpenas against Messrs. Doyle and Jackson were recalled and 
quashed but the service of summons was held valid. As to the de- 
fendant Wheeler, an employee of the committee, both the summons 
and subpena were ruled valid. This action took place after a special 
appearance had been entered on behalf of the House defendants and a 
motion had been made to set aside and quash subpenas and deposi- 
tions. 

On July 9, 1954, demurrer filed by the defendants to the complaint 
was sustained. Plaintiffs thereupon filed an amended complaint to 
which the defendants again demurred and were sustained. On Sep- 
tember 16, 1954, plaintiffs appealed from that ruling. On that appeal 
briefs were filed and oral argument held in the district court of ap- 
peals, the second appellate district in the State of California. Those 
involved in the appeal were Messrs. Doyle, Jackson, and Wheeler. 
That court affirmed the judgment of the superior court sustaining the 
demurrers and dismissing the complaint. 
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Petition was then field with the Supreme Court of the State of 
California, but the petition was denied. 

On November 5, 1956, a petition for writ of certiorari was filed in 
the Supreme Court of the United States. Briefs were submitted by 
all parties, including one by the American Civil Liberties Union, 
southern California branch, as amicus curiae. On January 21, 1957, 
the petition for the writ of certiorari was granted. The matter is now 
pending before the Supreme Court of the United States. 

To date counsel has been paid fees in the sum of $2,550 to Mr. 
Crump, which entails services rendered for 17 days, at $150 per day, 
and the sum of $2,500 to Slate & Sawtelle for legal services rendered 
of 136 hours, plus $96.36 for out-of-pocket expenses, making a total 
of $2,596.36. 

Since the above payment, Mr. Crump has submitted an additional 
bill for the sum of $1,746.45 for services and out-of-pocket expenses 
on an appeal, covering the period from September 1, 1955, to No- 
vember 1, 1956. These expenses are broken down as follows: 

Legal services for 11 days, at $150 per day..._...........--...--.- $1, 650. 00 
Printing respondents" :Ditel, {0a coae codusacaaucy—bwanceacbedaa 96. 45 

It is expected that additional moneys will be necessary to pay for 
the legal services which will be rendered in connection with the case 
now pending before the Supreme Court of the United States. In 
order that these legal fees and expenses may be paid and also sub- 
sequent fees, it is necessary that this resolution be favorably approved. 
This is due to the fact that the authority to retain these attorneys 
and to pay them from the contingent fund of the House expired at 
the termination of the 84th Congress. 

Therefore, the Committee on the Judiciary recommends favorable 
enactment of House Resolution 21. 

Attached as a part of this report are copies of House Resolutions 
190 and 386 of the 83d Congress, 1st session, and House Resolution 
481, 84th Congress, 2d session. 


[H. Res. No. 190, 83d Cong., 1st sess.] 
RESOLUTION 


Whereas Harold H. Velde, of Ilinois, Donald L. Jackson, of Cali- 
fornia, Francis E. Walter, of Pennsylvania, Morgan M. Moulder, of 
Missouri, Clyde Doyle, of California, and James B. Frazier, Jr., of 
Tennessee, all Representatives in the Congress of the United States; 
and Louis J. Russell and William Wheeler, employees of the House 
of Representatives, have been by subpenas commanded to appear on 
Monday and Tuesday, March 30 and 31, 1953, in the City of Los 
Angeles, California, and to testify and give their depositions in the 
case of Michael Wilson, et al., versus Loew’s Incorporated, et al., an 
action pending in the Superior Court of the State of California in 
and for the County of Los Angeles; and 

Whereas the complaint in the aforesaid case of Michael Wilson, 
et al., versus Loew’s Incorporated, et al., lists among the parties 
defendant therein John S. Wood, Francis E. Walter, Morgan M. 
Moulder, Clyde Doyle, James B. Frazier, Harold E. Velde, Bernard 
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W. Kearney, Donald L. Jackson, Charles E. Potter, Louis J. Russell, 
and William Wheeler; and 

Whereas part III of said complaint read as follows: 

“‘At all times herein mentioned defendant John S. Wood was the 
chairman of the Committee on Un-American Activities, United States 
House of Representatives, defendants Francis E. Walter, Morgan M. 
Moulder, Clyde Doyle, James B. Frazier, Harold H. Velde, Bernard 
W. Kearney, Donald L. Jackson, and Charles E. Potter were members 
of the said Committee; Louis J. Russell was Senior Investigator of 
said Committee; William Wheeler was an investigator of said Com- 
mittee and 41 Doe, 42 Doe, 43 Doe, 44 Doe, 45 Doe, 46 Doe, 47 Doe, 
48 Doe, 49 Doe, and 50 Doe were representatives of said Committee. 

“‘At all times mentioned herein and with respect to the matters 
hereinafter alleged the defendants named in the preceding paragraph 
acted both in their official capacity with relation to said House Com- 
mittee on Un-American Activities and individually in nonofficial 
capacities”; and 

Whereas part V of said complaint contains an allegation that “on 
and prior to March 1951, and continuously thereafter, defendants 
herein and each of them conspired together and agreed with each 
other to blacklist and to refuse employment to and exclude from 
employment in the motion-picture industry all employees and persons 
seeking employment in the motion-picture industry who had been or 
thereafter were subpoenaed as witnesses before the Committee on 
Un-American Activities of the House of Representatives * * *’’; and 

Whereas Article I, section 6, of the Constitution of the United 
States provides: ‘“They (the Senators and Representatives) shall in 
all cases, except treason, felony, and breach of the peace, be privileged 
from arrest during their attendance at the session of their respective 
Houses, and in going to and returning from the same; * * * and for 
any speech or debate in either House, they (the Senators and Rep- 
resentatives) shall not be questioned in any other place’’; and 

Whereas the service of such process upon Members of this House 
during their attendance while the Congress is in session might deprive 
the district which each respectively represents of his voice and vote; 
and 

Whereas the service of such subpenas and summons upon Members 
of the House of Representatives who are members of a duly constituted 
committee of the House of Representatives, and the service of such 
subpenas and summons upon employees of the House of Representa- 
tives serving on the staff of a duly constituted committee of the House 
of Representatives, will hamper and delay if not completely obstruct 
the work of such committee, its members, and its staff employees in 
their official capacities; and 

Whereas it appears by reason of allegations made in the complaint 
in the said case of Michael Wilson et al. versus Loew’s, Incorporated, 
et al., and by reason of the said processes hereinbefore mentioned the 
rights and privileges of the House of Representatives may be infringed: 

Resolved, That the Committee on the Judiciary acting as a whole or 
by subcommittee, is hereby authorized and directed to investigate 
and consider whether the service of the processes aforementioned pur- 
porting to command Members, former Members, and employees of 
this House to appear and testify invades the rights and privileges of 
the House of Representatives; and whether in the complaint in the 
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aforementioned case of Michael Wilson et al. versus Loew’s, Incor- 
porated, et al., the allegations that Members, former Members, and 
employees of the House of Representatives acting in their official 
capacities as Members of a committee of the said House conspired 
against the plaintiffs in such action to the detriment of such plaintiffs, 
and any and all other allegations in the said complaint reflecting upon 
Members, former Members, and employees of this House ond ‘heir 
actions in their representative and official capacities, invade the rights 
and privileges of the House of Representatives. The Committee may 
report at any time on the matters herein committed to it, and until 
the committee shall report and the House shall grant its consent in the 
premises the aforementioned Members, former Members, and em- 
ployees shall refrain from responding to the subpenas or summons 
served upon them. 

The committee or any subcommittee thereof is authorized to sit 
and act at such times and places within the United States, whether 
or not the House is sitting, has recessed, or has adjourned, to hold such 
hearings, and to require the attendance of such witnesses and the pro- 
duction of such books, papers, and documents, and to take such testi- 
mony, as it deems necessary. Subpenas may be issued over the 
signature of the Chairman or by any member designated by him, and 
may be served by any person designated by such Chairman or member, 
The committee is authorized to incur all expenses necessary for the 
purposes hereof, including but not limited to expenses of travel and 
subsistence, employment of counsel and other persons to assist the 
committee or subcommittee, and if deemed advisable by the com- 
mittee, to employ counsel to represent any and all of the Members, 
former Members, and employees of the House of Representatives 
named as parties defendant in the aforementioned action of Michael 
Wilson, et al. versus Loew’s Incorporated, et al., and such expenses 
shall be paid from the Contingent Fund of the House of Representa- 
tives on vouchers authorized by said committee and signed by the 
Chairman thereof and approved by the Committee on House Admin- 
istration; and be it further 

Resolved, That a copy of these resolutions be transmitted to the 
Superior Court of the State of California in and for the County of 
Los Angeles as a respectful answer to the subpenas of the said court 
addressed to the aforementioned Members, former Members, and 
employees of the House of Representatives, or any of them. 





[H. Res. 386, 83d Cong., Ist sess.] 
RESOLUTION 


Whereas Harold H. Velde, of Illinois, Donald L. Jackson, of Cali- 
fornia, Morgan M. Moulder, of Missouri, Clyde Doyle, of California, 
and James B. Frazier, Junior, of Tennessee, all Representatives in the 
Congress of the United States; and Louis J. Russell and William 
Wheeler, employees of the House of Representatives, were by subpenas 
commanded to appear on Monday and Tuesday, March 30 and 31, 
1953, in the city of Los Angeles, California, and to testify and give 
their depositions in the case of Michael Wilson, et al., versus Loew’s 
Incorporated, et al., an action pending in the Superior Court of the 
State of California in and for the County of Los Angeles; and 
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Whereas the complaint in the aforesaid case of Michael Wilson, 
et al., versus Loew’s Incorporated, et al., lists among the parties 
defendant therein Harold H. Velde, Bernard W. Kearney, Donald L. 
Jackson, Francis E. Walter, Morgan M. Moulder, Clyde Doyle, and 
James B. Frazier, members of the Committee on Un-American Ac- 
tivities; John S. Wood, and Charles E. Potter, former members of the 
Committee on Un-American Activities; and Louis J. Russell and Wil- 
ae Wheeler, employees of the Committee on Un-American Activities; 
anc 

Whereas summonses in the aforesaid case of Michael Wilson, et al., 
versus Loew’s Incorporated, et al., were served on Harold H. Velde, 
Donald L. Jackson, Morgan M. Moulder, Clyde Doyle, James B. 
Frazier, Junior, Louis J. Russell, and William Wheeler while they 
were in the city of Los Angeles, California, actively engaged in the 
performance of their duties and obligations as Members and employees 
of the Committee on Un-American Activities; and 

Whereas Harold H. Velde, Donald L. Jackson, Morgan M. Moulder, 
Clyde Doyle, James B. Frazier, Junior, Louis J. Russell, and William 
Wheeler appeared specially in the case of Michael Wilson, et al., 
versus Loew’s Incorporated, et al., for the purpose of moving to set 
aside the service of summonses and to quash the subpenas with which 
they had been served; and 

Whereas on July 20, 1953, the Superior Court of the State of Cali- 
fornia in and for the County of Los Angeles ruled that the aforesaid 
summonses served upon Harold H. Velde, Morgan M. Moulder, 
James B. Frazier, Junior, and Louis J. Russell should be set aside for 
the reason that it was the public policy of the State of California “that 
nonresident members and attachés of a congressional committee who 
enter the territorial jurisdiction of its courts for the controlling pur- 
pose of conducting legislative hearings pursuant to law should be 
privileged from the service of process in civil litigation”; and 

Whereas on July 20, 1953, the Superior Court of the State of Cali- 
fornia in and for the County of Los Angeles also ruled that the sub- 

enas served upon Harold H. Velde, Morgan M. Moulder, James B. 
Frazier, Junior, and Louis J. Russell should be recalled and quashed 
for the reason set forth above, and for the further reasons that such 
service was premature and that such service was invalid under Article 
I, section 6, of the Constitution of the United States which provides: 
“They (the Senators and Representatives) shall in all cases, except 
treason, felony, and breach of the peace, be privileged from arrest 
during their attendance at the session of their respective Houses, and 
in going to and returning from the same; * * * and for any speech 
or debate in either House, they shall not be questioned in any other 
place”; and 

Whereas on July 20, 1953, the Superior Court of the State of Cali- 
fornia in and for the County of Los Angeles further ruled that the 
subpenas served on Clyde Doyle and Donald Jackson should be re- 
called and quashed because such service was invalid under the afore- 
mentioned Article I, section 6, of the Constitution of the United 
States; and 

Whereas the case of Michael Wilson et al. versus Loew’s, Incorpo- 
rated, et al., in which the aforementioned Members, former Members, 
and employees of the House of Representatives are named parties 
defendant is still pending; and 
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Whereas the summonses with respect to Donald L. Jackson, Clyde 
Doyle, and William Wheeler and the subpena with respect to William 
Wheeler in the case of Michael Wilson et al. versus Loew’s, Incorpo- 
rated, et al., have not been quashed: Now, therefore, be it 

Resolved, That the House of Representatives hereby approves of 
the special appearances of Harold H. Velde, Donald L. Jackson, 
Morgan M. Moulder, Clyde Doyle, James B. Frazier, Junior, Louis 
J. Russell, and William Wheeler heretofore entered in the case of 
Michael Wilson et al. versus Loew’s, Incorporated, et al.; and be it 
further 

Resolved, That the Committee on the Judiciary, acting as a whole 
or by subcommittee, is hereby authorized to direct the filing in the 
case of Michael Wilson et al., versus Lowe’s, Incorporated, et al., of 
such special or general appearances on behalf of any of the Members, 
former Members, or employees of the House of Representatives 
named as defendants therein, and to direct such other or further 
action with respect to the aforementioned defendants in such manner 
as will, in the judgment of the Committee on the Judiciary, be consist- 
ent with the rights and privileges of the House of Representatives; 
and be it further 

Resolved, That the Committee on the Judiciary is also authorized 
and directed to arrange for the defense of the Members, former 
Members, and employees of the Committee on Un-American Activ- 
ities in any suit hereafter brought against such Members, former 
Members, and employees, or any one or more of them, growing out 
of the actions of such Members, former Members, and employees 
while performing such duties and obligations imposed upon them by 
the laws of the Congress and the Rules and Resolutions of the House 
of Representatives. The Committee on the Judiciary is authorized 
to incur all expenses necessary for the purposes hereof, including but 
not limited to expenses of travel and subsistence, employment of 
counsel and other persons to assist the Committee or subcommittee, 
and if deemed advisable by the Committee or subcommittee, to 
employ counsel to represent any and all of the Members, former 
Members, and employees of the Committee on Un-American Activities 
who may be named as parties defendant in any such action or actions; 
and such expenses shall be paid from the Contingent Fund of the 
House of Representatives on vouchers authorized by the Committee 
on the Judiciary and signed by the Chairman thereof and approved 
by the Committee on House Administration. 


[H. Res. No. 481, 84th Cong., 2d sess.] 


RESOLUTION 


Resolved, That effective from January 3, 1955, the provisions of 
H. Res. 190, Eighty-third Congress, agreed to March 26, 1953, and 


H. Res. 386, Eighty-third Congress, agreed to August 1, 1953, are 
continued in effect. 


O 
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AMENDING THE LAW WITH RESPECT TO THE RECOUPMENT OF 
FUNDS EXPENDED IN COOPERATION WITH THE SCHOOL BOARD 
OF KLAMATH COUNTY, OREG., BECAUSE OF THE ATTENDANCE 
OF INDIAN CHILDREN 


June 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Enete, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. R. 7050] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (H. R. 7050) to amend the law with respect to the 
recoupment of funds expended in cooperation with the school board 
of Klamath County, Oreg., because of the attendance of Indian 
children, and for other purposes, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

The purpose of H. R. 7050, introduced by Congressman Ullman,.is 
to amend the Klamath Termination Act of August 13, 1954 (68: Stat: 
718, 723), with respect to the recoupment. of funds expended .in 
cooperation with the school board of Klamath County, Oreg., -beeatise 
of the attendance of Indian schoolchildren. The goal of the reported 
legislation is in keeping with a series of statutes, the last of which was 
the act of August 1, 1955 (69 Stat. 432), which provided for recoup 
ment of funds to all other school districts that were recipients of funds 
during the period between 1935 and 1949. During that 14-year 
period the Federal policy provided for extension of financial assistance 
to public-school districts containing nontaxable Indian lands; this 
was accomplished through enactment of a series of special statutes 
which authorized the expenditure of Federal funds and required such 
funds to be recouped over a 30-year period through reduction of the 
annual Federal tuition payments for the education of Indian pupils 
enrolled in the public schools attended. 

The repeal provision for Klamath County was part of the gener=| 
termination of Federal trust responsibilities for the Klamath Indiai.s 
and the effective date of the repeal provision was to be ‘‘the first day 
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of the fiscal. year beginning after the date of the proclamation” 
declaring that the Federal trust has been terminated. Since the 
enactment of the Klamath Termination Act of 1954, the State of 
Oregon has elected to come under the provisions of Public Law 874, 
8ist Congress, beginning on July 1, 1957. Unless this legislation is 
enacted and the recoupment obligation of Klamath County is repealed 
as of that date, the county will continue to be subject to the recoup- 
ment obligation. 

The committee members feel that since the recoupment obligation 
of all other school districts has become effective similar legislation 
should be enacted in the case of Klamath County. 

The executive communication of the Department of the Interior, 
dated March 22, 1957, is as follows: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 22, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives, 
Washington, D. C. 

My Dear Mr. Speaker: Enclosed herewith is a draft of a pro- 
posed bill to amend the law with respect to the recoupment of funds 
expended in cooperation with the pd board of Klamath County, 
Oreg., because of the attendance of Indian children, and for other 
purposes. 

We recommend that the bill be referred to the appropriate commit- 
tee for consideration, and we recommend that it be enacted. 

Between 1935 and 1949 it was the Federal policy to extend financial 
assistance to public-school districts that contained nontaxable Indian 
land by a series of special statutes that authorized the expenditure of 
the Federal funds and required them to be recouped over a 30-year 
period by reducing the annual Federal tuition payments for the educa- 
tion of Indian pupils enrolled in the public schools affected. In prac- 
tice, the sahiecd districts complied with this recoupment requirement 
by using Federal funds furnished under Johnson-O’Malley Act con- 
tracts to defray part of the operating costs of schools attended by 
Indian children. The recoupment was thus in effect only a Federal 
bookkeeping transaction. 

The Federal policy relating to financial assistance for school con- 
struction in areas affected by Federal activities was changed by the 
enactment of Public Law 815, 81st Congress, and the recoupment re- 
quirements in the series of special Indian statutes were subsequently 
repealed. The repeals were effected by the act of August 31, 1954 
(68 Stat. 999), which related to school districts in Minnesota, by the 
act of August 13, 1954 (68 Stat. 718), which related to Klamath 
County, Oreg., and by the act of August 1, 1955 (69 Stat. 432), which 
covered all other school districts that were subject to the recoupment 
requirement. 

The repeal provision for Klamath County, however, was a part 
of the act that provided for a general termination of Federal trust 
responsibilities for the Klamath Reservation Indians, and the effective 
date of the repeal provision was specified to be “‘the first day of the 
fiscal year beginning after the date of the proclamation” declaring 
that the Federal trust relationship has terminated. This effective 
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date was selected because of the expectation that Johnson-O’Malley 
contract payments would continue to be available to the county until 
that date. 

The facts have changed, however, because by letters dated October 
16 and October 17, 1956, addressed to the Commissioner of Education, 
Department of Health, Education, and Welfare, and to the Secretary 
of the Interior, respectively, the Governor of Oregon elected for the 
State to come under section 10 of Public Law 874, 81st Congress, 
beginning July 1, 1957. That election makes the State ineligible for 
Johnson-O’Malley contract payments after that date. Conse- 
quently, unless the recoupment obligation of Klamath County is 
repealed as of that date the county will continue to be subject to the 
recoupment obligation, without any Johnson-O’Malley contract 
funds with which to make the payments, until the end of the fiscal 
year in which the Federal trust is terminated. Under present law that 
will be the fiscal year ending June 30, 1959. 

Inasmuch as the repeal of the recoupment obligation of all other 
school districts is already effective, the effective date of the repeal 
provision with respect to Klamath County should be changed to 
coincide with the ending of the Johnson-O’Malley contract payments 
to the State of Oregon regardless of the program for terminating 
Federal trust responsibilities at the Klamath Indian Reservation. 

The Bureau of the Budget has advised us that there is no objection 
to the submission of this proposed legislation to the Congress, 

Sincerely yours, 
Hatrietp Curiison, 
Acting Secretary of the Interior. 

A BILL To amend the law with respect to the recoupment of funds 
expended in cooperation with the school board of Klamath County, 
Oregon, because of the attendance of Indian children, and for other 
purposes 
Be it enacted by the Senate and House of Representatives of the 

United States of America in Congress assembled, That sec- 

tion 24 of the Act of August 13, 1954 (68 Stat. 718, 723), is 

amended by deleting “Effective on the first day of the fiscal 
year beginning after the date of the proclamation provided for 

in section 18 of this Act’ and by inserting in lieu thereof 

“Effective on July 1, 1957”. 


The Committee on Interior and Insular Affairs recommends the 
enactment of H. R. 7050. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as in- 
troduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


Act or Avuacust 13, 1954 (68 Srat. 718, 723) 


That the purpose of this Act is to provide for the termination of 
Federal supervision over the trust and restricted property of the Kla- 
math Tribe of Indians consisting of the Klamath and Modoc Tribes 
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and the Yahooskin Band of Snake Indians, and of the individual 
members thereof, for the disposition of federally owned property 
acquired or withdrawn for the administration of the affairs of said 
Indians, and for a termination of Federal services furnished such 
Indians because of their status as Indians, 


* * * * * * * 


Sec. 24. All Acts or parts of Acts inconsistent with this Act are 
hereby repealed insofar as they affect the tribe or its members. 
[Effective on the first day of the fiscal year beginning after the date 
of the proclamation provided for in section 18 of this Act] Effective 
on July 1, 1957, section 2 of the Act of August 19, 1949 (63 Stat. 621, 
ch. 468) shall become inapplicable to the unrecouped balance of funds 
expended in cooperation with the school board of Klamath County, 
Oregon, pursuant to said Act. 


* * * * * * t 


O 
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AMENDING SECTION 206 OF THE LEGISLATIVE REORGANIZATION 
ACT OF 1946, SO AS TO ENABLE THE COMPTROLLER GENERAL 
TO MAKE CERTAIN EXAMINATIONS OF EXPENDITURES AND 
MORE EFFECTIVELY TO ASSIST THE APPROPRIATIONS COM- 
MITTEES IN CONSIDERING THE BUDGET 





June 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Dawson of Illinois, from the Committee on Government 
Operations, submitted the following 


REPORT 


[To accompany H. R. 6900] 


The Committee on Government Operations, to whom was referred 
the bill (H. R. 6900) to amend section 206 of the Legislative Reorgani- 
zation Act of 1946, so as to enable the Comptroller General more 
effectively to assist the Appropriations Committees in considering the 
budget, having considered the same, reports favorably thereon with 
an amendment to the title and recommends that the bill, as amended, 
do pass. 

The amendment is as follows: 


Amend the title so as to read: 

To amend section 206 of the Legislative Reorganization Act 
of 1946, so as to enable the Comptroller General to make cer- 
tain examinations of expenditures and more effectively to 
assist the Appropriations Committees in considering the 
budget. 

PROVISIONS OF THE BILL 


H. R. 6900 would amend section 206 of the Legislative Reorganiza- 
tion Act of 1946 to provide: (1) For examination by the Comptroller 
General, to the extent he deems necessary, of executive agencies and 
Government corporations to determine whether public funds have been 
economically and efficiently administered and expended; (2) for special 
expenditure analyses by the Comptroller General of particular agencies 
upon request of the chairman of the House or Senate Committees on 
Appropriations and Government Operations together with a report of 
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his findings thereon to the chairman making the request; (3) for 
investigations and reports by the Comptroller General with respect 
to any executive agency upon the request of the chairman of the House 
or Senate Appropriations Committee to assist the committee in con- 
sidering the items in the President’s budget and the justifications there- 
for; (4) for employment by the Comptroller General of personnel, 
without regard to the civil-service laws, rules, or regulations or the 
Classification Act, to carry out the purposes of section 206. 


GENERAL STATEMENT 


Section 206 of the Legislative Reorganization Act of 1946 not only 
authorized but directed the Comptroller General to make expenditure 
analyses of each executive agency and from time to time to submit 
reports thereon to the Committees on Government Operations, 
Appropriations Committees, and the legislative committees having 
jurisdiction over legislation relating to the operations of the respective 
agencies. 

The proposed amendment would omit the specific direction to make 
expenditure analyses of each executive agency and instead would 
authorize the Comptroller General when he is making audits and 
other examinations and to the extent he deems necessary, to make 
examinations of the executive agencies. The specified purpose of 
these examinations would be to determine whether public funds have 
been economically and efficiently administered and expended. The 
Congress would be able to utilize such information respecting the 
economy and efficiency of the administration and expenditure of 
public funds by studying the reports submitted to the Congress by 
the Comptroller General. 

It should be noted bere that the Comptroller General has ample 
statutory authority for making ‘‘audits and other examinations.” 
As for example, in section 117 of the Budget and Accounting Act of 
1950, and section 312 of the Budget and Accounting Act of 1921, and 
the numerous other reports listed in House Report 2264, 84th Congress, 
2d session, entitled “The General Accounting Office” (17th Inter- 
mediate Report of the Committee on Government Operations), 
appendix A, exhibit 5. 

While the new section 206 would omit the direction to the Comptrol- 
ler General to make expenditure analyses of each agency, it does pro- 
vide that the Comptroller General will make a special expenditure 
analysis of any particular agency upon the request of the chairman 
of the Committee on Appropriations, or the Committee on Govern- 
ment Operations of the Senate or House of Representatives with 
respect to the economy and efficiency with which public funds are 
administered and expended by such agency and report his findings 
thereon to the chairman making the request. 

This latter provision for a special expenditure analysis is recom- 
mended in the belief that by relieving the Comptroller General of 
an omnibus and diffuse duty he will better be enabled to make particu- 
lar and effective studies in respect to agencies where intensive studies 
are indicated. 

Section 312 (b) of the Budget and Accounting Act of 1921 requires 
the Comptroller General to make such investigations and reports as 
shall be ordered by either House or by any committee of either House 
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having jurisdiction over revenues, appropriations, or expenditures. 
While the right of either House or the enumerated committees to 
require such investigations and reports has been, and continues to be, 
well recognized and frequently invoked, it nevertheless seems to the 
committee that special advantages may be derived by emphasizing 
and underscoring the right of the Appropriations Committees to have 
such investigations and reports made to assist them in their study of 
the items in the President’s budget and the justifications submitted 
in support thereof. Accordingly, the bill contains an additional sub- 
section, (b), to section 206 specifically designed to underline and 
emphasize the availability of preaudit services of the Comptroller 
General for the Appropriations Committees and their consideration 
of the budget. 

The bill contains a further subsection (c) which would authorize 
the Comptroller General to employ personnel without regard to civil 
service laws, rules, or regulations or the Classification Act, but this 
authorization is specifically limited to the purposes of section 206 
and was inserted upon assertion of a representative of the Comptroller 
General that certain of the investigations might be of such technical 
nature as to necessitate the employment of persons outside the civil 
service laws, rules, or regulations or the Classification Act, in order to 
furnish the information which the Congress might request. The 
testimony of the representative of the Comptroller General stated: 
‘“‘We can assure the members of this subcommittee and the Congress 
that such authority would be used only to the extent deemed absolutely 
necessary.” 

It is the opinion of the committee that the adoption of the amended 
form of section 206 would better enable the Congress to utilize the 
facilities and services of the Comptroller General and the General 
Accounting Office in promoting economy and efficiency in the operation 
of the Government at all Bean 


AGENCY REPORT 


CompTroLLER GENERAL OF THE UN?rrTep STATEs, 
Washington, May 3, 1957. 
Hon. Writ1am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 

Dear Mr. Cuarrman: Your letters of April 16 and 23, 1957, 
acknowledged April 17 and 24, request our comments on H. R. 6900 
and H. R. 6999, respectively. 

These are identical bills, entitled “A bill to amend section 206 of 
the Legislative Reorganization Act of 1946, so as to enable the Comp- 
troller General more effectively to assist the Appropriations Com- 
mittees in considering the budget.” 

The present section 206 of the Legislative Reorganization Act of 
1946 requires the Comptroller General to make an expenditure analysis 
of each executive agency, which, in the opinion of the Comptroller 


General, will enable tha Cheese to determine whether public funds 
have been economically and efficiently administered and expended. 
The background information regarding the present section 206 is set 
out in detail in House Report No. 2264, 84th Congress, pages 21-23 
and in our comments on that report transmitted to you by letter dated 
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November 1, 1956. As indicated in that letter of November 1, 1956, 
and in our report dated March 26, 1957, and testimony before the 
Executive and Legislative Reorganization Subcommittee of the House 
Committee on Government Operations on H. R. 5941, 85th Congress, 
we do not believe that the detailed and repetitive analysis of expendi- 
tures by each executive agency, as contemplated by this provision of 
law, are possible of complete accomplishment. In any event, funds 
have not been appropriated to enable us to carry out the work which 
would be setttired.. 

We, therefore, recommend that section 206 be amended as proposed 
in subsection (a) of the amendment to section 206 included in these 
bills. Under this language, we could further develop matters indi- 
cating inefficiency or uneconomical operations as a part of our regular 
audit work, with special examinations and reports dealing specifically 
with economy and efficiency of agency operations to be made upon 
request of the Committees on Appropriations or the Committees on 
Government Operations of the Senate and the House of Representa- 
tives. This would be a more practical approach to the problem of 
determining the economy and efficiency of agency operations. 

The legislation proposed as subsections 206 (b) and (c) would be 
desirable if the Congress wants the General Accounting Office to make 
examinations of the budget estimates. We might point out that the 
Comptroller General is now authorized by section 312 (b) of the 
Budget and Accounting Act, 1921, to make “such investigations and 
reports as shall be ordered by either House of Congress or by any 
committee of either House having jurisdiction over revenue, appro- 
priations, or expenditures.” The General Accounting Office has done 
a great deal of work under authority of section 312 (b), and if a request 
was received from the Committee on Appropriations of either House 
for an investigation and report on specific items in the budget esti- 
mates, the General Accounting Office would comply with such a 
request within the limitation of personnel available for the job. Our 
special examinations and reports under section 312 (b) together with 
our regular audits and reports, including the special annual summary 
report of significant findings to the House Appropriations Committee, 
while not dealing specifically with budget estimates, contain a wealth 
of material which is reviewed by the Appropriations Committees in 
their consideration of executive agency pao We feel, however, 
that, notwithstanding the provisions of section 312 (b), if it is the 
desire of the Congress that the General Accounting Office make a 
substantially increased number of investigations concerning budget 
estimates and justifications more or less as a regular duty of the 
Office, it would be desirable that specific authority be enacted into 
law, as proposed by H. R. 6900 and H. R. 6999. 

The title of the bills seems to cover only the proposed subsections 
(b) and (c) of section 206 and, therefore, should be amended to include 
all of the purposes of the bills. 

While the appraising of budget estimates and the making of expend- 
iture analyses, if required on a large scale, are difficult assignments, 
should the Congress provide the necessary appropriations and author- 
ity to do the tasks, the General Accounting Office will make every 
effort to carry out the will of the Congress, 

Sincerely yours, 


JosEPH CAMPBELL, : 
Comptroller General of the United States: 
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CHANGES IN EXISTING LAW 


In compliance with paragraph 2a of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, 
as reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed i is shown in roman): 


Section 206 oF THE LEGISLATIVE REORGANIZATION AcT oF 1946 
(31 U. S. C. 60) 


EXPENDITURE ANALYSES BY COMPTROLLER GENERAL 


[Src. 206. The Comptroller General is authorized and directed to 
make an expenditure analysis of each agency in the executive ee 
of the Government (including Government corporations), which, 
the opinion of the Comptroller General, will enable Congress to ais 
mine whether public funds have been economically and efficiently 
administered and expended. Reports on such analyses shall be sub- 
mitted by the Comptroller General, from time to time, to the Com- 
mittees on Expenditures in the E xecutive Departments, ‘to the Appro- 
priations Committees, and to the legislative committees having juris- 
diction over legislation relating to the operations of the respective 
agencies, of the two Houses. J 

Sec. 206. (a) The Comptroller General in making audits and other 
examinations is authorized, to the extent he deems necessary, to make 
examinations of the agencies of the execulive branch of the Government 
(including Government corporations) for the purpose of determining 
whether public funds have been economically and efficiently adminisicred 
and expended. Upon request of the chairman of the Committees on 
Appropriations or the Committee on Government Operations of the 
Senate or the House of Representatives, the Comptroller General will 
make a special expenditure analysis of a particular agency and will 
furnish a report of his findings relating to the economy and efficiency 
with which public funds are administered and expended. Such report 
will be made to the chairman of the committee making the request. 

(b) The Comptroller General shall make such investigations and 
reports with respect to any agency in the executive branch of the Govern- 
ment as the chairman of the House or Senate Appropriations Committee 
may request in order to enable such committees to give adequate considera- 
tion to items relating to such agencies which are contained in the budget 
as submitted by the President, and the justifications submitted in support 
thereof. 

(c) The Comptroller General of the United States is authorized to em- 
ploy personnel to carry out the purposes of this section without regard to 
the civil service laws, rules, or regulations or the Classification Act, as 
amended. 


O 








85TH CoNGRESS ! HOUSE OF REPRESENTATIVES Reporr 
1st Session No. 568 





AMENDING SECTION 6 OF THE ACT APPROVED JULY 3, 1890 (26 
STAT. 215), RELATING TO THE ADMISSION INTO THE UNION OF 
THE STATE OF IDAHO BY PROVIDING FOR THE USE OF PUBLIC 
LANDS GRANTED THEREIN FOR THE PURPOSE OF CONSTRUC- 
TION, RECONSTRUCTION, REPAIR, RENOVATION, FURNISHINGS, 
EQUIPMENT, OR OTHER PERMANENT IMPROVEMENTS OF 
PUBLIC BUILDINGS AT THE CAPITAL 





June 13, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Enetz, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany 8S. 1794] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (S. 1794) to amend section 6 of the act approved 
July 3, 1890 (26 Stat. 215), relating to the admission into the Union 
of the State of Idaho by providing for the use of public lands granted 
therein for the purpose of construction, reconstruction, repair, renova- 
tion, furnishings, equipment, or other permanent improvements of 

ublic buildings at the capital, having considered the same, report 
avorably thereon without amendment and recommend that the bill 
do pass. 
PURPOSE OF THE BILL 


By its enabling act (26 Stat. 215), the State of Idaho was granted 50 
sections of unappropriated public lands within its borders, the revenues 
from which were to be used ‘** * * for the purpose of erecting public 
buildings at the capital of said State for legislative, executive, and 
judicial purposes.” S. 1794 enumerates the specific purposes which 
the committee feels were intended to be accomplished by the applica- 
tion of public buildings, land-grant revenues, even though the language 
of such original grant to the State of Idaho was, unfortunately, re- 
strictive rather than comprehensive. 
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BACKGROUND 


When the several States in the West were admitted into the Union, 
the Federal Government retained title to most of the lands within 
those States, thus greatly limiting the sources of revenues available 
to these States for the financing of their governments. In recognition 
of this fact, their various enabling acts, in one form or another, pro- 
vided for land grants to aid them in financing their common schools 
colleges, universities, asylums, charitable and penal institutions, and 
public buildings. 

The Congress, through the enabling acts, provided a means for aid- 
ing each of the several States to bring into being such public buildings 
as would be required for legislative, executive, and judicial purposes 
at the capital of each State by providing land grants for “erecting” 
such buildings. 

On December 7, 1956, by its decision in Bryant v. The Board of 
Examiners of the State of Montana, et al. (305 P. 2d 340), the Montana 
Supreme Court held that funds from the capital buildings land grant 
could be used for no other purpose than ‘* * * to erect a building 
* * *” That decision operated to preclude a proposed reconstruc- 
tion and renovation of the Montana State Capitol Building; it also 
raised the question of the propriety of using the income from the 
publie buildings land grant for the purpose of acquiring necessary 
lands for building sites and for the payment of interest on bonds 
payable out of said income. 


CONGRESSIONAL CLARIFICATION OF PUBLIC BUILDINGS LAND GRANTS 


Fo'lowing the Montana Supreme Court’s decision in the Bryant 
case, H. R. 348 was introduced on February 19, 1957, by Congressman 
Metcalf of Montana. Mr. Metcalf’s bill, now Public Law 85-6, am- 
plifies what the Congress intended to be accomplished by the States 
with the revenues derived from the public buildings land grants. The 
Metcalf legislation was tailored to the enabling act common to the 
States of Washington, North Dakota, South Dakota, and Montana, 
S. 1794 follows the same pattern in its application to the enabling act 
of the State of Idaho. 


COMPREHENSIVE USE OF LAND-GRANT REVENUES 


The enabling acts, as they refer to the public building land grants, 
do not provide for the return of the land grants or for the diversion 
of income therefrom to the Federal Government after all the capital 
buildings required by each State have been “erected.” In view of this 
and in consideration of the fact that the treasuries of the several States 
were bare or nonexistent on their admission into the Union, the com- 
mittee feels that, by providing for land grants in the enabling act for 
the “erection” of State capital buildings, it was the intent of the Con- 
gress. that such lands be used to aid the several States in bringing such 
facilities into useful being and in continuing sueh facilities in useful 
being. It naturally follows that expenditures for building sites, con- 
struction, equipment and furnishings, repairs, reconstruction, renova- 
tion, additions thereto, and interest on money borrowed for these 
purposes are necessary to provide for such accomplishments. 
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LIMITED APPLICATION OF THE BILL 


As previously stated, Public Law 85-6 was designed to preclude 
any future need for judicial interpretation of the uses to which public 
buildings land-grant revenues could be applied in the States of Wash- 
ington, North Dakota, South Dakota, and Montana. Enactment of 
S. 1794 will serve as a guide to the Legislature of Idaho in its utiliza- 
tion of public buildings land-grant revenues and thus obviate any 

ossible challenge arising on grounds similar to those underlying the 
ryant case. 

In the enabling acts of several of the States, Congress left to the 
State legislature the authority to determine how public buildings land- 

rant revenues could be utilized. It is only in those cases where the 
anguage of the grant called for congressional determination, and such 
language was unduly restrictive, does the committee now attempt to 
clarify the intent of the Congress. 


AGENCY REPORTS 


The granting of public lands to the States being a matter exclusively 
within the jurisdiction of the Congress, no reports on this legislation 
have been requested from agencies in the executive branch. 

The Committee on Interior and Insular Affairs recommends the 
enactment of S. 1794. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as 
yassed by the Senate, are shown as follows (existing law proposed to 
be omitted is enclosed in black brackets, new matter is printed in 
italic, existing law in which no change is proposed is shown in roman): 


Act or Jury 3, 1890 (26 Srar. 215) 


Sec. 6. That fifty sections of the unappropriated public lands within 
said State, to be selected and located in legal subdivisions as provided 
in section four of this Act, shall be, and are hereby, granted to said 
State for the purpose of erecting public buildings at the capital of 
said State for legislative, executive, and judicial purposes [.], in- 
cluding construction, reconstruction, repair, renovation, furnishings, 
equipment, and any other permanent improvement of such buildings and 
the acquisition of necessary land for such buildings, and the payment of 
principal and interest on bonds issued for any of the above purposes. 


O 
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AMENDING SECTION 6 OF THE ACT APPROVED JULY 10, 1890 (26 
STAT. 222), RELATING TO THE ADMISSION INTO THE UNION OF 
THE STATE OF WYOMING BY PROVIDING FOR THE USE OF PUBLIC 
LANDS GRANTED TO SAID STATE FOR THE PURPOSE OF CON- 
STRUCTION, RECONSTRUCTION, REPAIR, RENOVATION, FUR- 
NISHING, EQUIPMENT, OR OTHER PERMANENT IMPROVEMENT 
OF PUBLIC BUILDINGS AT THE CAPITAL OF SAID STATE 


June 14, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Enews, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany H. R. 7708) 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (H. R. 7708) to amend section 6 of the act approved 
July 10, 1890 (26 Stat. 222), relating to the admission into the Union 
of the State of Wyoming by providing for the use of public lands 
granted to said State for the purpose of construction, reconstruction, 
repair, renovation, furnishing, equipment, or other permanent im- 
provement of public buildings at the capital of said State, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


PURPOSE OF THE BILL 


By its enabling act (26 Stat. 222), the State of Wyoming was granted 
50 sections of unappropriated public lands within its borders, the 
revenues from which were to be used ‘‘* * * for the purpose of erect- 
ing public buildings at the capital of said State.” H.R. 7708 enumer- 
ates various purposes which the committee feels were intended to be 
accomplished by the application of public buildings land-grant reve- 
nues, even though the language of such original grant to the State 
of Wyoming was, unfortunately, restrictive rather than comprehensive. 
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BACKGROUND 


When the several States in the West were admitted into the Union, 
the Federal Government retained title to most of the lands within 
those States, thus greatly limiting the sources of revenues available 
to these States for the financing of their governments. In recognition 
of this fact, their various enabling acts, in one form or another, pro- 
vided for land grants to aid them in financing their common schools, 
colleges, universities, asylums, charitable and penal institutions, and 
public buildings. 

The Congress, through the enabling acts, provided a means for 
aiding each of the several States to bring into being such public build- 
ings as would be required for legislative, executive and judicial 
purposes at the capital of each State by providing land grants for 
“erecting” such buildings. 

On December 7, 1956, by its decision in Bryant v. The Board of 
Examiners of the State of Montana, et al. (305 P. 2d 340), the Montana 
Supreme Court held that funds from the capital buildings land grants 
could be used for no other purpose than “* * * to erect a building 
* * *” That decision operated to preclude a proposed reconstruc- 
tion and renovation of the Montana State Capitol Building; it also 
raised the question of the propriety of using the income from the 

ublic buildings land grant for the purpose of acquiring necessary 
ands for building sites and for the payment of interest on bonds 
payable out of said income. 


CONGRESSIONAL CLARIFICATION OF PUBLIC BUILDINGS LAND GRANTS 


Following the Montana Supreme Court’s decision in the Bryant 
case, H. R. 348 was introduced on February 19, 1957, by Congressman 
Metcalf of Montana. Mr. Metcalf’s bill, now Public Law 85-6, 
amplifies what the Congress intended to be accomplished by the States 
with the revenues derived from the public buildings land grants. ‘The 
Metcalf legislation was tailored to the enabling act common to the 
States of Washington, North Dakota, South Dakota, and Montana. 
H. R. 7708 follows the same pattern in its application to the enabling 
act of the State of Wyoming. 


COMPREHENSIVE USE OF LAND-GRANT REVENUES 


The enabling acts, as they refer to the public building land grants, 
do not provide for the return of the land grants or for the diversion 
of income therefrom to the Federal Government after all the capital 
buildings required by each State have been “‘erected.”’ In view of this 
and in consideration of the fact that the treasuries of the several States 
were bare or nonexistent on their admission into the Union, the com- 
mittee feels that, by providing for land grants in the enabling act for 
the “‘erection’’ of State capital buildings, it was the intent of the Con- 
gress that such lands be used to aid the several States in bringing such 
facilities into useful being and in continuing such facilities in useful 
being. It naturally follows that expenditures for building sites, con- 
struction, equipment and furnishings, repairs, reconstruction, renova- 
tion, additions thereto, and interest on money borrowed for these pur- 
poses are necessary to provide for such accomplishments. 
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LIMITED APPLICATION OF THE BILL 


As previously stated, Public Law 85-6 was designed to preclude any 
future need for judicial interpretation of the uses to which public 
buildings land-grant revenues could be applied in the States of Wash- 
ington, North Dakota, South Dakota, and Montana. Enactment 
of H. R. 7708 will serve as a guide to the Legislature of Wyoming in 
its utilization of public buildings land-grant revenues and thus obviate 
any possible legal challenge arising on grounds similar to those under- 
lying the Bryant case. 

In the enabling acts of several of the States, Congress left to the 
State legislature the authority to determine how public buildings land- 
grant revenues could be utilized. It is only in those cases where the 
language of the grant called for congressional determination, and such 
language was unduly restrictive, does the committee now attempt to 
clarify the intent of the Congress. 


AGENCY REPORTS 


The granting of public lands to the States being a matter exclusively 
within the jurisdiction of the Congress, no reports on this legislation 
have been requested from agencies in the executive branch. 

An identical bill, S. 1396, has passed the Senate. 

The Committee on Interior and Insular Affairs recommends the 
enactment of H. R. 7708. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Act or Juty 10, 1890 (26 Strat. 222, 223) 


Sec. 6. [That fifty sections of the unappropriated public lands 
within said State, to be selected and located in legal subdivisions as 
provided in section four of this act, shall be, and are hereby, granted 
to said State for the purpose of erecting public buildings at the capital 
of said State.] That fifty sections of the unappropriated public lands 
within said State, to be selected and located in legal subdivisions as pro- 
vided in section 4 of this Act, shall be, and are hereby, granted to said 
State for the purpose of erecting public buildings at the capital of said 
State, including construction, reconstruction, repair, renovation, furnish- 
ing, equipment, and any other permanent improvement of such buildings, 
and the acquisition of necessary land for such buildings, and the payment 
of principal and interest on bonds issued for any of the above purposes. 


O 
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APPLICATION OF PUBLIC LAW 815, 81ST CONGRESS, TO 
WAKE ISLAND 


June 14, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed, 


Mr. Barpen, from the Committee on Education and Labor, submitted 
the following 


REPORT 


[To accompany H., R. 7540] 


The Committee on Education and Labor, to whom was referred the 
bill (H. R. 7540) to amend Public Law 815, 81st Congress, relating to 
school construction in federally affected areas, to make its provisions 
applicable to Wake Island, having considered the same, report favor- 
ab y thereon without amendment and recommend that the bill do pass. 


BACKGROUND OF LEGISLATION 


Public Law 815 was enacted in 1950 primarily to deal with the 
Federal Government’s responsibility for aiding school construction in 
communities that had been burdened with substantial increases in 
school attendance since June 30, 1939, and up to June 30, 1952, as a 
result of defense and other Federal activities between those dates. 
Title II of that law established a formula basis for providing Federal 
assistance to construct schools in areas which met the qualifying 
standards. 

Public Law 246, approved August 8, 1953, authorized further 
Federal assistance under a new title IIT, in meeting school construction 
needs in localities overburdened by school membership increases since 
June 30, 1952, and up to June 30, 1954, which were attributable to 
new or increased Federal activities. 

Since applications for assistance under Public Law 246 could not 
be accepted after June 30, 1954, and federally caused impacts con- 
tinued to occur after that date, the 83d Congress enacted Public Law 
731 to extend the provisions of title III. This amendment authorized 
applications for school construction assistance under that title to be 
made until June 30, 1956. 
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During the closing days of the 84th Congress Public Law 949 was 
passed which extended until June 30, 1958, the programs of financial 
assistance in the construction of schools in areas affected by Federal 
activities under the provisions of Public Law 815, 81st Congress, as 
amended. 

Public Law 855, Second Supplemental Appropriation Act of 1957, 
appropriated $108,500,000 for school construction under Public Law 
815, 8lst Congress, as amended. 


WAKE ISLAND 


At the time of the enactment of Public Law 815, 81st Congress, 
there was a satisfactory school building on Wake Island and therefore 
it was not included under the provisions of the act. In 1952 Hurricane 
Olive blew the school building into the ocean and since that time a 
makeshift quonset hut has been used as a school. Because of 7n in- 
crease in population on the island new housing has been authorized 
which will be constructed on the present site of the makeshift school. 
Since the school cannot be removed without destroying its usefulness, 
the children on the island will be left without a school building in the 
near future. 

Public Law 874, 81st Congress, which provides financial assistance 
for operation of schools in areas affected by Federal activities was 
extended to cover Wake Island 4 years ago. The records at present 
show 45 children on the island with an average daily attendance of 
41 inschool. A recent Civil Aeronautics Administration report states 
that there will be 70 elementary school-age children on the island by 
1958. It is estimated by the Department Health, Education, and 
Welfare that a three-room school should take care of the existing and 
predicted needs at a cost of approximately $110,000. 

Eighty percent of the population presently on the island are Federal 
employees working for the Civil Aeronautics Administration operating 
a weather station and performing other duties while the remaining 20 
percent are contract workers on these installations. It is estimated 


> 


that by 1958, 92 percent of the population would be Federal employees. 
DEPARTMENTAL REPORT 


Last year the Department of Health, Education, and Welfare sent a 
representative to the area and had an opportunity to make a thorough 
investigation of the existing situation on Wake Island. The report 
of the Department of Health, Education, and Welfare on H. R. 7540 
is as follows: 

DeparTMENT OF Heatta, Epucation, AND WELFARE, 
Washington, D. C., May 31, 1957. 
Hon. Granam A, Barpen, 
Chairman, Committee on Education and Labor, 
House of Representatives, Washington, D. C. 

Dear Mr. Cuarrman: This letter is in response to your request of 
May 16, 1957, for a report on H. R. 7540, a bill to amend Public Law 
815, 81st Congress, relating to school construction in federally affected 
areas, to make its provisions applicable to Wake Island. 

This bill would amend section 210 (14), Public Law 815, 81st Con- 
gress, by striking out ‘or the Virgin Islands” and inserting ‘the 
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Virgin Islands, or Wake Island.” The sehool facilities on Wake 
Island were destroyed by a devastating typhoon in September 1952, 
and the school has been conducted since that time in a temporary 
makeshift building with plywood sides and floors and thin aluminum 
roofing. ‘This makeshift facility will have to be moved from its present 
location soon after July 1, 1957, to make room for 26 family housing 
units that will add an estimated 20 schoolchildren to the enrollment. 
The current makeshift facility is too small to accommodate the 
enlarged enrollment estimated to result from the additional family 
housing units when they are completed and occupied. There are 45 
children currently enrolled in school and 5 more are estimated for 
1957-58, without counting the 20 children to be added from the new 
housing units. There will be an estimated total of 70 children enrolled 
by the end of the school year 1957-58 when the new family housing 
units are occupied. All these children either live on Federal property 
now or will live on Federal property when they arrive in the new 
housing. ‘There is no taxation of any sort to provide funds for their 
education. 

Wake Island is a facility established by the Civil Aeronautics 
Administration, whose purpose is to aid both military and civil air- 
craft on scheduled flights. It is an overnight stop used also for refuel- 
ing and maintenance of aircraft both for the Philippines and Japan. 
The parents of 80 percent of the 45 children currently enrolled in the 
school are Federal employees and the parents of the other 20 percent 
are employed on Federal contracts. It is estimated that in the early 
part of the 1958-59 school year 92 percent of the children enrolled 
will have parents who are Federal employees. 

When Public Laws 815 and 874 were originally passed they did not 
include under their provisions Guam or Wake Island but have always 
included the Territories of Hawaii and Alaska, and also Puerto Rico 
and the Virgin Islands. Guam was added to both laws by Public Law 
896, 84th Congress, approved August 1, 1956. When Public Law 874 
was amended by the passage of Public Law 248 in August 1953, the 
definition of a State was changed to include Wake Island and in the 
1955 fiscal year Federal funds in the amount of $14,000 were allocated 
under section 6 to provide education for 37 children. Last year 
$11,000 was allocated for 40 children and in the current year $12,000 
has been alloceted for the education of 41 children in average daily 
attendance. 

When this Department recommended revisions in Public Law 815 
in 1953, the inclusion of Wake Island under the provisions of that law 
was not considered necessary because there was no apparent need at 
that time for a new school building. However, the impending in- 
crease in school enrollment, as well as the other circumstances we have 
noted above, indicate that the need at this time has become urgent. 

In view of these considerations, as well as the fact that Wake Island 
has been included under Public Law 874, we would recommend that 
the bill be enacted. 

The Bureau of the Budget advises that it perceives no objection to 
the submission of this report to your committee. 

Sincerely yours, 
M. B. Fousom, Secretary. 
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CHANGES IN EXISTING LAW 


In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Section 210 (14) or tHe Act or SepremsBer 23, 1950 (Pusiic Law 
815, E1icury-First Coneress) 


DEFINITIONS 

Sec. 210. For the purposes of this Act— 

(1) * * * 
» 


* * + * * * 


(14) The term “State’”’ means a State, Alaska, Hawaii, Puerto Rico, 
Guam, [or the Virgin Islands] the Virgin Islands, or Wake Island; 
aes that for the purposes of title 1 the term includes, in addition, 


O 


the District of Columbia. 
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CONGRESSIONAL REVIEW OF ATOMIC POWER PROGRAM 


June 14, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Duruaw, from the Joint Committee on Atomic Energy, submitted 
the following 


REPORT 


[To accompany H. R. 7992] 


The Joint Committee on Atomic Energy, to whom was referred the 
bill (H. R. 7992) to amend the Atomic Energy Act of 1954, as amended, 
to provide for detailed authorization for appropriation of funds in 
the atomic-power program, and for other purposes, having considered 
the same, report favorably thereon, wie amendments, and recom- 
mend that the bill, as amended, do pass. 

The amendments are: 

Page 2, line 8: Strike the word “‘specific’’. 

Page 2, line 11: Strike the phrase “production of byproduct 
material,’ and insert in lieu thereof the phrase “provision of by- 
product material, irradiation, or other special services,”’. 


BACKGROUND 


Under section 261 of the Atomic Energy Act of 1954, the Atomic 
Energy Commission is required to submit the construction portion of 
its proposed program each year for review and authorization by the 
joint committee and the Congress before requesting appropriations 
from the Appropriations Committees. It submits the remainder of 
its program directly to the Appropriations Committees without prior 
authorization by the joint committee and the Congress. 

Prior to 1954, there had been authorized to the Commission under 
the Atomic Energy Act of 1946 the appropriation of ‘such sums as 
may be necessary and appropriate to carry out the provisions and 
purposes of this act.” In order to make the Commission’s authority 
more ip line with that in other areas of the Government, Congress 
amended this provision in the Atomic Energy Act of 1954 to require 
the Commission to obtain authorization for appropriation of such 
sums “as may be necessary for acquisition or condemnation of any 

86006 
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real property or any facility or for plant or facility acquisition, con- 
struction, or expansion.” 

For some time prior to the introduction of H. R.7992, there had been 
concern, both within and without the Joint Committee, over the 
extent and scope of the review which the Joint Committee and the 
Congress should give each year to the AEC budget, particularly as 
to the civilian atomic power program. In particular, members of the 
Joint Committee felt that all Government financed experimental 
reactors, except very small ones, should be authorized as facilities 
under section 261 prior to construction, and also what cooperative 
arrangements whereby the AEC provides Government funds for 
assistance to industry in the development and construction of reactors 
should be scrutinized more carefully. 

The chairman of the House Committee on Appropriations had been 
particularly critical of the authorization procedures and interpretations 
of the Atomic Energy Act followed by the AEC in previous years. 
In a floor statement on April 16, 1957, he indicated that he believed 
that appropriations would not be warranted by the House Committee 
on Appropriations and the Congress until the Joint Committee on 
Atomic Energy, the appropriate legislative committee, had reviewed 
the entire AEC atomic power program as part of the authorization 
process (103 Congressional Record p. 5189, daily record for April 16, 
1957). 

Over a period of 6 weeks, a series of informal meetings was held 
between the members of the full Joint Committee, the members of the 
Subcommittee on Legislation, and the General Manager and staff 
of the AEC. Full consideration was given to various alternatives 
and methods for changing the scope of review by the Joint Committee 
of the AEC reactor development program. 

In order to resolve any doubts with respect to the obligation of 
funds by the Commission, and to provide for appropriate congressional 
review of the AEC reactor development program, the language of 
the proposed Joint Committee bills was prepared. 


HEARINGS 


On May 23, 1957, a hearing was held, in executive session, before 
the Subcommittee on Legislation of the Joint Committee in which 
AEC witnesses, including Commissioner Libby and General Manager 
Fields, testified concerning the substance of drafts of the proposed 
bills. AEC representatives present at the May 23, 1957, meeting 
were as follows: 

Dr. W. F. Libby, Commissioner 

K. E. Fields, General Manager 

A. Tammaro, Assistant General Manager for Research and In- 
dustrial Development. 

William Mitchell, General Counsel 

Don S. Burrow, Controller 

E. J. Bloch, Director, Division of Production 

Gen. A. D. Starbird, Director, Division of Military Application 

W. K. Davis, Director, Division of Reactor Development 

U. M. Staebler, Division of Reactor Development 

H. H. Gorman, Division of Reactor Development 

T. H. Johnson, Director, Division of Research 

J. A. Derry, Director, Division of Construction and Supply 
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F. J. McCarthy, Jr., Assistant Controller for Budgets 

Bryan LaPlante, congressional liaison 

R. X. Donovan, congressional liaison 

J. M. Bodley, special assistant to Commissioner Libby 

R. J. Hallinan, Office of Commissioner Murray 

Paul F. Foster, Assistant General Manager for International 
Activities. 

Further meetings and more refinement of the proposed language 
followed. A hearing was held in executive session before the full 
Joint Committee on June 10, 1957. In this meeting AEC Chairman 
Strauss and General Manager Fields both testified concerning the 

roposed legislation, and Commissioners Libby and Vance and mem- 
ers of the AEC staff were present as follows: 
Lewis L. Strauss, Chairman 
W. F. Libby, Commissioner 
H. S. Vance, Commissioner 
K. E. Fields, General Manager 
William Mitchell, General Counsel 
Edward Diamond, Deputy General Counsel 
Don S. Burrows, Controller 
W. K. Davis, Director, Division of Reactor Development 
F. J. McCarthy, Jr., Assistant Controller for Budgets 
Bryan S. LaPlante, special assistant to the General Manager 
R. J. Hallinan, assistant to Mr. Murray 
Paul F. Foster, Assistant General Manager for International 
Activities. 
The Commission stated that it believed it had proceeded in past 
ears in accordance with the Atomic Energy Act, as amended. 
lowever, the Commission further indicated that if the Joint Com- 
mittee believed the bills to be necessary or advisable to resolve 
doubts as to the Commission’s authority to incur expenditures, the 
Commission would not oppose the proposed legislation and would 
attempt to cooperate in the future with the type of congressional 
review and authorization contemplated. 

At the conclusion of the meeting on June 10, 1957, the Joint Com- 
mittee voted to report favorably H. R. 7992 and S. 2243, identical 
bills, with minor amendments, and to recommend to the Congress 
that the bills do pass. 


SECTION-BY-SECTION ANALYSIS 


The bill contains two sections. The first section amends section 
261 of the Atomic Energy Act of 1954, as amended, concerning author- 
ization of appropriations. The second section amends the Atomic 
Energy Act of 1954, as amended, by adding a new section 58 con- 
cerning review by the Joint Committee of certain Commission actions, 
with appropriate amendment to the table of contents. 

Section 261 as amended by the bill: The language of subsection 
261 a. is the same as the language in the present act up to the word 
“Provided,” as follows: 


Sec. 261—Appropriations.—There are hereby author- 
ized to be appropriated such sums as may be necessary and 
appropriate to carry out the provisions and purposes of this 
Act, except such as may be necessary for acquisition or 
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condemnation of any real property or any facility or for 
plant or facility acquisition, construction,orexpansion * * *. 


The bill then adds a proviso to clarify the meaning of the word 
“facility” as used in the above quoted language, as well as elsewhere 
in section 261 a. The proviso reads as follows: 


Provided, That for the purposes of this subsection a, any 
nonmilitary experimental reactor which is designed to pro- 
duce more than 10,000 thermal kilowatts of heat (except for 
intermittent excursions) or which is designed to be used in 
the production of electric power shall be deemed to be a 
facility. 

This clarification was deemed necessary by the Joint Committee 
because of the interpretation by the Commission, commencing with 
its request for authorization under section 261 in the fiscal year 1956 
budget, to the effect that certain experimental reactors to be con- 
structed and owned by AEC need not be specifically authorized by 
the Congress. In its reports on the fiscal year 1956 authorization 
bill (H. Rept. No. 787 and S. Rept. No. 538, 84th Cong., 1st sess.) 
the Joint Committee indicated serious concern with the Commission’s 
interpretation. 

Under the new proviso in subsection 261 a. (1), it is provided that 
certain types of nonmilitary experimental reactors shall be deemed to 
be facilities, and therefore funds for the acquisition, construction, or 
expansion of such reactors must be authorized in the future, regard- 
less of any interpretations in the past. The proviso applies to any 
nonmilitary experimental reactor (a) which is designed to produce 
more than 10,000 thermal kilowatts of heat (except for intermittent 
excursions) or (b) which is designed to be used in the production of 
electric power. 

By using the word “nonmilitary,” the Joint Committee intended 
to include reactors in the AEC civilian reactor program, but not 
reactors which are constructed to meet a requirement set by the 
military services. If the reactor experiment is not for a military 
requirement, and meets the criteria, it should be authorized prior to 
construction. As to “military” reactors, it is understood that the 
Commission will continue to use its present criteria and continue to 
seek authorization for facilities which are to be permanent test installa- 
tions, such as full-scale prototypes, as contrasted with experimental 
reactors of a temporary nature. 

The proviso does not apply to critical assemblies and other small 
reactor apparatus or small research reactors, since such reactors are 
not designed to produce more than 10,000 thermal kilowatts or to 
produce electric power. 

An exception is made from the 10,000 thermal kilowatts standard 
for intermittent excursions in order that reactor experiments which 
are normally designed for low-power operation, but which may occa- 
sionally be brought to high-power levels during particular experi- 
ments, need not be specifically authorized. An example are the 
SPERT experiments at NRTS, Idaho. Other examples and situa- 
tions were mentioned by AEC witnesses during the hearings. 

Subsection 261 a. (2) is new language and provides that authoriza- 
tion for appropriations must be obtained for funds necessary to carry 
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out certain cooperative programs for the development and construc- 
tion of certain reactors by arrangements providing certain types, of 
governmental assistance. Subsection 261 a. (2) reads as follows: 


(2) Such as may be necessary to carry out cooperative 
programs with persons for the development and construction 
of reactors for the demonstration of their use, in whole or in 
part, in the production of electric power or process heat, or for 
propulsion, or solely or principally for the commercial provi- 
sion of byproduct material, irradiation or other special serv- 
ices, for civilian use, by arrangements (including contracts, 
agreements, and loans) or amendments thereto, providing for 
the payment of funds, the rendering of services and the under- 
taking of research and development without full reimburse- 
ment, the waiver of charges accompanying such arrangement 
or the provision by the Commission of any other financial 
assistance pursuant to such arrangement, or which involve 
the acquisition or condemnation of any real property or any 
facility or for plant or facility acquisition, construction or 
expansion undertaken by the Commission as a part of such 
arrangements. 


The subsection applies to cooperative programs with “persons.” 
The term “‘persons”’ is defined in section 11 n. of the act and includes 
any corporation, any Government agency other than the Commis- 
sion, any State or political subdivision thereof, and any foreign govern- 
ment or nation, or political subdivision thereof. Therefore, if the 
AEC provides funds or assistance under a cooperative arrangement 
with another Government agency such as the Maritime Admunistra- 
tion, for the construction of one of the specified types of reactors for 
civilian use, such funds or assistance must be authorized before appro- 
priated. Similarly, funds for such cooperative arrangements with 
foreign governments or foreign corporations must be authorized. 

Subsection 261 a (2) applies to cooperative programs with persons 
for the development and construction of reactors for the demonstration 
of certain uses in whole or in part, as follows: The production of elec- 
tric power or process heat; or for propulsion; or solely or principally 
for the commercial provision of byproduct material, irradiation, or 
other special services; in each case, for civilian use. 

The words ‘“‘process heat” include space heat, but are not limited 
thereto, and also include heat for industrial processes and purposes. 

The word “propulsion” is intended to cover all types of civilian pro- 
pulsion reactors, including those installed in ships, airplanes, and 
ground vehicles. 

Subsection 261 a (2) applies to cooperative programs with persons 
by “arrangements (including contracts, agreements, and loans) or 
amendments thereto.’’ It is intended that the term “arrangements” 
shall include the meaning as used in section 31 of the act, and thus 
include all individual contracts or other methods by which the Com- 
mission shall provide assistance under its power demonstration pro- 
gram, and also include any cooperative programs in the field of civilian 
atomic power program under agreements for cooperation. 

Subsection 261 a (2) applies to arrangements which provide certain 
types of assistance, namely: The payment of funds, the rendering of 
services and the undertaking of research and development without 
full reimbursement, and the waiver of charges accompanying such 
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arrangements, or the provision by the Commission of any other finan- 
cial assistance pursuant to such arrangement. 

The Commission indicated in the June 10 hearing that it would 
consider “full reimbursement” as the payment of normal charges. 
The AEC Controller testified further that “normal charges” would 
usually be the full direct and indirect costs, any applicable deprecia- 
tion, plus a 15-percent added factor. The 15-percent factor is in- 
tended to take care of miscellaneous expenses, such as AEC adminis- 
tration of the contract. 

Subsection 261 a. (2) terminates with the words “or which involve 
the acquisition or condemnation of any real property or any facility 
or for plant or facility acquisition, construction or expansion under- 
taken by the Commission as a part of such arrangement.” It is 
understood that such funds would be covered by section 261 a. (1) 
even without this language in 261 a. (2), since title to any such prop- 
erty, plant, or facility would be acquired in the name of the Commis- 
sion. However, the Joint Committee included the clause also in 
subsection 261 a. (2) in order that, for review purposes, all funds could 
be itemized and authorized under one particular subsection, rather 
than partly under subsection (1) and partly under subsection (2) of 
section 261 a. Under the proposed new section 111 to the author- 
ization bill, as discussed below in this report, it is intended that all 
funds and assistance provided by cooperative arrangements shall be 
included in one section of the authorization bill. 

Subsection 261 b. repeats language contained in the present section 
261 except that the last sentence of the present section 261 is omitted. 
The omitted sentence reads as follows: 


Funds appropriated to the Commission shall, if obligated by 
contract during the fiscal year for which appropriated, 
remain available for expenditure for four years following 
the expiration of the fiscal year for which appropriated. 


The Commission indicated that it would not object to the elimina- 
tion of this provision, since under Public Law 798, 84th Congress, 
2d session, the current authority under section 261 will expire on 
June 30, 1957, and the provision of Public Law 798 will thereafter 
be applicable to AEC appropriations. 

Section 2 of this bill amends the Atomic Energy Act of 1954, as 
amended, by adding a new section 58, with appropriate amendment to 
the table of contents. 

The new section 58 provides that before the Commission establishes 
any fair price or guaranteed fair price period under section 56, or any 
criteria for the waiver of any charge for the use of special nuclear 
material under section 53, such determinations shall be submitted 
to the Joint Committee, and a period of 45 days shall elapse while 
Congress is in session; provided, however, that the Joint Committee 
may waive the conditions of, or all or any portion of the 45-day period. 

It is intended that the provisions of section 58 shall apply to changes 
by the Commission to any presently established fair price, guaranteed 
fair price period, or criteria for the waiver of charge period, as well 
as to the establishment of such matters in the future. 

The procedure to be followed under this section is similar to that 
provided in sections 51, 61, and 164 of the act except that the period 
is 30 days rather than 45 days. It is the opinion of the Joint Com- 
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mittee that 45 days is a more satisfactory period for review than 30 
days. 
COMMITTEE AMENDMENTS 


The committee made two minor amendments to the language of the 
bills, as referred to the Joint Committee. 

First, the committee eliminated the word “specific” in line 8 on 
page 2. This word was eliminated in order to make certain that the 
AKC obtain specific authority for the appropriation of funds for the 
cooperative reactor development program based on its best estimates 
of the aggregate amount required for the ensuing fiscal year, subject 
to the further requirement that it justify specific projects in accordance 
with the provision of a new section Saonead later in this report 
which will be made a part of each new authorization measure hereafter. 

Secondly, the committee amended line 11 of page 2 of the bill as 
referred to the Joint Committee by changing the words “the com- 
mercial production of byproduct material” to read “the commercial 
provision of byproduct material, irradiation, or other special services.” 
It was the committee’s intent that cooperative arrangements for test 
reactors, if Government assistance is provided for the development 
and construction, should be specifically authorized. On the other 
hand the committee did not intend to require authorization of agree- 
ments in the nature of procurement contracts for services at established 
charges, applicable to all comers from privately constructed and owned 
test reactors. 

VIEWS OF THE COMMITTEE 


As indicated in the June 10 hearing, it is the intention of the Joint 
Committee to encourage and not to discourage, a vigorous program 
on the part of the Commission for research and development work 
not specifically related to any particular project or any specific reactor. 
On the other hand, the Joint Committee believes that such unrelated 
research and development work should not be used as a means of 
circumventing the purposes of this bill by providing unauthorized 
assistance on specific reactor projects to persons participating in 
cooperative arrangements. The Joint Committee further believes 
that the Commission should endeavor to bring new contractors and 
firms into the research and development program wherever feasible, 
rather than relying upon large companies already in the program. 

In its consideration of the various alternative methods of handling 
current questions, the Joint Committee determined (except as to sec. 
261 and new sec. 58) not to attempt to rewrite or clarify various 
substantive provisions of the act, such as section 169 (no subsidy), 
section 53 (waiver of use charges), and section 56 (establishment of 
prices). Rather, as explained in this report, the Joint Committee 
proposes to revise the act to provide for appropriate review and author- 
ization by the Joint Committee and Congress of atomic power proj- 
ects and review of schedules of prices and criteria of waiver of use 
charges before they become effective. In this manner it was intended 
to permit the AEC the needed amount of flexibility and yet provide 
substantial review authorization by the Congress. 
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PROPOSED NEW SECTION TO AUTHORIZATION BILL 


In order to implement the provisions of section 261 a. (2) as amended 
by this bill, the Joint Committee also considered the language of a 
proposed new section to be added to the current fiscal year 1958 
authorization bills now pending before the Joint Committee (H. R. 
5889 and S. 1572, 85th Cong., Ist sess.). Therefore in the meetings 
and hearings described earlier in this report, consideration was also 
given to the necessary implementing language, and the following 
new section was formulated and approved in substance by the members 
of the Joint Committee, and will be part of the authorization bill: 


SEC. 111. 

a. There is hereby authorized to be appropriated to the 
Atomic Energy Commission, in accordance with the provi- 
sions of section 261 a. (2) of the Atomic Energy Act of 1954, 
as amended, the sum of $ for use in @ program not to 
exceed $———_.. 

b. Before the Commission enters into any arrangement 
(including contract, agreement and loan) or amendment 
thereto, the basis of which has not been included in the 
program justification data previously submitted to the Joint 
Committee on Atomic Energy in support of authorization 
legislation approved in accordance with the provisions of 
section 261 a. (2) of the Atomic Energy Act of 1954, as 
amended, and which involves appropriations authorized by 
subsection (2) of this section, the basis for the arrangement 
or amendment thereto which the Commission proposes to 
execute (including the name of the proposed contract or 
party with whom the arrangement is to be made, a general 
description of the proposed reactor, the estimated amount of 
the assistance to be provided under section 261 a. (2), the 
estimated cost to be incurred by the contractor or other 
party, and the general features of the proposed arrangement 
or amendment) shall be submitted to the Joint Committee, 
and a period of forty-five days shall elapse while Congress is 
in session (in computing such forty-five days, there shall be 
excluded the days on which either House is not in session 
because of adjournment for more than three days): Provided, 
however, That the Joint Committee after having received the 
basis for a proposed arrangement, or amendment thereto, 
may by resolution in writing waive the conditions of or all or 
any portion of such forty-five day period: Provided further, 
That such arrangement or amendment shall be entered into 
in accordance with the program justification data described 
above and the basis for the arrangement or amendment sub- 
mitted as provided herein: And provided further, That no 
basis for a particular arrangement or amendment thereto 
need be resubmitted to the Joint Committee for the sole 
reason that the estimated amount of assistance provided for 
therein exceeds the estimated amount of assistance pre- 
viously submitted to the Joint Committee by not more than 
15 percent. 
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At the outset of the hearings with the AEC Commissioners and 
staff on June 10, 1957, Mr. Holifield, chairman of the Subcommittee 
on Legislation, which had been considering the proposed legislation, 
explained the contemplated operation of amended section 261 a. (2) 
and the proposed new section to the authorization bills. The sub- 
stance of his explanation follows: 

Under section 261 a. (2) and proposed section 111 of the authoriza- 
tion bill, it is contemplated that the Commission will request each year 
authorization of a certain amount of funds as a lump sum for use in a 
program not to exceed another lump sum, larger in amount. The first 
amount would cover appropriations to be authorized, while the second 
amount would provide a total limitation on the payments and other 
consideration which could be made available under the program. 
The difference would cover, for example, amounts involved by the 
waiving of use charges for special nuclear materials during the early 
years of reactor operation. As each individual arrangement is nego- 
tiated under that lump sum, the basis of the proposed individual 
arrangement (including a description of all the types of AEC assist- 
ance contemplated) must be submitted to the Joint Committee, and a 
period of 45 days must elapse while Congress is in session (unless 
waived by the Joint Committee) before the Commission may enter 
into the individual arrangement. 

The bill provides that the Commission must submit the basis of each 
arrangement for 45 days as described above, or the Commission must 
submit a description of the basis of each individual proposed arrange- 
ment to the Joint Committee as a part of its justification data in the 
authorization request. 

In either event, the basis of each individual arrangement must be 
submitted to the Joint Committee for scrutiny. In the current 
authorization request, it is contemplated that the Commission will 
describe to the Joint Committee each of the seven arrangements 
contemplated under the first and second rounds of its program. As 
for the third round, it will request authorization of a lump sum, for use 
in & program not to exceed another lump sum, but the basis for each 
individual arrangement thereafter contemplated under that lump sum 
will be submitted to the Joint Committee, either under the 45-day 
procedure, or as a part of the authorization hearings in the next or 
subsequent years. 

Thus the basis for each arrangement by the AEC with industry 
under the first, second, third, and all subsequent rounds, will be 
individually submitted to the Joint Committee before the Commission 
may proceed to enter into the arrangement. All arrangements here- 
tofore entered into are subject to the authorization and appropriation 
of funds, unless obligated, and it is contemplated that the amounts 
intended to be obligated under each contract each year will be itemized 
and submitted as a part of the authorization and appropriation 
processes. 

The Joint Committee and the Congress in the future will be able to 
scrutinize the basis of each contract or arrangement before it is con- 
summated, and will also thereafter be able to study the annual 
expenditure of funds contemplated. 
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CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill accom- 
panying this report are shown as follows (new matter is printed in 
italic) : 


A BILL To amend the Atomic Energy Act of 1954, as amended, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 261 of the 
Atomic Energy Act of 1954, as amended, is amended to read as 
follows: 

“Sec. 261.—APPROPRIATIONS. 

“qa. There are hereby authorized to be appropriated such sums as 
may be necessary and appropriate to carry out the provisions and 
purposes of this Act, except 

“‘(7) Such as may be necessary for acquisition or condemnation of 
any real property or any facility or for plant or facility acquisition, 
construction, or expansion: Provided, That for the purposes of this sub- 
section a., any nonmilitary experimental reactor which is designed to 
produce more than 10,000 thermal kilowatts of heat (except for intermittent 
excursions) or which is designed to be used in the production of electric 
power shall be deemed to be a facility. 

“(2) Such as may be necessary to carry out cooperative programs with 
persons for the development and construction of reactors for the demonstra- 
tion of their use, in whole or in part, in the production of electric power 
or process heat, or for propulsion, or solely or principally for the commer- 
cial provision of byproduct material, irradiation, or other special services, 
for civilian use, by arrangements (including contracts, agreements, and 
loans) or amendments thereto, providing for the payment of funds, the 
rendering of services and the undertaking of research and development 
without full reimbursement, the waiver of charges accompanying such 
arrangement, or the provision by the Commission of any other financial 
assistance pursuant to such arrangement, or which involve the acquisition 
or condemnation of any real property or any facility or for plant or 
facility acquisition, construction or expansion undertaken by the Com- 
mission as a part of such arrangements. 

“b. The acts appropriating such sums may appropriate specified 
portions thereof to be accounted for upon the certification of the 
Commission only. [Funds appropriated to the Commission shall, if 
obligated by contract during the fiscal year for which appropriated, 
remain available for expenditure for four years following the expira- 
tion of the fiscal year for which appropriated. ] 

Sec. 2. The Atomic Energy Act of 1954, as amended, is amended 
by adding a new section 58 with appropriate amendment to the table 
of contents, as follows: 

“Sec. 68.—Review. Before the Commission establishes any fair price 
or guaranteed fair price period in accordance with the provisions of section 
56, or establishes any criteria for the waiver of any charge for the use of 
special nuclear material licensed or distributed under section 53 the pro- 
posed fair price, guaranteed fair price period, or criteria for the waiver of 
such charge shall be submitted to the Joint Committee, and a period of 
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forty-five days shall elapse while Congress is in session (in computing such 
forty-five days there shall be excluded the days in which either House is not 
in session because of adjournment for more than three days): Provided, 
however, That the Joint Committee, after having received the proposed fair 
price, guaranteed fair price period, or criteria for the waiver of such charge, 
may by resolution waive the conditions of or all or any portion of such 
forty-five day period.” 
O 


23010°—58 4H. Rept., 85-1, vol. 2——75 
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PROVIDING FOR IMPROVED METHODS OF STATING 
BUDGET ESTIMATES AND ESTIMATES FOR DEFICIENCY 
AND SUPPLEMENTAL APPROPRIATIONS 


JunE 17, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Dawson of Illinois, from the Committee on Government Opera- 
tions, submitted the following 


REPORT 


[To accompany H. R. 8002] 


The Committee on Government Operations, to whom was referred 
the bill (H. R. 8002) to provide for improved methods of stating budget 
estimates and estimates for deficiency and supplemental appropria- 
tions, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 


INTRODUCTORY STATEMENT 


H. R. 8002 is reported by the Committee on Government Opera- 
tions as part of its continuing efforts to make the Federal budget 
process operate more effectively and to assure congressional control 
over appropriated funds. Hon. Dante B. Fascell, of Florida, intro- 
duced H. R. 8083, identical with H. R. 8002, and made a major 
contribution to the deliberations of the subcommittee and the full 
committee on this most complicated subject. Hon. Glenard P. 
Lipscomb, of California, like Congressman Fascell, a member of the 
Committee on Government Operations, introduced a similar bill. 

H. R. 8002 provides for the making of budget estimates and appro- 
priations on an accrued expenditures basis. It carries out one of the 
principal recommendations of the Hoover Commission on Organization 
of the Executive Branch of the Government as contained in its report 
on budget and accounting. The proposal was before the committee 
in the 84th Congress as part of a bill which became Public Law 863, 
but the accrued expenditures feature of the bill was deleted. How- 
ever, after further review, the committee now approves the proposal. 
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H. R. 8002 as Rerortrep 


[H. R. 8002, 85th Cong., 1st sess.] 


A BILL To provide for improved methods of stating budget estimates and 
estimates for deficiency and supplemental appropriations 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 201 of the Budget 
and Accounting Act, 1921, as amended, is further amended by adding 
the following new subsections: 

“(b) It is the sense of the Congress that revisions in presentation of 
budget estimates and estimates for deficiency and supplemental appro- 
priations are essential in order to provide a more informative basis 
for the enactment of appropriations by the Congress, to reduce or 
eliminate the large carryover balances of appropriations from one 
fiscal year to another, and to bring about economy in Government 
expenditures. It is therefore the policy of the Congress that estimates 
for proposed appropriations will be determined on an annual accrued 
expenditure basis. 

‘“‘(c) The amount of proposed appropriations referred to in sections 
201 (a) and 203 of this Act shall, to the maximum extent deemed 
desirable and practicable by the President, be determined on an 
annual accrued expenditure basis. 

“ “Annual accrued expenditures’ shall relate to goods and services 
to be received in a fiscal year, advance payments, progress payments, 
and such other payments as are authorized by law to be made in such 
fiscal year. 

“This subsection shall not apply to appropriations for the payment 
of claims certified by the Comptroller General and of judgments; 
appropriations for the refund of Federal taxes and of other moneys 
erroneously received and covered into the Treasury of the United 
States; appropriations for private relief; appropriations for the pay- 
ment of interest on trust funds; appropriations to provide or increase 
revolving funds; appropriations for the payment to former members 
of the Armed Forces, their dependents and beneficiaries, of any bene- 
fits to which they are entitled by reason of military service ; appropria- 
tions for the payment of pensions and annuities; appropriations for 
the payment of any obligation of the United States for which liability 
is fixed by treaty; and other appropriations or funds analogous to the 
foregoing. 

“(d) The conversion to the use of the annual accrued expenditures 
method for stating proposed appropriations in accordance with sec- 
tion 201 (c) of this Act shall be accomplished in such manner and at 
such times as may be determined by the President. 

“(e) As of the end of each fiscal year, the excess of any appropria- 
tion or fund made on an annual accrued expenditure basis over the 
accrued expenditures under such appropriation or fund shall lapse, 
unless hereafter provided otherwise in an appropriation Act or other 
law. Any remaining balances of each such appropriation or fund 
shall be merged with any appropriation or fund made for the same 
general purpose for the ensuing fiscal year and shall constitute a 
single account.” 

Sec. 2. (a) Whenever an appropriation bill or an amendment 
thereto provides for an appropriation in terms of annual accrued 
expenditures, or specifies that an appropriation therein is based upon 
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annual accrued expenditures, it shall be in order to provide in any 
such appropriation bill, or in any amendment thereto, in accordance 
with existing law, the authority to enter into contracts for the pur- 
poses of such appropriation in an amount in addition to the amount 
of such appropriation; however, where the law authorizing such 
appropriation specifies a maximum amount which may be appro- 
priated, such contract authorization, together with the appropriation 
provided for in such bill or amendment, together with accrued expendi- 
tures under any other appropriation theretofore made for such 
urpose, shall not exceed the total amount previously authorized by 
fate to be appropriated for such purpose. 
(b) The provisions of subsection (a) of this section are enacted by 
the Congress— 

(1) as an exercise of the rulemaking power of the Senate and 
the House of Representatives, respectively, and as such they 
shall be considered as part of the rules of each House, respectively, 
or of that House to which they specifically apply; and such rules 
shall supersede other rules only to the extent that they are 
inconsistent therewith; and 

(2) with full recognition of the constitutional right of either 
House to change such rules (so far as relating to the procedure 
in such House) at any time, in the same manner and to the same 
extent as in the case of any other rule of such House. 

Sec. 3. This Act, and the amendments made thereby, shall cease 
to be in effect July 1, 1961. 


SUMMARY OF PROVISIONS 


The bill expresses the policy of the Congress that estimates of pro- 
posed appropriations be determined on an “annual accrued expendi- 
ture’ basis, which is defined as relating to goods and services to be 
received and other payments authorized by law to be made in a fiscal 
year. It allows certain exemptions from this policy, such as pay- 
ments of claims certified by the Comptroller General and others. It 
directs that the conversion to the annual accrued expenditure method 
be accomplished at the discretion of the President. The bill provides 
that, as of the end of each fiscal year, the excess of any appropriation 
over the accrued expenditures shall lapse unless otherwise provided 
by law. Any remaining balances of each such appropriation shall be 
merged with any appropriation for the same general purpose for the 
ensuing year and constitute a single account. 

The bill permits appropriation bills to grant contract authority 
for an amount in addition to the amount of the appropriation in terms 
of annual accrued expenditures, but where the law authorizing such 
appropriation specifies a maximum amount this bill prohibits the total 
of any appropriation combined with such contract authority and 
accrued expenditures under any other appropriation from exceeding 
the total amount previously authorized for such purpose. It declares 
that the bill’s provisions are enacted as an exercise of the rulemaking 
power of the Senate and the House. The act has a time limitation 
and will cease to be in effect on July 1, 1961. 
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Purposes 


The bill states that revisions in presentation of budget estimates 
are essential— 
to provide a more informative basis for the enactment of 
appropriations by the Congress, to reduce or eliminate the 
large carryover balances of appropriations from one fiscal year 
to another, and to bring about economy in Government ex- 
penditures. 


The conversion from the present obligational basis to an annual 
accrued expenditure basis is believed to be necessary to accomplish 
these purposes. 

The author of the bill described the main purpose of the legislation— 


to improve management, to give more facts, to give stricter 
control to Congress and actually bring about more business- 
like procedures in the running of our Government * * * 

The Comptroller General stated in his report dated February 12, 
1957: 

The stating of appropriations on an accrued expenditure 
basis, together with the furnishing of cost data to the Con- 
gress, as provided by Public Law 863, would provide the best 
Srp Cantey for improved correlation of programing, budget- 
ing, and accounting. Congressional control of costs and 
expenditures can only be achieved by the maximum utiliza- 
tion of many tools. The stating of appropriations on an 
accrued expenditures basis can be made a very important 
tool for the Congress if effectively installed. 


HEARINGS 


The Subcommittee on Executive and Legislative Reorganization 
held 6 days of hearings on this and other bills to improve the Federal 
budget system. Printed copies of these hearings are available,and 
contain varying views and diverse contentions. Related bills dealing 
with accrued expenditures were introduced by 12 Congressmen, most 
of whom appeared before or submitted statements to the subcommittee 
supporting the bills. 

The legislation was supported by J. Harold Stewart, chairman of 
the Task Force on Budget and Accounting of the Hoover Commission 
on Organization of the Executive Branch of the Government. The 
Report on Budget and Accounting made by the Hoover Commission 
to the Congress ¢ on June 20, 1955 (H. Doc. No. 192) recommended that 
the budget and appropriations be placed on an accrued expenditures 
basis. An excerpt from this document is found in this report on 
page 14. 

The Director and other officials from the Bureau of the Budget, 
officials of the General Accounting Office, and the Comptroller of the 
General Services Administration testified at length in favor of the bill 
presenting information on the advantages to be derived therefrom. 
Reports were received from a number of Government agencies, 
including the Treasury Department, supporting the proposal. 
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A number of interested organizations such as the American Institute 
of Accountants and others, Congressmen who were not sponsors of 
bills, and other individuals submitted statements urging passage. 

A joint letter from Chairman Clarence Cannon and Representative 
John Taber of the Appropriations Committee of the House was re- 
ceived in which they informed the committee of their opposition to 
all bills requiring appropriations to be made on an accrued expendi- 
tures basis. They enclosed a report adopted by the Appropriations 
Committee which detailed the committee’s objection to the accrued 
expenditures basis. The letter and report are included in full in the 

rinted hearings of the subcommittee. Representative George H. 
Mahon, a member of the Appropriations Committee, appeared before 
the subcommittee and testified at length against the bills. Dr. 
Gerhald Colm of the National Planning Association also appeared at 
the invitation of the subcommittee and did not favor the accrual 
system. 

Section-By-SecTion ANALYSIS 


The bill amends section 201 of the Budget and Accounting Act of 
1921, which sets forth certain requirements and specifications for the 
President’s budget, and adds several new subsections. 

Subsection (b) recites the policy declaration that reflects the sub- 
stance of the bill. This is that it is the sense of Congress that revisions 
in presentation of budget estimates and estimates for deficiency and 
supple mental appropriations are essential in order to provide a more 
informative basis for the enactment of appropriations by tie Con- 
gress, to reduce or eliminate the large carryover balances of appro- 
priations from one fiscal year to another, and to bring about economy 
in Government expenditures. It is therefore the policy of the Con- 
gress, the bill states, that estimates for proposed appropriations will 
be determined on an annual accrued ex xpenditures basis. 

Subsection (c) legislates affirmatively that the amount of proposed 
appropriations (the estimates referred to in subsec. (b)) shall, to the 
maximum extent deemed desirable and practicable i the President, 
be determined on an annual ac crued expenditure basis. It is spec ified 
that ‘annual accrued expenditures” shall relate to goods and services 
to be received in a fiscal year and such other payments as are author- 
ized by law to be made in the fiscal year. The payments for goods 
and services received in any fiscal year may be made during that 
same fiscal year or, as provided in subsection (e), in a subsequent 
fiscal year. 

Since annual controls on the basis of goods and services to be received 
during a budget year would not be applicable to every appropriation, 
some have been specifically excluded: Appropriations for the pay- 
ment of claims certified by the Comptroller General or for the pay- 
ment of judgments; appropriations for the refund of Federal taxes 
and of other money erroneously received and covered into the Treas- 
ury ; appropriations made by private relief acts of Congress; appro- 
priations for the payment of interest on trust funds; appropriations 
to revolving funds; appropriations for the payment to former members 
of the Armed Forces, their dependents, and beneiiciaries, of any bene- 
fits to which they are entitled by reason of military service; appropri- 
ations for the payment of pensions and annuities; appropriations for 
the payment of any obligation of the United States for which lability 
is fixed by treaty; and other analogous appropriations. 
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Conversion to an accrued expenditure basis presupposes adequate 
systems of programing, budgeting, and accounting. Therefore, 
subsection (d) of the bill leaves to the President the manner and the 
time of using the annual accrued expenditures basis for stating 
appropriations. 

Subsection (e) provides that at the end of a fiscal year the excess 
of any appropriation made on an accrued expenditure basis over the 
accrued expenditures will lapse. This means that funds not required 
to pay for goods or services received in the fiscal year will no longer 
be available for obligation. An amount equal to the unpaid accrued 
expenditures, represented by the accounts payable at June 30, will 
merge with the appropriation or fund made for the same general 
purposes for the next fiscal year as a single account for payment 
purposes. This merging should simplify accounting requirements 
without impairing fiscal control. 

This subsection thereby carries out another important recommenda- 
tion of the Hoover Commission Report on Budget and Accounting 
(No. 17) which reads: 


That each department and agency be authorized to main- 
tain a single account under each appropriation title or fund 
for controlling the amount available for the liquidation of 
valid obligations. 


Section 2 (a) provides for contract authority in appropriation bills 
based on annual accrued expenditures. Such authority is necessary 
for projects and programs that will extend for periods longer than 
l year. The section makes clear, however, that the appropriation for 
the year, plus the contract authority, plus accrued expenditures under 
any other appropriation for the same purpose, may not exceed any 
maximum amount that may be contained in the basic legislation 
that authorized the appropriation to be made. 

Section 2 (b) recites that the enactment of the provisions of the 
subsection referred to above which permits the granting of contract 
authority in an appropriation bill is an exercise of the rulemakin 
power of the Senate and House and as such shall be considered a part 0 of 
the rules of each House. This seeks to avoid the successful imposi- 
tion of a point of order against the contract authority when an appro- 
priation containing such is considered on the floor of either House. 
The section recognizes the constitutional right of either House to 
change its rules at any time. 

Section 3 declares the act shall cease to be in effect July 1, 1961. 
This allows a period of 4 years to test the practicability of the new 
procedures. 

CONTRACT AUTHORITY 


If the annual accrued expenditures method of making appropria- 
tions is put into effect it will be necessary to provide a means whereby 
departments and agencies can plan and execute long-range programs. 
Under the obligation system no problem is involved because the full 
amount of the funds required to complete these programs is appro- 
priated at the time the original appropriation is made. Under the 
accrued method only that amount which will be expended for goods 
and services received or for such other authorized payments which 
may be made in a fiscal year will be appropriated. Hence, because 
an appropriation of funds would be made only for the first year, 
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departments and agencies would need authority to enter into contracts 
for goods and services to be delivered in future years. 

The bill permits such an authorization in section 2 (a). A question 
was raised during the hearings as to whether or not any contract 
authority authorized but unused would lapse at the end of the fiscal 
year for which the authorization was made. The committee felt that 
the legislation was sufficiently flexible to enable the departments or 
agencies involved to be allowed to retain such contract authority for 
certain specific programs, if previously approved by the Congress. 
However, under the new method, contract authority would be re- 
viewed annually. 

Under the present rule 21 of the House, contract authority in an 
appropriation bill is subject to a point of order as being general legisla- 
tion. H. R. 8002 provides in section 2 (b) that the inclusion in appro- 
priation bills of the authority to enter into contracts as provided in 
section 2 (a) will be considered as an exercise of the rulemaking power 
of the House and Senate and thereby will change the rules of both 
Houses accordingly. 


DirreERENCE BETWEEN OBLIGATIONAL AND AccRUED EXPENDITURES 
Bases 


The proposed annual accrued expenditures basis may be contrasted 
with the present obligational system of budgeting as explained in the 
following statement of the Director of the Bureau of the Budget: 


At the present time estimates for appropriations are pre- 
sented and appropriations of funds are made to cover the 
goods and services to be ordered in the budget year rezardless 
of whether such goods and services are to be received or paid 
for in the budget year or in subsequent years. At the time 
goods or services are ordered an amount is obligated or re- 
served in the appropriation account to pay the vendor when 
such goods are services are received. In long-lead-time pro- 
curement programs several years may elaspe between the 
time of the order and the time the goods are delivered. 

This practice would be changed in this way by these bills. 
Budget estimates would be set forth in such a way as to segre- 
gate (a) the appropriation of funds needed in the budget year 
to cover the goods and services to be received in that year 
and (6) where needed, the authority to enter into contracts 
and orders for goods and services to be delivered in future 
years. The request for appropriation of funds in a given 
year, therefore, would cover the goods and services to be re- 
ceived in that year regardless of whether they were ordered 
in a prior year under contract authority or in the current 
year under the appropriation of funds authority. 

The need for contract authority in individual agencies 
would vary according to the type of program conducted and 
the operating needs of the agency. <A request for contract 
authority will obviously be required in long lead-time 
programs. Such a request may be made in addition to an 
accrued expenditure appropriation request for other types 
of programs, depending on a demonstration of the need for 











8 IMPROVED METHODS OF STATING BUDGET ESTIMATES 


advance purchasing in the light of the agency’s own 
operations. 

To illustrate this point, contract authority would certainly 
be a part of a budget request for procurement of aircraft. 
This might represent a 5-vear program in which contracts 
must be awarded in the budget year to permit assembly and 
completion at various points in the 5-year period. On the 
other hand, an administrative agency may need some 
electronic equipment for program use which might require 
2 years for delivery and installation. Or it might conduct a 
program that normally requires replacement of an order in 
one budget year to insure delivery early in the succeeding 
budget year. Both of the latter would also need advance 
obligating authority. While the aircraft procurement pro- 
gram is readily recognized as a “lead-time” program, the 
administrative agency examples illustrate the same im- 
portant need for advance authority to cover specific items 
in the program. 

* * 7 ok od 


A further explanation of the difference between the two systems is 
shown by the tabular presentation which follows. The accrue d ex- 
penditures appropriations presentation, as shown in the table together 
with the information which would be given in the budget justification 
before the Appropriations Committees, is considered m« ore useful and 
significant for review and control purposes than an obligation pres- 
entation. It would enable more effective control htt, 

(1) Annual appropriation action would be taken on both the 
age oy proposed programs and those underway; 

) Appropriation carryovers would be gre: natly reduced or 
suaingtel and balances of contract authority would either be 
reviewed or expire and be reapproved each yea 

(3) Congressional appropriation action would ‘be more direc tly 
related to the budget cash surplus or deficit. 

It would enable more effective review because the budget request 
would sho 

(1) The estimated cost of what is planned to be done in the 
budget vear as well as the total estimated cost of a project; 

(2) The proposed use of resources such as inventories that the 
agency has on hand; 

(3) The value of resources carried over for use in subsequent 
years; 

(4) The goods and services to be received in the budget year; 

(5) The obligating authority needed to contract for deliveries 
in subsequent years. 

These kinds of information would be brought out by the financial 
plan for each program that would highlight past perormance in 
relation to future plans. 

In contrast, the obligation budget, illustrated here, shows only the 
obligation requirements needed to cover the goods and services to be 
ordered in the budget year in the case of annual appropriations, or in 
the case of no-year appropriations, the goods and services to be ordered 
either in the budget year or in subsequent 1 years. It does not reflect 
the use of inventories or the balance of resources on hand at the 
beginning and end of the year. It permits the buildup of appropriation 
balances and provides control only on the commitment of funds. 
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In summary, the obligation budget highlights the ordering of goods 
and services for a program—the beginning of the financial process. 
The accrued expenditure budget brings out for review the complete 
financial eycle—from ordering the goods and services, through the 
receipt of them (which establishes the liability to disburse funds from 
the Treasury), to their application to the program. In doing so, it 
provides cont rol on both the commitment and expenditure of funds— 
the latter in terms of the goods and services received. 


COMPARISON OF EXISTING OBLIGATION APPROPRIATION PRESEN- 
TATION WITH PROPOSED ACCRUED EXPENDITURE APPROPRIATION 
PRESENTATION 

PRESENT OBLIGATION BASIS 





1955 actual | 1956 See 1957 estimate 


Obligations by activities: 








Ss Veateed ODOt SUNS An ndimisinennencnikdeotadaasseadiimsin $42, 666, 260 +4, 214, 795 $44, 654, 272 
BD A VIRIOG CNG AEs clchine 500 -dncesebnenécebbiieaiindatos 13, 943, 945 , 477, 086 16, $44, 687 
3. Shore stations and aids operations...................... 34, 431, 049 36, 387, 611 
4. Repair and supply facilities. ........................... | 14,074, 989 16, 166, 086 
5. Training and recruiting facilities. ...........--..-....-- 7697! 524 &, 358, 518 
6. Administration and operational control................ 19, 378, 047 20, 178, 441 
7. Other military personnel expenses...................... 14, 534, 260 15, 842, 199 
S. Supporting PrOCrTawis cere hike eed cnen abcde | 8, 130, 594 6, 918, 176 

SUCR GURGAON ..kct indian cdnoiedasicdnksenenel 154, 796, 668 161, 439, 000 165, 350, 000 


PROPOSED ACCRUED EXPENDITURE BASIS 











| | | 
1955 actual 1956 estimate | 1957 estimate 


Costs by activities (A): 

1. Vess Na I onsccocstansetnis cenccibnnniaidedaiaatibiiihiiain st $44,013,698 | $44,845,777 $45, 285, 254 
2. Aviation operations. -__-.-- sainemrsndiaiintananeettisiniiniaes hiiiiaelid aia 15, 261, 137 17, 387, 949 18, 405, 432 
3. Shore stations and aids operations......-.-.---------..- 34, 865, 324 36, 007, 550 36, 816, 451 
4. Repair n SSRDOLY MOEA. 6 nconmcddcoceusateeseqnnie< 14, 231, 320 15, 872, 072 15, 474, 764 
5. Training and recruiting facilitic ssgcustebetibete 7, 712, 243 8, 389, 657 8, 613, 857 
6. Adminis strs ation and operation I control.....--.---.---. 19, 593, 279 20, 111, 102 20, 191, 733 
7. Other military personnel expenmses_..................... 14, 707, 472 14, 109, 372 15, 496, 870 
& Supporting Progremiben. . eo. . tostacdccsdcdccddubencddes 9, 391, 789 7, 664, 847 7, 664, 847 
9. Adjustment of prior year costs..........-..-.......--.- AS tS ee eee ee See 

Total costs___.- ----------| 160, 501, 333 164, 388, 326 167, 949, 208 


Relation of costs to appropriations “(B): Decrease (—) in 
selected resources available for future ens to activity 





Ce 8 csicctntinenahecinsaceblstaibiiadtelindsiatinbicsthdidnmedeee taeda a —4, 197, 334 —3, 005, 900 
Total accrued expenditures (appropriation) ............. 155, 649, 661 160, 190, 992 164, 943, 308 
Contract authorization (D): lt mi 
Total contract authority required...................-.<--- 10, 917, 305 11, 503, 397 11, 916, 692 
Orders and contracts issuéd *_.... 2.22. nonce ccc ccc ccecces 10, 401, 987 11, 503, 397 11, 916, 692 
CEES CUIINEEY MIDE cncnesanesuneerenscsanuiieneaan 515, 318 





1 This line would be supported by a supplementary schedule that would show the year-end balances 
together with the change in balances from year to year, of stores, advances and other resources available 
for use in carrying out programs in succeeding years. 


? This line would be supported by a supplementary schedule that would identify the subsequent years in 
which the goods ordered under contract authority would be delivered. 


CONCLUSIONS 


The committee weighed carefully the extensive evidence and testi- 
mony presented on this highly complicated proposal and reached the 
conclusion that the bill should be reported and authority for the new 


annual accrued expenditures basis of budgeting should be given the 
President. 
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The committee was not influenced by the extravagant claims that 
have been made for actual dollar savings that will ensue, but the 
committee does believe that there will be savings in an amount now 
undetermined. ‘The committee was impressed primarily by the im- 
proved management tool that the bill provides and with the fact that 
the Congress can retain a more practical and effective control over 
appropriated funds by the year-to-year review which will be required. 
It is quite possible, and the committee is hopeful, that the billions of 
dollars in carryover funds will be reduced to manageable proportions. 
We are fully aware that contract authority will create commitments 
to receive goods in the future and that this has a similarity to out- 
standing orders under appropriations made on an obligation basis. 
The committee feels that the distinction is sufficient, particularly 
with the annual review, to warrant the adoption of the system. 

The committee gave intensive study and consideration, as always, | 
to the views of the Committee on Appropriations as contained in a 
joint letter from Chairman Cannon and the ranking minority member, 
John Taber, and as so ably presented at the hearings by Congressman 
Mahon, the chairman of the subcommittee. We recognize the great 
service they are rendering to the Congress and the country by their 
meticulous scrutiny and analysis of all appropriation proposals. We 
agree with Mr. Mahon that there is no magic in the accrued expendi- 
tures method. But the committee is convinced that the present 
dimensions of the Federal budget demand whatever improvements 
can be made in its process. We believe such a substantial improve- 
ment will be brought about to justify the passage of this legislation. 

As was stated by Chairman William L. Dawson at the opening of 
the hearings on this bill: 


There is tremendous concern at present about the size of 
the Federal budget with many conflicting ideas as to where 
and how to cut it. It is not this committee’s function to 
enter that controversy. It is our obligation under our juris- 
diction, however, to do everything possible to see that the 
budgeting process operates with maximum efficiency and that 
any defects which may cause waste or inflated estimates be 
corrected. 





REPORT OF THE COMPTROLLER GENERAL TO THE HOUSE COMMITTEE ON 
GOVERNMENT OPERATIONS ON ACCRUED EXPENDITURES APPROPRIA=- 
TION BILLS 


B-124623, B—-125294, B-126614. 


ComprroLLER GENERAL OF THE UNITED STATEs, 
Washington 25, February 12, 1957. 
Hon. Wituiam L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


Dear Mr. CuarrMan: Your letters of January 18 and 28, 1957, 
acknowledged January 22 and 29, request reports on H. R. 2494 and 
H. R. 3379. 

These bills, which are identical, are designed to carry out recom- 
mendations Nos. 7 and 17 of the Report on Budget and Accounting 
of the second Hoover Commission which provide: 
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“That the executive budget and congressional appropriations be in 
terms of estimated annual accrued expenditures, namely, charges for 
the cost of goods and services estimated to be received. 

“That each department and agency be authorized to maintain a 
single account under each appropriation title or fund for controlling 
the amount available for the liquidation of valid obligations.” 

We are in complete agreement with these recommendations. While 
a great deal has been accomplished in the field of budgeting and 
accounting in the Federal Government, and provisions of Public Law 
863, approved August 1, 1956 (70 Stat. 782) provide the impetus for 
additional improvements, we feel that it is highly desirable that 
appropriations be stated on an annual accrued expenditure basis in 
order to realize the full benefits of the Hoover Commission recom- 
mendations. As you know, this proposal was included as a part of 
S. 3897, 84th Congress, when it was passed by the Senate, but was 
deleted prior to final enactment of that bill as Public Law 863. We 
strongly favored its enactment as a part of that bill throughout all 
of its considerations in both Houses of the Congress. 

The language of H. R. 2494 and H. R. 3379 is substantially identical 
to the language of S. 3897, 84th Congress, pertaining to this pro- 
posal, except for (1) the addition of a declaration of congressional 
policy; (2) the addition of the words “payments for” in lines 12 and 13, 
page 2; and (3) the substitution of the words “proposed appropria- 
tions” for the word “appropriations” in line 17, page 2, through line 
7, page 3. While we do not believe that the addition of the words 
“nayments for’ in the sentence “Annual accrued expenditures shall 
relate to payments for goods and services to be received in a fiscal year, 
* * *” (lines 12 and 13, p. 2) was intended to change the effect of the 
original language, we believe it is subject to misinterpretation and may 
lead to confusion. As you know, the proposed appropriations de- 
termined on an annual accrued expenditure basis are intended to 
include, among other things, the funds required to pay for all goods 
and services to be received within the budget year even though pay- 
ment therefore may not be made until subsequent budget years. To 
avoid any misinterpretation to the effect that payment has to be made 
within the budget year, we recommend that the words “payments for” 
be stricken from lines 12 and 13, page 2. 

The use of the term “proposed appropriation” in lieu of the word 
“appropriation” would not change the effect of the language involved 
and we have no specific objection thereto, although the original lan- 
guage is contained in most all of the bills on this subject in both 

ouses of the Congress. The reference to section “201 (b)” in line 10, 
page 3, should be section “201 (c)’’. 

We agree with this statement of congressional policy and believe 
that its enactment into law is desirable. It is a firm statement of 
the desire of the Congress that proposed appropriations be determined 
on an annual accrued expenditure basis. Other provisions of the pro- 
posed legislation, however, in recognition that this may not be prac- 
ticable in some instances and that it may not be accomplished over- 
night, give the President wide flexibility in his implementation of the 
proposed law. We suggest that the words “presentation of” be in- 
serted at the end of line 7, page 1, of H. R. 2494 and H. R. 3379. 

The stating of appropriations on an accrued expenditure basis 
together with the furnishing of cost data to the Congress, as provided 
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by Public Law 863, would provide the best opportunity for improved 
correlation of programing, budgeting, and accounting. Congressional 
control of costs and expenditures can only be achieved by the maxi- 
mum utilization of many tools. The stating of appropriations on an 
accrued expenditure basis can be made a very important tool for the 
Congress if effectively installed. 

Stating appropriations of funds on this basis is a natural extension 
of the cost budgeting enacted in Public Law 863, 84th Congress. 
Under that provision of law, the agencies will submit budgets to the 
Congress which will show the estimated costs of a program, the inven- 
tories and other assets available for use in the performance of the 
program, and the amount of additional funds needed to finance that 
performance each year. However, since the present basis of stating 
proposed appropriations is in terms of obligational authority, i. e., 
the amount of funds which an agency considers it needs to earmark for 
contracts and orders covering current and future deliveries of goods, 
the appropriation requested for any year under the present method is 
not in many cases closely related to planned performance under the 
program during that year. 

In those operations concerned primarily with salaries and travel 
expense the time relation between the creation of an obligation and an 
expenditure is relatively short. In such circumstances, resources 
available other than new money are ordinarily of no great significance 
and there is ordinarily a rather direct correlation between obligations, 
expenditures, and costs. These are the operations which represent 
the larger group in terms of numbers, but represent the less significant 
portion of the budget from a dollar standpoint. In the area of opera- 
tions where long lead time is characteristic, such as major procure- 
ment, construction, and research and development, which represent 
the greater dollar portion of the budget, obligation and expenditure 
data have their greatest limitations for both Congress and manage- 
ment. We thus believe that the conversion to the use of appropria- 
tions stated on an annual accrued expenditure basis could best be 
applied at the outset to this latter area of operations involving long 
lead time. 

All of the present safeguards of consideration and control of total 
program costs are retained under the annual accrued expenditure 
basis of stating appropriations. Indeed they are improved because, 
in addition to providing for consideration of the total estimated cost, 
this method of determining appropriations provides a means of direct 
congressional control over the yearly segments of planned performance. 
It provides an orderly review by the Congress of the amount of funds 
needed in any year in relation to the year-by-year accomplishments 
and their costs as compared to each year’s estimated performance and 
estimated costs, as well as the continuing needs of the program in 
relation to current national and international conditions. 

There are other advantages of placing appropriations on an accrued 
expenditure basis, ‘The annual budget surplus or deficits is deter- 
mined on the basis of expenditures. Placing appropriations on the 
annual accrued expenditure basis is, in our opinion, a practical ap- 
proach to a direct correlation between annual appropriations and ex- 
penditures. It vests in each Congress a much greater opportunity to 
.control the level of operations during a particular budget year and 
‘would mean the elimination of the vast carryover balances now avail- 
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able for expenditure at the discretion of the executive agencies. The 
present situation concerning available balances stems from the fact 
that congressional control through appropriation authorization and 
Budget Bureau control through apportionments are both exercised in 
terms of authority to obligate rather than budgeted work plans for the 
cost of goods and services estimated to be received. 

It is inherent in the annual accrued expenditure basis of stating ap 
propriations that congressional authority be granted for the advance 
planning which necessarily precedes the phase of operations covered 
in an annual accrued expenditure budget. In the past, this authority 
to create obligations in advance of appropriations has been commonly 
referred to as contract authorization. ‘The authority to include re- 
quests for such contract authorizations in the budget, which is con- 
tained in the present section 201 of the Budget and Accounting Act, 
1921, in view of the definition of the term “appropriation” contained 
in section 2 of that act, as amended, will not be abrogated by the 
provisions of H. R. 2494 and H. R. 3379. It is a significant fact, how- 
ever, that heretofore both contract authorizations and subsequent ap- 
propriations were stated in terms of obligational authority whereas 
under the recommendations herein being considered only the initial 
authorization would be stated in terms of the broad and difficult to 
apply concept of obligations whereas annual appropriation of funds 
could be stated much more definitely in terms of accrued expenditures 
because of the time factor. The initial authority which may cover a 
forward period, sometimes as long as 5 years or more, obviously can- 
not be supported with detailed plans. On the other hand, as those 
plans take shape in succeeding years much more precise planning and 
authorizations are practical when stated in terms of accrued expendi- 
tures. 

While contract authorizations will continue to be accounted for on 
an obligation basis, the primary purpose of recording such obligations 
will be to insure that the total amount of the contract authorization 
is not exceeded. Such accounting can be relatively simple and there 
would be no incentive for an agency to rush to obligate such contract 
authorization prior to the expiration of any one fiscal year. 

The determination of appropriations on an annual basis in terms 
of estimated performance during that year, 1. e., the annual accrued 
expenditure basis, with concurrent authority to enter into contracts 
to insure orderly future deliveries on long-lead-time programs, is in 
no way detrimental to the interests of contractors. The Govern- 
ment’s liability to a contractor for a contract issued under this method 
of appropriation and subsequently canceled or terminated would be 
no different than the Government’s liability in similar circumstances 
under the present method of stating appropriations in terms of obliga- 
tions. The only change required would be that payments to the 
contractor for performance each year would be made out of the funds 
appropriated by the Congress each year for that purpose and not out 
of funds appropriated in some past year. 

We do not subscribe to the view that, if contracts and orders are 
laced under a grant of authority to enter into such contracts, such 
etting of contracts creates a binding obligation for which a future 

Congress must appropriate funds in the amount of the outstanding 
contracts. If, in the considered judgment of a Congress, a program 
entered into by an agency should be curtailed or eliminated in the 
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best interests of the United States, the unperformed portion of out- 
standing contracts would be canceled and undoubtedly the Congress 
would, if necessary, appropriate funds to pay for the termination. 
Also, the year-by-year control of a program, inherent in the annual 
accrued expenditure basis of appropriations, provides the Congress 
with a current and continuing tool for exercising restraint over con- 
tracting on a continuing program whose costs are substantially ex- 
ceeding the original estimated costs on which the program was ap- 
proved, or whose performance is dragging. 

We thus believe that this proposed legislation, if effectively imple- 
mented, would provide both the President and the Congress much 
greater ‘control over Federal expenditures and strongly recommend 
its favorable consideration. 

Sincerely yours, 
JosEPpH CAMPBELL, 
Comptroller General of the United States. 





EXCERPTS FROM THE STATEMENT OF PERCIVAL F. BRUNDAGE, DIRECTOR 
OF THE BUREAU OF THE BUDGET, BEFORE THE SUBCOMMITTEE ON 
EXECUTIVE AND LEGISLATIVE REORGANIZATION OF THE HOUSE 
COMMITTEE ON GOVERNMENT OPERATIONS WITH REGARD TO VARIOUS 
BILLS RELATING TO THE BUDGET PROCESS, MARCH 27, 1957 


We believe that the flexibility given to the President is desirable. 
It will enable an evaluation to be made for each appropriation to de- 
termine the practicability of presenting the estimates on an annual 
accrued expenditure basis and the benefits that would be derived from 
this change in procedure. 

The bills define what budget estimates for proposed appropriations 
on an annual accrued expenditure basis should embrace. They pro- 
vide that the estimates should include the money requirements for 
goods and services to be received in the budget year. The language 
used also recognizes, as a practical matter, that the estimates shall also 
include the money requirements representing payments which have to 
be made in the budget year, such as advances, grants, and tort claims. 
Certain types of appropriations to which the accrued expenditure basis 
of stating estimates is not applicable would be excluded. 

Budget estimates on the annual accrued expenditure basis would in- 
clude the funds required to cover the value of the goods and services 
to be received in a fiscal year whether or not payments for such goods 
and services are actually made in the same fiscal year. At the end of 
each year there would usually be some unpaid bills or accounts pay- 
able which would be paid, in the subsequent year, out of the balance 
brought forward from the appropriation for the year in which the 
goods were received. 

In addition to estimates for proposed appropriations on the accrued 
expenditure basis, as contemplated by these bills, it would be necessary 
to present estimates for contract authority to incur obligations in ad- 
vance of appropriations so that contracts may be aw arded or orders 
issued as necessary in the budget year to insure delivery of goods and 
services as needed in subsequent | years. 

Legislation such as is proposed in these bills would give effect to 
another Hoover Commission recommendation that agencies maintain 
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a single account under each appropriation. As of the:end of each 
fiscal 7 year, the balance of the accounts payable in each appropriation 
made on an annual accrued expenditure basis would be transferred to, 
and merged with, the next year’s appropriation, ‘The remaining bal- 
ance would lapse ‘unless otherwise provided in an appropriation act or 
other law. 

As contrasted with present procedures, we can see many advantages 
in the practices contemplated by these bills. I would like to empha- 
size that a major advantage of this proposal is the improved program 
control that is made available to the Congress and the executive 
branch. Under Public Law 863, agency cost-based budget presen- 
tations will provide additional and more informative data for the 
purposes of the budget analysis and review. 

That law will also. bring about improved planning practices and the 
development of more effective management controls in the agencies. 
As long as appropriations are continued on the obligation basis, how- 
ever, positive top-level control of appropriated funds so far as materiel 
is concerned, is in effect limited to control of the procurement plans of 
the agency. The use of annual accrued expenditure appropriations 
would place Congress and the executive branch in an improved posi- 
tion for establishing effective monetary controls on the scope of a 
program during a given fiscal year. 

We also believe that appropriation requests on the accrued expen- 
diture basis would provide a more direct relation to budget balance. 
Under this method the relationship between appropriations and checks 
issued—the basis for calculating the surplus or deficit—would be much 
closer than is the relationship under existing practice. 

In making appropriation determinations that involve consideration 
of the adequacy of agency plans for receipt and application of goods 
and services, the Congress would play a more positive role in the 
Government’s finantial planning, Arriving at the level of appropria- 
tions on this basis, it would be in position to give more consideration 
to the effect of agency proposals on the annual surpius or deficit 
result for the Government as a whole. 

The Hoover Commission in its report indicated that the Congress 
should restate the contract authority annually as needed. I interpret 
this to mean tbat unused contract authority at the end of each year 
would lapse and that requests for new authority would be made as 
needed each year on the basis of program requirements. 

Under the proposed procedure, annual estimates of proposed appro- 
priations and contract authority would be based on a presentation to 
the Appropriations Committees of the agency’s financial plan for 
conduct of a program. For example, the long-range aircraft. procure- 
ment program I previously mentioned might involve a total of $15 
billion, spread evenly over a 5-year period. In the initial budget sub- 
mission the accrued expenditure appropriation request would be for 
$3 billion together with a contract authority request for $3 billion 
needed for forward contracting in the budget year. This would be 
requested as part of a roo showing the total $15 billion cost.and the 
contract authority and accrued expenditure requirements in each of 
the subsequent years of the program. 

The budget submission for the second year of such a program might 
reflect a revised estimate of performance in the current year, showing 
deliveries of $2% billion and contracts awarded in the amount of $3 
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billion. If the request for the second year follows the original plan 
of a $3 billion accured-expenditure appropriation and a similar 
amount of contract authority, the Appropriations Committee might 
feel it appropriate to cut back the accrued expenditure request on the 
basis of the revised estimate of current-year performance. 

Thus, with this type of presentation each year, the Appropriations 
Committees would be able to make a more effective determination of 
the financing needs of the program. 

This systematic annual presentation of the agency financial plan of 
oe, showing past performance and forward planning, is one 
of the benefits to be gained by use of the proposed appropriation proce- 
dure, Information of this kind may be available under present prac- 
tices, but the significant point is that such data are not automatically 
brought to the attention of the Congress each year. 

In the aircraft procurement program illustration, the initial con- 
tract authority request for the program covers only the obligations 
necessary to be incurred in the budget year. Depending on which 
course of action is most appropriate for the program involved, the 
initial contract authority request could cover the total cost of the pro- 
ge In either case, however, the unused contract authority would 
apse at the end of each year. 

We are fully cognizant of the fact that a change such as that contem- 
plated by these bills will present problems. We have heard many 
procedural questions raised. For example, it has been stated that an 
annual review of the Government’s total program would result in an 
increased workload for both the Congress and the executive branch. 
We grant that some additional work may be involved. However, we 
feel that the benefits to be derived in the way of better control over 
Federal spending will be well worth this additional effort. 

Another question has been raised regarding the effect of this pro- 
po on agency-contractor relations in long lead-time programs. 

ince the annual basis of requests for appropriations and contract au- 
thorizations under these bills would not provide for one-time ap- 
propriation of the total cost of a program extending over several years. 
it has been stated that contractors would hesitate to bid on Govern- 
ment contracts; that prices quoted by the contractors might be higher; 
or that the contractor’s credit would be questionable on Government 
jobs subject to future appropriation action. 

We have already had experience in this respect under contract au- 
thority which has been used in the past. Appropriations for some of 
our long-lead-time programs did not provide funds for total costs of 
a given contract, but no unusual difficulties were encountered in arriv- 
ing at mutually satisfactory contractual arrangements in carrying 
out these programs. 

' In this connection, it might be noted that the representatives of pri- 

vate industry on the Hoover Commission task force that made this 
recommendation gave no indication that this appropriation proce- 
dure would create problems for the contractor beyond those that may 
already exist under current practice. 

The question of delays in delivery schedules has been raised. If 
goods are expected to be delivered in the budget year but not actually 
delivered until the subsequent year, from what appropriation would 
payment for such goods be made? The payment would have to be 
‘made from the appropriation for the year in which the goods were 
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received. It is conceivable in some cases that this situation might 
result in requesting a supplemental appropriation since the delay in the 
delivery was not contemplated when the budget estimates for that 
year were prepared. 

This may involve the handling of more supplemental appropria- 
tions but only experience can determined the extent of the increase, 

The converse of this previous question is also a possibility. Goods 
scheduled for delivery in a subsequent year may actually be delivered 
in the current year. In such cases, if funds are not available in the 
current appropriation, it would be necessary to reschedule other deliv- 
eries to keep accruals within the sum appropriated, or else to get 
authority in a supplemental appropriation act to transfer a portion of 
the following year’s appropriation to cover the excess of deliveries 
in the current year. 

In any event, an agency would have to keep accruals within the 
sums set in appropriation acts year by year; any excess would be a 
violation of the Anti-Deficiency Act and would require congressional 
approval in the form of an adjustment in the sum appropriated for the 
year in question. 

Another question has been raised as to whether the accounting 
under the procedures contemplated by these bills would require the 
maintenance of two separate sets of accounts. As we see it, two sets 
of accounts should not be required. Instead, there should be one 
integrated accounting system. In this connection, it should be 
recognized that Public Law 863 provides for the development of 
accrual accounting systems that produce related control iniormation 
on obligations, accrued expenditures, costs, and disbursements; and 
permit the use of cost-based budgets. In the final analysis, therefore, 
the accounting required by this procedure is already provided for in 
Public Law 863. Agencies are currently moving toward development 
of such accounting systems. 

In considering these questions it should be recognized that in any 
major change such as this there are always problems to be resolved. 
However, if the conversion is undertaken on a gradual basis as the bill 
permits, we believe that the problems can be resolved satisfactorily. 

In the conversion we would hope to work closely with the Appro- 

riations Committees of the Congress with regard to the more precise 

orm of estimates for proposed appropriations of funds and contract 
authority. 

We urge that the Congress give favorable consideration to the 
enactment of this legislation to accomplish the objectives of these bills. 





EXCERPTS FROM REPORT ON BUDGET AND ACCOUNTING, COMMISSION 
ON ORGANIZATION OF THE EXECUTIVE BRANCH OF THE GOVERNMENT 


(June 20, 1955, H. Doc. No. 192, 84th Cong., Ist sess.) 


Annual accrued erpenditure budget 

This contemplates that agency budgets be expressed in terms of the 
charges for goods and services estimated to be received during the 
year, i. e., the “accrued expenditures.” The authority granted by the 
Congress should be for 1-year periods and in terms of authority to 
make such expenditures. The term “accrued expenditures” repre- 
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sents the charges incurred for goods and services received and other 
assets acquired, whether or not payment has been made and whether 
or not invoices have been received. Thus, the term “accrued expendi- 
tures” is not synonymous with cash disbursements. To clarify this 
concept, let us consider the Government’s activities as being in the 
following two broad categories: 


* BS * * * * * 































The application of an expenditure budget to each of these categories 
would be as follows: 

1. Long-lead-time programs.—Under this proposal an agency would 
submit initially a properly described program showing the total funds 
required for its completion, projected in terms of years. ‘The Con- 
gress, if it approved the program, would enact an annual appropriation 
in terms of the estimated accrued expenditures required for the year 
under consideration. In addition, the Congress would give the 
agencies contracting authority in terms of the dollar amount required 
for orderly forward contracting beyond the budget year. The execu- 
tive branch and the Congress would review the program annually 
from the standpoint of costs and accomplishment, both completed 
and projected. The Congress, at the same time, would restate the 
contracting authority annually as necessary. 

2. Other programs.— Appropriations for the remaining Government 
programs, where lead time is not an important factor, should also be 
placed upon an annual accrued expenditure basis. In these cases 
contracting authority beyond the budget year will not ordinarilv be 

required. The extension of expenditure budgeting to such areas 
should be a relatively simple matter. It would place budget appro- 
priations and expenditures on a uniform basis throughout the Govern- 
ment, 
* 














* x * * * * 


The proposal for an annual accrued expenditure budget would 
assure annual review of past and proposed performance under long- 
lead-time contracts. That this is important is eee by the 
statement of the Director of the Budget in October 1953 that as 
of July 1, 1953, ‘$81 billion of unfinanced Siarottn Hing existed as 
a claim against current and future income or borrowing. The con- 
tracts and commitments made as a result of these appropriations 
became in effect c. o. d. obligations against the Government.’ 

Recommendation No. 7.—That the executive budget and congres- 
sional appropriations be in terms of estimated annual accrued ex- 
penditures; namely, charges for the cost of goods and services estimated 
to be received. 














CHANGES IN Existinc LAw 


In compliance with paragraph 2a of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, 
as reported, are shown as follows (new matter is printed in italics, 
existing law in which no change is proposed is shown in roman): 
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Section 201 or tHe Bupcet anp Accountine Act or 1921, as 
AMENDED (31 U. S. C. 11) 


TITLE II-—THE BUDGET 


Src. 201 (a) The President shall transmit to Congress during the 
first fifteen days of each regular session, the Budget, which shall set 
forth his Budget message, summary data and text, and supporting 
detail. The Budget shall set forth in such form and detail as the 
President may determine— 

(1) functions and activities of the Government; 

(2) at such times as may be practicable, information on pro- 
gram costs and accomplishments; 

(3) any other desirable classifications of data; 

(4) a reconciliation of the summary data on expenditures with 
proposed appropriations; 

(5) estimated expenditures and proposed appropriations neces- 
sary in his judgment for the support of the Government for the 
ensuing fiscal year, except that estimated expenditures and pro- 
posed appropriations for such year for the legislative branch of 
the Government and the Supreme Court of the United States 
shall be transmitted to the President on or before October 15 of 
each year, and shall be included by him in the Budget without 
revision; 

(6) estimated receipts of the Government during the ensuing 
fiscal year, under (1) laws existing at the time the Budget is 
transmitted and also (2) under the revenue proposals, if any, 
contained in the Budget; 

(7) actual appropriations, expenditures, and receipts of the 
Government during the last completed fiscal year; 

(8) estimated expenditures and receipts, and actual or proposed 
appropriations of the Government during the fiscal year in 
progress ; 

(9) balanced statements of (1) the condition of the Treasury 
at the end of the last completed fiscal year, (2) the estimated con- 
dition of the Treasury at the end of the fiscal year in progress, and 
(3) the estimated condition of the Treasury at the end of the 
ensuing fiscal year if the financial proposals contained in the 
Budget are adopted; 

(10) all essential facts regarding the bonded and other indebt- 
edness of the Government; and 

(11) such other financial statements and data as in his opinion 
are necessary or desirable in order to make known in all practicable 
detail the financial condition of the Government. 

(b) It is the sense of the Congress that revisions in presentation of 
budget estimates and estimates for deficiency and supplemental appropria- 
tions are essential in order to provide a more informative basis for the 
enactment of appropriations by the Congress, to reduce or eliminate the 
large carryover balances of appropriations from one fiscal year to another, 
and to bring about economy in Government expenditures. It is therefore 
the policy of the Congress that estimates for proposed appropriations will 
be determined on an annual accrued expenditure basis. 

(c) The amount of proposed appropriations referred to in sections 201 
(a) and 208 of this Act shall, to the maximum extent deemed desirable and 
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practicable by the President, be determined on an annual accrued expendi- 
ture basis. 

“Annual accrued expenditures” shall relate to goods and services to be 
recewed in a fiscal year, advance payments, progress payments, and such 
other payments as are authorized by law to be made in such fiscal year. 

This subsection shall not tty to appropriations for the payment of 
claims certified by the Comptroller General and of judgments; appro- 
priations for the refund of Federal taxes and of other moneys erroneously 
received and covered into the Treasury of the United States; appropriations 
for private relief; appropriations for the payment of interest on trust 
Junds; appropriations to provide or increase revolving funds; appropria- 
tions for the payment to former members of the Armed Forces, their de- 
pendents and beneficiaries, of any benefits to which they are entitled by 
reason of military service; appropriations for ihe payment of pensions 
and annuities; appropriations for the payment of any obligation of the 
Uniied States for which liability is fixed by treaty; and other appropria- 
tions or funds analogous to the foregoing. 

(d) The conversion to the use of the annual accrued expenditures 
method for stating proposed appropriations in accordance with section 
201 (ec) of this Act shall be accomplished in such manner and at such 
times as may be determined by the President. 

(e) As of the end of each fiscal year, the excess of any appropriation or 
fund made on an annual accrued expenditure basis over the accrued 
expenditures under such appropriation or fund shall lapse, unless here- 
after provided otherwise in an appropriation Act or other law. Any 
remaining balances of each such appropriation or fund shall be merged 
with any appropriation or fund made for the same general purpose for 
the ensuing fiscal year and shall constitute a single account. 


O 
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PULP, PAPER, AND BOARD SUPPLY-DEMAND 


JunE 17, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Mack, from the Committee on Interstate and Foreign Commerce, 
submitted the following 


REPORT 


[Pursuant to H. Res. 99] 


The Committee on Interstate and Foreign Commerce, by House 
Resolution 99, acting as a whole or by subcommittee, was authorized 
to investigate and study the current and prospective consumption of 
newsprint and other papers; the current and prospective production 
and supply; factors affecting such production and! supply, and possi- 
bilities of additional production through the use of aitacnate source 
materials. 

Such authorization continues that made to the committee since the 
78th Congress. 

Your committee, and its Subcommittee on Commerce and Finance, 
again has been active in developing the broad aspects of both the near- 
term and long-range supply-demand aspects of newsprint, and in due 
course will apprise the el of its findings and recommendations. 

Last year, in order that a better appreciation might be had of the 
longer range prospective supply and demand for newsprint, the sub- 
committee requested the Department of Commerce to prepare a com- 
oo survey of the competitive demand for ~ arising 
rom all users in the woodpulp, paper and board field. This survey 
now has been completed by the Dapartineit. 

While the committee has not yet had opportunity for the considera- 
tion of this comprehensive survey which its thorough and careful 
analysis warrants,/the committee in view of the continuing interest of 
the Members of the House in the newsprint supply situation, is sub- 
mitting this report at this time for their information. 
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LETTER OF TRANSMITTAL 


Tue SECRETARY OF COMMERCE, 
Washington, D. C., June 7, 1957. 
The Honorable Peter F. Mack, 


Chairman, Subcommittee on Commerce and Finance, 
Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. Mack: I am pleased to transmit a report prepared by 
the Business and Defense Services Administration, Department of 
Commerce, on “Pulp, Paper, and Board Supply-Demand,” which was 
requested by your subcommittee in a letter dated May 3, 1956. 

his study represents a milestone for the Department in economic 
and statistical industrial research by the Business and Defense Serv- 
ices Administration concerning the factors affecting the future suppl 
and demand of the principal grades of woodpulp, paper, paperboard, 
and building paper and board. Further, in line with the special 
interests of your committee this report includes the most comprehen- 
sive analysis of future world newsprint demand and supply ever 
undertaken. 
Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 
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FOREWORD 


This is the first study ever prepared by the United States Depart- 
ment of Commerce for public use which analyzes projected future 
supply and demand in terms of principal products for one of the 
Nation’s major manufacturing industries. 

Historically, the pulp, paper, and board industry has established 
a record of fast growth. Since 1900 the industry has materially 
exceeded the general business increase as reflected in the gross national 
product. The tonnage production of paper and board in 1955 was 14 
times larger than at the turn of the century, while the gross national 
product (in constant dollars) was 6 times greater. 

This report points to further vigorous expansion in demand for the 
products of the domestic industry. By 1965, total paper and board 
production, assuming a continuous prosperous economy, is projected 
to be 40 percent higher, and wood pulp output 43 to 46 percent greater, 
than in 1956. 

Present-day uses of paper and board cover practically every 
industrial and cultural activity in the United States. The end 
products of the industry are essential to the American way of life. 
Paper is the medium for printing, education, communications, and 
social advancement; paperboard is one of the most important shipping 
container materials; paper and paperboard are widely used for unit 
packaging of food and for many industrial products; paper is used for 
office supplies upon which business, education, and Government 
depend; paper furnishes a host of products for personal hygiene and 
sanitation; paper and board supply a constantly increasing tonnage 
of is Ruahiiel acumen materials to other manufacturing industries; 
building paper and fiber building boards are important to both civilian 
and military construction. 

Woodpulp not only serves as the principal fibrous material for the 
manufacture of paper and board but also is widely used for the pro- 
duction of rayon, acetates, cellophane, plastics, and propellants. 

In 1956, the value of pulp, paper, board, and allied products totaled 
about $11 billion. Capital investment in plant and equipment was 
close to $8.5 billion at the end of 1956. During 1957, 1958, and 1959 
it is estimated that the industry plans to invest an additional $2 billion 
expansion in production facilities. 

A factual appraisal of the pulp, paper and board industry and its 
principal component products, covering historic trends together with 
future projections, represents an intricate economic and statistical 
analysis in the field of industrial research. 

This report was prepared under the technical direction of W. LeRoy 
Neubrech, Assistant Director for Pulp, Paper and Paperboard, Forest 
Products Division, Business and Defense Services Administration 
(BDSA). He was assisted by Mr. Wallace H. Pederson, program 
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executive for paper, of the same Division, who gave special attention 
to the world newsprint analysis. 

Acknowledgment is made to the many individuals contributing to 
or participating in the preparation of this study. In particular, 
Dr. Louis J. Paradiso, Assistant Director of the Office of Business 
Economics, and Dr. Clement Winston, business economist, Office of 
Business Economics, cooperated in developing and analyzing the 
projections of domestic demand. The staff of the Printing and 
Publishing Subdivision, Forest Products Division, BDSA, including 
Mr. Horace Hart, Assistant Director; Miss Anne Jacks, program 
executive for books and magazines; and Miss Flora Phillips, industry 
analyst, prepared the textual review of past and prospective trends in 
the domestic printing and publishing industries. Members of the 
Containers ash Packaging Division, BDSA, particularly Mr. Charles 
A. Lewis, Director; Mr. Albert Clunan, Chief, Flexible Packagin 
Branch; and Mr. Walter A. Sawyer, industrial specialist, paperboar 
containers, outlined future developments in the field of packaging. 
Mr. Charles P. Redick, Deputy Director; and Mr. E. W. Huckins, 
Chief, Nonmetallics Branch, Building Materials and Construction 
Division, BDSA, developed the capacity data and information on 
future trends for building boards. Mr. T. Allen Davis, Chief, Plastics 
and Protective Coatings Branch, Chemical and Rubber Division, 
BDSA; and Mr. T. J. Davis, Chief, Wool, Hard and Soft Fibers, 
Apparel, and Business Outlook Branch, Textile and Clothing Division, 
BDSA, supplied information and trends in the industries concerned 
with dissolving woodpulp. 

Other members of the staff of the Pulp, Paper and Paperboard 
Subdivision, Forest Products Division—Mr. William T. Jones, pro- 
gram executive for pulp and paper raw materials; Mr. Fred Bryer, 
program executive for paperboard; and Mr. John R. Mutzabaugh, 
program executive for converted products—accomplished the difficult 
task of reconciling accuracy with speed. Secretarial assistance was 
rendered by Mrs. Leona R. Baskin, Miss Leona H. Rohlf, and Miss 
M. Irene Hutchings. 

Mr. Fred Mears, former Assistant Administrator, BDSA; Mr. 
Charles F. McCahill, former Director, and Mr. Morlan J. Grandbois, 
Director, Forest Products Division, BDSA; Mr. Donald Shook, 
former Deputy Director, and Mr. James M. Owens, Deputy Director, 
Forest Products Division, BDSA, gave administrative support and 
advice during much of the preparation of this study. 

The Department of Commerce expresses its appreciation to the 
American Paper & Pulp Association, the National Paperboard Asso- 
ciation, and the United States Pulp Producers’ Association for mak- 
ing available the results of their 1956 industry capacity surveys for 
use in this report. Mr. John H. Vogel, economist for the American 
Paper & Pulp Association; Mr. Alvin A. Newburg, statistician for the 
National Paperboard Association; and Mr. Charles J. Carey, assist- 
ant to the executive director of the United States Pulp Producers’ 
Association, were most cooperative in facilitating the capacity surveys. 

H. B. McCoy, 
Administrator, Business and 
Defense Services Administration. 











PULP, PAPER, AND BOARD SUPPLY-DEMAND 
Supply Estimates to 1959—Demand Projections to 1965 


I. InrTRopucTION AND SUMMARY 


This report has been prepared at the request of the chairman, Sub- 
committee on Commerce and Finance of the Committee on Interstate 
and Foreign Commerce, House of Representatives, in accordance 
with a letter dated May 3, 1956, addressed to the Secretary of Com- 
merce. 

PURPOSE AND OBJECTIVE OF STUDY 


The Subcommittee on Commerce and Finance requested the De- 
partment of Commerce to prepare a study on the demand for and the 
supply of various grades of paper, and to consider carefully the supply 
of raw materials and the channeling of such supply into different 
grades of paper. ¢ 

While this request was concerned with the availability of newsprint 
and other printing papers, this study necessarily had to be broader 
in scope because of the fact that the raw materials and production 
facilities used in the manufacture of these papers may frequently be 
used for other types of end products. Consequently, the supply- 
demand relationship for all major grades of paper and board had to 
be analyzed in order to give a reasonably accurate picture of any 
particular segment. This necessitated evaluating both domestic and 
foreign demands on United States production and to appraise the 
availability of imports to United States consumers. 

This report, therefore, develops and appraises (1) basic statistical 
data on capacity, production, exports, and imports; (2) projected 
domestic demand; and (3) estimated export demand and import 
supply. 

ASSUMPTIONS USED IN REPORT 


This report does not attempt to forecast definitely supply or demand 


for any particular year. Rather, the estimates of domestic demand 


are statistical projections based upon stated assumptions, while export 
demand estimates are the result of considered judgment of develop- 
ments in world markets. The assumptions and methodology used to 
project domestic and foreign demand are outlined in section IT. 

Domestic supply estimates are based on expected United States 
capacity, as outlined in section IIT, which also describes the procedures 
used to estimate import supply. Newsprint imports are given a more 
detailed analysis in section IX, 

The projections of both supply and demand should be reappraised 
periodically, perhaps at 2-year intervals, adjusting them for economic 
and technological changes at these occur. 
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PROCEDURE 


The preparation of this report involved the assembling of a wide 
range of basic data and related information from many sources, as 
outlined below: 

The Pulp, Paper and Paperboard Subdivision, Forest Products 
Division, Business and Defense Services Administration, was assigned 
the broad responsibility for the planning, correlation, and preparation 
of this study, bringing together and analyzing the information and 
data made available by various agencies and BDSA divisions. 

The Office of Business Economics, Department of Commerce, co- 
operated in preparing statistical projections of domestic demand for 
paper and board, based upon assumed levels of national economic 
activity. 

The Bureau of the Census compiled data on raw material consump- 
tion in the domestic manufacture of primary grades of paper and board, 
basing this compilation upon the detailed data in the 1954 census of 
manufactures. 

Industry divisions of BDSA, representing the major industries 
consuming paper and board and dissolving woodpulp, supplied 
information on current and prospective trends, in consumption. The 
Containers and Packaging Division, the Building Materials and Con- 
struction Division, the Chemical and Rubber Division, and the 
Textiles and Clothing Division, in particular, assisted in several phases 
of this study. 

To the Printing and Publishing Subdivision, Forest Products 
Division, was assigned the particular responsibility of analyzing 
factors affecting future domestic demand for newsprint and other 
printing papers. 

With the assistance of the Department of State and the Foreign 
Service of the United States, a world survey of newsprint capacity, 
production, imports, exports, and consumption was completed late 
in 1956. 

The Forest Service, United States Department of Agriculture, 
supplied the statement regarding pulpwood timber resources. 

‘he American Paper & Pulp Association and the National Paper- 
board Association conducted an up-do-date survey to obtain a 
realistic estimate of paper and paperboard production capacity. The 
findings of this capacity survey were made available to the Depart- 
ment of Commerce for this study. The United States Pulp Producers 
Association supplied the woodpulp capacity data used in this report. 

The complicated nature of the statistical compilations and analysis 
pertaining to the basic and projected data, gathered from many 
sources, suggested the desirability of reviewing a preliminary draft 
of this study with carefully chosen industry advisory committees. 
These committees were established by the Department under criteria 
assuring balanced representation among large, medium, and small 

roducers and consumers, as well as product and regional groups. 

he two committees established were: The Pulp, Paper and Board 
Consumers Supply-Demand Industry Advisory Committee, and the 
Pulp, Paper and Board Producers Supply-Demand Industry Advisory 
Committee. 

A task group from the two committees, composed primarily of com- 
pany marketing executives or economists, met with Department of 
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Commerce officials on December 4, 1956, to review the scope and 
mechanics of this study. Their recommendations and observations 
were taken into account with particular regard to the statistical pro- 
jections of domestic demand for paper and board by major grade 

ups. A proposed final draft was reviewed as follows: 

With the Producers Committee on April 23, 1957. 

With the Consumers Committee on May 2, 1957. 

Minutes of the three above-mentioned meetings appear in the ap- 
pendix of this report. 


TERMINOLOGY AND PRINCIPAL QUALIFICATIONS 


The term “net demand” used in this report means domestic 
demand plus export demand, minus import supply. Thus “net de- 
mand” is synonymous with “required United States production.” 

Future domestic demand figures were derived from economic correlation 
projections and do not represent precise oe for any particular year. 

export demand and import supply estimates were based upon 
historic foreign-trade trends and practical competitive considerations. 

Projections of annual net demand for domestically produced pulp, 
paper, and board have been made only for 1958, 1960, and 1965. = 
the case of newsprint, however, demand estimates also include 1957 
and 1959. 

United States paper and board capacity data used in this report are 
on two bases: One, capacity representing full, practical, possible out- 

ut based on an assumed all-out demand and adequate raw materials, 
abor, and operating supplies, which is identified in this report as 
“indicated maximum’ capacity; and secondly, the historical or 
traditional capacity basis. 

The indicated maximum capacity establishes an entirely new con- 
cept of paper and board capacity. It is therefore extremely import- 
ant to relate projected data to the 1955 and 1956 ratios of production 
so as to properly interpret the estimated capacity for future years. 

The historical and traditional capacity is based on 310 days a year 
for paper (except newsprint), 310 days for building papers, 312 days 
for building boards, and 313 or 314 days for paperboard. Newsprint 
capacity prior to 1952 was on the basis of 310 days a year, but since 
1952 is based on each company’s prevailing operating schedule in the 
form of days per year. 

The new capacity survey for 1957, 1958, and 1959 was conducted 
in late 1956, and the results tabulated as of March 1, 1957. Since 
then some pulp, paper, and board companies have announced de- 
celerated expansion programs. 

Domestic pulp, paper, and board capacity estimates have been made 
by years through 1959. There is no realistic basis for obtaining capac- 
ity estimates for 1960 or ensuing years. For 1958 and 1959, on both 
the indicated maximum and historical bases, two capacity series are 
shown for paper and board: (1) Committed-current capacity plus 
capacity under construction or definitely scheduled; and (2) com- 
mitted and proposed-committed plus proposed capacity under con- 
sideration as of March 1, 1957. 

Woodpulp capacity historically has been full, practical output under 
conditions of all-out demand, similar to the indicated maximum basis 
for paper and board used for the first time in this report. 
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‘“‘Net demand” for domestically produced woodpulp was calculated 
by adding estimated woodpulp exports to estimated woodpulp require- 
ments for United States paper and board production and estimated 
requirements for nonpaper uses, and subtracting anticipated wood- 
pulp imports. Woodpulp and other fiber furnish requirements for 
expected United States paper and board production in 1958, 1960, 
and 1965 were calculated from the ratios derived from the detailed 
1954 census data. Growth-trend ratios up to 1965 were made by 
adjusting the 1954 ratios according to industry expectations. 

Estimates of newsprint consumption (demand), production potential 
(capacity), and exports and imports were made for 1956 through 1959. 

s an important international commodity, newsprint is sensitive to 
fluctuations in world demand and supply. Therefore, a new, compre- 
hensive world survey was conducted, covering 74 countries including 
Canada and the United States. 


SUMMARY 


1. In 1965 the estimated United States net demand for paper and 
board will total 43,800,000 tons, an increase of 40 percent over 1956 
roduction of 31,336,000 tons. Increases in expected 1965 net demand 
by grade groups of paper and board, compared with 1956, are expected 
to vary, as shown in table 1. Actual United States paper and board 
production for 1955 and 1956 as compared with net demand for 1958 
and 1960 is also shown in table 1. 

2. On the indicated maximum basis, total United States committed 
paper and board annual capacity should reach 39,700,000 tons in 1959, 
compared with the corresponding 1956 capacity of 34,095,000 tons, an 
increase of 16.5 percent. On the historical basis, 1959 committed 
annual capacity would be 37 million tons, an increase of 16 percent 
over the corresponding 1956 capacity. Expansions in capacity, by 
grade groups, are shown in tables 2 (indicated maximum basis) and 
table 3 (historical basis). 

3. For 1958, United States paper and board committed capacity is 
expected to total 38,800,000 tons on the indicated maximum basis, or 
36,100,000 tons on the historical basis, compared with net demand 
(required production) of 34 million tons. 

On the indicated maximum capacity basis, the ratio of estimated 
production (net demand) to capacity would be 87.6. In 1955 and 
most of 1956 when a very strong demand existed for the products of 
the United States paper and board industry the comparable ratios 
of production to capacity were 92.7 in 1955 and 91.9 in 1956. 

Using the historical capacity basis, the 1958 ratio of estimated 
production (net demand) to capacity would be 94.2 as compared with 
98.7 in 1955 and 98.2 in 1956 (see tables 4 and 5). 

While similar ratio comparisons are not available for 1957 and 1959 
relative to net demand (required production) compared with indicated 
maximum capacity and the historic capacity, approximate relation- 
ships between capacity and net demand may be noted from chart 1. 

4. World newsprint demand in 1959 is expected to total 14,900,000 
tons compared with a production potential of 16,300,000 tons. Begin- 
ning in 1957 there is expected to be a growing cushion of supply in 
excess of world demand as shown in table 6. 

5. United States newsprint consumption demand is expected to 
rise to 8,250,000 tons in 1965, compared with 6,800,000 tons in 1956, a 
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gain of 21.3 percent. For 1957, 1958, and 1959 a growing margin of 
supply over demand is indicated. During these 3 years United States 
newsprint capacity increases are expected to more than meet the 
growth in domestic demand, with the result that newsprint imports 
into the United States may decline in this period (see table 6). 

6. Net demand for wood pulp produced in the United States in 
1965 is estimated to total 32,400,000 tons, an increase of 46.5 percent 
compared with production of 22,121,000 tons in 1956. Increases 
expected in 1965 net demand for wood pulp as compared with 1956 
vary according to grade group, as shown in table 7. This table also 
shows actual production for 1955 and 1956 and net demand for 1958 
and 1960. 

7. Domestic wood pulp production capacity is expected to total 
28,900,000 tons in 1959, an increase of 19.4 percent over 1956 capacity 
of 24,198,000 tons. Annual woodpulp capacity by years, from 1955 
to 1959, is shown in table 8. 

8. For 1958, United States wood pulp capacity is expected to total 
28,200,000 tons compared with net demand of 23,900,000 tons on the 
growth-trend basis. The ratio of production to capacity in 1958 
would be 84.8. In 1955 and 1956, when a heavy demand existed for 
United States produced wood pulp, the production ratios to full capac- 
ity were 92.6 in 1955 and 91.4 in 1956. (See table 9.) An approxi- 
mation of the production-capacity ratios by years for 1955 to 1959 
may be noted from chart 3. 

9. United States total woodpulp consumption in paper and board 
manufacture and in nonpaper uses for 1965 is estimated at 34 million 
tons, an increase of 42 percent over actual 1956 consumption of 
23,839,000 tons. Paper-grade wood pulp consumption for 1965 is 
shown at 32,300,000 tons, a gain of 40.3 percent over 1956; dissolving 
wood pulp for 1965 is estimated at 1,700,000 tons, an increase of 81.6 
percent over 1956. Table 10 shows woodpulp consumption by 
grade groups, for 1955, 1956, 1958, 1960, and. 1965. 

10. Consumption of pulpwood by the pulp industry is estimated to 
total 52,800,000 cords in 1965, a gain of 47 percent over the 35,755,000 
cords used in 1956. Comparable data for 1955, 1956, 1958, 1960, 
and 1965 are shown in table 11. 

11. Wastepaper consumption by 1965 is expected to total 11,600,000 
tons, a gain of 31 percent over the 8,861,000 tons used in 1956. Con- 
sumption of other fibrous material in 1965 is estimated at 1,700,000 
tons compared with 1,263,000 tons in 1956, an increase of 34 percent. 
Waste paper and other fibrous material requirements for United States 
paper and board production in 1955, 1956, 1958, 1960, and 1965 are 
summarized in table 11. 

12. With present trends in forestry, existing supplies of standing 
timber in the United States plus prospective growth appear adequate 
to supply increased demands for pulp and paper. 

Notse.—All projected figures in this summary and the accompanying 
tables have been rounded to the nearest 100,000 tons and differ to 
that extent from the supporting data appearing elsewhere in this 
report. Details may not add to totals because of this rounding. 
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TABLE 1.—Paper and board—United States production— Actual 1955 and 1966; 
required 1958, 1960, 1965 





[Thousand short tons 
Net demand (required 
Actual United States pro- | Percent 
Grade duction) increase, 
1965 over 
1956 
Total paper and board.._..............-..-...| 30,141 39.8 
TORE so dtindsics iewmabieconbcbdm cetindadnn'bda 31.7 
NS. ali nissan Sinienigeinmss dheoertil 67.2 
I I aiiiisin inca no ciub doweséineoesey 19.6 
I aka kb iicks édcccianssthronicmie agents 24.6 
Coarse and special industrial papers_..........-- 27.6 
Sanitary and tissue papers..............-..-.--- 45.7 
Total paperboard ---.- cihnaubtiawnirennatipamarapeail 46.5 
Cees i520. 5s ...2 Sai 35. 5 
Bending board (except special food board) 31.5 
eae Ree WONG oss sa aca ncck cu dedeubkede 146.8 
Nonbending board and other paperboard -- ._--- 43.7 
Total building paper and board_................-..- 47.9 
Building — it ca ndins Sande wn ds Se eae ae 60.5 
I oni ab b enichintntinctithst soonnepisek 37.6 





1 For analysis of 1956 printing paper production and consumption, see Sec. II— Analysis of Factors A ffect- 
ing Domestic Demand Trends. 

2 Special food board includes boards of same or similar furnish for other packaging uses for the years 1958, 
1960, 1965. 


NotTe.—Due to rounding, detail may not add to totals. 


Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 
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TaBLE 3.—Paper and board—United States annual capacity—Historic basis,' by 
grade groups, actual 1950-56, estimated 1957-59 

















[Thousané short tons] 
Historic 
Grade 
1950 1951 1952 1953 1954 1955 1956 
Total paper and board...| 25,309 26, 455 27, 256 28, 263 29, 349 30, 529 31. 902 
Total paper. ...-.----.-------- 10,884} 11,116] 11,430| 11,783 | 12,225| 12,557| 13,075 
Newsprint ----_....--- host spel 992 1, 050 1, 165 1,170 1, 280 1, 409 1, 625 
Printing paper............. 3, 400 3, 487 3, 517 3, 600 3, 720 3, 852 4,013 
Fine papers. --_-......--.---- 1,317 1, 322 1, 341 1, 355 1,377 1,401 1, 447 
Coarse and special indus- 
SLRS... ohn dooae 3, 823 3, 867 3, 980 4, 118 4, 189 4,172 4, 186 
Sanitary and tissue papers-- 1, 352 1, 390 1, 427 1, 540 1, 659 1,723 1, 804 
Total paperboard? __........_- 11,861 | 12,650] 12,999] 13,488| 13,961| 14,623| 15, 283 
Total building paper and board. 2, 564 2, 689 2, 827 2, 992 3, 163 3, 349 3, 544 
Building paper ih rah tel 1, 389 1, 389 1, 389 1, 405 1, 450 1, 561 1, 642 
Buildiag Dedinkn dts aoc 1,175 1, 300 1, 438 1, 587 1,713 1, 788 1, 902 
Estimated 
Percent increase, 
1959 over 1956 
1958 1959 
Grade 
1957 
com- Com- Com- Com- 
mitted Com- rr itted Com- mitted Com- mitted 
mitted and mitted and mitted and 
proposed proposed proposed 
Total paper and board...| 34,100 36, 100 36, 500 37, 000 38, 100 16.0 19.4 
Total paper. ...-.------------- 14,000} 15,000] 15,000| 15,600| 15,800| 19.3 20.8 
OND in dcemamtroeun mas 1, 900 2, 100 2, 100 2, 400 2, 400 47.7 47.7 
Printing paper___...-.-.--- 4, 300 4, 600 4, 600 4, 800 4, 900 19.6 22.1 
Te PING. siiiccnee dae dsine 1, 600 1,700 1,700 1, 800 1, 800 24.4 24.4 
Coarse and special indus- 
trial papers... -..3.....- 4, 300 4, 500 4, 500 4, 500 4, 700 7.5 12.3 
Sanitary and tissue papers_. 1, 900 2, 000 2, 000 2, 100 2, 100 16.4 16.4 
i et 
Total paperboard 2.__.._._.___. 16,300 | 17,200] 17,500 | 17,300] 18,100 13.2 | 18.4 
——$——————— ——————— a ———— —————————— 
Total building paper and board.| 3, 800 | 4, 000 4, 000 4, 100 4, 100 15.7 | 15.7 
Building paper_.......-.--- 1, 700 1,7 1, 700 1, 700 1, 700 3.5 3.5 
Building board_...........- 2, 100 2, 300 2, 300 2, 400 2, 400 26. 2 26. 2 
| 














1 Annual capacity for paper (except new a building paper and building board was compilea by add 
ing beginning and end-of-year capacity and dividing by 2, and represents 310 working days for paper ana 
building paper, and 312 days for a board. Since 1952 newsprint annual capacity represents the 
es _— schedule of individ companies. Prior to 1952 newsprint annual capacity was on a 
310-day basis. 

Annual capacity for eons, according to the National Paperboard Association, is compiled as 
follows: _ tons made divided by the time in use of the machines multiplied by 100 which represents 313 

working days. 

3 Break iown of historic capacity by grade group not available from the National Paperboard Association. 
Total paperboard includes approximately 200,000 tons per year of wet machine board. 


NoTE.—Due to rounding, detail may not add to totals. 


Prepared by Pulp, Paper and Paperboard Subdivision, r orest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 
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TaBLE 6.—Newsprint—World and United States demand and production potential, 
1955-60, 1965 


{Thousand short tons] 


























Item 1955 ! 1956 1957 1958 1959 1960 1965 
World total: 
Nee GHG... «Sc ccncescccccesenss 12, 763 | 13,657 | 14,000 | 14,400 | 14,900 (2) @) 
Production potential... .................- 12, 618 | 13,340 | 14, 500 | 15, 500 | 16, 300 ) (2) 
Indicated deficit or surplus-.-_...........-- —145 | —317 +500 |+1, 100 |+1, 400 () () 
United States: 
Estimated demand for cmaarne nt -.--| 6,484 |'6,802 | 7,000 | 7,030 | 7,180) 7, 8, 250 
Production pane. - Fo eesnttlna thst bain 1,458 |! 1,615 | 1,900 | 2,100 | 2,400| 2,475 2, 700 
Imports (estimated) _- ...--..-------| 5,159 |' 5,569 | 5,250 5,080) 4,930) 5,000 5, 700 
Exports (estimated) .................-..-- 207 1152 150 150 150 150 150 
Inventory change-.-.._.......-_- ne oaipmedind COUN EE fein 8 ano ci ann ie adhe bia 
! Actual. 
2 Not available. 


Note.—Due to rounding detail may not add to totals. 
Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 


TaBLE 7.— Woodpulp— United States production, actual, 1955 and 1956; required, 
1958, 1960, 1965 






































(Thousand short tons] 
Actual Net demand (required United States production) | Percent in- 
eee ic cet inci Mie ee 
over 1956 
1958 1960 1965 
1955 1956 | 
1954 |Growth| 1954 |Growth| 1954 |Growth| 1954 |Growth 
basis | trend | basis | trend | basis | trend | basis! trend 
basis basis basis | basis 
Woodpulp, total.__.-_| 20,740 | 22,121 | 23,800 | 23,900 | 25, 900 | 26, 200 | 31,700 | 32,400 | 43.3 46.5 
Dissolving- - ...-- 983 940 | 1,200} 1,200] 1,300; 1,300} 1,800} 1,800 | 91.5 91.5 
Paper grades, 

GONE: cicncksiees 19, 757 | 21,181 | 22,600 | 22,800 | 24,600 | 24,900 | 29,900 | 30,600 | 41.2 44.5 
Whitepulp..__.__.._. 6,622 | 7,311 | 7,800 | 7,800! 8,600 | 8,700 | 10,900 | 11,100 | 49.1 51.8 
Unbleached sulfate _.| 7,664 | 7,984] 8,400 | 8,400 | 9,000 | 8,900 | 10,700 | 10,600 | 34.0 32.8 
Groundwood_..-._.-- 2,729 | 3,022) 3,600 | 3,700) 4,100) 4,200/ 4,700| 4,800 | 55.5 58.8 
Semichemical. .-...-- 8 1,548 | 1,400; 1,600; 1,500| 1,700; 1,800/| 2,400 / 16.3 56.0 
a eaisthcndasie , 1,316 | 1,300; 1,300; 1,400; 1,400; 1,700/ 1,700 / 29.2 29.2 














Note.—Due to rounding detail may not add to totals. 
Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. S. Depart- 
ment of Commerce. 


TABLE 8.— Woodpulp— United States annual capacity, 1955-59 
(Thousand short tons] 











Percent in- 

Grade 1955 1956 1957 1958 | 1959 | crease 1959 

over 1956 
Total, woodpulp_._____-.......- 22, 407 | 24,198 | 26,200 | 28, 200 | 28, 900 19.4 
Dissolving....____. sb idaen aes. pee 1,078 | 1,119| 1,200| 1,300| 1,400 25.1 
White pulp !___. scubitvnbnahesuaa cabana 7,018 7, 665 8, 400 9, 000 9, 300 21.3 
Unbleached sulfate ctkéciglactaanal ade ates 7, 848 8, 069 8, 700 9, 400 9, 400 16.5 
CL. ss ncddvudebandbieucdbeeei aba 3,327 | 3,650 4,000 | 4,200| 4,400 20. 5 
IEE nin. ccdcadcbesdaeetereulth cin , 623 | 2,070 2, 400 2, 500 2, 600 25. 6 
pO Sa Re SE Pe x we 1, 513 1, 625 1, 600 1, 800 1, 800 10. 8 


! White pulp includes sulfite, bleached and semibleached sulfate, and soda pulp. 


NotTEe.—Due to rounding detail may not add to totals. 

Source: United States Pulp Producers Association. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 
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TABLE 11.—Fibrous materials—consumption—actual, 1955-56; estimated 1958, 
1960, 1965 


(Thousand short tons] 





Actual 


Pulpwood 
Wastepaper- 
Other fibrous material ! Rn. 


1 Includes rags, straw, cotton linters, bagasse, etc. 


Source: Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, 
U. 8. Department of Commerce. 
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CHaRT 1 


TOTAL PAPER AND BOARD 


ANNUAL CAPACITY’ VS NET DEMAND (Required U. S. Production) 
ACTUAL 1955 AND 1956 
ESTIMATED 1958—1965 


MILLIONS OF SHORT TONS 


' COMMITTED 


COMMITTED CAPACITY 
ON INDICATED 
MAXIMUM BASIS 


COMMITTED CAPACITY OW 
HISTORICAL BASIS fo” 
\ -* y o” 


¢ 
” 
es 
e WET DEMAND 


( REQUIREDY. S. PRODUCTION) 


1955 


PREPARED BY THE PULP, PAPER AND PAPERBOARD SUBDIVISION, 
FOREST PRODUCTS DIVISION, BOSA, U.S. DEPARTMENT OF COMMERCE. 
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CHART 2 


NEWSPRINT 


ANNUAL CAPACITY’ VS NET DEMAND (Required U. S. Production) 


ACTUAL 1955 AND 1956 
ESTIMATED 1958—1965 


MILLIONS OF SHORT TONS 


1 
COMMITTED 


“WET DEMAND 
(REQUIRED U.S. PRODUCTION) 


FOR EXPLANATION OF U.S, NEWSPRINT PRODUCTION FOR 1965 
SEE SECTION IX- WORLD NEWSPRINT SUPPLY -DEMAND. 


NOTE: U.S.NEWSPRINT CAPACITY ON THE HISTORICAL BASIS IS THE SAME 
AS ON THE INDICATED MAXIMUM BASIS. 


1955 56 57 58 59 60 6! 62 63 


PREPARED BY THE PULP, PAPER AND PAPERBOARD SUBDIVISION, 
FOREST PRODUCTS DIVISION, BDSA, U.S. DEPARTMENT OF COMMERCE 








| 
| 
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CuHarT 3 


TOTAL WOOD PULP 


ANNUAL CAPACITY VS NET DEMAND (Required U. S. Production) 
ACTUAL 1955 AND 1956 
ESTIMATED 1958—1965 


MILLIONS OF SHORT TONS 
40 


¢ NET DEMAND 
(REQUIRED U.S. PRODUCTION) 


CAPACITY 


PREPARED BY THE PULP, PAPER AND PAPERBOARD SUBDIVISION, 
FOREST PRODUCTS DIVISION, BOSA, U.S. DEPARTMENT OF COMMERCE. 





93110—57-——_3 














PULP, PAPER, AND BOARD SUPPLY-DEMAND 
Il. DemANpD For Paper AND BoarpD 


DOMESTIC DEMAND 


With the cooperation of the Office of Business Economics, United 
States Department of Commerce, a careful analysis was made of 
general economic trends as a guide in determining potential domestic 
demand for the major grade groups of paper and board.' The Office 
of Business Economics made numerous correlation analyses to deter- 
mine the closest relationship of the industry data with general eco- 
nomic benchmark data. 

As indicated in the minutes of the task group Industry Advisory 
Committee meeting on December 4, 1956 (see appendix), trends and 
developments as anticipated by industry were taken into account in 
reviewing the correlation projections. Since the projections of 
domestic demand shown in this report are based largely upon relation- 
ships that existed in previous years, they are subject to modification as 
a result of future changes not anticipated on the basis of past history. 
Such changes could significantly alter the relationships on which 
these projections were premised. Some of the more notable develop- 
ments, apparent at this time, which might affect future domestic 
demand trends, are reviewed later in Section II (2): Analysis of Factors 
Affecting Domestic Demand Trends. 


(1) Long-term projections of domestic demand for major grade groups of 
paper and board 

(a) Basis for demand projections.—Projections of domestic demand 
for the major grade groups of paper and board for the years 1958, 
1960, and 1965 are shown in table 12. These were made on the basis 
of the following considerations: 

First, projections were made of the level of general economic 
activity as measured by gross national product—the output of all 
goods and services in the economy; real disposable income—an overall 
measure of real purchasing power; and industrial production—an 
index of the output of the manufacturing and mining industries. 

On the basis of past relationships shown between changes in 
domestic demand for each grade group of paper and board and changes 
in the most relevant general measure of economic activity, it was 
possible to project demand for paper and board. 

(6) Basic assumptions and general approach in projecting economic 
activity—The basic overall measure of economic activity projected 
was the gross national product. Projections of GNP for 1958, 1960, 
and 1965 were based on Bureau of the Census estimates of the labor 
force published in the October 1956 Current Population Reports, 
series P-50, No. 69, page 12, table 2. The labor-force projections 
assume the extension of the average annual rates of change in the 
labor force participation rates (employment proportions in the labor 
force) from 1950 to 1955. It was also necessary to make other explicit 
assumptions in arriving at GNP projections. Briefly, they are as 
follows: A rate of unemployment equivalent to 4 percent of the 
labor force—about the same as the average for 1956; a gradual reduc- 
tion in agricultural employment consistent with past trends; a con- 
tinuation of the rise in the trend of the ratio of private nonagricultural 


1 The term “board’’ used in this report encompasses the various grades of paperboard as well as vegetable- 
fiber building boards. 
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GNP to persons engaged in nonagricultural employment, consistent 
with past developments. This has amounted to an annual rate of 
increase of 1.5 percent in the past several decades. 
On the basis of these assumptions, the GNP was estimated to be 
as follows: 
Gross national product 


[In billions of 1956 dollars] ! 


1066. ..ui2..-.--..- ns uin ons - denne ~aewee gases heitd eins haere oe 412. 4 
DMG niet nw me sin. 9s to 9, — sierie en cepa sgt ipa eais eaiiaienad aaa 4 
LER ne omen ow tne ne ns ae ge = ne a eeaae ee Melee ee eee aa ne 465 
I0G8 . oh sl ose. Seen dae eek ens eee e ene eee 540 


The 1965 projection is about 30 percent above 1956. This is 
equivalent to an average annual increase rate of 3 percent, which is 
consistent with the growth trend for the past 50 years, taking into 
account only peacetime high-employment years. 

The GNP projection is used as the basis for projecting the other 
general economic measures. To arrive at the projection of real 
disposable income, a relationship was established between the real 
disposable income and the GNP in 1956 dollars for the period 1929 
through 1956. On the basis of this relationship, the following are 
the projected values of real disposable income: 


Real disposable income 
[In billions of 1956 dollars] 


BOL cdo dddss <eRRaG=< si). ited sb - eee on eee Sees beeen 287 
LOGS. nos <n cnpenee-hss nena tcn= he eseient clean oan 300 
IOs can ne—> aden ananteensmecn-<saudua ong s geen e ae 315 
WOO en SSeS Ss. Se eae ee 365 


Similarly, on the basis of a relationship developed between the index 
of industrial production and GNP for the postwar years, projections 
of industrial production were made, using the projected GNP given 
above. The following represent the projections of the Federal Reserve 
Board industrial production index: 


Index of industrial production 


[1947-49 = 100] 
Bi n<64- <2 9nn 520045" bn= 9s shenees eee ene anon enna 142 
BOD 3 on nnn nn Se eens cohen bee ednasepul ve eses sl cae ene 153 
NOOO. bse Us Od. Se es ee 163 
RG eeu dawns sso nd na vibe lvun sciasilteny > welthis inne steenenmnceienntel 192 


(c) Domestic demand projections of paper and board by grade groups.— 
Eleven grade groups of paper and board were projected for the period 
ahead. In each case the procedure used in making the estimates 
was as follows: 

Using past experience, a relationship was established between 
changes in the apparent domestic consumption for a particular grade 
group of paper or board and real dis oul income or industrial pro- 
duction. In the case of special food board, however, no satisfactory 
relationship was found to exist. Also, the period involved in the 
= experience was relatively short. The projection, therefore, was 

ased on the extrapolation of the recent trend. 

In developing the relationships for the various —_ oups of 
paper and board, different time periods were used. The relationship 
was developed by excluding the wartime period, when there were 
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abnormal restrictive measures in effect. In defining the relation- 
ships, particular attention was given to the evidence of high-employ- 
ment years, since the period of projection is assumed to be one of 
essentially high-level economic activity. 

The charts which accompany this report show the historical data 

for each grade group of paper or board and the projections as derived 
from the vahpiGediige with forward estimates of real disposable 
income or industrial production referred to above. The projections 
of domestic demand were carefully reviewed and refined after the 
preliminary discussions with the Industry Advisory Committee task 
group. 
(d) Observations regarding the relationships——The nature of the 
relationship between consumption and the economic factors chosen 
varied from product to product. In general, however, evidence of 
strong positive correlation was indicated and gave considerable reli- 
ability to the projections finally derived. This was especially true 
of broad overall groups which are less subject to short-run aberra- 
tions because of the operation of special factors. A brief summary 
of the relationships obtained follows: 


(In each of the formulas that follow, Y is consumption in 
thousands of short tons, I is disposable personal income in 
billions of 1956 dollars, and P is the Federal Reserve Board 
index of industrial production (1947-49= 100).) 


Newsprint.—Consumption in this case was related to real disposable 
personal income over the period 1929-56. The years 1941 to 1947, 
inclusive, were omitted, because of effects of wartime conditions. 
The relationship between the variables, over the period used, was 
close. The formula derived was 


log Y=1.841+.810 log I. 


This formula indicated that consumption of newsprint is moderately 
sensitive to changes in real disposable income. Over the period 
considered, an increase (or decrease) in income of 10 percent tended 
to be associated, on the average, with an 8-percent increase (or de- 
crease) in the consumption of newsprint. ‘The projected demand for 
8,250,000 tons of newsprint in 1965 implies an average rate of increase 
in consumption over the period 1955 to 1965 of 2.5 percent per year. 

Printing papers (except newsprint).—Consumption of printing papers 
was related to the FRB index of industrial production (1947-49= 100). 
The years included in the relationship were 1936-55, excluding the 
war years 1942-45 and 1952 and 1953. The relationship between 
variables over the interval used was close. The formula derived was 


log Y=1.980+-.754 log P. 


From this formula it may be noted that consumption of printin 
paper does not respond strongly to changes in the index of industria 
production. Over the period used, an increase (or decrease) in indus- 
trial production of 10 percent is associated, on the average, with a 
7.5-percent increase (or decrease) in consumption of printing paper. 

The projected demand of 5,035,000 tons of printing papers in 1965 
implies an average rate of increase over the period 1955-65 of 2.6 per- 
cent per year. 
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Fine papers.—Consumption of fine papers was related to real dis- 
posable personal income over the period 1929-56. War years were 
omitted. While the general correlation between the variables over 
the period covered was strong, fine-paper consumption showed a 
fairly erratic year-to-year movement relative to general economic 
factors. The formula derived was 


log Y=.623+-1.042 log I. 


Here it is noted that in general fine paper consumption responds 
more strongly to changes in real disposable income. Over the period 
utilized an increase (or decrease) in disposable income of 10 percent 
was associated, on the average, with close to a 10% percent increase 
(or decrease) in consumption of fine papers. The projection of 
demand for 1,965,000 tons of fine papers in 1965 implies an average 
rate of increase over the period 1955-65 of 3.3 percent per year. 

Coarse and special industrial papers —Consumption of coarse paper 
and special industrial papers was related to the FRB index of indus- 
trial production (1947-49=100). In the relationship derived, the 
years 1942-45 inclusive were omitted, and the years 1929 and 1938-40 
inclusive were given less weight because of apparently unusual factors 
operating in those years. The relationship between the variables over 
the interval used was moderately close. The formula derived was 


log Y=1.843+.838 log P. 


From this formula it is seen that the consumption of coarse and 
similar papers is moderately sensitive to changes in industrial produc- 
tion. Over the period an increase (or decrease) of 10 percent in indus- 
trial production was associated on the average with an increase (or 
decrease) of less than 8% percent in coarse paper consumption. 

The projection of demand of 5,700,000 tons of coarse and special 
industrial papers in 1965 implies an average rate of increase over the 
period 1955-65 of 3.0 percent per year. 

Sanitary and tissue papers.—Consumption of sanitary and tissue 
papers was related to real disposable personal income. In the rela- 
tionship derived, the years 1942-45 inclusive were omitted. Also 
either omitted or given less weight in the analysis because of different 
economic factors operating in those years was the period 1929-37 
inclusive. The relationship between the variables over the interval 
used was quite good. The formula derived was 


log Y=.278+-1.441 log I. 


From this relationship it is noted that consumption of these paper 
grades is very sensitive to changes in real disposable income. Over 
the period considered an increase (or decrease) of 10 percent in dis- 
posable income was associated, on the average, with an increase (or 
decrease) of nearly 14% percent in consumption of sanitary and tissue 
paper. 

he projection of demand of 2,600,000 tons of these paper products 
in 1965 implies an average rate of increase of 4.0 percent per year 
over the period 1955-65. 

Container board.—Consumption of container board was related to 

real disposable personal income. In deriving the relationship, the 
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om 1942-46 inclusive and the period prior to 1935 were omitted 
ecause of the essentially different character of the movement of 
consumption indicated in these years. The general relationship 
derived, however, seemed quite reliable in the immediate prewar 
and the postwar period except for the few years noted. The formula 
derived was 


log Y=.846+ 1.235 log I. 


™ From this relationship it is seen that the consumption of container 
board shows a strong response to changes in real disposable income. 
Over the period considered an increase (or decrease) of 10 percent in 
disposable income was associated, on the average, with an increase 
(or decrease) of 12.4 percent in the consumption of container board. 

The projection of demand of 10,230,000 tons of container board in 
1965 implies an average rate of increase of 3.4 percent per year over 
the period 1955-65. 

Bending board (except special food board).—Consumption of bending 
board was related to real disposable income. In deriving the relation- 
ship used, the years 1942-45 inclusive and 1929-31 inclusive were 
eliminated as being different in character from the remainder of the 
period. The years 1941, 1947, and 1952 were given smaller weight 
because of special influences. The general relationship between the 
variables over the period used was close. The formula derived was 


log Y =.870+ 1.054 log I. 


From this relationship it is noted that consumption of bending 
board tends to respond proportionately to changes in disposable 
income. Over the period considered, an increase (or decrease) of 10 
percent in income was associated, on the average, with a 10% percent 
increase (or decrease) in consumption of bending board. 

The projection of demand for 3,725,000 tons of bending board in 
1965 implies an average rate of increase of 3.1 percent per year over 
the period 1955-65. 

Special food board including boards of same or similar furnish for 
other packaging uses.—In this case, as already indicated earlier, it was 
not possible to obtain a satisfactory relationship that could be con- 
sidered reliable, in part because of the short historic period for which 
the data are available. Therefore, the projections were based on an 
extrapolation of the recent trend in consumption. Bleached chemical 
pulpboards which are used in the packaging of other products are 
included in this group. The trend derived was 


log Y=3.021+-.043 (year 1954). 


The rate of growth in consumption of special food board in recent 
years has been very substantial from 1948 to 1956—the average annual 
rate of increase has been about 14 percent. The projected demand 
for 3,120,000 tons of special food board in 1965 implies an average 
rate of increase of a little under 10% percent per year over the period 
1955-65. 

Nonbending board and other paperboards.—Consumption of non- 
bending and other paperboards was related to the FRB index of 
industrial production. Usable data were not available prior to 1937. 
In deriving the relationship, 1942—45 inclusive and 1952 were omitted 
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from consideration. The relationship between the variables over the 
period used was moderately close. The formula derived was 


log Y =1.360+.955 log P. 


The formula indicates that the sensitivity coefficient is slightly 
less than one, an increase (or decrease) of 10 percent in the FR 
index of industrial production, being associated, on the average, with 
a 9% percent increase (or decrease) in consumption of nonbending 
board. 

The projected demand for 3,475,000 tons of nonbending and other 
paperboards in 1965 implies an average rate of increase of 2.9 percent 
per year over the period 1955-65. 

Building paper.—Consumption of building paper was related to 
real disposable personal income over the period 1936 to 1956. The 
years 1942-46 inclusive were omitted. Consumption of building 
paper appears to show rather volatile year-to-year changes as com- 
pared to general economic factors. The formula derived was 


log Y= .077+-1.273 log I. 


This indicates that consumption of building paper is in general 
strongly sensitive to income changes, a 10 percent increase (or de- 
crease) in income being associated, on the average, with a 12.7 percent 
increase (or decrease) in consumption of building paper over the 
period studied. 

The projected demand of 2,185,000 tons of building paper in 1965 
implies an average rate of increase of 3.3 percent per year in the 
period 1955-65. 

Building board—Consumption of building board was related to 
real disposable personal income. Comparable data are not available 
for years prior to 1942. While some erratic movement is shown in 
the immediate postwar period, the relationship between real disposable 
income and consumption of building board has been stable since 1950. 
The formula derived was 


log Y =.098+- 1.272 log I 


This relationship indicates a high degree of sensitivity of consump- 
tion of building board to changes in real income. Over the period 
covered, an increase (or decrease) of 10 percent in real disposable 
personal income was associated on the average with an increase (or 
decrease) of 12.7 percent in consumption. 

The projected demand for 2,275,000 tons for building board in 
1965 implies an average rate of increase of 3.5 percent per year over 
the period 1955-65. 

Total paper and board.—Table 12 gives the projections for each 
grade group of paper and board to 1958, 1960, and 1965, and also 
shows the average percentage rate of growth compounded annually 
for the 10-year period 1955 to 1965. 

In order to develop some independent check on the specific projec- 
tions derived for each grade group, overall relationships were also 
developed for total paper, total paperboard, total building paper and 
board, and the grand total of paper and board. These overall demand 
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relationships were used to check against the corresponding aggregate 
projections. Table 13 shows clearly that these comparative total 
relationships were very close. 


TABLE 12.—Paper and board, United States apparent consumption, 1955-56 and 
projected demand, 1958, 1960, and 1965 


(Thousands of short tons] 


Apparent con- Projected demand Average | Average 

sumption ! annual rate of 
Item percent | increase, 
devia- | percent, 

1955 1956 1958 1960 1965 tion 2 1955-65 





Total paper and board_._-........- 34, 839 | 36,233 | 38,440 | 40,810 | 48, 560 2 3.4 
Re ee ote 17,809 | 19,008 | 19,545 | 20,530 | 23, 550 2 2.6 
eae 6,484 | 6,802] 7,030] 7,325 | 8,250 3 2.5 
Printing papers. ..........-.-...----. 3,910 |24,274 | 4,235] 4,445] 5,035 3 2.6 
a teins Dadam 1,422 | 1,574] 1,600| 1,685} 1,965 6 3.3 
Coarse and special industrial papers._| 4,230 | 4,581 | 4,720] 4,975] 5,700 4 3.0 
Sanitary and tissue papers. -_--......- 1,762 | 1,777 | 1,960 | 2,100} 2,600 3 4.0 
Total paperboard...........--..-.-----.- 13,838 | 14,192 | 15,420 | 16,585 | 20,550| 5 4.0 
CT IE oo cadcasccn concedes 7,347 | 7,622 8,035 8,530 | 10,230 5 3.4 
IN ois ou geedinwienad 2,735 | 2,843 | 3,030} 3,185 | 3,725 3 3.1 
Kee en re Gi ce ee 1,156 | 1,256] 1,560] 1,900] 3,120 (5) 10.4 
onbending and other paperboard_..} 2,600 | 2,471 | 2,795 | 2,970) 3,475 7 2.9 

fotal building paper and board--_--...._- 3,192 | 3,033 | 3,475 | 3,695 | 4,460 4 3.4 
SE IO inc nanthtaddaantosll 1,582 | 1,363 1,700] 1,805] 2,185 5 3.3 
Dullsing OOM... - occ lss skies 1,610 | 1,670 | 1,775 | 1,890] 2,275 4 3.5 


1 Apparent consumption equals production plus imports minus exports, and with the exception of news- 
print, is unadjusted for inventory changes. 

2 These percentages represent the average difference (plus or minus) between actual data and data calcu- 
sated from the regression formulas for the periods covered in developing the formulas, 

3 For analysis of 1956 printing paper consumption, see sec. II, Analysis of factors affecting domestic de- 
mand trends. There was some evidence of inventory replenishment in 1956. 

My ay food board includes boards of same or similar furnish for other packaging uses for 1958, 1960, 
an 5. 


5 No percent deviation available as historic data not sufficient for developing a regression formula. 


Source: Apparent consumption, Bureau of Census. Projected consumption and average rate of increase, 
Office of Business Economics, U. 8. Department of Commerce. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. S. De- 
partment of Commerce. 


TaBLEe 13.—Paper and board—comparison of projected totals with sum of grade 
group totals, 1958, 1960, 1965 


(Thousand short tons] 


Item 1958 1960 1965 

Total paper and board: y 

IID. ose nes tnin cnibiowor slain ell Gisesaeseianaelaenia ! 38, 440 40, 810 48, 560 
we AIOE WII on ona pee cicecw ssn cnsdeurddecadiiditnhicn 38, 550 40, 830 48, 310 
Total paper: ' 

SE I os cnarcivnn higaingneignn dneibherdiresneanueeiickts 19, 545 20, 530 23, 550 

UE go) Sho SS sbCl ok nen odin nsundcidsdnnGied 119, 500 20, 450 23, 600 
Total paperboard: 

a aaa btm nneemnaeinnrenesnecaee 15, 420 16, 585 20, 550 

ik od 6 ah ed duc anieapachinhhdnpieaod ! 15, 630 16,7 20, 140 
Total building paper and board: r 

EEE ST BOD OPO. wis. ~ hh he cdcbb benticunsdadets 3, 475 3, 695 4, 460 

la eae & 3, 470 3, 680 4, 395 


Source: Office of Business Economics, U. 8. Department of Commerce. 
Prepared by Pulp, Paper, and Paperboard Subdivision, BSDA, U. S8.,Department of Commerce, 
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(2) Analysis of factors affecting domestic demand trends 


Trends and developments based on industry experience and judg- 
ment were given weight in developing the statistical correlation projec- 
tions. However, for those particularly interested in individual grades 
of paper or board, adjustments could be made in accordance with 
personal judgment or estimates of expected trend factors and evaluation 
of competitive conditions in various areas. 

In the 2 or 3 decades preceding 1950, the rapid, continued growth 
in consumption and production of paper and board were partly the 
result of the penetration of markets formerly supplied by other 
materials. Conversely, in more recent years, the introduction of 
various plastics, foils, and films has brought about increasing competi- 
tion. Fortunately, from the standpoint of the paper and board in- 
dustry, many of these new competitive materials have witnessed what 
might be termed a “marriage” with paper and board. This has 
resulted in combinations (including laminations, coatings, and im- 
pregnations) of these materials with paper and board in end-use 
applications. 

Historically, the paper and board industry has been progressive in 
manufacturing and chemical research but only in the last few years 
has it intensified market research programs. Now, nearly every 
important company is conduciting new product research and analysis 
of new applications and technological improvements for paper and 
board, Through interrelatéd research with many other industries, 
numerous improvements in the-properties of paper, board, and their 
products have been and are being developed, thereby broadening the 
already extensive areas of consumption. 

In terms of total production and consumption of paper and board, 
the industry believes that for such market outlets as may diminish 
through competition with other materials there will be equivalent or 
perhaps even greater offsetting factors in terms of new applications 
and new uses. Thus, the.industry as a whole continues to be optimis- 
tic, expecting a steady growth upward during the next decade. 

The following observations apply to recent, current, and pros- 
pective factors affecting future demand trends: 

Newsprint.—As computed by the Pulp, Paper, and Paperboard 
Subdivision, Forest Products Division, BDSA, apparent United States 
newsprint consumption for 1956 was 6,802,239 tons. ‘This computa- 
tion is based on United States production, plus imports, minus exports, 
as reported by the Bureau of the Census, adjusted to changes in pub- 
lishers’ inventories reported by the American Newspaper Publishers’ 
Association (ANPA), and mill stocks reported by the Newsprint 
Service Bureau. 

As computed by the ANPA, 1956 apparent newsprint consumption 
was 6,899,021 tons. The ANPA arrives at this figure as follows: 

Add— 

Inventories at beginning of year (ANPA data). 

Imports from Canada (as reported by Newsprint Association 
of Canada). 

Shipments from United States mills to domestic users of stand- 
ard newsprint, which includes all other paper when such paper 
is manufactured and sold for regular use in the publication of 
newspapers (as reported by Newsprint Service Bureau). 
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Imports from other than Canada (as reported by the Bureau 

of the Census), 
Add or subtract— 

Difference between exports as reported by NSB and as reported 
by Census, which in effect substitutes Census export data for 
NSB data for determining tonnage of total United States pro- 
duction shipped to domestic users. 

Subtract inventories at end of year (ANPA data). 

The ANPA receives reports of actual newsprint consumption from 
1,564 newspapers. This actual consumption is divided by the total 
apparent consumption to arrive at the percentage of total newsprint 
consumed by the ANPA correspondents. In 1956 this percentage 
was 86.49 of the total. The definition of newsprint reported is paper 
used in publishing daily and Sunday newspapers, excluding roto- 
gravure but including duty-free newsprint used as rotogravure 
substitute. 

The difference in the two series of apparent consumption figures is 
brought about largely through the use of different sources of informa- 
tion on shipments to United States consumers from Canadian and 
United States mills. 

The Pulp, Paper, and Paperboard Subdivision computation of ap- 
parent newsprint consumption, the figures used in this report, is based 
primarily on Government data. 

Newspaper publishing accounts for around 90 to 93 percent of 
United States newsprint consumption. (This estimate is an adjust- 
ment of newsprint consumption data contained in the 1954 Census of 
Manufactures.) The remainder goes into Government printing, mis- 

cellaneous printing, and converting. 

Increase in newsprint consumption by newspapers is brought about 
by circulation growth and an increase in number of pages per issue. 
Circulation follows changes in adult population and individual income. 
Increase in pages per issue is brought about primarily by increased 
advertising linage, and secondarily by greater volume of editorial 
matter. 

The rate of increase in newsprint consumption has followed closely 
the growth of the national economy. 

The newspaper industry: The growth of the newspaper industry, 
if recounted in detail, would follow step by step the scope and pace of 
the social, cultural, and economic development of the United States 
and is an integral part of that development. 

Early American newspapers were brief summaries of local notices, 
long-delayed foreign dispatches, and political opinion. In 1833, the 
New York Sun announced its intention “to lay before the public, at a 
price within the means of everyone, all the news of the day and at the 
same time offer an advantageous medium for advertisements.”’ The 
newspaper industry established itself then not only as a primary source 
of current information but a major advertising medium of the time 
and has maintained that position to this day. 

The newspaper industry has kept pace with industrial expansion 
and technological developments, substituting newsprint made of 
woodpulp for newsprint made of rags, and developing typesettin 
machines and rotary presses. It broadened its news coverage an 
services through developments in communications (telephone and 
telegraph) and distribution facilities. It continues to keep step in 

the trend toward automation and improved operating techniques. 
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American newspaper publishers feel they have successfully met the 
challenges of all other media, and in 1956 accounted for 33.1 percent 
of total advertising dollar volume. The industry expects to continue 
to grow and the demand for newsprint to increase as the Nation 
reaches higher levels of population, economic activity, and intellectual 
attainment. 

Traditionally, newspapers do not operate at full press capacity on 
a day-to-day Cinaks but maintain sufficient reserve capacity to meet 
any sudden upturn in circulation or in editorial or advertising needs. 
To fulfill its obligations to readers and advertisers and provide a 
cushion for emergencies, a newspaper must maintain a newsprint 
reserve. The larger newspapers endeavor to provide this reserve 
through long-term contracts with producers and by maintaining 
inventories ranging from 40 to 60 days’ supply. A satisfactory inven- 
tory level depends upon the current supply situation, seasonal de- 
mands, and other circumstances, such as distance from mill and method 
of shipment. With periodic boxcar shortages and with newsprint 
mills operating at anywhere from 1 to 4 percent above the traditional 
rated capacity to meet current demands, anything below an aver- 
age 45-day inventory level has been considered unsatisfactory by 
newspapers. 

From the standpoint of supply, the smaller publishers, who do not 
require enough newsprint to make carload contracts but who must 
purchase through jobbers, are the ones most seriously affected in a 
short-supply situation. Although newsprint prices are important to 
the small publisher, the effect of price increases is considerably greater 
on the larger publisher. 

Factors which determine newsprint consumption by newspapers are: 
Number of copies printed (circulation-frequency of issue). 
Number of pages per copy. 

Size of pages. 

In estimating the outlook for newsprint demand, it will be useful 
to analyze these factors and how they are likely to be affected by 
future developments. 

Circulation: According to Editor and Publisher, circulation for the 
1,761 daily newspapers in the United States was 57,101,510 as of 
September 30, 1956, a gain of 1.7 percent over 1955. Circulation for 
the 546 Sunday papers reached 47,162,246, a gain of 1.54 percent over 
1955. Although weekly newspapers are estimated to account for only 
1.5 percent of total newsprint consumption, this estimate may be sub- 
ject to revision upward. <A report by Weekly Newspaper Representa- 
tives, Inc., on 8,678 of the 9,381 weeklies in the United States showed 
1956 circulation to be up 6.5 percent over 1955. 

Newspaper circulation depends largely upon adult population and 
individual or family income. It is affected by the shifts of population 
from rural to urban areas, and from the city to the suburbs. The re- 
cent rate of circulation growth of metropolitan papers has been less 
than that of suburban and small city papers, because of the flow of 
people from cities to these areas and the pull of local news and adver- 
tising. It is believed that these shifts will eventually balance out and 
that circulation generally will keep pace with adult population growth 
and rise of individual or family income. 

Increases in subscription rates tend to depress circulation tempo- 
rarily, but in most cases circulation improves as income levels rise, 
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particularly in one-paper families. In two-paper families, price rises 
tend to focus attention on family budgets and often lead to the elimina- 
tion of one newspaper. 

The percentage of adults (21 years and over) to total population is 
beginning to show a steady increase. In 1956 the ratio of circulation 
to adult population was 55.2 percent, or more than 1 paper for every 
2 adults. This ratio of circulation to adult population may be ex- 
pected to increase as more families move to Tigher social, cultural, 
and financial levels, buying not just 1 but 2 or even 3 papers, espe- 
cially when each serves a particular purpose. 

A survey of consumer expenditures made in 1950 by the Bureau of 
Labor Statistics (by commodity, by area, and by income group) 
showed that approximately 91.5 percent of United States family units 
and unrelated individuals bought newspapers. The survey showed 
that 81.8 percent of family units with incomes up to $3,000 spent an 
average of $16.04 a year for newspapers. It is estimated that total 
annual expenditures for newspapers in this income bracket would pro- 
vide 54 percent of the group with a 5-cent daily and 15-cent Sunday 
paper. In the $10,000-and-over income group, 99.2 percent of family 
units spent an average of $38.56 a year for newspapers. 

Pages per issue: Of the three factors determining newsprint re- 
quirements, the number of pages per issue is the most susceptible to 
change. 

It is necessary that newspapers maintain a nice balance between 
editorial content and advertising linage for the reason that the major 
portion of a newspaper’s revenue (71 percent according to the 1954 
Census of Manufacturers) is derived from adv ertising, and its value 
as an advertising medium is gaged by the size of its circulation. 
Although advertising in itself sometimes tends to increase readership, 
editorial content must be of sufficient scope and appeal to attract and 
hold readers. 

Since 1950, paid linage in newspapers of 100,000 and higher circu- 
lation has ranged from 58.3 percent of total linage to around 60 per- 
cent in 1955 and to 61.5 percent in 1956. These proportions can be 
varied without changes in paging, but to sustain reader interest and 
to balance editorial and advertising linage, it is not considered likely 
that editorial content, generally, will vary widely from its present 
level. Advertising linage, therefore, can be considered a major 
determinant of paging. 

Page size: Because of increased cost of newsprint and in the interest 
of economy, there has been a trend toward the use of narrower pages, 
narrower columns, and narrower margins since before World War I. 

In 1917, 50.6 percent of United States newspapers were using pages 
17% inches in width. By 1951, fully 70 percent were using 16%-inch 
widths or less. By the end of 1956 a 15-inch-page width, employing 
a 60-inch newsprint roll, had been widely adopted, and indications 
point to standardization at this width. 





; 
' 
: 





SIILSIAVLS YOeVI 40 Nv3"UNE *‘29uNOSs 


Y3AO GNV OOOE $ 40 SWOON! HLIM OOO€ $ Y3SONN 3WOON! HLIM 
S3ITINVS JO LN39483d S3INIWVS JO LN3943d 


$401|0Q 840)/00 
S3!1L1ID TIVWS 


ssunens 
S31LID 3947 


OS6I—dNOUYO IWOONI AG VIYV AG 
SYadVdSMAN YOd SAYNLIGNAdXT AIWNSNOD 


g 
iS 
° 
b 
i) 
Ay 
Ay 
Pp 
D 
a 
fe 
< 
5 
fea} 
2 
of 
fa] 
Ay 
< 
ry 
3 
iv 


6. LavHO 








59 


PULP, PAPER, AND BOARD SUPPLY-DEMAND 








‘SNOINVTIZOSIN ONY ‘SH3d¥d SSINISNE ‘SNOIWOIIEGNd WYVs * (Asouyuje4d) ANI SYBLNINd *394NOS 


% 42410 4OOPjNO oIpoy saulzobow : |1OW 498419 «= Sad odsmayy 


(ZOOL «SYVTIOG NOITIW 786’6) 
9S6L-VIGAW Ad SAIYNLIGNAdXI ONISILYIAGV 


S40|}OG 4O SUOIIIIN S4D{ [OG 40 SUOIIIIW 


0% LAaVHO 


WN! SUBLNIYd ‘39NNOS 


Ov6i Scél 





(2779S 4437) 
INISILYIAOVY TWLOL 
JI0 FUVHS S.0I0VH 


(719§ 14437) 
: INISILYTIAIY TWLOL 


I uvm OOM 
ownoune (27V28 4937) 

LNIMGSMIN ONISLLUIAOY TWLOL IO we 
a0 GoIiae FTYVHS §,Y¥ISVASMIN 


(J771VIS LHO1e/) 
someone FINNIOA #07700 
Z 
[ 3) 
"30 0034 / -ONISILAIAOV YIAVASMIN 
t / 
/ 
/ 
4 


é 
a 
fa 
5 
Ps 
ie 
By 
A 
P 
M 
a 
2 
< 
S 
ra 
a 
Z 
< 
af 
& 
cy 
< 
p 
“ 
By 


SAUNLIGNAdXI ONISILYSAGV Ni SOILVA 


oos‘e eee |y 


S1DjJOG jO SUOIIIW juedsed 





Iz LavHoO 





"SOIWONOD3 SS3INISNG 4O 301440 ‘SQNODIY VIGINW 
‘NOISIAIG SLONGOUd 1S3NO4 NOISIAIDGNS ONIHSITGNd ONY ONILNIYd :s30uNoS 


096! SS6! Os6! Sv6! Ov6! SE6l O€6! 


61 


(#1095 44y61y) 
JOVNIT ONISILEFACY 


bs: 407) 


NOILAWNSNOD LNIAASSMIN 


SNOL ONVSNOHL 


PULP, PAPER, AND BOARD SUPPLY-DEMAND 


S3NIT NOITTIW 


NOILdWNSNOD LNIYdSMIN Ol IOVNIT 
ONISILYZAGV YaidVdSMIN 4O dIHSNOILV134 





oo LAVHD 











62 PULP, PAPER, AND BOARD SUPPLY-DEMAND 


Other devices for conserving newsprint, such"as"reducing margins 
and printing 9 columns to the page, have been widely adopted. These 
revisions have resulted in increased linage per ton of newsprint. 

The Outlook for Advertising: Since advertising linage is the 
principal determinant of pages per issue—the dimension of newsprint 
consumption most susceptible to quick expansion—any assessment 
of future prospects for paging must be based on the outlook for 
advertising. 

Advertising is an integral part of modern business operations. As 
the national economy expanded to meet the demands of a growing 
population, advertising kept pace at the rate of approximately 2.4 
percent of the gross national product. 

Thus, in 1956, when the GNP totaled an estimated $412.4 billion, 
total advertising volume was almost $10 billion. <A projection of GNP 
at $540 billion (1956 dollars) in 1965 implies a total advertising volume 
of over $13 billion in 1965. Furthermore, the expectation is that all 
advertising mediums will be utilized to capacity to meet marketing 
demands. 

Newspapers’ Share of Advertising Volume: Newspaper advertising, 
approximately 75 percent local and 25 percent national, aggregates 
about one-third of total advertising dollar volume for all mediums. 

In our economic system of mass production and distribution, each 
medium of advertising has been fitted into the marketing pattern and 
utilized to capacity as its potentials for creating markets have been 
recognized. Advertising budgets have been expanded to include these 
mediums as they develop. 

In a study of statistics through the years (table 14), there is little to 
indicate that newspaper advertising volume has been adversely 
affected for any extended length of time by the impact of other 
mediums. In the early days, newspapers accounted for 90 percent of 
total advertising, but they were then the only medium except possibly 
handbills and posters. As other mediums came into existence, news- 
paper advertising continued its own steady rate of growth, but showed 
lower percentages of total advertising volume. 
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TABLE 14.—Ratios in total advertising dollar volume 
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Newspaper 

Year Television Radio Newspapers | advertising 
(percent) (percent) (percent) jdollar volume 

(millions) 
1935... snaeeoana-apenegestsucesesusns sos} () 6.7 45.1 762. 1 
1936-.- ils inlaid ee Sind ms hea dedinsni ectepslabilalelialel | () 6.4 44.4 843.5 
triers weress jn duunabcdunde ohne b eee (1) 7.9 42.1 872.6 
BT aot aide dase entteines sadagmennigiionke Jaane bee Q@) 8.4 41.1 782. 4 
1939__ ; iimmbadiunbiota ---| (') 9.3 40. 1 793. 0 
1940_- 1 sin sein carb cee anes Sale aaatteae aa (') 9.7 39.0 815. 4 
1941 ___- Jiisnlad46So ees te pbdiicaced () 11.1 37.8 841.4 
1942...- at iia denisedohiedubsates (1) 12.1 37.0 797.5 
a scee- Mass) Cat EL eee ldieein ee () 12.6 40. 1 899.9 
1944__ haan es ane . (}) 14.4 32.6 888. 0 
ieweran . i s etilies ; Q) 14.7 32.0 921.4 
1946_. ileal me epbiattielr tates (!) 13.5 34.4 1, 158.3 
1947 _. ss iasebasac aaee ee: ; . () 11.9 34.6 1, 475.0 
1948. _- F en gieetiint wed i. @) 11.5 36.0 1, 749.6 
1949._.._- asia ses abebie al 1.1 11.0 36. 6 1, 915. 7 
1950... sake sites eR OL ee { 3.0 10.6 36. 4 2, 075.6 
Bb accesken 5 Sa thekib Seis meal 5.2 9.4 34.8 2, 257.7 
i ctacensalver eine 6.3 8.7 34.6 2, 472.8 
Piacacase~ 7.8 7.9 34. 1 2, 644.8 
in di - hae aa sitet ow ober eecsipagiea aan 9.8 6.9 33.0 2, 695. 3 
DE Penns pcmadaatncusnhGgeahadteeseda tee nnets 11.2 5.9 33.6 3. 087.8 
A atch cots bdeiat seth cai « ick’ toes 12.6 5.7 33.1 3, 305. 0 





1 Television as an advertising medium was introduced in 1949, 
Source: Printers’ Ink. 


For example, radio’s share of total advertising dollar volume had 
advanced by 1935 to 6.7 percent compared with newspapers’ 45.1 
percent. In 1943, radio’s share was 12.6 percent compared with 
newspapers’ 40.1 percent. In 1945, radio’s share of total advertising 
dollar volume moved up to 14.7 percent, while newspapers’ share 
dropped to 32 percent. This drop in newspapers’ percentage of total 
volume was due to lack of newsprint (rationed from January 1943 to 
December 1945). When newsprint controls were lifted, there was a 
sharp rise in newspaper advertising revenue, an increase of 25.7 
percent in 1946 and 27.3 percent in 1947. These increases lifted 
newspapers’ ratio of total advertising to 34.6 percent in 1947 com- 
pared with radio’s 11.9 percent, and 36.6 percent in 1949 compared 
with radio’s 11 percent. 

Telev ision was introduced in 1949. As this medium expanded, 
newspapers’ share of advertising eased off again about one-half percent 
a year to 33 perc ent in 1954, while radio’s share dropped to 6.9 percent 
and television’s rose to 9.8 percent. Newspapers’ ratio topped that 
of 1954—33.6 percent in 1955 and 33.1 percent in 1956—despite a 
newsprint shortage during those years. In 1956 television’s ratio was 
12.6 and radio’s 5.7 percent. 

Future demand: The basic projection of future demand made for 
this report by the Office of Business Economics, United States Depart- 
ment of Commerce, relating newsprint consumption to real disposable 
personal income, projects a demand in 1965 of 8,250,000 tons, com- 
pared with 6.8 million tons in 1956, a rise of 21 percent. However, 
projections of future demand based on past relationships are subject 
to future developments and conditions, which could modify the 
relationship upon which the projection was based. 


Some of the specific factors affecting newsprint demand can be 
evaluated now: 


93110—57——_5 
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1. The problem in advertising now and in the future is not one 
primarily of competition between mediums but rather of the adequacy 
of existing mediums to meet the needs of an expanding economy. 
Indications are that advertising mediums will be used to capacity. 
Should marketing demands for advertising exceed the capacity of 
other mediums, the relative flexibility of newspapers will permit expan- 
sion to absorb part or all of any excess volume. It is believed, there- 
fore, that by 1965 newspapers’ share of total advertising dollar volume 
may be larger than the current ratio. 

2. In recent years, much has been done toward reducing pressroom 
waste and overissues, and considerable savings have been effected by 
reducing page sizes and margins and by adopting various devices which 
permit printing more linage per page. It is doubtful whether this 
condensation trend can be pursued much further without seriously 
affecting printing quality or legibility. These savings enabled the 
newspapers to absorb an increase in advertising linage without corre- 
spondingly increasing newsprint consumption. Since future condensa- 
tion will not proceed at the same rate as in the past, newsprint demand 
may be expected to show greater sensitivity to linage changes than 
heretofore. 

3. Newsprint shortages limited newsprint consumption during 1955 
and 1956. Assuming sufficient supply to meet future demand, news- 
paper consumption of newsprint may respond more directly to linage 
and circulation changes than it has in the past. 

As table 15 shows, advertising linage in 1965 is estimated by OBE 
at 30 percent above 1956, while circulation trends of daily and Sunday 
newspapers for the same period, as estimated by Printing and Pub- 


lishing Subdivision, represent a 14-percent increase. If newsprint 
consumption follows linage-circulation changes somewhat more 
closely than in the past, all other factors remaining unchanged, news- 
print demand in future years may be higher than the projected figure. 





al 
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TaB LE 15.—United States newsprint consumption and principal factors 

















Daily newspapers Sunday newspapers 
Total Per capita 
apparent | consump- Advertising 
Year consump- tion (21 Circulation Circulation} linage § 
tion ! years and Total per capita Total per capita 
over)?  j|circulation 4} (21 years | circulation | (21 years 
and over) 4 and over) ¢ 
Thousand Million 
tons Pounds | Thousands Thousands lines 
a aa aseeneis 3, 787 105. 3 39, 426 0. 548 26, 880 0. 37 , 897 
nk ‘scaibieeaealinn 3, 501 95. 6 39, 589 . 540 26, 413 . 361 1, 654 
| ee 3, 297 88. 7 38, 761 . 521 25, 702 . 346 1, 465 
PR dits catia 2, 895 76.8 36, 407 . 483 24, 860 . 320 1, 165 
36 2, 654 69. 4 35, 175 . 460 24, 041 . 314 1, 066 
3, 077 79. 3 36, 709 . 473 26, 545 . 342 1,179 
3, 247 82.5 38, 156 . 485 28, 147 . 357 1, 247 
3, 659 91.7 40, 292 - 505 29, 962 . 375 1, 380 
3, 867 95. 6 41, 419 . 512 30, 957 . 383 1,410 
3, 492 85. 2 39, 572 - 483 30, 481 . 372 1, 225 
3, 543 85.3 39, 671 477 31, 519 . 379 1, 224 
3, 739 88.7 41, 132 . 488 32, 371 . 384 1, 269 
3, 922 91.7 42, 080 . 492 33, 436 . 391 1, 313 
3, 721 86. 2 43, 375 - 502 35, 294 - 408 1, 242 
3, 559 82.2 44, 393 - 512 37, 292 . 430 1, 396 
3, 218 75. 2 45, 955 . 537 37, 946 . 443 1, 361 
teed ake nats 3, 451 81.0 48, 384 . 568 39, 860 . 468 1, 392 
1946__ aaa 4, 192 91.2 50, 927 - 554 43, 665 ~ 475 1, 730 
1947__... oa 4, 658 99. 6 51, 673 . 553 45, 151 . 483 2, 009 
|, SS ee 5, 136 108. 2 52, 285 . 551 46, 308 . 488 2, 263 
a 5, 532 114.8 52, 846 . 548 46, 399 . 481 2, 302 
Sceeens 5, 863 120.1 53, 849 . 551 46, 582 .477 2, 440 
a a 5, 872 119. 2 54, 019 . 548 46, 279 . 470 2, 478 
5, 915 119.1 53, 951 . 543 46, 210 . 465 2, 505 
Bi categioauecsal 6, 109 121.9 54, 472 . 544 45, 948 . 458 2, 611 
are 6, 103 120. 6 55, 072 . 544 46, 176 . 456 2, 581 
Se cae kane 6, 484 126. 6 56, 147 |, . 548 46, 962 . 458 2, 843 
Widdeetsedccecs | 6, 802 131.5 57, 102 - 552 7, 162 - 456 2, 911 
are Fat Unite snrecsiinssodipelhe-cidtaanaiichicgadliteseinitemernin indents maple vette wairanhe 2, 940 
Gee ackseceundes 7, 325 136. 9 6 60, 604 . 566 6 49, 211 . 460 3, 220 
ae 8, 250 146. 4 6 65, 125 . 578 6 52, 956 . 470 3, 780 
Sources: 


1 1929-56, Pulp, Paper, and Paperboard Subdivision, Forest Products Division, 1960-65, Office of Business 
Economics. 

2 Based on Bureau of the Census data on population, 21 years and over, excluding Armed Forces overseas. 
Population data for 1957 not available. 

3 Editor and Publisher. 

4 Calculated from population and circulation data. 

6 1929-56: Media Records. 1957, 1960, 1965: Office of Business Economics. 

¢ Estimated by Printing and Publishing Subdivision. 

Prepared by Printing and Publishing Subdivision, Forest Products Division, BDSA, U. 8. Department 
of Commerce. 


In summary, if these factors: (1) the possibility that newspapers 
will increase their share of the total advertising dollar volume; (2) the 
impracticability of further substantial economies in the use of news- 
print from a mechanical standpoint; (3) the assumption that there 
will be adequate supply to meet future demand; and (4) the estimated 
increase of 30 percent in advertising linage and 14 percent in circula- 
tion—materialize, past relationships will change. 

The American Newspaper Publishers Association issued in April 
1957, its report, Newsprint—A Forward Look to 1965. Its estimate 
of total United States newsprint demand for the year 1965 was 
8,600,000 tons, composed of 8 million tons for newspaper publishers 
and 600,000 tons for other United States users. The American News- 

aper Publishers Association’s total estimate for 1965 is 350,000 tons 
igher than the total United States newsprint consumption projected 
in this report. The deviation between the two estimates is primarily 
the result of using different source data, as well as the methods utilized 
in projecting future demand. If put on the same data basis, there 
would be a 2.7 percent difference in the two consumption estimates 
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which lends credence to both estimates. The American Newspaper 
Publishers Association’s estimate of 1960 newsprint capacity for 
North America (United States and Canada) is 9,650,000 tons, com- 
pared with over 10 million tons for 1959 estimated in this report. 
The difference is almost entirely in the estimates of Canadian capacity. 

Paper (except newsprint) used in printing and publishing —While 
more than 90 percent of all newsprint consumed in the United States 
goes into newspapers, no comparable relationship between product 
and grade of paper exists elsewhere in the printing and petites 
industries. 

Some other products show a similar affinity for a given grade of 
paper (comic magazines, for example, are customarily printed on 
newsprint), but they require a very small percentage of total consump- 
tion of that grade. The great majority of minted’ products discussed 
herein use many different kinds of paper classified into two broad 
groups, printing papers and fine papers. 

This diversity results from economic, technical, and artistic con- 
siderations. Not infrequently, availability is the deciding factor. 
Such flexibility complicates the analysis of demand patterns and is of 
special significance in trying to assess future requirements. 

A further complication is the fact that a considerable tonnage of 
printing and fine papers is consumed outside the printing and publish- 
ing industries (about one-fourth of the total consumption of these 
papers reported in the 1954 census of manufactures). 

The census of manufactures classifies paper usage in the printing 
and publishing industries into two categories—paper used for publica- 
tions and paper used for other products. In 1954, publications 
accounted for 53.5 percent of the total consumption of printing and 
fine papers by these industries; all other printed products used 46.5 
percent. 

Very little detail is available as to tonnages used by particular 
kinds of publications or other printed products. Establishments 
covered by the census of manufactures are classified by type of 
activity, as publishers, printers, or binders, rather than by prod- 
ucts made. Based on the pattern of paper usage in the book, period- 
ical, and other publishing industries, it is estimated that total con- 
sumption of printing and fine papers by the printing and publishing 
industries is distributed as follows: Periodicals, 34 percent; books, 10 
percent; other publications (almanacs, catalogs, directories, music, 
newspapers), 9.5 percent; all other printed products (advertising, 
business forms, calendars, greeting cards, and a host of other items), 
46.5 percent. 

For convenience, in this report the categories, ‘‘other publications”’ 
and “‘all other printed products,” are considered as one (since no item 
included in either, uses even 5 percent of total tonnage). These two 
categories are henceforth referred to as “commercial printing,’’ but 
the term should not be understood to mean the commercial printing 
industry, whose use of paper includes books, periodicals, and other 
products.) 

Comment will be confined to factors bearing on future demand for 
books, periodicals, and commercial printing that will be reflected in 
requirements for paper. Since post World War II trends are believed 
to be more significant than earlier patterns in determining future 
demand, statistical comparisons, wherever possible, are based on 
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1946 or 1947 data. Between 1947 and 1954, total usage of printin 
and fine papers by the printing and publishing industries A setae 
35 percent. 

Books: Publishers’ unit sales of books in 1954, as reported in the 
census of manufactures, were 58 percent greater than in 1947. 
Should this annual average rate of increase continue—a valid assump- 
tion in view of rapidly expanding population, rising level of education, 
and general prosperity—unit sales in 1965 would be double the 1954 
figure. 

iivilénee that the upward trend is continuing is supplied by the 
rising dollar volume of publishers’ sales, which have increased each 
year since 1954, a record year at $628 million. Estimates of 1957 
volume range upward from $785 million. 

Another indication of accelerating growth is provided by the Index 
of Book Manufacturing Activity, published monthly by the magazine 
Book Production. Started in 1953, and covering a cross-section of 
large and small plants manufacturing only hard-bound books, the 
index shows the following year-to-year increases in number of books 
cased in: 1954, 2.8 percent over 1953; 1955, 5.3 percent over 1954; 
1956, 11.9 percent over 1955. 

Rapidly rising sales of children’s books have a special significance 
for the future. Publishers’ unit sales, as reported by the census of 
manufactures, quadrupled between 1947 and 1954. That this in- 
crease was recorded during the years when television sets were be- 
coming household necessities, and in books addressed to an age group 
addicted to televised entertainment, is especially noteworthy. 

The expanding market for textbooks and other printed instructional 
materials can be gaged by trends in school enrollments. The Nation’s 
total school and college enrollment, as reported by the United States 
Office of Education for the school year 1955-56, was 39,798,700. In 
the following year enrollments rose to 41,553,000. Based on the 
tentative estimate of a 30-percent increase, enrollments in 1965 will 
exceed 54 million. 

Even with static enrollments, the number of textbooks and other 
instructional materials used in schools is expected to increase because 
of (a) the need for more frequent content revision to keep pace with 
mc changes, (6) the growing preference for multiple texts in a given 
subject area, and (c) the increasing use of supplementary materials 
such as workbooks (usable only once), classroom charts, reference 
books, teachers’ professional books, and books for the school library. 
Total requirements of printed instructional materials, therefore, can 
be expected to climb more rapidly than school enrollments. 

A factor to consider, however, is the dwindling per pupil supply of 
textbooks. The elementary-school child of 1955-56 had 20 percent 
fewer books than the 1946-47 child, according to the American Text- 
book Publishers’ Institute. The decline is attributed primarily to 
lack of funds and faulty budgeting (book purchases account for about 
1 percent of a school’s total budget). 

Significant not only for textbooks but also for books in general is the 
rising level of education. In 1952 the population age group of 25 to 
34 years had completed an average of about 12 years of school; for 
those 55 and older the average was only 8 years. As the median moves 
into the college level, illiteracy is approaching the vanishing point. 
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Other factors tend to widen the market for books. A broad range 
of subject matter is available in an almost unlimited range of prices 
and formats to meet all tastes and budgets. Pocket-size, paperbound 
books, both low-priced lines sold principally in drugstores, super- 
markets, and newsstands, as well as higher priced lines distributed 
through bookstores, have added millions of new buyers and have 
recaptured many former customers. Special promotional activities 
have been undertaken by industry, Government, and nonprofit 
organizations. These include reading incentive or improvement 
programs for children and adults, book fairs, and expansion of library 
services to hitherto unserved areas. 

There is a small but growing and potentially large export market 
for American books, particularly scientific and technical books. 
Government programs, such as informational medium guaranties, 
overseas libraries, international-fair displays, and book presentations 
to foreign officials and institutions, and increasing industry attention 
to foreign markets should stimulate exports. Industry sources report 
that postwar export sales have been rising even more rapidly than 
domestic sales. 

There is little reason to doubt that requirements for paper for books 
will continue to rise over the period surveyed. Moreover, books are 
expected to take a larger percentage of the total tonnages going into 
printed products during this period. 

Periodicals: Among the many complexities attending an analysis 
of paper requirements for periodicals, most noteworthy is their almost 
infinite variety. Their page sizes range from 4 by 6 inches upward to 
newspaper-page size. In number of pages per issue the range is 
from 2 to 200 or more. Frequency of publication varies from daily 
to quarterly. Circulations of individual periodicals run from a few 
hundred to more than 10 million. 

A comparable diversity is characteristic of content, readers, pub- 
lishers, and sources of revenue. There are magazines for practically 
every literate group and specialized interest. Publishers include a 
variety of nonprofit organizations and business corporations. Many 
periodicals are wholly or partly subsidized; most, however, depend on 
revenues from sales of advertising space, of the publication itself, or 
of both. 

Periodicals published chiefly as commercial ventures account for 
most of the paper used in periodical publishing. Trends in circula- 
tion and advertising volume may be used to gage their future require- 
ments for paper. “While it may be assumed that noncommercial 
periodicals will be issued in large volume and require appreciable 
tonnages of paper, there is no basis for estimating this potential 
demand, and no attempt will be made to project such growth. 

Circulation of all general and farm magazines (excluding comics) 
belonging to the Audit Bureau of Circulations reached an alltime high 
during the first 6 months of 1956. Combined average circulation per 
issue was 183.2 million, according to a tabulation made by the Maga- 
zine Advertising Bureau, or more than 1.5 copies for every person in 
the United States aged 15 years and older. Per capita circulation for 
the same group was 1.25 copies in 1946. 

From 1950 to 1956, combined circulation of these magazines rose 
15 percent, while the population 15 years and older increased only 5 
percent. This gain in circulation, three times the percentage gain 
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in population, is noteworthy because it was achieved during a period 
when television was exerting tremendous appeal. 

Also indicative of continuing reader interest in magazines is the 
predominance of subscription over single-copy sales—a relationship 
maintained over many years by these ABC magazines and reversed 
only during the war. 

Small but steady gains in the number of ABC farm and general 
magazines—from 239 in 1946 to 281 in 1955—may be taken as a sign 
of the consumer-magazine industry’s vitality during a highly com- 
petitive period. 

There has been significant postwar growth in another area. Exports 
of magazines rose from 143 million copies in 1947 to 250 million in 1956. 
While total foreign circulation is undoubtedly higher (since census 
foreign-trade statistics do not include commodity data on low-value 
shipments), the trend disclosed merits comment. The principal 
export market is Canada, where circulation growth may be expected 
to parallel that in the United States. 

Business-paper circulations also showed substantial gains between 
1947 and 1956, rising from 23 to 34 million copies per issue. (Circula- 
tions of individual business publications are much smaller than those 
of consumer magazines.) Moreover, the number of business publica- 
tions has been increasing rapidly, rising from around 1,600 in 1947 
to almost 2,000 in 1956. The trend is expected to continue, as indus- 
tries expand and subdivide into specialized segments large enough to 
support periodicals tailored to their needs. 

Advertising volume—the second factor in a periodical’s requirements 
for paper—has fluctuated over the postwar years. The impact of 
television in 1949 was apparent in drops in both linage and revenue. 
Since then, the trend has been upward, with a slight wavering in 1954. 

Aggregate linage of magazines included in a series published by 
Printers’ Ink and considered to be representative of the industry has 
gone up at an annual average rate of just under 2 percent between 
1948 and 1956. A higher rate of gain was recorded in 1956 for general 
and farm magazines covered by the Publishers Information Service. 
Data released by the Magazine Advertising Bureau show that 1956 
advertising pages in these magazines rose by 4 percent over 1955. 

Business-publication advertising volume rose more rapidly than that 


of consumer magazines. The average annual increase since 1946 for 


some 200-300 publications whose advertising pages are reported 
monthly in Industrial Marketing has been between 5 and 6 percent. 

Advertising revenue is the major source of income for most periodical 
publishers (61 percent, on an industrywide basis, according to the 
census of manufactures). Trends in expenditures for advertising in 
periodicals over the postwar years are significant for several reasons: 
They provide a measure of advertiser confidence, they indicate the 
financial health of periodical publishing, and they disclose relation- 
ships between competitive mediums, as well as between individual 
mediums and total expenditures in all mediums. The accompanying 
data have been excerpted from the Printers’ Ink series on annual 
volume of advertising in the United States by medium, and have been 
arranged to show trends in the several elements comprising total 
periodical advertising, and also to point up the effect of television 
advertising. 
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It will be noted that dollar volume of advertising in periodicals has 
risen steadily since 1949 (when television became a factor in national 
advertising) although at a slower rate than total dollar volume for all 
mediums. Despite the very rapid increase in expenditures for tele- 
vision advertising, at no time between 1949 and 1956 did total expendi- 
tures for television advertising exceed total expenditures for periodical 
advertising. Further, periodical advertising classified as national 
advertising, is still well ahead of the national-advertising portion of 
television. Finally, advertising in magazines, which some had expected 
to decline as network television rose, continued to increase in dollar 
volume and in 1956 had still not been surpassed by network television. 
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Characteristics of magazine-buying families have significance for the 
future of both circulation and advertising. Data collected by the 
Bureau of Labor Statistics on urban consumer incomes and expendi- 
tures in 1950-51 included information on purchases of magazines 
(single copies and subscriptions). Analyzed in terms of families re- 
porting purchases of magazines versus families reporting no such 
purchases, the data show that the proportion of families buying 
magazines was notably higher in the higher income and educational 
groups. Of the families surveyed, 66 percent reported magazine 
purchases, and this segment of the total sample of families accounted 
for 74 percent of all money spent for consumer goods and services. 

To recapitulate, periodical circulations have been growing faster 
than the population segment from which periodical readership is 
drawn. This trend may be expected to continue, as it reflects rising 
educational levels, higher personal incomes, and the ability of periodi- 
cals to meet the need for current and specialized information. 

Periodical advertising has grown over the postwar years despite 
all competition. That periodicals will continue to attract a sub- 
stantial portion of total advertising expenditures is a reasonable 
assumption, based not only on past performance but also on character- 
istics of the medium and its audience. 

While the indicated growth in circulation and advertising will 
undoubtedly increase requirements for paper, the extent of the increase 
is difficult to forecast. ‘The measure used in this study, weight, is less 
precise than an area measurement for this industry segment. Even 
expressed in square inches, however, paper consumption by periodicals 
is difficult to predict with reasonable accuracy because of the many 

variables involved. 

A widespread reduction in page size or number of pages per issue 
would, of course, reduce consumption of paper. A tendency to reduce 
page sizes has been evident among small-circulation low-budget pub- 
lications. And new periodicals issued during the postwar years have, 
in general, tended toward the lower or middle range of page sizes, a 
trend which will probably continue. Reductions in number of pages 
per issue may be expected in publications which are primarily de- 
pendent on circulation revenue and which are unable to raise cover 
prices without substantial loss of circulation. Should their production 
costs rise more rapidly than revenue, these publications would un- 
doubtedly reduce the number of pages per issue. 

A shift to lighter basis weights of paper would reduce tonnage con- 
sumption without a corresponding change in area. Such a trend has 
been evident in publications which are large consumers of paper. 
Satisfactory color printing at high press speeds can now be obtained 
on paper of considerably lower basis weight than appeared possible 
10 years ago. Weight reduction saves transportation cost, and any 
increase in these costs, particularly higher postal rates, would accelerate 
the shift to lower-w eight paper. Periodical publishers i in the next few 
years may require tougher, more opaque sheets of lighter basis weights. 

Periodicals are the ‘largest single product user of printing and fine 
papers in the printing and publishing industries, a position w vhich they 
are expected to maintain throughout the period under survey. It is 
possible, however, that their percentage share of total usage may 
decline. 

Other printed products (commercial printing): More than half of 
the printing and fine paper tonnage consumed in the printing and 
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publishing industries goes into products other than books and periodi- 
cals. These products, too numerous to list, and whose individual con- 
sumption of paper cannot be accurately identified, are herein referred 
to as commercial printing. 

r hey include— 

. A wide range of consumer items, such as almanacs, art prints, 
inition greeting cards, maps, memorandum books, school annuals, 
and sheet music. 

2. Advertising and promotional materials, such as calendars, 
catalogs, coupons, direct-mail advertising, handbills, outdoor posters, 
point-of-purchase displays, trading stamps, and transportation ad- 
vertising cards. 

3. A host of products used in the operation of business, industrial, 
prefessional, philanthropic, and governmental enterprises, among 
which are business forms and records; annual financial reports; checks 
and vouchers; directories; hospital record sheets; identification cards; 
insurance policies; labels and wrappers; licenses and other official 
authorizations; pamphlets and instructional materials accompanying 
manufactured products and equipment; recording charts for scientific 
instruments; religious tracts and cards; salesbooks; stock and bond 
certificates; tax forms; tickets of all kinds. 

In brief, printed products are so integrated into our economy that 
few, if any, activities proceed without using one kind or another. 

In the absence of detailed paper consumption data by products, 
or even for any of the three broad categories which comprise commer- 
cial printing in the sense used here, it is not possible to determine the 
areas of greatest paper usage, to measure relative increases in con- 
sumption over the postwar period, or to identify the factors most 
significant in terms of future requirements for paper. 

On balance, it appears that the demand for commercial printing 
implicit in a rapidly growing, highly literate, and increasingly prosper- 
ous population in a high level and expanding economy will result in 
the use of steadily rising tonnages of paper. 

Summary: The tonnage of printing and fine papers used in books, 
periodicals, and other printed products (commercial printing) has 
been rising over the postwar years, a trend that should continue. 

This conclusion is based on characteristics of our national economy 
that increase the need for printed products, and on virtues peculiar 
to the printed word that enable it to compete with recent technological 
developments in the area of communications. 

Our rapidly increasing population, expanding school enrollments, 
rising level of education, higher personal incomes, increased leisure, 
scientific, and technological advances that create new products and 
industries and increase the need for communication—all of these, 
individually and collectively, are widening the market for books, 
periodicals, and other printed products. 

They are also widening the market for innumerable other products 
and services and complicating the marketer’s task. To reach this 
wider and more complex market will require increased total expendi- 
tures for advertising and sales promotion on the part of producers 
and distributors. As total expenditures for advertising rise, expend- 
itures for printed advertising of all kinds may be expected to increase. 

The wide range of printed products in current use emphasizes the 
versatility of the medium and its resistance to technical obsolescence. 
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It might be noted that the colonial town crier, once the purveyor of 
news and commercial intelligence, has long since disappeared, to be 
replaced in modern times by broadcast media. But the printed 
handbill, poster, newspaper, periodical, book, business form, and other 
aids to commerce and industry, also dating back to colonial times, 
are still necessary to our modern economy. 

The projections of printing paper demand are based on historic 
apparent consumption data. Apparent consumption is equal to 
United States production plus imports minus exports and is not 
adjusted for inventory accumulation or depletion. 

Projected demand for printing paper in 1958 is shown as close to 
the 1956 apparent consumption level. However, it is believed that 
actual consumption of printing paper in 1956 was somewhat below 
the level indicated by apparent consumption data, as there was some 
evidence of inventory replenishment in 1956. Thus, a comparison 
of 1956 apparent consumption and 1958 demand levels should not 
lead to the conclusion that 1958 demand for printing paper will be 
less than that in 1956. 

As our economy continues to use printed products, adapting them 
to meet new requirements, signs of accelerating growth may be noted. 
Among the factors that may be responsible is an increased use of 
printed advertising and promotional material, particularly periodical 
advertising, direct- -mail advertising, and catalogs. 

The use of electronic data-processing equipment has also affected 
the printing and publishing industries. Automated data processing is 
being used for projects once considered too costly to be undertaken. 
The speedier and more extensive analysis of sales and operational data 
made possible by electronic equipment has brought about changes in 
marketing methods and inventory controls that have increased the use 
of printed products. 

How these new developments will affect the actual tonnage of paper 
used by the printing and publishing industries in the years surveyed 
cannot accurately be measured. If they continue, paper consumption 
may exceed the projecte ‘d level. 

Fine papers.—The fine- -paper group includes a wide range of long- 
fiber papers, such as rag writing, chemical wood pulp writing, bristols, 
cover paper, text papers and “thin papers such as carbonizing and 
cigarette. 

Fine papers used in the printing and publishing industries are dis- 
cussed in detail in the preceding section, Printing Papers. According 
to census data, 68 percent of all fine paper is widely dispersed in 
various converting fields, while there is a large tonnage of many grades 
of bonds and writings sold through wholesale paper merchants for 
general business uses. 

For the most part, fine papers are closely related to business and 
social activities and their use should continue to grow with the popula- 
tion and standard of living. It is evident that a large volume of fine 
papers falls into the field of business papers and would tend to follow 
the level of general business activity which may be measured indirectly 
through disposable personal income. 

There are, however, practical factors within the fine-paper field, 
certain of which take into account relative costs and prices of the prod- 
ucts involved. Rag content papers are generally regarded as to 
quality for many purposes including permanent records, and for busi- 
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ness and social uses. It is generally expected that rag-content papers 
will continue to be produced at current levels but perhaps without 
significant further growth. 

On the other hand, the chemical wood bond papers are expected to 
continue their upward growth trend. Reproduction papers may show 
an even more pronounced growth. Cover, text, and bristols are 
expected to maintain or better their relative increases of recent years. 
Thin papers, including those going into industrial uses, should hold 
the pattern of growth exhibited over the past few years. Cigarette 
paper as a specific grade is, of course, related closely to a one-use 
field where the growth factor has been relatively constant and is 
expected to remain so. 

Coarse and special industrial papers.—This grade group includes a 
large number of important grades of paper, such as wrapping, shipping 
sack, bag, converting kraft and other coarse papers, together with 
significant special industrial papers, such as tabulating card and file 
folder stock, electrical papers, and the like. Coarse papers also 
include glassine, greaseproof, and vegetable parchment. Their nature 
in terms of use applications is reasonably well defined by their specific 
grade description, as for example wrapping, bag, and so forth. 

Within the grade group of coarse and special industrial papers, over 
60 percent is composed of kraft wrapping, sack, bag and converting 
papers. Other grades of coarse papers account for less than 20 percent, 
special industrial papers about 11 percent, glassine, greaseproof and 
vegetable parchment about 4 percent, and absorbent papers about 
3 percent of the total. 

Kraft bag and wrapping papers, as indicated above, represent a 
large portion of total coarse paper. Significant use for these papers 
is made in the wholesale and retail trade, largely for repackaging for 
customer convenience or for delivery to homes. While this use is 
expected to remain important the continued upward trend in factory 
prepackaging may result in declines at the wholesale and retail levels. 
This trend may be offset by larger consumption of such papers by 
industrial producers. 

Kraft papers for bags and wrapping purposes have been encounter- 
ing growing competition with other paper and board grades and 
products, such as boxes and other packaging. There are indications 
too, that other competitive materials have also gained in the areas 
of use for kraft bags and wrapping. Further, with particular regard 
to multiwall shipping sacks, there is some concern over the growing 
trend to make bulk shipments of certain mineral and food products. 
In some cases, bulk shipments are in the experimental stage and may 
not prove economic in the long run. 

The kraft paper industry has established a research and develop- 
ment committee, which is working cooperatively with individual 
companies exploring ways and means for technical improvements 
and new uses. It is expected that new areas of demand may tend to 
offset competitive factors and that the future growth trend should not 
depart too much from the past. 

No attempt is being made to analyze all specific grades of coarse 
papers, but brief mention should be made of some other items. Vege- 
table parchment and glassine and greaseproof paper are shown in 
Government statistics as one group. The production of vegetable 
parchment is reported to have been relatively constant but there is 
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an upward trend evident in glassine and greaseproof. Higher cost 
is believed to be the most important element restraining vegetable- 
parchment consumption, but glassine and greaseproof uses have 
expanded and further increases are anticipated. Notwithstanding 
competitive features of newer transparent films, in many fields the 
properties of glassine and greaseproof, in terms of cost, appear good. 

For special industrial papers, including electrical, tabulating cards 
and business uses, the outlook continues favorable. Here again tech- 
nical advances made in the properties of industrial coarse papers have 
paved the way for their market stability in specialized uses. 

Sanitary and tissue papers.—In this grade group sanitary papers 
account for over 85 percent of the total and represent the segment 
which has shown the most rapid increase in production and use. The 
remainder is composed of various items of tissue paper. 

The sanitary and tissue group includes toilet tissue stock, toweling 
stock, napkin stock, sanitary napkin wadding stock, facial tissue stock, 
and various erades of tissue paper for wrapping , patterns, salesbook 
tissue and waxing tissue stock. The most important tonnage items in 
the sanitary tissue group are toilet tissue, toweling stock, napkin stock, 
and facial-tissue stock. 

Miscellaneous uses of tissue paper for wrapping and other purposes 
account for about 15 percent of the total, of which waxing stock is the 
most important tonnage item. 

Individual sanitary and tissue papers show varying degrees of 
growth trends. Toilet-paper consumption, in the past, has been 
related closely to sanitary plumbing installations. On the other 
hand, more rapid consumption trends have been shown in such items 
as facial tissues, paper napkins and paper towels. Balancing the 
rapidly growing ‘grades with the slower growing items results in a 
projected strong future demand for the sanitary and tissue paper 
group. 

Container board.—Container board represents the outstanding ton- 
nage production volume in the industry, amounting to about 25 
percent of domestic production of all grades of paper and board. 
Further, container board represents over 50 percent of total paper- 
board output in the United States; the 1956 production totaled 
7,823,000 tons. 

The container board grade group includes liner board, corrugating 
material and container ‘chipboar d. As the name implies, dominant 
consumption is in the manufacture of various types of shipping con- 
tainers. 

The growth in container board production and use has been both 
steady and substantial for three decades. More and more industrial 
and food products are being shipped in fiberboard shipping containers, 
which met very rigid shipping specifications during World War Il 
and gained an excellent reputation. Such containers ] possess strength, 
are lightweight, are relatively cheap, and meet desired standards 
for protection of merchandise against hazards of shipping and wide 
ranges of heat and cold. 

A recent innovation has been the shipment of household appliances 
without container protection, using metal racks in freight cars instead. 
The success of this innovation remains to be seen but there appears 
to be a limit as to the products which could be satisfactorily shipped 
in this manner. 
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Counterbalancing such techniques, an ever-increasing use of fiber 
shipping containers for even wider ranges of products continues. New 
types of fiber shipping containers have been satisfactorily used for 
long-distance hauling of perishable fruits and vegetables, many of 
which require icing while in transit. Uses of container board are not 
limited to shipping containers; manufacturers also create such items 
as furniture, toys, and industrial items, shipping pallets, building- 
construction forms, display stands and many others. It is evident 
that more intensive market and new product application research 
may broaden the field for the use of container board. 

Bending board (except special food board).—This grade group en- 
compasses a wide range of quality, from items made from wastepaper 
to grades made entirely from virgin woodpulp. The grades made 
entirely from bleached woodpulp, largely used for certain food packag- 
ing, are classified separately as special food board and are discussed 
in the following section. 

Bending board is used to make many different types and sizes of 
folding boxes for packaging an almost unlimited list of consumer 
products such as tooth paste, shaving cream, dry cereals, eggs, sugar, 
cigarettes, and numerous apparel items. 

Because of this diversified use of bending boxboard it is evident 
that the growth trend has been steady and strong and could be ex- 
pected to continue so in the years ahead. So far, competitive ma- 
terials have not demonstrated any marked advances in this area. 

Special food board, including boards of same or similar furnish for 
other packaging uses.—The projection of future demand for special food 
board and boards of same or similar furnish for other packaging uses, 
although based on the historical trend of its use for packaging food 
items such as milk, frozen food, ice cream, etc., and as containers for 
hot and cold drinks should be viewed as including new and expanding 
uses outside of its postwar predominance for moist and oily foods. 
One readily discernible new use of fully bleached chemical pulpboard 
is for cigarette packaging. The increased demand for packaged 
products and the use of high-speed packaging equipment point toward 
an increased demand growth for this type of board. Thus the 
projection should be considered as estimate of total use of this type of 
paperboard and not merely a translation, quantity-wise, of its previous 
end uses. 

Consideration might be given for future revision of the present 
classification “Special food board” so as to properly include these 
growing packaging uses for boards of the same or similar furnish. 

Postwar data which cover only special food board and not boards of 
the same or similar furnish for other packaging uses, shows a mush- 
room growth in its consumption. From 1942 to 1956 special food- 
board consumption in the United States increased at an average of 16 
percent compounded annually. No other major grade group of paper 
or paperboard has shown a year-to-year percentage increase even 
approaching this magnitude. 

The phenomenal rise in special food-board consumption is primarily 
accounted for by its rapid acceptance in the general area of frozen-food 
packaging, in milk containers for retail-store sales; in cups used by 
industrial plants, hospitals, public institutions, and office buildings; 
for the packaging of butter, oleomargarine, and shortenings; for ice 
cream, cottage cheese, and other food-item packages. It is believed 
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that the future growth for service and consumer uses will be relatively 
consistent with trends in personal disposable income. 

While there is little question that steady growth will characterize 
special food board consumption, penetration of new market areas will 
be necessary to maintain the very rapid gains of the past. For 
example, if an extensive use of paper milk bottles for home delivery 
could be developed, there would be an additional major tonnage outlet. 
The encouragement of a broad-scale use of paper cups in the home and 
in hotels would account for a substantial demand. 

Many new competing materials have been introduced in the last 
few years in the various areas of packaging. In some instances these 
materials, while being applied to new uses, are at the same time 
gaining momentum in the packaging of food products, and may have 
some impact upon the demand for special food board. Some of these 
new materials also are being used in conjunction with paperboard 
stock rather than as complete replacements. 

The substantial year-to-year variations in tonnage and percentage 
gains in the consumption of special food board do not allow for the 
development of a suitable correlation between consumption and 
national economic trends as was the case in other grades of paper 
and paperboard. Because of this it was necessary to develop a 
time-trend growth line related particularly to the past several years. 
(See section, Long-Term Projections of Demand.) 

Nonbending and other paperboards.—Sometimes referred to as set-up 
boxboard, nonbending boards are used for many purposes. Census 
data show that about 70 percent goes into the production of set-up 
boxes. Also included in this grade group is special paperboard stock 
used for tubes, cans, and drums, match-board and building-board 
stock, especially liners for gypsum board. Gypsum liners account for 
over 25 percent of the tonnage in the total grade group. 

Because of the substantial distinction between the end-use markets 
for boxes made from nonbending board compared with the industrial 
and construction uses of other miscellaneous grades of paperboard, 
it is difficult to appraise the current factors of one group against 
another. Set-up boxboard itself has not shown as strong a growth 
trend as have many other grades of paper and board. However, 
viewing the total grade group of nonbending and other paperboards, 
it is evident that uses are very diversified in terms of final consumption. 
These range from boxes for such items as shoes, candy and perfume; 
gift boxes; tubes, cans, and drums for industrial products; and building- 
board stock used for liners for gypsum board in construction. 

Building paper.—The term ‘building paper” is substantially de- 
scriptive of its end uses for sheathing, roofing, and subflooring applica- 
tions. Other important uses are for concrete highway construction, 
where it is laid as a “floor” on which the concrete is poured and also 
as a covering over the wet concrete to delay its otherwise too-rapid 
drying. 

Because of its close relationship to construction, the future trends 
in new building and home construction, and in repair and maintenance 
of existing structures, will be key factors. Possibly the new extensive 
highway program may spur demand in the years ahead. Because of 
year-to-year variations in the areas of uses in building paper there 
are fairly wide fluctuations in production but the indicated long-term 
trend is upward. 
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Building board.—This grade group includes insulation boards and 
hardboards produced from vegetable fibers, principally wood and 
bagasse. Methods include semichemical, defibrated, and exploded 
processes. About two-thirds of this grade group is composed of vari- 
ous insulation boards. 

The production of insulation board, which includes acoustical ceil- 
ing tile, has been strongly upward, especially in the 10-year period 
1945-55. There are reasons to question whether this relatively sharp 
growth trend will continue at the same rate. Recent construction of 
homes has centered upon low- and medium-priced structures. Not- 
withstanding an expected decline in the number of homes to be con- 
structed in 1957, it is believed that larger and more expensive resi- 
dences will be built, thereby sustaining the demand for construction 
materials, including insulation board. There is little evidence that 
new insulation board building products might compete substantially 
and affect future demand for vegetable fiber insulation boards. On 
the other hand the most significant change in demand may be caused by 
more extensive use of acoustical ceiling tile for residential construction. 

Vegetable fiber hardboards (not including particle board) find their 
way into a wide range of uses; less than 50 percent goes into construc- 
tion. Industrial products, such as furniture manufacture, are im- 
portant users. Hardboard panels for doors and embossed surface 
hardboards for use as exterior siding products, which have recently 
been made available to builders, appear to have an interesting growth 
potential. In addition certain specialty applications of hardboard, 
such as the so-called pegboard for display purposes and for permanent 
storage racks, may increase its use. With the development of new 
hardboard building products the construction industry may, in the 
future, consume more hardboard than it has in recent years. 

The importation of hardboard from Finland and Sweden, which 
has increased steadily for the last few years, will probably continue 
in substantial volume and may, in some degree, retard an increase 
in domestic production. 


EXPORT DEMAND 


The world export trade in all grades of paper and board rose from 
9.3 to 11.3 million short tons in the period 1953-55. The leading 
export countries are Canada, Sweden, Finland, and Norway. Other 
European countries export substantial quantities of certain grades and 
qualities, and also import grades and qualities necessary for their 
industrial and social economy, which they do not manufacture. Prob- 
ably every country in the world is an importer of at least certain 
grades or paper or board. 

The United States is not considered an important factor in the 
world paper and board export market. Nevertheless, in the past 6 
years United States exports have ranged from 383,000 tons to 736,000 
tons annually, thereby accounting for 1.5 to 2.5 percent of total 
domestic production. Viewed another way, recent United States 
exports have supplied approximately 4.0 to 6.5 percent of the import 
needs of world importing nations. 

European nations have recovered rapidly from World War II and 
are exceeding prewar levels of paper and board consumption. Many 
other nations, especially in Latin America, the Far East, and Africa, 
have demonstrated marked advances toward industrialization and 

93110—576 
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higher social and living standards. This has meant a growth in their 
consumption of many grades of paper and board. 

Until recently there has been a general concept that the timber 
resources available in Northern Europe, Western Europe, and the 
United Kingdom would not allow for any material increase in the 
production of forest products, including lumber and wood products 
as well as pulp and paper. As a consequence the Western European 
countries and the United Kingdom were viewed as growing prospective 
markets for large tonnages of North American pulp, paper, paper- 
board and converted products. 

A current review of the European situation substantially modifies 
the former concept. A comprehensive study, “The Pulp and Paper 
Industry in Europe,” published in February 1957 by the Organization 
for European Economic Cooperation, presents an analysis of future 
peounese of the 17 European countries comprising the OEEC plus 
Finland 

This new study projects consumption of paper and board plus 
dissolving pulp at nearly 19 million short tons in 1960, a gain of about 
3 million tons above 1955 consumption. 

A reappraisal of the forest resources of the OEEC countries and 
Finland points out that timber availability is expected to be sub- 
stantially greater than indicated from earlier forest surveys. Further- 
more, technological improvements in the utilization of European 
hardwoods adds materially to available raw materials for the manu- 
facture of certain grades of pulp. Therefore, according to the OEEC 
report, European nations should be able to produce an additional 2.4 
million short tons of wood pulp by 1960, and 20 percent more paper 
and board, compared with 1955. 

Data for 1955 and estimates for 1960 are shown in the following 
table: 


European! pulp, paper and board production, consumption, exports and imports 


[In thousands of short tons] 





1955 1960 
Item | Exports to| Imports Produc- | Consump- 
Produc- Consump- | outside of | from out- | tion | tion 
tion | tion Europe side of | (estimated | (estimated 


Europe | potential) potential) 
































Woodpulp—total_...........- 12, 364 11,914 | 1, 059 783 14, 564 | 14, 280 
Paper grades..........---- 11, 218 10, 833 890 Oi ie 13, 035 
POU MNG son nanhinagcéae 1, 146 1, 081 169 POR ic satan sees 1, 245 

Paper and board—total_-.....-. 15, 549 14, 525 1, 336 | 589 | 18, 659 | 17, 430 
Newsprint.......-.------- 3. 161 2,923 | 583 WF Bese tes Pao 
Kraft paper and board_- 1, 848 1, 744 173 Be Diiinins disccathaccdanamee 
Other paper and board. 10, 540 | 9, 858 580 34 


ih 
1“ European countries” or “ Baldo” refers to the 17 OEEC countries plus Finland. 


Source: The Pulp and Paper Industry in Europe, published by the Organization for European Eco- 
nomic Cooperation, February 1957. 


The OEEC report summarized the outlook picture as follows: 


The increase in consumption of paper and board in Member 
countries between 1955 and 1960 may be expected to be of 
the order of 20 percent for paper and board (or in terms of 
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woodpulp equivalent roughly 2.2 million short tons) and 15 
percent (165,000 short tons) for dissolving pulp. There 
seems to be no doubt that the raw material resources and 
production capacity of the member countries and Finland, 
together with the exportable surplus which will be available 
from North America, will enable an increase in consumption 
on this scale to be met. (Note: Metric tons converted to 
short tons.) 


No attempt was made by the OEEC Committee to estimate future 
exports to countries outside of Europe, or imports from countries 
outside of Europe. 

During the period 1950 to 1955, those European countries, account- 
ing for 80 percent of total paper consumption in Europe, showed little 
change in their proportionate consumption of packaging paper and 
board versus other grades. For example, in 1955, consumption of pack- 
aging papers and board in France represented 65 percent of total con- 
sumption, the same as in 1950; in Italy 48 percent, the same as 1950; 
United Kingdom 62 percent, the same as 1950; the Netherlands 68 
percent, the same as 1950; while in the case of Germany 56 percent, 
compared with 60 percent in 1950. It is evident that the increased 
rate in consumption of fine and writing papers, book and other printing 
papers, sanitary and tissue papers and specialties has grown in similar 
proportion to the consumption of packaging paper and board. How- 
ever, in the years ahead it is anticipated that a more rapid growth will 
occur in the area of paper and paper-board packaging, such as has 
occurred in the United States during the past couple of decades. 

Should the European nations continue to utilize their raw material 
resources in recent proportions for high quality products, either for 
domestic consumption or for export, many of the European nations 
may become more dependent upon North American mass production 
grades of paper and paperboard commonly used in packaging, as well 
as certain grades of North American pulp, especially dissolving and 
white pulps. 

The United Nations Food and Agriculture Organization has pre- 
pared comprehensive studies on pulp and paper requirements and 
potential production for certain geographic areas. Partly as a result 
of these studies, together with loans through the International Bank 
for Reconstruction and Development and the United States Export- 
Import Bank, several new pulp and paper mills have been built in, or 
are proposed for, a number of countries. Most of these installations 
are looked upon as small, by United States standards, although they 
do supplement regional needs in other parts of the w orld. Because of 
capital requirements and technical considerations, it seems to be 
questionable, however, whether the construction of new facilities 
abroad will keep pace with growing consumption demands. Accord- 
ingly, it may reasonably be assumed that the volume of world exports 
and imports of pulp, paper, and board will continue to grow in the 
foreseeable future. 

Nontheless it is most difficult to estimate future foreign market 
needs for major grades of paper and board, let alone to estimate accu- 
rately the share which the United States may furnish. 

In the case of newsprint, section [X of this report analyzes the world 
newsprint situation currently, and prospectively to 1959. It is ex- 
pected that additional United States newsprint capacity will be ab- 
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sorbed almost entirely to meet internal needs. Because most domestic 
mills make longterm contracts with United States newspaper pub- 
lishers it is only in years of depressed domestic demand for newsprint 
that they could offer any substantially larger volume for export. In 
periods of strong world demands a few United States paper mills nor- 
mally producing other grades sometimes turn to the production of 
newsprint. This could result in a modest upturn in exports for certain 
years. Taken as a whole, however, it is believed reasonable to esti- 
mate that the United States exports of newsprint in 1957, 1958, 1959, 
1960, and 1965 may remain close to the level of 1956 or at approxi- 
mately 150,000 tons a year. In 1955, United States newsprint ex- 
ports reached an all time high of 207,000 tons. 

With regard to grades of paper and board other than newsprint it 
is expected that United States exports will increase gradually and 
moderately and probably may continue to average around 2 percent 
of total domestic output. The estimates of exports of grades, other 
than newsprint, for 1958, 1960, and 1965 were made on this relative 
basis following in general the crowth ratio in exports by grade groups 
from 1950 to 1955. There is no apparent mathematical formula 
which could be used with any degree of accuracy in estimating future 
United States exports. However, appropriate consideration was given 
to the fact that for certain grade groups exports are comparatively 
significant while in other erades the volume is nil. 


TOTAL DEMAND 


Adding the projected demand for domestic consumption of paper 
and board by major grade groups to the estimated exports for 1958, 
1960, and 1965 results in the indicated total demand shown in table 17. 


TABLE 17.—Paper and board—Projected United States demand, estimated exports, 
imports, and required United States production, 1958, 1960, 1965 


uy 000 short tons] 
























































| 

Projected Required 

United Esti- Total Esti- United 

States mated | demand | mated States 

demand | exports imports | produc- 

tion 
i ————— a — — — = — — L 
1958 
Total paper and board__-___- aia shawn ‘ 38, £40 | 800 39, 240 | 5, 243 | 33, 997 
NE NIUE a conc nan nd : J Sa ae: ae 19, 945 | 5123 | 14,822 
Newsprint......_.____- San. ee 150} 7,180| 5,035 2, 145 
Printing papers_ aber ; soatbthcrunehihe 4, 235 65 4, 300 45 4, 255 
Fine papers. --- itll a 1, 600 45 | 1, 645 2 1, 643 
Coarse and special industrial papers. 4, 720 130 4, 850 40 | 4, 810 
Sanitary and tissue papers-- 1, 960 | 10 1, 970 1 | 1, 969 
Total paperboard __- ~ 15, 420 | 360| 15,780/ 90 ~ 15, 690 
} a _ 

Container board_- “eo 8, 035 250 8, 285 20 8, 265 
Bending board (except special food board) _.- 3, 030 60 3, 090 () 3, 090 
Special food board. ss i 1, 560 (2) 1, 560 (1) 1, 560 
Nonbending and other paperboard. _ sokeeasady 2, 795 50 2, 845 70 2, 775 
Total building paper and board-.- -- oe Oe Ly 3,475. re 40 3,515. ast ~ 30° ) 3,4 485 
Ng tit hn ken neeeeee 1, 700 12 1, 712 5 | 1, 707 
WN WIIG oink ol es 1,775 | 28 1, 803 25 1,778 





See footnotes at end of table, p. 83. 
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TaBLe 17.—Paper and board—Projected United States demand, estimated exports, 
imports, and required United States production, 1958, 1960, 1965 —Continued 


{1,000 short tons] 





Projected Required 
United Esti- Total Esti- United 
States mated | demand/| mated States 

demand | exports imports | produc- 


tion 



















































































Totdl paper and beatd ........ 5524.2 012 ce 40, 810 917 41, 727 5, 213 36, 514 
Total paper : : 5 lia ae 20, 530 437 20, 967 5, 093 15, 874 
Newsprint 7, 325 150 7,475 5, 000 2, 475 
Printing papers 4, 445 75 4, 520 50 4,470 
I, oo nin a cuuino Suihienttiainaabeiae 1, 685 50 1, 735 2 1, 733 
Coarse and special industrial papers 4, 975 150 5, 125 40 5, 085 
Sanitary and tissue papers 2, 100 12 2,112 1 2,111 
Total paperboard... my 16, 585 435 | 17, 020 90} 16,930 
Container board 8, 530 300 8, 830 20 8, 810 
Bending board (except special food board) -- 3, 185 | 70 3, 255 () 3, 255 
Special food board % 1, 900 | re) 1, 900 @) 1, 900 
Nonbending and other paperboard - - 2,970 | 65 3, 035 70 2, 965 
Total building paper and board 3, 695 | 45 | 3 740 30 3, 710 
Building paper-.----- 1, 805 15 1, 820 5 1, 815 
Building board....------ 1, 890 30 1, 920 25 1, 895 
' 
1965 
| 
Total paper and board . 48, 560 1, 180 49, 740 5, 913 43, 827 
——<——— ee | —<— ——— 

UN ONS bc ck 23, 550 525 24, 075 5, 793 18, 282 
Newsprint 8, 250 150 8, 400 5, 700 2, 700 
Printing papers 5, 035 100 5, 135 50 5, 085 
2} ese 1, 965 60 2, 025 2 2, 023 
Coarse and special industrial papers : | 5, 700 200 5, 900 40 5, 860 
Sanitary and tissue papers...--.----- 2, 600 15 2, 615 1 2, 614 

Total paperboard... .......--- 20, 550 600 21, 150 90 21, 060 
Container board ; 10, 230 400 10, 630 20 10, 610 
Bending board (except special food board) 3, 725 100 3, 825 1) 3, 825 
Special food board ; mS 3, 120 () 3, 120 ( 3, 120 
Nonbending and other paperboard --. 3, 475 100 | 3, 575 70 3, 505 

Total building paper and board want 4, 460 55 4, 515 30 4, 485 
Building paper - ; Sreneetens | 2, 185 20 2, 205 5 2, 200 
Building board____...- (heisin aiiebiiltiniiabanana tel 2, 275 35 2, 310 25 2, 285 


1 Bending board and special food board included in container board. 
2 Included in exports of bending board. 


Source: Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. 
Department of Commerce. 


Estimates of world newsprint demand and indicated potential 
supply have been made for each year from 1956 through 1959. Table 
6 shows the estimates of total world and United States demand and 
potential supply for this period of years. 

The importance of determining total demand is evident since it 
serves as a fundamental basis for estimating domestic production 
requirements of major grades of paper and board to meet these de- 
mands. However, before this can be accomplished, it is necessary to 
take into account realistic expected imports for the same years referred 
to above. This is treated in section III under “Estimated Import 
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Supply.” Subtracting import supply from total demand results in 
the estimates of net demand or required United States production for 
1958, 1960, and 1965, as shown in table 17. These steps are analyzed 
in section IV. 

III. Suppty or Parer anp Boarp 


The total potential supply of paper and board by major grade 
groups sielbabhe for domestic consumption and for export would be 
the sum of indicated potential domestic production (capacity) plus 
estimated imports. The following analysis explains the basis for 
determining indicated potential production and the assumptions used 
in estimating expected imports. 

For this report, however, the important consideration is to deter- 
mine indicated demands for domestic ‘ally produced paper and board 
by major grade groups. Simply stated, this would be calculated by 
adding projected domestic demand to estimated exports and sub- 
tracting estimated imports, by major grade groups. This procedure 
is discussed in Section IV: Relationship of Paper and Board Demand 
with Supply. 


DOMESTIC CAPACITY——-INDICATED POTENTIAL PRODUCTION 


Possible domestic production of major grades of paper and board 
hinges chiefly upon av ailable domestic capacity and timber resources. 

Heretofore capacity collected by trade associations has been on a 
daily tonnage basis. To obtain an annual capacity figure, the Ameri- 
can Paper & Pulp Association has used 310 days a year for paper 
(except newsprint) and for building paper. The National Paperboard 
Association has used 313 days a year for paperboard, except for leap 
years when 314 days are used. The New sprint Service Bureau used 
310 days a vear for new sprint capacity prior to 1952. Since then the 
annual newsprint capacity has been based on each company’s prevail- 
ing operating schedule in terms of days per year. 

In recent years more and more mills have been built in the South 
and on the west coast. These mills are able to operate 7 days a week 
and, in fact, would like to do so providing adequate demand existed. 
To meet the strong demand of recent years, these mills have sub- 
stantially exceeded the indicated capacity calculated on the historical 
basis. Instead, except for specific holidays, mill shutdowns for over- 
hauling and repair, and vacation periods agreed to in union contracts, 
these mills often have operated 340 to 350 days a year. Further, 
more and more northern mills, which historically operated a maximum 
of only 6 days a week and were also shut down for holidays and 
repairs, are now in a position to operate on schedules comparable to 
the southern and west coast mills. 

Industry capacity survey.—For the purposes of this study it seemed 
important to obtain w hat could be described as “indicated maximum 
production capabilities’ by major grade groups of paper and board. 
For many years the American Paper & Pulp Association and the 
National Paperboard Association hate conducted annual capacity 


surveys projecting expected capacity for 2 or 3 years ahead. These 
two associations conducted a new capacity survey during the latter 
part of 1956 and have made the results of their survey available for 
use in this study. In their questionnaire sent to all mills, capacity 
was defined as follows; 
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Definition of capacity: Practical maximum capacity is 
defined as the full possible practical daily tonnage that 
could be produced with full use of equipment, assuming 
adequate raw materials and labor. The annual capacity 
would be the full daily capacity multiplied by the number 
of days per year that a mill could operate, assuming an all- 
out demand for all products of the paper and paperboard 
industries. 


Since all mills did not report to these two trade associations the 
Bureau of the Census cooperated by assisting in making estimates for 
nonreporting mills. } 

Estimated capacity for 1957, 1958, and 1959 on the previous 
historical basis, as well as historical capacity back to 1949, were also 
furnished by the trade associations. 

In 1957, 1958, and 1959 estimated capacity on both the indicated 
maximum and historical basis are shown in the report so as to have a 
comparison with earlier years and to show the range possible in dealing 
with future production potentials. 

The capacity data were supplied by the American Paper & Pulp 
Association. The Newsprint Service Bureau and the National 
Paperboard Association on a year-end basis, i. e., December 31, 1955, 
1956, 1957, 1958, and 1959. This permitted setting up comparable 
indications of past and expected future capacity by specifying year- 
end capacity. For all practical purposes, however, individual mills 
bringing in new machines or improving existing machines are likely 
to start operations as soon as such equipment is ready torun. A new 
machine might actually start operation in February or March yet not 
be included in capacity until the year-end in accordance with the 
procedure of the trade association capacity survey. It would have 
been very difficult to prorate each addition for parts of each year. 

The Building Materials and Construction Division of BDSA pre- 
pared a compilation on expected domestic capacity for building 
boards (insulation boards and hard boards) for 1957, 1958, and 1959. 
Building board capacity data are shown on a 312-day operating basis. 

Capacity adjusted to annual average basis.—In this study it is nec- 
essary to establish an average annual capacity for each year so as to 
have a basis of relationship with annual demand. For the indicated 
maximum capacity series, capacity at the beginning and end of each 
year has been added and then divided by 2, with the result assumed 
to be the annual production capacity for the given year. 

In the historical capacity series, the same method for determining 
average annual capacity was used except for newsprint and paper- 
board. In these grades, average annual capacity is that used and 
reported by the Newsprint Service Bureau and the National Paper- 
board Association. 

Potential production by grade groups.—The estimated annual capac- 
ity by grade groups is considered equivalent to potential production 
for 1957, 1958, and 1959. 

It is most important to recognize that the estimates of capacity 
and therefore indicated potential domestic production for 1957 and 
1958 are considered realistic. The estimate for 1959 is particularly 
subject to certain inadequacies. Depending upon general economic 
developments in the United States and in the world in 1957 and 1958, 
certain capacity expansion plans now scheduled for 1959 might be 
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postponed. Conversely, if conditions seem to be highly optimistic, 
additional expansion plans might be brought into actual accomplish- 
ment by 1959. 

Mill production flexibility —In other industries the term ‘product 
mix’ is used to describe the range of possible products obtainable 
from given facilities. While there has always been production flex- 
ibility for the average paper and paperboard mill, until recent years 
this flexibility was mostly limited to switching between associated 
grades within a particular grade group. Some mills specializing in 
groundwood printing papers could also produce certain grades of 
book papers; a fine-paper mill could change from the production of 
chemical bond writings to high-grade printing papers. 

However, with the growth in the size of the newer and larger inte- 
grated mills, with several paper machines in one building normally 
producing a particular grade group, it is not difficult to change over to 
an allied grade group. 

When the occasion demands, mills normally producing container- 
board can and do produce coarse papers on the same equipment. The 
reverse is also probably true. This situation, in terms of estimating 
future production capacity by major grade groups, necessitated ap- 
propriate instructions to the mills in making their capacity reports to 
the trade associations. The questionnaire to the mills stated: 


It is realized that within certain limits a machine may 
shift production from one grade to another grade without 
basic changes in that machine. Because of economic condi- 
tions, mills may not have necessarily produced the grade or 
basis weight of a grade which was best suited for that ma- 
chine’s operation and, therefore, the highest potential capac- 
ity was not reached. However, within the limits prescribed, 
make the distribution of annual capacity to the grades based 
on the capacity figure for that grade, multiplied by the num- 
ber of days in the year 1955 you could have used the equip- 
ment for that grade. 


Thus, the capacity shown separately for each grade of paper or 
board should be viewed with some interchangeability, especially as 
between coarse papers and containerboard and between printing 
papers and fine papers. 

Although cylinder machine capacity does not represent as large a 
tonnage as the more predominant fourdrinier machine involved in 
the above grades, there nevertheless exists a flexibility in their use, 
such as for tissue papers, building papers, and boxboards. 
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TaBLEe 18.—Paper and board, United States indicated maximum year end capacity 
by grade group, 1955-59 


[Thousands of short tons] 
















































































| 
| 1958 1959 
1955 1956 | 1957 alate 
actual | actual | com- | 
mitted | Com- Pro- Total | Com- Pro- Total 
mitted | posed mitted | posed 
— —— — —_ =| — = | | —_ = — | 
Total paper and | 
eNee: 26 ack ns sk | 33, 169 | 35,021 | 38,130 | 39, 443 898 | 40,341 | 39, 988 1, 037 41, 923 
Total paper... ....-.-------- | 13,757 | 14,477 | 15,726 | 16,529) 64 | 16,503] 17,042 | 286 | 17,392 
Newsprint. _.........-. 1,531 | 1,757 | 2,041 | 2,251 | 2| 2.253] 2,460 |... 2, 471 
Printing paper_.......-- 4, 295 4, 515 4,916 5, 190 38 5, 228 5, 379 125 5, 542 
Fine papers.. .........-| 1,525 1,621 | 1,809 1, 902 6 1, 908 1, 989 41 2, 036 
Coarse and special in- | 
dustria! papers ..--| 4,568 | 4,665 4, 877 5, 038 | 18 | 5,056 5,052 120 5, 190 
Sanitary and tissue | | 
0. ee 1,838 | 1,921 | 2,084 2,148 |...-..- -| 2,148 BGO bewenssil 2, 153 
Total paperboard _.........| 15,812 | 16,738 | 18,362 | 18,607 | 834 | 19,441 | 18,639 | 751 | 20, 224 
Container board. -....- | 8,197 | 8,628 | 9,926 | 10,043 | 409 | 10,452 | 10, 043 545 | 10,997 
Bending board (except | 
special food board). .- .| 2,971 | 3,133 3, 265 3, 265 | 135 3, 400 3, 265 | 71 3, 471 
Special food board _ - -| 1,323] 1,535; 1,655 1, 783 231 2,014 1,815 | 118 2, 164 
Nonbending and other | 
paperboard... _.......| 3,321 3,442 | 3,516 3, 516 59 3,575 | 3,516 17 | 3, 592 
Total building paper and | i | | . 
BONN iseski | 3,600| 3,806 | 4,042) 4,307 |._____. | 4,307 | 4,307 |... 4, 307 
Building paper_._..._-- | 1,800/ 1,802| 1,850] 1,863 |. | 1,863] 1,863 |...--._- 1, 863 
Building board.........| 1,800} 2,004) 2,192] 2,444 |._...___ 344) 244 |........ | 2,444 
| | 





Committed: Capacity under construction or scheduled. 

Proposed: Capacity under consideration on Mar. 1, 1957. 

Source: American Paper and Pulp Association and National Paperboard Association. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 
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TABLE 19.—Paper and board, United States capacity, historic year-end basis,’ by 
grade groups, 1949-56, estimated 1957-59 


{Thousands of short tons] 
Historic 


1954 1955 


Total paper and board 
Total paper 


Newsprint 

Printing paper 

Fine papers 

Coarseand special industrial papers. 
Sanitary and tissue papers-_-_-_----- 


Total paperboard 2 


Total building paper and board 2,489 | 2,639 3,441 | 3,647 
Building paper 1, 389 1, 389 1, 480 | 1,641 1, 643 
Building board : 1, 250 \ 1,800 | 2,004 


Estimated 


1959 


Com- Proposed 
mitted | Com- |(1958and 
and mitted 


Total paper and board 


Total paper erst i 15, 396 | 15, 807 
ee dere phot ih 2,232 | 2,430 
Printing paper. - ae . : : 7 4, 762 4, 898 
Fine papers - , 7 1, 754 1, 829 
Coarse and special industrial papers.| 4,424 : 5 4,587 | 4,584 
Sanitary and tissue papers- axa 2, 000 2, 061 2, 066 








Total paperboard 2___..._..-.---- onnasl 12,088.12, 18, 020 | 17,308 





Total building paper and board_.......| 3,879 | 4,143 |__..---- 4,143 
Building paper-- igo ea San, 1, 687 ee hcnkacecoe 1, 699 
Building board... -..--- ‘ ; 2. 192 2, 444 2, 444 


1 Historic year-end basis conforms with the method used in previous years by the American Paper and 
Pulp Association. The American Paper and Pulp Association year-end capacity on paper (except news- 
print) and building paper represents the volume that could be produced by operating 310 days per year 
with allowance for normal shut-downs for repairs, maintenance, etc. For newsprint, Newsprint Service 
Bureau capacity data represents the prevailing operating schedule in terms of number of days per year of 
the individual mills for 1952-59. Prior to 1952 newsprint capacity was based on 310 days a year. The 
National Paperboard Association compilation of year-end capacity on paperboard is computed as follows: 
the production of the closing weeks of the year (eliminating Christmas week) divided by the time-in-use 
of the machines, multiplied by 100 and adjustment of these figures to a 313 working-days basis. The build- 
ing board year-end figures were compiled by the Building Materials and Construction Division, BDSA, 
on a 312-day basis. 

2 Breakdown of historic capacity by grade groups not available from the National Paperboard Association. 
Total paperboard includes approximately 200,000 tons per year of wet machine board. 


Source: American Paper and Pulp Association, National Paperboard Association, Newsprint Service 
Bureau and the Building Materials and Construction Division, BDSA. 


Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 


ESTIMATED IMPORT SUPPLY 


Whether or not domestic production facilities equal or exceed indi- 
cated total, demand for paper and board imports are apt to continue. 
On the other hand, with domestic capacity expectations exceeding 
total demand for most grades it is unlikely that such imports would 
increase materially. Since there is no apparent statistical basis for 
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estimating future import levels, the volume of imports by grade 
group (except newsprint) in the year 1955 was assumed to remain 
relatively constant for 1958, 1960, and 1965 (table 17). 

Newsprint supply, including imports, has been treated separately, 
in detail, in section IX. 





IV. RELATIONSHIP OF PAPER AND Boarp Net Demanp WItTH Supply 


From the standpoint of the domestic paper and board manufactur- 
ing industry, the important consideration is the net demand for the 
products produced by their mills. Net demand consists of projected 
domestic demand plus estimated exports minus estimated imports 
by major grade groups of paper and board. This net demand, there- 
fore, reflects the indicated future requirements to be met from domestic 
production facilities. In table 17 the total projected net demand for 
1958, 1960, and 1965, is referred to as required United States produc- 
tion. 

Since estimated future domestic production capacity, by major 
grade groups, is available only for 1957, 1958, and 1959, it is possible 
only to compare capacity with projected net demand (required United 
States production) for 1958. (See table 5.) 

The reader, however, may interpolate estimates of projected year- 
to-year net demand through to 1965 by assuming a constant year-to- 
year percentage growth rate for the individual grade groups of paper 
and board. In such an approach, relationships oul be established 


particularly for estimated net demand from domestic production for 
1957 and 1959 so as to relate net demand with domestic capacity 
potentials. A semblance of this relationship is indicated in chart 
No. 1 which shows projected net demand (required United States 
production) to 1965 against domestic capacity (production potential) 
to 1959. 


V. Demanp ror Wooppu.p 


In order to appraise the projected total demand for woodpulp by 
grade groups, it 1s necessary to estimate the needs of woodpulp for 
(1) domestic consumption and (2) exports. Domestic consumption 
consists of (a) pulp used by paper and board mills and (6) pulp used 
by nonpaper pulp consumers. Nonpaper pulp consumers include 
rayon and acetate producers, cellophane plants, and manufacturers 
of plastics, propellants, and miscellaneous items. To the estimated 
demand for domestic consumption of woodpulp must be added the 
expected export demand for paper and board grade woodpulp and 
dissolving grades of woodpulp. 


DOMESTIC WOODPULP CONSUMPTION NEEDS 


Because the major grades of woodpulp are used in different propor- 
tions in the furnish ? (mixture of fibers) utilized for the production of 
various oe of paper and board, the following statistical procedure 
was used. 

Woodpulp requirements for paper and board manufacture —The 
Census of Manufactures for 1954 called for all paper and board mills 
to report the consumption of woodpulp by individual grades used for 
the manufacture of specific grades of paper and board. Table 21 


2 “Furnish” refers to the mixture of fibers, such as various grades of woodpulp, wastepaper, rags, straw 
and bagasse, used in producing paper or board. 
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shows the 1954 ratios of tons of woodpulp by grade groups consumed 
per ton in the manufacture of paper and board by grade group. The 
1954 ratio of total woodpulp consumed in total paper and board 
roduction was 0.708. This compilation was prepared by the Pulp, 
aper, and Board Subdivision. Necessary adjustments were mais 
in the census data to conform with the classifications of pulp, paper, 
and board used in this report. 

The classification of woodpulp used in determining the requirements 
for paper and board production is as follows: 

White pulp—Bleached and unbleached sulfite, bleached and 
semibleached sulfate, and soda pulp. 

Note: The grades of pulp grouped as white pulp have been 
considered substantially interchangeable and probably will 
become more so between now and 1965. 

Unbleached sulfate pulp. 

Ground-wood pulp. 

Semichemical pulp. 

Other pulp—Exploded, defibrated, and miscellaneous pulp. 

The ratio of total virgin woodpulp consumption to paper and 
board production has been increasing steadily over a period of many 
years. Statistical evidence of this trend is available from the annual 
Bureau of Census reports showing tons of fiber furnish consumed in 
the manufacture of paper and board. Table 20 shows the ratios of 
total woodpulp, total wastepaper, and total other fibers consumed 
by paper and board mills by years since 1947. 

The ratio of woodpulp consumption in paper and board production 
has increased from 0.628 in 1947 to 0.734 in 1956, an increase of about 
1.2 percent compounded annually. If this rate were to continue for 
another decade, the use of secondary fibers, particularly wastepaper, 
would almost disappear. Because wastepaper continues to be and 
is expected to remain the major fiber furnish in many grades of fold- 
ing and setup boxboard for many years ahead, it is unlikely that the 
recent increase in total woodpulp ratios will continue at the expense 
of wastepaper. 

A more refined technical approach to calculating woodpulp require- 
ments by grade groups for the domestic manufacture of paper and 
board through as far as 1965 would be to estimate, based upon gen- 
eral industry knowledge and expectations, the likely changes in pulp 
ratios for individual grades of woodpulp by individual grades of paper 
and board. This procedure was discussed with industry leaders, and 
it was concluded that, although subject to uncertainties, this was the 
most logical approach from the standpoint of making reasonable 
estimates for the future. 

It should be emphasized that even very small changes in pulp 
ratios result in substantial tonnage increases or decreases in pulp 
requirements. For example, for every million tons of paper and 
board produced, a change in the ratio of 0.001 results in a change in 
the pulp requirements of 1,000 tons; a change in the pulp ratio of 
0.01 results in a change in the pulp requirements of 10,000 tons; a 
change in the pulp ratio of 0.1 results in a change in the pulp require- 
ments of 100,000 tons. Thus, it is evident in certain important 
grade groups, such as container board, which is projected to 1965 at 
around 10 million tons from domestic production, that an adjustment 
of 0.1 in the pulp ratio would result in a difference of 1 allen tons 
of pulp. 
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The problem of trying to estimate realistic pulp ratios by grades 
of pulp and grades of paper and board through 1965 is most difficult 
on a national basis even though many individual companies have 
fairly good impressions of their « expectations in their own operations. 
However, while one company may be planning to use more of a certain 
grade of pulp i in a particular region another company elsewhere may 
be making plans in the opposite direction. 

Based upon general industry judgment and expectations, the 1954 
pulp ratios were adjusted for expected growth trends. Reliance upon 
the past trend in terms of the total woodpulp ratio to total paper 
and board production as a guide for estimating future woodpulp ratios 
may be very misleading. The outstanding specific example where 
the woodpulp ratio has grown markedly during the past decade has 
been in container board. Practically all new capacity for liners and 
corrugating medium has been based exclusively upon the use of virgin 
woodpulp while at the same time there has been a decline in the 
utilization of kraft wastepaper, and straw. Another example is in 
building papers. With the introduction of machine coating of print- 
ing papers there has been a reduction in the ratio of pulp to printing 
paper produced during the past several years. Ratios of woodpulp 
consumed in most other grades of paper and board have not changed 
materially and secondary fibers, such as wastepaper, bagasse, cotton, 
flax, etc., have largely held their approximate positions ratiowise. 

The only practical approach, therefore, is to appraise each grade 
group of paper and board individually with reference to future logical 
expectations in pulp ratios by grade of pulp for each grade group of 
paper and board. The changes made in the 1954 pulp ratios to reflect 
the estimated growth trend are shown in table 21. 

The principal growth trend adjustments made in the 1954 pulp 
ratios follow: 

In the case of printing papers it is generally anticipated that there 
will be an increasing use of ground-wood pulp and a corresponding 
decline in consumption of white pulp. This expectation is based upon 
the growing production of machine-coated printing papers which to 
a larger degree are made from ground-wood pulp. 

For coarse and special industrial papers it was assumed that bleached 
sulfate pulp would partially replace the use of unbleached sulfate 
pulp. In this group there appears to be an “upgrading” in the bright- 
ness of certain coarse papers for such uses as wrapping and bags so as 
to better adapt these papers for advertising printing. 

In the area of sanitary and tissue papers the growing trend toward 
higher quality and brightness in facial tissue, towels, toilet tissues, and 
napkins will mean use of a higher ratio of white pulp and a declining 
ratio in ground-wood pulp. 

For container board, the trend of the past 10 years has been toward 
the greater use of unbleached sulfate w oodpulp with a declining use, 
ratiowise, of wastepaper. Use of certain types of shipping containers, 
with w hite outside liners, is growing. This will mean a continued rise 
in the ratio of white pulp. o the case of corrugating medium the use 
of semichemical pulp is expected to continue upward. 

In the field of special food board there are indications of a somewhat 
larger proportion of bleached semichemical pulp with the ‘white’”’ 
pulp ratio declining slightly. 
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For building boards many producers are installing semichemical 
pulp facilities. Thus, it is very likely that there will be a decline in 
the ratio of ground-wood pulp. 

Estimated woodpulp requirements, by major grades of woodpulp, 
based upon the 1954 pulp ratio basis, are shown in tables 22 through 27. 

Estimated woodpulp requirements, by major grade groups of pulp, 
based upon the growth trend ratio basis, are shown in tables 28 
through 33. 

A comparison of the estimated requirements of woodpulp for paper 
and board production for the years 1958, 1960 and 1965 based upon 
(1) the 1954 ratios of pulp to paper and board production, and (2) the 
adjusted growth trend pulp ratios is shown in table 34. 

While it is believed that the 1954 ratios represent minimum future 
requirements of woodpulp for paper and board production, use of the 


growth trend approach possibly represents more realistic woodpulp 
requirements. 


TABLE 20.—Fiber furnish consumed in total paper and board production, ratios by 
type, actual 1947-56, estimated 1958, 1960, 1965 





Woodpulp | Wastepaper | Other fiber 


0 


1, 

1. 

1. 0 
1. 063 
1. 085 
1, 080 
1. 073 
1, 053 
1, 056 
1,05 


£33 


i Ail a ake di oe tal ian aa le Sai ice ee 
1956 (preliminary) 
Estimate growth trend: 

1958 
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Source: Bureau of Census. Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products 
Division, BDSA, U. 8. Department of Commerce. 
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TABLE 22.—Total woodpulp (1954 ratio basis), estimated requirements for paper 
and board production, 1958, 1960, 1965 


[Thousand short tons] 





Grade groups 





Total paper and board. -- 


sa cbc cn dimndunnbt 
ae 
Printing papers--..........- 
yo} ee eee | 
Coarse and special indus- 

trial panera. . <...<.....-. 
Sanitary and tissue papers-_| 




















Total paperboard............-- 
Container board 
Bending board (except spe- 
cial food board). -......-- | 
Special food board -__..----| 
Nonbending and other | 
paperboards_............-. | 


Total building paper and board_| 


Building paper 
Building board 





























1958 1960 1965 
Ratio, 
pulp to 
paper Paper | Required| Paper | Required| Paper | Required 
produc- pulp produc- pulp produc- pulp 
tion tion tion 
ccerarancoalae 34, 002 24, 400 36, 514 26, 316 43, 827 31, 650 
weeeee----| 14,827| 13,774] 15,874] 14,779| 18,282 17, 000 
| 1.007} 2150; 2316| 24751 2,666] 2,700 2, 908 
812 4, 255 3, 456 4, 470 3, 630 5, 085 4, 129 
. 910 1, 643 1, 495 1, 733 1, 579 2, 023 1, 840 
. 984 4, 810 4, 733 5, 085 5, 004 5, 860 5, 767 
. 901 1, 969 1, 774 2,111 1, 902 2, 614 2, 356 
_.--.-----| 15,690| 8,663| 16,930] 9,449] 21,060 12, 128 
. 788 8, 265 6, 512 8, 810 6, 941 10, 619 8, 360 
176 3, 090 543 3, 255 573 3, 825 673 
927 1, 560 1, 446 1, 900 1, 762 3, 120 2, 892 
2, 775 162 2, 965 173 3, 505 203 
ae 3,485} 1,963| 3,710] 2,088 | 4,485 | 2,522 
.321 | 1, 707 549 1, 815 582 2, 200 706 
795 1, 778 1, 414 1, 895 1, 506 2, 285 1, 816 





Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 


ment of Commerce. 


TABLE 23.—White pulp (1954 ratio basis) (sulfite, bleached and semibleached 
sulfate, and soda), estimated requirements for paper and board production, 1958, 


1960, 1965 


[Thousand short tons] 





















































1958 | 1960 1965 
| Ratio, 
Grade groups | pulp to 
| paper Paper | Required; Paper | Required) Paper | Required 
| produc- | pulp | produc- pulp produc- pulp 
tion | tion tion 
Total paper and board on | 34,002 9, 106 36, 514 9, 892 43, 827 | 12, 331 
Total paper....------------ ---------| 14,827 | 7,178| 15,874| 7,620| 18,282 8, 876 
Newsprint. -_.......--- 0. 200 2, 150 430 | 2,475 495 | 2, 700 540 
Printing papers. ------- : . 575 4, 255 2,447 4,470 2, 570 5, 085 2, 924 
Fine papers... _-- ; 840 | 1, 643 | 1, 380 1, 733 | 1, 456 2, 023 1, 699 
Coarse and special indus- | | 
trial papers........._.__- 314| 4,810 1,511 5, 085 1,597 | 5,860 1,840 
Sanitary and tissue papers -| 716 1, 969 | 1,410 2,111 1,511 | 2, 614 1, 873 
Total paperboard.........__-. ra | 15,690| 1,911| 16,930) 2,245| 21,060} 3,433 
Container board -_----_....--} . 009 | 8, 265 74 8, 810 79 10, 610 95 
Bending board (except | | 
special food board) _- . 125 | 3, 090 386 3, 255 407 3, 825 478 
Special food board_-__- . 893 1, 560 1, 393 1, 900 1, 697 3, 120 2, 786 
Nonbending and _ other | 
paperboards_._......_- 021 | 2,775 | 58 2, 965 62 | 3, 505 74 
Total building paper and Se io 
iw neoctintincietictinwanal | | 3, 485 17 3, 710 18 4, 485 22 
Building paper............| .010| 1,707 | 17| 1,815 18 2, 200 | 22 
OTE DUNG in inn cabin axa Ry Cee: lend ce sage! ie 2 ee ee ee 
| | i 











Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. De- 
partment of Commerce. 
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TaBLE 24.—Unbleached sulfate pulp (1954 ratio basis), estimated requirements for 
paper and board production, 1958, 1960, 1965 


[Thousand short tons] 





1958 1960 1965 
Ratio, a 
Grade groups pulp to 
paper Paper | Required}; Paper | Required} Paper | Required 
produc- pulp produc- pulp produc- pulp 


tion tion tion 
Total paper and board... |_........- 34, 002 8, 624 36, 514 9, 166 43, 827 10, 865 
TRE FIN o sn cndinddcncnecn dhictstilined 14, 827 3, 362 15, 874 3, 556 18, 282 4, 108 
Oi tis cpectnitiivabigdntoennd 9/00D 4 ene |) gy lll 
Printing papers. .-........-. 0. 006 4, 255 26 4, 470 27 5, 085 31 
BP I kc cccndiwccncces . 054 1, 643 89 1, 733 oF 2, 023 109 
Coarse and special indus- 
trial papers...._- . 653 4,810 3, 141 5, 085 3, 321 5, 860 3, 827 
Sanitary and tissue papers - < 054 1, 969 106 2,111 114 2,614 141 
po EE eee ee ee 15, 690 5, 260 16, 930 5, 608 21, 060 6, 755 
Container board... ._...-.- . 621 8, 265 5, 133 8, 810 5, 471 10, 610 6, 589 
Bending peered Greet spe- 
cial food board)... -.....- . 026 3, 090 80 3, 255 85 3, 825 99 
Special food os Teese . 007 1, 560 ll 1, 900 13 3, 120 22 
Nonbending and other 
paperboards.............- . 013 2,775 36 2, 965 39 3, 505 45 
Total building paper and board_|._.._____- 3, 485. 2| 3,710 2| 4,485 2 
Building paper............. . 001 1, 707 2 1, 815 2 2, 200 2 
Building board...........-- pete enn Dg PEO blintiecena eo, = itch Ie 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 


TaBLE 25.—Ground-wood pulp (1954 ratro basis), estimated requirements for paper 
and board production, 1958, 1960, 1965 


[Thousand short tons] 














1960 
Grade groups pulp to Paper | Required; Paper | Required) Paper | Required 
paper produc- pulp produc- pulp produc- pulp 
tion tion tion 

Total paper and board” ..|.........- 34, 002 3, 874 36, 514 4, 282 43, 827 4, 872 

Total paper_.......-- Beet eee 14,827| 3,072| 15,874|  3,423| 18,282 3, 820 

ROUITONE 6 ec neiscccccdacu 0. 877 2, 150 1, 886 2, 475 2,171 2, 700 2, 368 

Printing papers...........- .214 4, 255 911 4, 470 957 5, 085 1, 088 

Fine papers. -_... . 002 1, 643 3 1, 733 3 2, 023 4 

Coarse and special ‘indus- 

fl eee . 003 4, 810 14 5, 085 15 5, 860 18 

Sanitary and tissue papers 131 1, 969 258 2,111 277 2, 614 342 

Total paperboard......._...._- an as 15, 690 188 | 16,930| 206| 21,060 264 

Container board..........-- . 005 8, 265 41 8, 810 44 10, 610 53 
Bending board (except spe- 

cial food board) -_-..-...._- . 019 3, 090 59 3, 255 62 3, 825 73 

Special food board _..._..-. . 024 1, 560 37 1, 900 46 3, 120 75 
Nonbending and other 

paperboards....-.......-. . 018 2, 775 51 2, 965 54 3, 505 63 

——SSS o —EEeeeen DO SS SS ol eee 

Total building paper and board_|_......._- 3, 485 614 3, 710 653 4, 485 788 

Building paper__..........- . 025 1, 707 43 1,815 45 2, 200 55 

Building board_...........- . 321 1, 778 571 1, 895 608 2, 285 733 





Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 
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[Thousand short tons] 





PULP, PAPER, AND BOARD SUPPLY-DEMAND 


TABLE 26.—Semichemical pulp (1954 ratio basis), estimated requirements for paper 
and board production, 1958, 1960, 1965 



















































































































(Thousand short tons] 


1958 








| 
1958 1965 
| Ratio, a 
Grade groups pulp to Paper Remeedl ‘Paes | Paper | Required| Paper | Required 
| paper produc- pulp produc- pulp produc- pulp 
| tion tion | tion 
Total paper and board _- | eit til iosi 34, 002 1, 440 36, 514 | 1, 534 | 43, 827 1, 843 
Total paper....._-.-_..-... |= pale 14, 827 | 109 | 15,874 | 115 | 18, 282 132 
I ee... el 2100 teaasns 206 1 te : i, eee : 
Printing papers. ---_-- 0.017 4, 255 72 4, 470 76 5, 085 86 
Fine papers. - 4 .014 1, 643 23 1, 733 24 2, 023 28 
Coarse and specis al indus- | 
trial papers. ._- a . 003 4, 810 14 5, 085 15 5, 860 18 
Sanitary and tissue Dé apers cane 1, 969 |_- head BBD ft csmcenth os SiS to ci.t . 
Total paperboard... _._- “s 15, 690 1,217 | 16,930 1,298 | 21,060 | 1, 565 
Container board _ _____- ; 145 8,265} 1,198 8, 810 1, 27 10, 610 1, 538 
Bending board (except spe- 
cial food board) - ----- . 001 3, 090 3 3, 255 3 3, 825 a 
Special food board_ ; . 003 1, 560 | 5 1, 900 6 3, 120 9 
Nonbending and _ other 
paperboards._......_. | . 004 2, 775 | 11 | 2, 965 12 | 3, 505 14 
Total building paper and board _}_. “e * 3, 485 | 114 | 3, 710 | ‘y21 | ei 485 146 
Building paper____- .027} 1,707 46} 1,815 49 2, 200 59 
Building board___-____- . 038 1,778 68 1, 895 72 2, 285 87 
eed Pulp, ent and Semel ard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 


TABLE 27.—-Other pulp (1954 ratio basis) estimated requirements for paper and board 
pulp e pap 
production, 1958, 1960, 1965 


























I ii on.c ce bE inknnnne cinema 
Printing papers 
Pr a ditditaccncccdlagdaedecnee 
Coarse and special indus- 

Po -O11 | 
Sanitary and tissue papers sd Neda chilecnsee 





| 1960 | 1965 
| ccc lcci isi oe 
Ratio, 
Grade groups pulp to Paper | Required) Paper | Required| Paper | Required 
paper produc- pulp produc- pulp produc- pulp 
tion tion tion 
| S | PE eee eee nee any 
Total paper and board.-_|......-.-- 34, 002 1, 356 36, 514 1, 442 | 43, 827 | 1, 739 
I nn: onn-nnctlaicncced | 14,827 53| 15,874 56 | 18, 282 | 64 
















2, 150 OEE cnanees SB Aaeek cn 

4, 255 AEE ccsnctesinp | 6,085 jo aoa 

$8 lic | of) Bp Sil eecen-enenaae SO he cto ck 
| 

4,810 53| 5, 085 56| 5,860 64 

SRP ise dawns mL aw BIE becccninons 











Total paperboard 









Container board.........-- 






8, 265 





15, 690 | 


16, 930 21, 060 


































66 | 8,810 | 70 | 10,610 85 
Bending board (except spe- | | | 
cial food board) ......-.-- - 005 | 3, 090 | 15 | 3, 255 | 16 3, 825 19 
Special food board..........|......--.-| 1, 560 |....-.-..- | <9 Sp Penne enanell OP Aicasct ats 
Nonbending and other pa- | 
i ee 002 | 2,775 6 | 2, 965 | 6 | 3, 505 | 7 
Total building paper and board _|........-. | 3, 485 1, 216 3, 710 1,294 | 4,485 1, 564 
— } } 1 
Building paper............. . 258 1, 707 441 | 1,815 | 468 2, 200 568 
Building board............- - 436 1,778 775 1, 895 826 2, 285 996 


























ment of Commerce. 


mead by Pulp, Paper, and Senadherel Subdivision, Forest Products Division, 1 BDSA, U. 
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TABLE 34.—Woodpulp—Comparison of projected requirements for United States 
production of paper and board, 1958, 1960, and 1965 


[Thousand short tons] 











1954 ratios Growth trend ratios 
Grade 
Ratio pulp Required Ratio pulp Required 
to paper pulp tons to paper pulp tons 
1958 
UE WOR co ddiccnccccccntnsandenaghielil 0.718 24, 400 0. 722 24, 536 
eR ie iztenicnniindinieietieiidedaasle . 268 9, 106 268 9, 127 
I IIE, cnc cdudincnnnndwnmnnichinns . 254 8, 624 253 8, 586 
I och stl oneinnihecntee idpiauiiediatel -114 3, 874 115 3, 920 
GeeININOIOR. 5 ic cccleniddsieiccdicacwbaet «042 1, 440 «047 1, 556 
BE i ceiawent tn stsapeticceannn - 040 1,356 040 1, 347 
1960 
OEE WOOD nn cccuscthposessctapnanensm 0. 721 26, 316 0. 727 26, 561 
WEI DEED, . a1cccccetencstnamgediabanea - 271 9, 892 - 272 9, 933 
Unbleached sulfate......................... . 251 9, 166 ~ 249 9, 102 
COE 05. > ntmicclanncntnaanesaeae -118 4, 282 . 120 4, 37 
ENON. \ ccancucocanenadicupseneanane . 042 1, 534 . 047 1 
BE GIR hticttinedincdsttdinnadtette . 039 1,442 . 039 1, 425 
1965 
OE COORD cc ctincceisuctesncesctnadadesede 0. 722 31, 650 0. 737 32, 309 
We BI ccc nanospnadeemeinensaael - 281 12, 331 . 284 12, 436 
Unbleached sulfate......................... . 248 10, 865 . 245 10, 756 
Growundweee..... iiss dodciiie cee lll 4, 872 115 5, 031 
OMNI OURO 6 ins. occ dddacecetinnpeeebeinde: . 042 1, 843 . 054 2, 379 
RECT 5 ccd ccciecsccmubddidscdddadbbande . 040 1, 739 . 039 1, 707 


Prepared by: Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Comerce. 


Domestic market pulp requirements.—The domestic paper and board 
manufacturing industry is customarily considered to be composed of 
three types of operations: (1) Fully integrated pulp, paper, and board 
mills; (2) partially integrated pulp, paper, and board mills; and (3) 
nonintegrated paper and board mills. 

There are approximately 350 paper and board mills in the United 
States in categories 2 and 3 which means that they depend partly or 
entirely upon purchased market woodpulp. Many nonintegrated 
paper and board mills are small independent plants in the North- 
eastern and Lake States, some of which have been in operation from 
50 to 100 or more years. These small mills, however, produce many 
specialty grades extremely important to the national economy, but 
their lifeblood, so to speak, is the availability of suitable grades and 
qualities of market woodpulp from domestic, Canadian, and overseas 
producers. 

It is notable that over the past 10 years total United States con- 
sumption of market pulp by paper and board mills has ranged from a 
low of about 2,250,000 tons (in 1952) to a high of nearly 3 million tons 
in 1956. Itis apparent that the aggregate capacity to consume market 
pulp had not materially changed over this period. 
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Market woodpulp' consumption in United States paper and board manufacture— 
1946 to 1956 


[Thousand short tons] 


Year: Year—Continued 
Dh tan docukmesacieia 2, 523 Si a ee 2, 252 
BEE So ns dss a ae ae ee 2, 511 Sido onuccteia<csdauise 2, 500 
ER oe et 2, 586 BN sind eg gah nk ns deta eae 2, 422 
DOA ode anc wicthteaccule mee 2, 325 i thar one nis mids a a ene 2, 886 
MG ce ecewastcenn naa 2, 902 EES csc us. nd coal. dace aah one 2, 972 
I citeceeteeatl isc papicaecet 2, 742 


1 The term “market woodpulp”’ as used in this report refers to domestic or imported pulp purchased from 
a mill not under the same ownership or control as the purchaser. 


Source: Bureau of the Census. 


For several years there have been many operating changes made by 
mills consuming market woodpulp. Some previously independent, 
nonintegrated mills have been acquired through merger or purchase by 
integrated companies having their own woodpulp production facilities. 
In other cases some nonintegrated or partially integrated mills have 
procured or built woodpulp production facilities of their own to reduce 
their dependency on others for purchased woodpulp. In late years 
especially, a number of the smaller nonintegrated mills have been 
modernizing their papermaking equipment and even adding new 
machines, thereby supplementing their capacity to consume purchased 
market pulp. It is problematical as to whether or not additional 
domestic nonintegrated mills will continue to increase their capacity 
to use market pulp in the years ahead. 

Because of the circumstances outlined above, it is impossible to 
make realistic estimates of future market woodpulp consumption 
requirements for domestic paper and board mills. Therefore, no 
attempt is being made to distinguish between market pulp and inte- 
grated woodpulp in terms of future consumption needs by the United 
States paper and board manufacturing industry. 

Woodpulp requirements for nonpaper products manufacturers.—Suit- 
able historical statistics are not available to show relationships be- 
tween the consumption of dissolving woodpulp and the production 
of products such as cellophane, cellulose plastics, and chemical spe- 
cialties derived from cellulose. Accordingly, it was considered ap- 
propriate to project the historic data on the apparent total domestic 
consumption of dissolving pulp in the United States. 

The Office of Business Economics related the consumption of dis- 
solving woodpulp to real disposable personal income over the period 
1938 to 1956, with the war years omitted. The relationship between 
the variables was moderately good. The formula derived was 


log Y=1.753+1.944 log I. 


This formula indicates that dissolving woodpulp consumption is 
highly sensitive to income changes. Over the period studied an 
increase (or decrease) of 10 percent in income was associated, on the 
average, with an increase (or decrease) of nearly 19% percent in 
consumption. 

The projected demand for domestic consumption for dissolving 
woodpulp of 1,690,000 tons in 1965 implies an average rate of 
increase of 5.4 percent per year over the period 1955-65 (table 35). 








tw we Oe ee Owe 
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TaBLeE 35.—United States consumption of dissolving woodpulp—actual 1955, 1956— 
projections 1958, 1960, 1965 


[Thousand short tons] 








Average 
1955 1956 1958 1960 1965 rate of 
increase, 
1955-65 
Dissolving woodpulp, total !___............-..-.... 997 936 | 1,155 | 1,270) 1,690 5.4 





1 Includes both paper and nonpaper uses. 


Source: Office of Business Economics, U. 8. Department of Commerce. 
Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BOSA, U.S. Depart- 
ment of Commerce. 
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The OBE statistical projections referred to above could be ex- 
amined further in terms of various industry developments in the prin- 
cipal market areas. Some highlights of the developments follow: 

There are two major categories of dissolving caltulees pulp (some- 
times referred to as chemical cellulose); namely, dissolving cotton 
linter pulp and dissolving woodpulp. United States consumption of 
cotton linter dissolving pulp in rayon and acetate has ranged from 
60,000 to 135,000 tons per year during the past decade. However, in 
the last 4 years consumption of cotton linter pulp has varied between 
60,000 and 90,000 tons per year with 1955 consumption totaling 87,600 
tons, according to data published in the Textile Organon. Domestic 
consumption of dissolving woodpulp has ranged from around 500,000 
tons to nearly 1 million tons in the past 10 years, with 1955 consump- 
tion totaling 997,000 tons. It is evident, therefore, that dissolving 
woodpulp now represents close to 90 percent of total United States 
dissolving pulp consumption. 

The production and consumption of cotton linter pulp is limited by 
the size of the cotton crop because approximately only 1 bale of linters 
is derived from 8 bales of lint cotton. When the total cotton crop is 
small the supply of linters is equally low. Further, it is understood 
that the availability of imported linters does not permit much expan- 
sion in supply for use in this country. Cotton linter pulp is used 
primarily in the manufacture of acetate filament. While its use in 
fine papers is still small, progressive research continues in the field of 
rag-content papers, partly because of the growing problem of obtain- 
ing uncontaminated cotton rags or cotton clippings. 

In the total domestic market outlet for dissolving pulp, dissolvin 
woodpulp has shown a rapid rise in both domestic production an 
consumption for many years. Table 80 shows that in 1956 the 
United States produced 940,000 tons of dissolving woodpulp, supple- 
mented with imports of 193,000 tons, making a total new supply of 
1,133,000 tons. Exports which have risen materially in late years 
amounted to 197,000 tons in 1956. The apparent United States con- 
sumption totaled 936,000 tons in 1956. 

Certain grades of dissolving woodpulp are used by paper and board 
mills. There has been an upward trend in dissolving woodpulp 
utilization by paper mills, from 26,000 tons in 1949 to as intel as 
85,000 tons in 1956. Even the recent use by paper mills is relativ iy 
small, and the predominant consumption is in nonpaper uses, which 
have climbed from 500,000 tons in 1946 to about 920,000 tons in 1955 
and to 851,000 tons in 1956. Rayon and acetate account for about 
60 percent of the nonpaper uses. According to trade information, 
the production of cellophane in 1955 required about 190,000 tons of 
dissolving woodpulp, or about 18 percent of the total. Other prod- 
ucts, such as caliitees plastics, viscose sponges, sausage casings, and 
miscellaneous specialties account for the remainder of consumption. 

Rayon and acetate have encountered increasing competition from 
several new noncellulosic synthetic fibers. A notable example where 
these new synthetic fibers have made important inroads is in tire 
cord which was dominated by cotton before the introduction of rayon. 
Nevertheless, it is believed that consumption of high-tenacity-rayon 
tire cord will be important for a number of years, and that this market 
will not be abruptly nor completely lost. It is also pertinent that the 
cotton and wool textile industries have been endeavoring strenuously 
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to hold their relative shares of the total market for fiber through sales 
promotion, developments of new products, and the use of cotton and 
wool mixtures with some of the new synthetic fibers. 

In general, the newer synthetic, man-made fibers are more costly 
than chemical cellulose fibers. As long as this situation continues 
there would appear to be many use areas where lower cost fibers 
would continue to hold their positions. In the area of fabrics and 
clothing, shifts in consumer tastes and acceptance probably will have 
an important bearing on the relative consumption of different fibers, 
whether natural or synthetic. 

The domestic dissolving woodpulp industry feels that world markets 
will continue to grow for United States produced raw material for the 
manufacture of rayon and acetate abroad. The rapid growth in over- 
seas consumption of dissolving woodpulp is viewed with considerable 
optimism by domestic producers. In the United States, living stand- 
ards have risen to the extent that many people can afford more expen- 
sive products. The industry feels, however, that this situation is not 
typical in many foreign countries, and for a long time it would be 
economic for them to import dissolving pulp for the manufacture of 
rayon and acetate for use in textiles. 

The domestic dissolving woodpulp industry continues to work 
closely with major fiber consumers in research efforts to find new 
uses and applications for rayon and acetate. With continued im- 
provement in the performance of chemical cellulose fibers, they are 
expected to remain competitive with the natural fibers. One example 
is the rapid increase in the use of rayon and acetate in carpeting and 
rugs in the last few years. 

Production, consumption, and use of cellophane over the past three 
decades has increased steeply. From most indications, including 
competition from new films, the outlook appears to favor the con- 
tinuation of past growth. As regards cellulose plastics, it seems 
reasonable to expect future demands for these materials to increase 
but probably at a slightly slower rate than previously. 


EXPORT DEMAND 


The general world situation described relative to export demands 
for paper and board (see sec. II) applies substantially to woodpulp. 
Briefly, the chief countries producing large volumes of woodpulp for 
export have been Sweden, Canada, Finland, and Norway. Other 
countries, notably the United States and Austria have exported 
smaller volumes. The largest woodpulp importers have been United 
States and the United Kingdom, but other nations, encompassing 
Germany, France, Belgium, the Netherlands, Italy, Argentina, and 
Brazil, purchase significant tonnages ranging from 100,000 to 600,000 
tons a year. Many countries have for years imported smaller 
quantities. 

The production of woodpulp in Europe is expected to increase 
materially. (See Sec. II: Export Demand.) Pulp-producing facilities 
are being extended and probably will continue to be built in the other 
American Republics, Asia, and Africa, to meet their growing needs for 
pulp and paper products. It is debatable whether these increases in 
pulp-producing facilities throughout the world will stay abreast of 
growing demands for pulp at least during the next decade. The result 
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may be that Canada and the United States will witness a continued 
growth in their woodpulp exports to numerous world markets. 

The United States, which formerly imported woodpulp in volumes 
many times its own exports, has now reached the position that in 
1954-55 and 1956 its exports substantially exceeded imports from 
overseas sources. 

Paper and board grade woodpulp—An accurate statistical formula 
for projecting estimated United States woodpulp exports of paper and 
board grade quality is lacking. Using the relative historic rate of 
growth in the United States woodpulp exports, 1950 through 1956, as 
a criterion in estimating exports through to 1965, white pulp exports 
are expected to increase about 8,000 tons a year, reaching approxi- 
mately 350,000 tons by 1965. Unbleached sulfate exports may in- 
crease about 12,000 tons a year, to 150,000 tons in 1965. These esti- 
mates appear in table 37. 

Dissolving woodpulp.—Exports of dissolving woodpulp have grown 
rapidly nearing a level of 200,000 tons a year in 1955 and 1956. It 
was previously pointed out under the subheading ‘‘Woodpulp Re- 
quirements for Nonpaper Manufacture” that the domestic dissolving 
wood pulp industry viewed export markets with considerable opti- 
mism. ‘The problems involved in the production of consistentl 
high-grade dissolving woodpulp do not readily allow for small mill 
operations. Construction of a modern, large, dissolving pulp mill, 
necessary to achieve desirable technical results, costs over $20 million. 
For some time to come it would not seem feasible to consider erecting 
such a mill in the smaller rayon and acetate producing countries. 
Instead, it would appear to be more economic for them to purchase the 
necessary raw material from others, including the United States. 

From 1950 to 1956, United States dissolving woodpulp exports have 
increased at the rate of about 25,000 tons annually. There is no basis 
on which to predict that this sharp rate of ‘owth will continue even 
though a continuation of the upward trend is anticipated. For the 
purpose of this report, it has been arbitrarily assumed that dissolving 
woodpulp exports will increase during the next several years at the 
rate of about 15,000 tons per year. Thus, by 1965, exports should 
exceed 300,000 tons. 

TOTAL DEMAND 


Total demand for woodpulp by major grade groups has been esti- 
mated by adding the projected requirements for domestic consumption 
to export demands. These calculations appear in tables 36 and 37. 


VI. Suppty or Wooppu.p 


The procedure utilized in estimating the potential supply of wood- 

pulp up to 1959 is very similar to that used for the supply of | a — 
oard as described in section III. Total potential supply of woo 

by major grade groups available for domestic consumption tnd fer for 

export would be the sum of potential domestic production (capacity) 

plus estimated imports. 
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DOMESTIC CAPACITY—-INDICATED POTENTIAL PRODUCTION 


Through the cooperation of the United States Pulp Producers 
Association, domestic woodpulp annual capacity estimates have been 
made available for use in this report. 

The USPPA conducted an annual woodpulp capacity survey for 
many years based upon the following definition. 


“Annual capacity” is the tonnage that could be produced on 
an annual basis with full use of equipment and an adequate 
supply of pulpwood, chemicals, and labor. The annual 
capacity of each mill is its reported daily capacity multiplied 
by the number of days per year that it expects, under normal 
conditions, to operate. New capacity installed in a given 
year is included only for the number of days that it could 
operate in that calendar year. All data are in tons of 2,000 
pounds, air dry weight. 


Table 8 shows estimated annual woodpulp capacity by major grade 
groups for 1955 through 1959. 

However, it should be recognized that there is considerable latitude 
in the capacity estimates as they concern specific grades. For in- 
stance, the capacity for white pulp is based in part upon the bleachin 
capacity of sulfate mills. In reality, this capacity is also maleated 
cain capacity, but for purposes of this study it has been assigned 
to white pulp so as to avoid duplication. 


POTENTIAL DOMESTIC WOODPULP PRODUCTION BY GRADE GROUP 


Using the technique followed for paper and board, the expected 
woodpulp capacity represents full practical production potential as 
shown in table 8. 

ESTIMATED IMPORT SUPPLY 


Since no precise statistical method is available to project expected 
woodpulp imports into the United States, it is believed that certain 
general observations can be made to serve as a basis for making such 
estimates. 

United States imports from overseas countries in the last 3 years, 
predominantly from Sweden, have ranged from 350,000 to 380,000 
tons. In 1956, such imports approximated 377,000 tons. These 
imports consist of purchased market pulp (frequently of high grade), 
with special characteristics desired for the manufacture of specialty 
or technical grades of paper and board in the United States. The 
level of imports (from overseas) in the last several years represents 
the lowest peacetime volume from these countries in the past three 
or four decades. It is considered reasonable, therefore, because of 
the factors involved, to expect continued imports of Scandinavian 
pulp, although possibly in lower volume. On this basis, imports 
from noncontiguous countries for 1965 have been estimated to total 
250,000 tons. 

United States imports of woodpulp from Canada, however, have 
continued to grow. Imports of woodpulp from Canada in 1956 
amounted to 1,955,000 tons, of which approximately 1 million tons 
or nearly 50 percent was strictly market pulp. The remainder was 
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integrated pulp produced in mills owned or controlled by United 
States paper companies. 

It is extremely difficult to foresee near-term developments with 
respect to possible further increases in production of integrated pulp 
in Canada or the production of market pulp for sale in the United 
States. It is assumed that the trend of total woodpulp imports from 
Canada, evident during the period 1950 through 1956, will continue 
to 1965. However, for 1958 and 1960, because of the rapidly grow- 
ing United States pulp capacity, it has been estimated that total 
imports from Canada will remain at a level of about 2 million tons. 

On the basis of the above assumptions, estimates of paper grade 
woodpulp imports in 1958, 1960, and 1965 are shown in tables 36 
and 37. 

For dissolving woodpulp, it has been assumed that imports for 
1958, 1960, and 1965 will remain near the average of the past 7 years 
(1950-56), which has been about 220,000 tons annually. Tables 36 
and 37 show estimated imports of dissolving woodpulp. 


VII. Revationsuie or Woop Pute Net DEMAND To Supply 


Since it was indicated previously that projections of demand were 
being made only for 1958, 1960, and 1965, it is only possible to relate 
net demand to supply for the year 1958. Net demand means esti- 
mated woodpulp needs for domestic consumption, plus exports, minus 
imports. ‘This is referred to as “Required United States production” 
in tables 36 and 37. For those interested in approximate relation- 
— for 1957 and 1959, extrapolations of the trend data could be 
made. 

To assist in appraising the apparent relationship between net 
demand for domestically produced woodpulp and potential domestic 
oe capacity chart 3 showing trends from 1955 to 1959, may be 
helpful. 


93110—57——-8 
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TABLE 36.—Woodpulp—Paper and nonpaper uses—1954 basis, estimated United 
States requirements; exports, imports, and required United States production, 1958, 


1960, and 1965 


(Thousand short tons] 



























































(1954 basis) 
estimated Required 
Grade | require- Estimated | Total de- | Estimated United 
| ments for exports mand imports | States pro- 
United duction 
States 
1958 
Woodpulp, total | 25, 554 590 26, 144 2, 350 23, 794 
Paper grades, total_._-_- 24, 399 360 24, 759 2, 130 22, 629 
ii! ew ees 9, 106 300 9, 406 1, 590 7, 816 
Unbleached sulfate ___ _- 5 8, 624 60 8, 684 290 8, 394 
Groundwood -_--.__-- BE Bee pericwes 3. 874 240 3, 634 
UNI 2 sorte co. hone 1, 440 |-_-- BGO fost uteci. cs 1, 440 
ec ones ROO Bea~ dn dticaees 1, 355 10 1, 345 
SOT PN Osatorcconcnnadcascdonks 1, 155 230 1, 385 220 1, 165 
1960 
Woodpulp, total_.___- 27, 586 665 28, 251 | 2, 320 25, 931 
Paper grades, total..........--- 26, 316 405 26, 721 2, 100 24, 621 
White pulp-_-_-__. | 9, 892 320 10, 212 1, 600 8, 612 
Unbleached sulfate_ | 9, 166 85 9, 251 285 8, 966 
Ground wood ___- | Se Wa cannes artigo 4, 282 210 4, 072 
Semichemical_-_-- 1, 534 . wal SD eee eee 1, 534 
ti ‘ 1, 442 1, 442 5 1, 437 
Dissolving pulp ! | 1, 270 260 1, 530 220 A 310 
1965 

q 
Woodpulp, total--- 33, 340 | 835 | 34, 175 2, 450 31, 725 
Paper grades, total__- | 81, 650 | 500 32, 150 2, 230 29, 920 
White pulp________.-- 12, 331 350 12, 681 1, 735 10, 946 
Unbleached sulfate -_- 10, 865 150 11,015 290 10, 725 
Groundwood_______-- | EE Bnei di aie ie 4, 872 200 4, 672 
Semichemical---__- } if | GOO Nosiecee sews 1, 843 
Other 1, 720 |....--...- 1, 739 5 1, 734 
Dissolving pulp !...-_...-- 1, 690 | 335 | 2, 025 220 1, 805 





1 Includes both paper and nonpaper uses 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 
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TaBLE 37.— Woodpulp—Paper and nonpaper uses—Growth trend basis—Estimated 


United States requirements, exports, imports, and required United States production, 
1958, 1960, and 1965 


[Thousand short tons] 











(Growth 
trend basis) Required 
Grade require- | Estimated Total Estimated | United 
ments for exports demand imports States 
United production 
States 

1958 
Warten MG. 4c cinwcanidn 25. 704 590 | 26, 294 2, 350 23, 944 
Paper grades, total...................---.-| 24, 549 360 | 24, 909 2, 130 22, 779 
Write we eG 9, 138 300 9, 438 1, 590 7, 848 
Unbleached sulfate..................-- 8, 586 60 8, 646 290 8, 356 
Ee nn oa ot nena SWE Bn echt 3, 921 240 3, 681 
SST ee ee a: OTe. didi. 1, 60671...20.- 2k 1, 556 
Other... sit aacceaceine aitiacihense daa LOE binicacnnd aie 1, 348 10 1, 338 
ENGR T I ED 9 tna ndidqctghdsadnte 1, 155 230 | 1, 385 220 1, 165 

1960 
WOepee, GNUNE.d.-. 2... .cadacubcne 27, 834 665 28, 499 2, 320 26, 179 
I NS WU asc nnosandave<cadudbeal 26, 564 | 405 26, 960 | "2,100 24, 869 
I I iin a bow cd. « Sth does 9, 935 320 10, 255 1, 600 8, 655 
Unbleached sulfate..................-- 9, 102 85 9, 187 285 8, 902 
ene. 6625. 2 BS... Bi Oe OOP ti. aos 4, 377 210 4, 167 
Semichemical.................. oleate dies 1, 725 |------------ Penal a 1, 725 
GOO bobo duce do caked tue dedeatel 3, Oe tnccetbcceses 1, 425 5 1, 420 
Dissolving pulp !...................-.---- 1, 270 260 1, 530 220 | 1, 310 

1965 
Woodpulp, total..................... | 33, 998 835 | 34, 833 2, 450 32, 383 
Papet grades, 0etMhvcon.ncccceccasciiccncy 32, 308 500 32, 808 2, 230 30, 578 
we ee 12, 437 | 350 12, 787 | 1, 735 11, 052 
Unbleached sulfate.................... 10, 755 | 150 10, 905 290 10, 615 
ET ST Bendel ocke 5, 031 200 4, 831 
UmmeeUNN 52 65s. See Pasccecctee 2 Gee l.noctennaent 2, 378 
a dts dnusital | G00) 1dnseadess 1, 707 5 1, 702 
Dissabving peti i i255 25.15. cick. Y 1, 690 | 335 2, 025 | 220 1, 805 





1 Includes both paper and nonpaper uses. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce, 


VIII. Inpicatep REQUIREMENTS FOR OTHER Basic Raw MATERIALS 


The preceding calculations pointing to estimated required United 
States woodpulp production may be further translated into estimated 
requirements for other basic fibrous materials expected to be used in 
the manufacture of paper and board in 1958, 1960, and 1965. (See 
table 43.) 


PULPWOOD 


The 1954 census of manufactures shows the cords of pulpwood 
utilized in manufacturing major grades of woodpulp. From these 
figures it is possible to derive ratios of pulpwood consumption, in 
cords per ton, of woodpulp produced by grade. (Table 38.) Apply- 
ing these ratios against the projected estimates of woodpulp require- 


| 
| 
| 
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ments from domestic production for 1958, 1960, and 1965 results in 
the calculations shown in tables 39 and 40. 


WASTEPAPER 


Ratios of wastepaper consumption to paper and board production 
were compiled from the 1954 census of manufactures. By applying 
these ratios, as well as adjusted growth trend ratios, to the projectod 
1958, 1960, and 1965 required United States paper and board produc- 
tion, w astepaper requirements for these years were computed and the 
data appear in table 41. 

Consumption of wastepaper in terms of volume is expected to reach 
about 12 million tons in 1965 as against the 8.9 million tons used in 
1956. The percentage use of wastepaper compared with total appar- 
ent supply of paper and paperboard has decreased steadily since the 
high point of 1944. In 1944 the percentage of utilization was 35.3 
percent of total apparent supply; in 1956 it was 24.6 percent. For 
1958, 1960, and 1965 it is estimated that the utilization ratio may 
remain about constant at 25 percent. (See table 95.) 

Grades of wastepaper and their use must be considered in relation 
to supply and demand. High-grade wastepaper is expected to remain 
competitive with woodpulp for partial furnish of printing, fine, and 
Sanitary papers. 

The use of mixed wastepaper, which includes No. 1 news and over- 
issue news, white blank news, and news side runs, as well as office and 
industrial salvage will be largely governed by the future requirements 
for bending and nonbending paperboard, container board, miscellan- 
eous boards and building paper. 

Corrugating and container grades of waste paper of both 100 percent 
kraft and combinations of pulps which contain long fiber for strength, 
are also used principally in container board, bending boards, miscel- 
laneous boards, and building paper. 

Technical improvements in paper and paper products for specific 
end use have increased rapidly. The use of wet strength and water- 
proofing additives, nonsoluble glues and adhesives, carbon, tar, wax, 
resin, latex, and certain types of ink curtail the reuse or salvage of 
considerable tonnages of wastepaper and add to the processing costs 
of the producer. New recovery methods have been developed but 
have barely scratched the surface of recovery potentials. 

The estimated requirements of total wastepaper expected to be 
utilized in the production of the major grades of paper and paperboard 
in 1958, 1960, and 1965 are shown in table 41. It will be noted that 
the largest tonnage consumption in 1965 is indicated for nonbending 
and other paperboards at 3.5 million tons, followed by bending boards 
at 3.3 million tons, container board at 2.4 million tons and 1.1 million 
tons for building paper. Other grades of paper and board are expected 
to utilize smaller quantities of wastepaper. 
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OTHER FIBROUS MATERIALS 


Data on other vegetable fibers used in the manufacture of major 
grades of paper and board were calculated from the 1954 census of 
manufactures. The same procedure as that used for analyzing 
wastepaper was applied to these materials; estimated requirements are 
shown in table 42. The consumption of other fibrous materials which 
include straw, rags, flax, cotton fiber, manila stock, hemp, bagasse, 
etc., is shown in table 94 for 1939-56. 


TABLE 38.—Ratio of pulpwood consumption to woodpulp production by pulping 
process, 1954, 1947, 1939, 1929 


[Pulpwood, thousand cords (128 cubic feet); woodpulp, thousand short tons] 








1954 1947 
Pulping process 
Pulpwood pa a Ratio | Pulpwood | Woodpulp/| Ratio 
consumed | produ consumed | produced 
All processes Lisostiesiapesajunnatiahlibialanatehaetadeitd 29, 679 18, = 1. ° 19, 345 11, 946 1.62 
Re ER cccucccicetasendatwselien 1, 590 60 2. 
ee ae 4. 674 2,383} 1.96 } 5, 610 2,79) 2.01 
i alike ie dieiaitaiadiiedaabbiam 17, 664 9,812 1. 80 9, 489 5, 357 1.77 
Sinica lish ich sncnieltaerelcimigpaiaaadnaniale 819 4 1.90 957 492 1.95 
P maw mere nites hal ee 2, 46 2, 485 1.02 2, 008 2, 050 . 98 
I iicccicdunnuanbdanninemioe 1, 353 1, 198 1.12 
ieristicccadnsadcqnatadhchaaemenl 1, 033 1.189} 87 } 1, 1 1,251); 102 
1939 1929 
DE RIG |. ccccnncimniabbiadania 10, 816 6, 993 1.55 7, 645 4, 863 1. 57 
Buifite. sen} 888] 9] ) Bat] ez} 2 
ES eS ee 4, 859 2, 963 1.64 1, 701 918 1.85 
Siti cttnecduanadeiiinéasedenansuel 764 441 1.7 925 521 1.78 
Ground — eddcheceiaaedsindse acincndalill 3, 316 1, 445 -91 1, 560 1, 638 . 95 
cnc cada tiinnsonnaaawntsig 
aan eanenien } 188 198 | .95 38 104 .37 


Source: Bureau of Census. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 
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TABLE 43.—Total fibrous materials ((a) 1954 ratio basis and (b) wood pulp growth 
trend), estimated requirements for paper and board production, 1958, 1960, 1965 


[Thousand short tons] 














Ratio, fi- Paper and Required 
Grade groups brous ma- board pro- fibrous 
terials to duction material 







paper 


1954 ratios: 
Total fibrous materials 1. 040 


SE Sie = inden ee adeeen asus tn habeas eed . -717 


IE fic ccdhhithan Stweninnoedebohnabteesadehs . 283 34, 002 9, 614 
Se en IN 5p ist cccasinai tucson hacieaieae . 040 34, 002 1, 350 

















Growth trend ratios: 
Oe Sig cd bed ss ec nacadbhedddsns 








- 041 











et os Sols nu carck ees a mab eeaaicens ‘ 
Wastepaper___---_--- Dicabthaaac Distance ened . 278 34, 002 9, 482 


Other fibrous materials. _-__- 






1954 ratios: 
Total fibrous materials 1.044 36, 514 


38, 125 


I oe coe). en ee 8b eco ee .721 36, 514 26, 316 


a ee Oe 8, Bat cin pci duc edate Sunes . 281 36, 514 10, 243 
Other fibroud materials. ________- tet ; 36, 514 



























Growth trend ratios: 
GT INIIIONIID SS Sion dole hd cccinntneooedeaacoded 1. 043 36, 514 







TIE 5) cutis was Demehsig batt dn dnd Os cs endedads ‘a 36, 514 


WOUNDS ie set nae dn ons. oon sd-Sh bow teshtue .274 36, 514 10, 014 
Other fibrous materials. --_____- ee . 041 36, 514 1, 495 











1965 







1954 ratios: 
TOteE GE I «a Seine sd Gteendsacteadein 1.045 43, 827 45, 796 
Woodpulp__.........-.. csc pre di tes i eiociskle eile ‘ 43, 827 31, 651 


0 a ee ee eee Ee ee . 280 43, 827 12, 267 
Other fibrous materials_-_- asic bt td cbse Miaiaenhacar lips ioe Ge . 043 43, 827 1, 878 






















Growth trend ratios: 

Tete HIG 5. se Bac oa ao Sens kn ccanncelusombe 1. 041 43, 827 45, 626 
Rs 0 oO oo adnccuksnancukcasadues . 737 43, 827 32, 308 
I ce cee - 265 43, 827 11, 631 
ee Eee MINIIND Se 5 iso. ese be . 039 43, 827 1, 687 





Prepared by: Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. 
Department of Commerce, 









TX. Wortp Newsprint Suppity-DEMAND 


INTRODUCTION 





To make this current study as complete and accurate as possible, 
information from all countries consuming more than 1,000 tons of 
newsprint annually was obtained from the Foreign Service of the 
United States. Questionnaires were sent in mid-1956 to 72 foreign 
countries which, together with the United States and Canada, ac- 


counted for virtually all the world production and consumption of 
newsprint. 
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The Foreign Service was asked to submit data on newsprint pro- 
duction, imports, exports, and consumption for the base year 1955. 
In addition, each post was asked to supply information on the future 
newsprint trends (1956-60). The questionnaire outlined this request 
as follows: 


FUTURE TRENDS—1956—60 
Expansions 

New mills or additions to present mills which are definite; 
i. e., actual construction is underway or is soon to start. 
Include annual tonnage, site, raw material, owners, year 
when mill expects to start production. 

Other plans for expansion that have been announced or 
discussed that are still in the tentative stage. Include the 
same information as above. 

Anticipated demand for newsprint for the period 1956-60, 
by years.—Source of supply may be indicated as domestic or 
foreign without country breakdown in case of imports. The 
term “demand” means actual needs for consumption assum- 
ing adequate supplies available at fair prices, but taking into 
account such practical considerations as purchasing power, 
foreign-exchange limitations, import restrictions, etc. 

Export availability.—If{ the reporting country is able or 
plans to export newsprint, indicate possible markets, espe- 
cially the United States. Because of current shortage of 
newsprint, the United States is now receving newsprint from 
many countries not traditionally shipping to this market. 
United States consumers are interested in any indication of 
additional supplies. 


Although information was obtained for 1960, it was thought best, 
for use in this report, to consider estimates of future potential produc- 
tion only through 1959. This represents the furthest year ahead for 
which reasonably firm estimates of expansion could be expected. For 
new plants to be in operation by late 1958 or by the middle of 1959, 
orders for machinery and equipment should have been placed and 
construction arrangements made during the last 6 months of 1956 or 
at the latest by early 1957. 

Demand estimates for the same period, as made by the Foreign 
Service, have been accepted with minor adjustments. Their estimates 
of demand were made on the basis of conditions outlined in the 
questionnaire and are considered to be realistic in terms of peaceful 
conditions. Any major change in world political or economic condi- 
tions between now and the end of 1959 could have a marked effect 
upon the demand and production estimates used herein. The short- 
age in world supply in 1955 and 1956 probably constricted consump- 
tion in some countries, and may have had the effect of making future 
demand estimates somewhat conservative. 

The estimates of future production potentials used have been based 
on indicated practical operating levels and include new capacity proj- 
ects considered realistic. Nevertheless, all reported plans for new 
potential newsprint capacity may not materialize. If supply shows 
strong evidence of exceeding demand in 1957 or 1958, some expansion 
plans may be delayed or canceled. Some of the new facilities for 
newsprint production have been planned for countries not now pro- 
ducing, yet such countries may decide to become more self-sufficient 
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in newsprint and may complete their projects regardless of world 
supplies. Under these circumstances the large newsprint producing 
areas might reduce their production below capacity, or defer their 
expansion plans. 

Gross estimates have been made for the U.S. S. R., China, and the 
satellite countries, as no reliable factual data are available. On the 
basis of such partial information as is obtainable it has been assumed 
that production and consumption in the Iron Curtain area will be 
approximately in balance and that exports to, or imports from, the 
free world will be insignificant. Historically, the Soviet Union has 
never been a factor in either exports or imports of newsprint. 


TOTAL WORLD 


1956 


Total world consumption of newsprint in 1955 was 12,764,000 tons, 
nearly 1 million tons over 1954, when consumption was 11,777,000 
tons. There was evidence of a shortage in 1955 to meet world de- 
mands. Thus, 1955 world production of 12,619,000 tons probably 
represented close to full capacity operation in that year. Because 
reported consumption was somewhat higher there was a probable 
withdrawal from inventories (table 44). 


1956-59 


In 1956, at least during the first half, there was a world deficit in 
supply to meet all demands. Due to the shortage situation in 1955, 
consumers in the United States and probably in other countries, drew 
upon inventories to fill their needs. Thus, in 1956 there was further 
pressure of demand to replenish inventories as well as to meet growing 
consumption. This accounts, in part at least, for estimates of world 
demand (consumption needs plus inventory replenishment) in 1956, 
of 13,657,000 tons compared with production of 13,340,000 tons. 
This is an apparent world deficit of 317,000 tons. In the United States, 
230,000 tons went into inventory, accounting for a major part of the 
apparent world deficit for 1956. 

Substantial increases in production facilities are scheduled for con- 
struction in 1957, 1958, and 1959, and point to the possibility of world 
potential supply exceeding world demand by nearly 1,450,000 tons in 
1959. It would be expected that if actual demand during 1957-59 
falls below capacity, actual world production probably would closely 
parallel demand. 

In 1957, world production potential is estimated at 14,486,000 tons 
compared with estimated demand of 14,009,000 tons, indicating a 
margin of supply over demand of 477,000 tons. 

For 1958, world capacity is estimated at 15,523,000 tons compared 
with estimated demand of 14,425,000 tons, reflecting a possible world 
supply in excess of demand of 1,098,000 tons. 

By 1959, world capacity may reach an estimated 16,336,000 tons; 
demand is estimated at 14,891,000 tons. This comparison reflects an 
apparent potential supply of 1,445,000 tons in excess of actual world 
demand (table 45). 
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Taste 44.—World newsprint, apparent consumption, 1953, 1954; production, 
imports, exports and apparent consumption, 19565 


(Thousands of short tons] 


























Apparent con- 
sumption 


Country and region 


Apparent 
1953 Exports | consump- 
tion 
Werth CONE nk 55 So ncdcccciccnacssta 12, 763 
onc pnchasntitncnaiebaanaiis ¥ 1 6, 484 
GR 308 snk ctagenesconchadinesass 428 
Northern Europe, total.................-.} ERED Lineosusatalneues nun 
Finland 
Norway... 


Sweden 


United Kingdom 












GaesbatsecesssshOepeens 990 
Western Europe, total_..................- , 492 pO letactedsa eawcenslt. 1, 691 
BE on asec ccsnesms astcaun 35 
ON, 2 oo cniccbhutteasecnsbchncwnss 110 
INO awe c ee behadds Lede aennans @ §......5--)  . . 1 wma 78 
France shencaupuine 561 
German Federal ‘Republic. nibdpnackaee 390 
GHOOOD oan cs cose dihecsccncpnceccens ff & 6 | ORE OE ee. eee 15 
SOONG anne coed catndaccatndeescascel Gf Det eileen | ee 1 
ee enn a a |) a ge Sree 35 
Blinn sctnennntubenimisebhameniaune 5 ee 185 
NPE. cds sccscecnchmbaeueus 123 
Pa amtnenccsdacmbntna sass sediabenns 21 
PRES... nawcenedattboonccebdpaccsoep ((2 SOE ot ie A eee 43 
Switzerland . 70 
YOROMOVEE: «oo cksksenscespecnsseesst §) RR - 3... Se eee 23 
All other Western European RIOR Bi BO ee 1 
Lette Amoetion, S008L........ccccncsccsscssl — RS i ee 545 
Seen wee oe ee | a a Oe 122 
PUI 3 no semccundcesudekacebionceesssh 20... Seema » 0 eee 3 
OGG ict so ccccccasscsccssscssewsnst 39 - ee a 194 
TERS. CORDNN,. «6 weanescé ante denenes Ba > ERewssscas oS  7Peeeiba 1 
SPE PD Si. 8B ke <> HH! OB heed 23 
hain nies Wie fF bedeasiesls © Giecsdiies 23 
CN TINE tiasicinseaicincee eis teneannnentibtins Ot. | Brhewttansened cic: Biliaesuaies 3 
Cs cite wewusndenlon eatl cueudthbigtiiess 27 31 
Dominican Republic.........--------- 1 2 
GE Si nduinh ste cendeoetntinitinews 5 7 
Guatemala 21 i Bivecwwessl’ — @e-acnee 3 
Jamaica Bh... <-aRBepeeeccac  —. _- eeeaeneeas 3 
Mexico. 7h WR Reese) «= “Sec 51 
Nicaragua Si #§« €# Ztteowmeacase — -Dess eee 1 
stb cngiowcaidisnsnehsuaetiiadiaces Si... -Sibediieteguhs- 2 ebceaee 2 
OIG i vine chickens shinai babies | ieee ee ee ea) | Sea ae 1 
Peru amen ‘ i) oe | ee eee | ernst 17 
Trinidad and Tobs AgO- ESSE ee Gh + @Bicecnenadse -/- VP Bie 2 
SI, ok da hc siccicsarinngptip hii tt a eee eee, SCE 27 
WHEE oc cabeusacucetersanieen Dee RAE eee, 18 
All other Latin American countries. - | ee | ee ee, 6 
eerie cents oabeceanel | a | ee Re eres 106 
I osc Shcchei tite ab ialintandisisiiaitniaicguk 2.5... .~) Ahead, » Raia 6 
Pn. cacacakcaiasdesndncns ra. UR dee: 1 
I AN odie shite wie gt i) (ee (nee Be | RR 1 
Rs csc candace binieinlchacitsie ee nie BGT. ORE Ineeuteatacl  - - eee ll 
OS ese rr ee BE > BR Reeainesacd... | > eee 3 
Kenya and Tanganyika............_- 3.0) BE beetinnenbeds sy eee 3 
DES oo nactsio nnd cnnabicaene Gi . Phase 2. eee 5 
PR OUNIIN  scdhncn htidcceccieind i Ric: 70 hee = 1) Bee 1 
iia henetetine dies ati nethheieih ie sa eee ee Oe 2 
Rhodesia and nee sbiiendode 5 eee | ARCS Oe ei 5 
Tunisia__ iniicccideibpitiviioans 25 ==: itecendaeel .  —\ ae Beaune 3 
Union of South Africa._.............. Si @hw. jaak ~~ ieee 62 
All other African countries.........._- 010. A Ektenncamedh >) -- 3 





1 Includes 56,000 tons withdrawn from inventories. 
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TasBLe 44.—World newsprint, apparent consumption, 1953, 1954; production, 
imports, exports and apparent consumption, 1955—Continued 


(Thousands of short tons] 


Apparent con- 
sumption 


Country and region 
Produc- Apparent 
1953 1954 tion Imports | Exports | consump- 
tion 





Asia (except China and North Korea), 
tal 


ee 
Ceylon. .....-.. z 

Hong Kong 

India 


mr Co 00 


= 
ao 


Philippines 
South Korea 
South Vietnam 


-— 1] 
2 dO OO wm tr Or Or 


Taiwan (Formosa) 


Turkey i 
All other Asian countries 





Russia, China and satellites, total 


China and North Korea 
Russia and satellites 








Source: 1955 Production, imports, exports: United States, Bureau of the Census; Canada, production, 
Newsprint Association of Canada, exports, Dominion Bureau of Statistics; all other countries, based on 
United States Foreign Service dispatches. 

Apparent consumption equals production plus imports minus exports except for the United States where 
inventory adjustments are included. Inventory data for other countries not available or considered not 
reliable enough for inclusion. 

Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce, 
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TaBLE 45.—World newsprint estimated demand, production potential, and minimum 
import requirements, by major geographical areas, 1956-59 


[Thousands of short tons} 


1958 


World total: 
Estimated demand 14, 425 
Production potential 15, 523 
Indicated deficit or surplus. +1, 098 
United States: 
Estimated demand 7,030 
Production potential. _- 2, 145 
Minimum import requirement. 4, 885 
Canada: 
Estimated demand 
Production p \tential ‘ 7, io 
Minimum export availability 
Northern Europe: 
Estimated demand 
Production potential 
Minimum export availability 
United Kingdom: 
Estimated demand 
Production potential 
Minimum import requirement 
Western Europe: 
Estimated demand 
Production potential 
Minimum import requirement 
Latin America: 
Estimated demand-- 
Production potenti: a aks 
Minimum import requirement_- 
Africa: 
Estimated demand 
Production 
Minimum import requirement 
Asia: 
Estimated demand . 
Be URINE... «os: so ansulics nh-cinudsabnieemnibehiaiiiiiialiaied 
Minimum import requirement 
Oceania: 
Estimated demand 
Production potential 
Minimum import requirement. 
Russia, China, and satellites: 
Estimated demand 
Production potential. 
Minimum import requirement 


1 Includes 230,000 tons in addition to United States consumers’ inventories. 
Prepared by: Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 


UNITED STATES 
1956 

Apparent consumption of newsprint in the United States in 1955 
was 6,484,000 tons, and production was 1,459,000 tons; imports 
totaled 5,163,000 tons, and exports 207,000 tons. 


1956-59 


United States consumption of newsprint continued upward in 1956 
reaching 6,800,000 tons, while production reached a near record high 
of 1,615, 000 tons. Imports in 1956 totaled 5,569,000 tons, while 
exports were 152,000 tons. : 

Demand.—Future trends in United States newsprint consumption 
are analyzed in considerable detail in section Il. In summary, 


United States demand for newsprint through 1959 is expected to be 
as follows: 


ee I act EET ae aR NIN OES 
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Production.—United States annual newsprint capacity is expected 
to increase to 2,360,000 tons by 1959, as compared with 1955 produc- 
tion of 1,459,000 tons. This increase of nearly 1 million tons in 
capacity means that the United States could produce about 33 percent 
of its domestic consumption requirements by 1959. Prior to 1950, 
United States production accounted for about 18 percent of its total 
supply; in 1956 domestic mills supplied 23 percent. 

or the year 1965 it has been estimated that United States news- 
rint ——- will be about 2,700,000 tons, roughly 33 percent of 
nited States requirements. On the basis of the 1960 production 
potential of 2,475,000 tons, it seems reasonable that through speedups, 
modernization, etc., the 2,700,000 tons could be obtained hy 1965 
(tables 6 and 17). 

Exports.—Exports of newsprint by the United States are expected 
to level off at 150,000 tons annually between now and 1959 with the 
traditional markets of Latin America and the Philippines taking most 
of this tonnage. An analysis of historical and prospective Cnited 
States exports of paper and board, including newsprint, appears in 
section II under ‘Export demand.” 

Imports.—Import requirements between now and 1959 may decline 

adually to under 5 million tons by 1959. This decline would result 
rom United States production increasing faster than domestic demand 
and therefore possibly reduce American dependence upon imported 
newsprint by some 500,000 tons by 1959 as compared with 1956. 

The import volume of newsprint for 1957, 1958, and 1959 has been 
estimated as the residual figure resulting from projected domestic 
consumption plus exports minus estimated domestic production. If 
United States mills operate at capacity it is estimated that United 
States production in 1959 will account for 33 percent of total national 
newsprint consumption. 

Numerous economic factors pertain to the relationship of domestic 
consumption of newsprint versus sources of supply. It has been 
proved that there are advantages in producing newsprint in the 
Southern States to meet regional consumption needs and so offset 
higher costs for shipping northern newsprint. On the other hand, 
Northern United States and Canadian newsprint mills have ad- 
vantages in meeting the large metropolitan newspapers’ demands in 
the northern cities. 

A similar situation exists on the west coast. It has not been 
economical to ship eastern newsprint to west coast markets or vice 
versa. Then too, water transportation from Oregon and Washington, 
as well as waterborne imports from British Columbia, to such west 
coast consuming centers as San Francisco, Los Angeles, and San Diego, 
is low in cost. 


CANADA 
1956 


Canada, the world’s largest manufacturer of newsprint, produced 
6,191,000 tons in 1955. By withdrawals from mill inventories, ship- 
ments totaled 6,235,000 tons. Eighty-one percent, or 5,070,000 tons, 
was shipped to the United States; 12 percent, or 735,000 tons, to 
overseas markets; only 7 percent, or 430,000 tons, went to Canadian 
consumers. The 1955 production bettered by 200,000 tons the 
previous record of 5,984,000 set in 1954. 
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1956-59 


Canadian newsprint production in 1956 was a record 6,469,000 
tons, of which 470,000 tons were consumed within Canada and about 
6 million tons were exported ; 87 percent, or 5,230,000 tons, was shipped 
to the United States. 

Production.—Canadian newsprint capacity data are compiled annu- 
ally by the Newsprint Association of Canada on a January 1 basis. 
During 8 of the past 10 years, actual annual production has exceeded 
the first-of-year reported capacity. In some years, production has 
outstripped reported capacity by over 100,000 tons. In 1956, for 
example, Canadian production was 226,000 tons larger than the first- 
of-year reported capacity. In years when demand was strong, it was 
possible to produce more than the rated capacity because during the 
course of each year improvements or speedups were made on existing 
machines. 

The following table shows Canadian newsprint capacity as of 
January 1 from 1955 to 1960, as well as achudl- production for 1955 
and 1956: 


(Thousand short tons] 


Capacity! | Production 





cedubi-buntbinadhptieach « 400)0k dibbet. dah ee tere ares eee 6, 064 6, 191 

ooo a ona ccna an Ln dcthin a dddancnndele abode eeiedaadttae ee oere 6, 243 6, 469 

DE i iin inn snennwnmpnndeabmansgesubieink oct aiduaeaa | OT ri eee 

TI isi canmnssap rene nnn scippant, Aah eteca aint eaten ac sgadae ds aaa RE hse coeck 

GS hs once Onde nce dan dsb dtatansine uaninecesbienaanatne een PEE oSueateaacpsnack s 

NIG ip cecenccosceunqcocnecusonagecaneeh ccs Uaetuks eee | Ee 
! Jan. 1 basis. 


Source: Newsprint Association of Canada (Jan. 15, 1957). 


In this report it is assumed that actual Canadian production in 1955 
and 1956 was in effect actual capacity because it is known that strong 
world demand stimulated all-out Canadian output. It may be noted 
here that provincial regulations and labor agreements limit practically 
all Canadian newsprint mills to a 6-day operating week. 

Since the basic objective of this report is to estimate full production 
potential for the next few years, the Canadian newsprint capacity 
figures have been treated the same as United States capacity data on 
various grades of paper and board, i. e. beginning and end-of-year 
capacity divided by 2. On this basis the indicated full potential an- 


nual production of the Canadian newsprint industry for 1957, 1958, 
and 1959 is shown as follows: 


Estimated potential annual production 


Thousands of 

short tons 
1066 sotual productions. is. 25 ea ecu bee 6, 191 
1956 aGiuel NroduUctiOn ane <i ne ocnuw sin «awd bom ote be eee 6, 469 
Vos Sverase annual canaclty ; . .. 5 .+~-.-52h06ss-4c0eneh bene dilb deus 6, 950 
ToOe SVCTaED Gries GRORGICY oo oo no den oa came aeeann bed 7, 350 
1950 average annual capacity 2 ik ee ee LA 7, 600 


Demand.—The demand for newsprint in Canada, the fifth largest 
consumer in the free world, is expected to parallel the Dominion’s 
economic growth pattern of recent years. Demand in 1957 has been 
placed at 490,000 tons, and it should rise to 510,000 tons in 1958. By 


93110—57——_9 
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1959 it is estimated that 530,000 tons will be required; this is a 13 
perrent rise over 1956 consumption of 470,000 tons. 

On these assumptions Canadian newsprint available’ for export 
would increase to 6,460,000 tons in 1957; 6,840,000 tons in 1958; and 
to 7,070,000 tons in 1959. The 1959 export possibility of over 7 mil- 
lion tons represents a million-ton increase above the 6 million tons 
exported from Canada in 1956 (table 45). 


NORTHERN 





EUROPE 


1955 


Production of newsprint in Finland, Norway, and Sweden"in 1955 
totaled 1,172,000 tons, or about 130,000 tons over the 1954 level and 
140,000 tons over the 1953 level of 1,037,000 tons. The increase 
between 1954 and 1955 was due primarily to a rise in Finnish output 
with the addition of an 80,000-ton machine which came into produc- 
tion in 1955. The major producer of newsprint in the northern 
European countries is Finland, with Sweden ranking second. 

Consumption of newsprint in northern Europe in 1955 was 293,000 
tons, 44,000 tons above the 1954 level and nearly 70,000 tons above 
1953. Northern Europe in 1955 exported 879,000 tons of newsprint 
or nearly 100,000 tons above the 1954 level. The largest exporter is 
Finland, which shipped more than 500,000 tons in 1955 (table 46). 


TaBLeE 46.—Newsprint—northern Europe; actual production, exports, and apparent 
consumption, 1953-55 


[Thousand short tons] 























| 
Item | Total, north-| Finland | Norway Sweden 
| ern Europe 
1953: 
J ER SE ee 1, 037 481 181 75 
CN iat ic cp bonanna’ 813 | 437 146 230 
Apparent consumption--___-- alae | 224 44 35 145 
1954: 
SION, 5 okie cc:ichsih deedann caatgeied msiheng tsi 1, 046 486 183 377 
a Pe AE ee bras ci ecseriond 797 431 149 217 
Apparent consumption_-..........-.--.---- 249 55 34 160 
1955: 
INR Sido eee tel. nbn oaesnwt | 1,172 584 191 397 
ES Ss aes ahall 879 518 144 217 
Apparent consumption ---- nen 293 66 47 180 
| 








Note.—Northern Europe does not import newsprint. Apparent consumption equals production plus 
imports minus exports. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. S, De- 
partment of Commerce. 


1956-60 


Summary.—Newsprint production facilities in northern Europe are 
expected to increase approximately 400,000 tons between 1955 and 
1959. Consumption in Finland, Norway, and Sweden is expected to 
rise about 25,000 tons, with the result that potential exports from this 
major producing area could rise from 879,000 tons in 1955 to over 
1,250,000 tons by 1959, an increase exceeding 370,000 tons. 

Demand.—Sweden is the largest consumer of newsprint in northern 
Europe, using 180,000 tons in 1955. This demand is expected to 
increase to 193,000 tons by 1959. Consumption in Finland was 
66,000 tons in 1955, and it is expected to rise to nearly 80,000 tons by 
1959. Norwegian consumption of newsprint was 47,000 tons in 1955 
and is expected to stay close to that rate between now and 1959. 
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Production.—The production of newsprint in northern European 
countries is geared primarily to the export market, with an increase in 
possible production of 400,000 tons by 1959. These exports will be 
able to help satisfy increased demands in their traditional markets, as 
well as probably having tonnages available for new markets. 

In Finland a new machine, with annual capacity of 80,000 tons, 
began production in 1955. In 1956, an additional 25,000 tons was 
expected to come into production in another Finnish mill. A further 
80,000-ton expansion is scheduled to begin production in 1957. Fin- 
land exported to the United States 160,000 tons in 1956, and probably 
would be able to furnish at least that amount for the next 3 or 4 years. 
There are tentative proposals to build a newsprint mill in Lapland, 
having a capacity of 160,000 tons annually, but this project is very 
much in the planning stage and has not been considered as an addi- 
tional possible source of Finnish newsprint by 1959. 

The expansion of newsprint production facilities in Norway is ex- 
pected to come primarily from a new machine having an annual capac- 
ity of 48,000 tons. However, this production is not expected to be 
available before 1958. Another machine, rebuilt in 1955, will reach 
the peak of its capacity by early 1957. Probably another 5,000 to 
10,000 tons of production will result from improving and speeding up 
existing machines, a process that is continually underway in the paper 
industry. Since the Norwegian newsprint industry is geared pri- 
marily to export markets, increases in actual production will depend 
upon the world demand. 

Newsprint production in Sweden in 1955 was just under 400,000 
tons. This is expected to increase gradually to 450,000 tons through 
1956 and 1957 and then rise to over 500,000 tons in 1958, and to 
573,000 tons by 1959. ‘Three of Sweden’s four newsprint producers 
are presently expanding or planning expansion of their capacities. 
Exports of newsprint from Sweden have been around 220,000 to 
230,000 tons a year. With the increased production potential antici- 


pated by 1959, exports from Sweden could approach 380,000 tons by 
then (table 47). 


TABLE 47.—Newsprint, northern Europe; production potential, estimated demand, 
and export availability, 1956-59 


[Thousand short tons] 


Total, north- Finland Norway 
ern Europe 





1956: 
Production potential___.____- 1, 259 

Estimated demand 5 47 
“ CN eck bivicecdteicd 967 168 


Production ES ; 1, 390 
Estimated demand_.-__- ss 307 f 
ee availability : 1, 083 168 


47 


Production potential_____- 1, 483 ; 230 
Estimated demand........................- 310 48 
Export availability............._. 1,173 182 





1959: 
Production potential : 1, 573 250 
Estimated demand 319 48 
Export availability 1, 254 202 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 
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UNITED KINGDOM 


1956 


Still under governmental control, newsprint consumption in the 
United Kingdom in 1955 reached 990,000 tons, an increase of 85,000 
tons over the previous year. Production was 694,000 tons, and im- 
ports were 450,000 tons. Traditional exports of newsprint to New 
Zealand, Australia, and Africa in 1955 amounted to 155,000 tons 
(table 48). 








TABLE 48.—Newsprint, United Kingdom; production, imports, exports, and 


apparent consumption, 1953-55 


[Thousand short tons] 








Apparent consumption. ............-.--- sdidacdsatieséeeet- tf 846 905 


990 
RII once win 5 i Bt sie ballet ei cedhaivecihe ak tee heatigehen ileal 675 685 694 
Imports............- wittiid nsw wuk d cdiwod bites bktbeadadakebese 262 367 451 
RE est cain d rw dade neceeeto ind pase 3 140 143 155 








Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. 
Department of Commerce. 


1956-59 


Demand.—Although Government control over the use of newsprint 
(which was expected to be dropped early in 1956) continued for almost 
the entire year, the consumption of newsprint in the United Kingdom 
in 1956 continued upward to about 1,100,000 tons. This is the first 
time that more than 1 million tons were consumed since before World 
War II. With the end of governmental controls, 1957 consumption 
was expected to increase another 100,000 tons, to 1,200,000. If sup- 
plies are sufficient, as seems possible from this survey, United King- 
dom consumers probably could use 1,350,000 tons or more by 1959 
providing adequate funds are available. 

Norr.—A dispatch from the American Embassy in London, 
dated February 1, 1957, stated that uncertain conditions then 
prevailing in the United Kingdom pointed to a possible lowering 
of earlier estimates of newsprint consumption, as follows: 40,000 
tons less for 1956; 40,000 tons less for 1957; 80,000 tons less for 
1958; and 50,000 tons less for 1959. Since the dispatch further 
stated that a more optimistic outlook may develop in ensuing 
months the original estimates have not been adjusted downward 
in this report. 

Production.—Newsprint production potential in the United King- 
dom is expected to increase about 186,000 tons between 1955 and 
1959. This increase will be due to the expansion of capacity by 
50,000 tons in the middle of 1956; another 50,000 tons due to go into 
production in early 1957; a third 50,000-ton machine scheduled for 
operation in 1958; as well as speedups and improvements. Other 
newsprint expansion plans are considered too tentative for inclusion 
in this report. 

Exports.—Future exports of newsprint from the United Kingdom 
are difficult to measure, but for this report they have been set at the 
1955 level of 150,000 tons. Some shifts will occur as New Zealand, 
which formerly took considerable tonnage, is now self-sufficient and 
actually exported 14,000 tons to Australia in 1956. 
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Imports—The United Kingdom traditionally imports a sizable 
amount of newsprint from Canada, having received 285,000 tons in 
1955. Northern Europe has been supplying 150,000 tons a year, and 
Austria around 4,000 tons. These sources are expected to continue 
to supply United Kingdom import requirements between now and 
1959; needs should range from 470,000 tons to 620,000 tons a year, 
depending upon the United Kingdom exports (table 49). 


TaBLE 49.—Newsprint, United Kingdom; demand, production, imports and exports, 
1956-59 


[Thousand short tons] 





1956 1957 1958 1959 


Estimated demand___--_- one 1, 100 1, 200 1, 300 1, 350 
Production potential. _____- ‘ 710 730 | 800 880 


Estimated imports 3 canta moncel 500 500 500 500 
Estimated exports__-_- ; arkeell 150 150 | 150 150 


Minimum import requirement a5} - andi 390 | 470 | 500 470 


Source: Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, 
U. 8. Department of Commerce. 


CONTINENTAL WESTERN EUROPE 
1956 

Western European consumption of newsprint in 1955 was estimated 
at 1,691,000 tons, an increase of 200,000 tons over the 1954 level and 
400,000 tons above 1953 consumption. About 30 percent of 1955 
supply came from imports and 70 percent from local production. 
France and Germany consumed 561,000 tons and 390,000 tons, re- 
spectively, and accounted for about 55 percent of total Western 
European newsprint consumption in 1955. Italy consumed 185,000 
tons, while Belgium and the Netherlands consumed over 100,000 tons 
of newsprint each. The remainder of continental Western European 
countries each consumed from 20,000 to 80,000 tons (table 50). 


TaBLE 50.—Newsprint, Western Europe; apparent consumption, 1953-56; 
production, imports, exports, 1955 


(Thousand short tons] 


| 
1953 | 1954 | 
| 


| appar- appar- 
Country ent con- | ent con- | 
sump- | sump- | Produc: Apparent 
tion | tion | tion | Exports | consump- 
} | tion 





i | > % _ 7 ain 
Western Europe, total.............-| 1,280} 1,492 | 27 | 1, 691 





Austria. _- em ae  eomswees 31 | 33 | 37 | | 35 
Belgium. ; : c &8 101 | 52 | 50 | 110 
Denmark = . be 61 | 69 |...- goed 78 
France___. ; . < 384 | 452 0 | 2 | 561 
German Federal Republic. .__..-_- 311 379 : 2g B | 390 
Greece eh ae neentect | 13 14 vO | 15 
a seulealasuabe | 1 ee a a | 1 

gS 5 he =teleaiea 25 2 | i 35 |. 35 

Italy... aid oi og és 150 163 g TE Lbs 185 
Netherlands. .___- : Rad sana 4 114 9 | 123 
Portugal. ip ; ihe j 16 16 | : 21 
aia ciated ae 39 36 36 43 
Switzerland iz e bb dd 59 69 mink 70 
Yugoslavia _._. —_ a 24 15 15 j 23 
All other countries _____- . 2 2 a 1 


Source: Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, 
U. 8. Department of Commerce. 
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1956-59 


Summary.—The demand for newsprint in continental Western 
Europe is expected to rise to nearly 2 million tons by 1959, or 300,000 
tons over the 1955 level. An increase in production is not expected 
to match the increase in demand, with the result that net import 
requirements should rise. 

Demand.—Total continental Western European demand for news- 
print is expected to increase about 17 percent between 1955 and 1959, 
or an average annual gain of just over 4 percent. The demand for 
newsprint in this area between now and 1959 will be governed largely 
by the consumption in France, Germany, Italy, the Netherlands, and 
Belgium. In France, newsprint demand is estimated to rise 25,000 
to 30,000 tons a year between now and 1959, reaching 700,000 tons by 
then. Western Germany consumed 390,000 tons of newsprint in 1955 
and expects a gradual increase of 10,000 tons a year through 1959 
when it should reach 430,000 tons. 

Newsprint consumption in Italy was 185,000 tons in 1955 and 
should reach 240,000 tons by 1959, an increase of 14,000 tons a year. 
In the Netherlands, demand for newsprint is expected to rise from the 
125,000 tons consumed in 1955 to 145,000 tons through 1959, or an 
annual increase of 5,000 tons. Belgian demand for newsprint should 
increase about 15,000 tons between 1955 and 1959. Other nations in 
continental Western Europe are expected to increase their demands 
for newsprint gradually between now and 1959, following the same 
general pattern as the countries cited. 

Production.—Newsprint production capacity is expected to increase 
about 260,000 tons between 1955 and 1959. This potential production 
increase is slightly below the rise in demand. 

In Austria there are no plans to build any mills prior to 1960. 
However, production from existing mills is expected to increase from 
137,000 tons in 1955 to 170,000 tons in 1959 through speedups, 
modernization, etc. Since the expected demand in Austria will be 
about 36,000 tons a year, there will be from 100,000 to 135,000 tons 
available for export. In 1956 Austria shipped over 27,000 tons to 
the United States in the first 6 months. However, this was due to 
the increased demand in the United States in that year. As North 
American supplies catch up with demand, Austrian exports to the 
United States are expected to drop considerably, and such supplies 
will again revert to normal European markets. 

The production potential of newsprint in Belgium is expected to 
reach 120,000 tons by 1959, or nearly double the 1955 rate, as the 
nation’s only mill is doubling its present capacity. 

In France, plans have been made to expand production by about 
160,000 tons by 1960. This increase would result from the installation 
of two 80,000-ton machines in existing mills by 1958 or 1959. However, 
these projects are tied in with the increased use of domestic French 
hardwoods, and it is believed that their economical adaptation to 
newsprint manufacture is still some years away. The potential news- 
print from these projects is not calculated to be available between 
now and 1959. With demand for newsprint in France expected to 
continue upward by 35,000 tons a year between now and 1959, when 
it should reach 700,000 tons, and with little increased production, 


import requirements should continue upward at about the 35,000- 
ton rate. 
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Production of newsprint in Western Germany is not expected to 
increase materially between now and 1959. There are no plans for 
new mills or machines, but there probably will be the usual modern- 
ization and speedups of existing mills. With the demand for news- 
print expected to increase about 40,000 tons by 1959, and production 
increasing about 15,000 tons, import needs will rise about 30,000 tons. 
Western Germany is estimated to have exported about 25,000 tons of 
newsprint in 1956, a good share of it to the United States. Ensuing 
years should see a disappearance of this export market, with the result 
that there will be very little, if any, exports from Western Germany. 

The only newsprint mill in Greece produced 1,000 tons in 1955, the 
first year of operation. It is expected to increase production gradually 
to near full capacity of 15,000 tons by 1959. If that is achieved, 
imports should decline to about 5,000 tons a year from the current 
level of 15,000 tons. 

Italian production of newsprint in 1955 was 158,000 tons. By 
1959, capacity is expected to reach 210,000 tons. The additional 
capacity will result from new machinery installed in 1955 at one mill, 
as well as from machines scheduled at two other mills in 1958. The 
increase probably will keep pace with demand (1956-59) with the 
result that imports should stay at about 30,000 tons annually. Italy 
expects to export about 5,000 tons a year to nearby areas. 

The newsprint production capabilities in the Netherlands are 
expected to increase about 30,000 tons a year through the addition 
of a new machine in the only such mill now operating. This increase 
should result in a possible output of 150,000 tons by 1959. The 
Netherlands will continue to import even though production will 
more than equal expected consumption between now and 1959 as 
the Netherlands mill has a constant market for about 25,000 to 30,000 
tons in France and Belgium. 

The production of newsprint in Portugal began in 1955 when 7,000 
tons were produced. The capacity of this mill is 25,000 tons a year, 
and production is expected to reach that level by 1958, when it will 
be sufficient to meet national demand and thus eliminate the need 
for imports. 

Newsprint consumption in Spain will be met primarily by local 
production, which is expected to reach 40,000 tons by 1959, with 
import requirements remaining at about 10,000 tons to meet the 
demand of 50,000 tons by 1959. 

Switzerland produces about 70,000 tons of newsprint a year, 
virtually all of which is consumed locally. Domestic consumption 
is estimated to remain about equal to production. 

In Yugoslavia, production was only 6,000 tons in 1955, when a 
new mill began operating, but is expected to reach full capacity of 
20,000 tons in 1957. That production, plus small amounts from other 
mills, is expected to be sufficient to meet Yugoslavian newsprint 
demands between now and 1959 (tables 51 and 52). 
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TABLE 51.—Newsprint, Western Europe estimated demand, production potential, 
imports, and exports, 1956 and 1957 


Country 


Western European countries, total.| 


Austria bh 7 | 
Belgium | 
Denmark. 

France. __- 

German Federal Republic 
Greece dics 
Iceland _- 

Treland __ 

staly =... 

Netherlands 

Portugal 

Spain ; - -| 
Switzerland | 
Yugoslavia___- } 
All other countries. - --. 





Western European countries, total _| 


Austria__ 
Belgium _. 
Denmark ___- 
France ---- 
German Federal Republic. Fodigen 
Greece... .- : ; .| 
Iceland ___-- 
Ireland _- 
Italy _ _- 
Netherlands 
Portugal... 
Spuin ____- J 
Switzerland _ -- 
Y ugoslavia- 


1 Austria, Netherlands, and Switzerland are net exporters. re : 
Prepared by: Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. 
partment of Commerce. 


[Thousand short tons] 





























Estimated | Production| Estimated | Estimated | Minimum 
demand | potential imports | exports import re- 
quirements 
i | 
1956 
1, 758 | 1, 425 | ie 333 
36 MBP lk 109 1 (109) 
110 | 70 | 50 | 10 40 
hast aoc ien te 80 | . 80 
595 | 465 | POP bab oe iis 130 
400 | 300 125 25 | 100 
15 | 6 | 9 | 5 9 
| AES Hie hal 1 
Se Tatas as $2 |_. one 32 
200 | 180 30 | 10 20 
130 | 120 | 37 | 27 10 
25 | 10 | 17 | 2 15 
44 | 36 | Sika} = 8 
70 7s 1... | 5 | 1 (5) 
18 | ies et ele 2 .-eeee 
2 | Bibs te ee 2 
1957 
1, 844 1, 511 | ; Put AMEE 333 
36 | 150 | 114 | 1 (114) 
115 | 100 | 25 | 10 | 15 
83 83 : 83 
635 465 170 170 
410 | 300 | 125 | 15 110 
16 | 9 | 7 : 7 
1 | 1 | ae 1 
| ee 30 | res 30 
220 190 35 | 35 
135 145 | 17 27 1 (10) 
25 20 | 5 | ans 5 
46 37 | 9 | 9 
71 | 7 eee 5 | 1 (5) 
19 WO ts2_4....-aseet 1 ee 
5 hi Ris, 2 


De- 
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TaBLE 52.—Newsprint, Western Europe; estimated demand, production potential, 
imports, and exports, 1958 and 1959 


[Thousand short tons] 























| 
| Estimated Production| Estimated | Estimated | Minimun 
demand potential imports | exports import re- 
Country quirements 
| 
| 
| 
1958 

Western Europe, total............- 1, 923 9, OE «os incine Ee nenies eo 371 
PT inc eihinrigadn sin hebinixingamadcdni 36 WD 8 Si clean 124 ' (124) 
I. ui cca 6-rcidiaidiwnnqakwina gala nn benwee 120 110 | 20 10 10 
or oss a cee eet sa aee 86 |--------2-- | ee j 86 
BD cditctbinreonnsasnnduscntdcncusaeinl 675 | 475 BP bens waneusmae 200 
German Federal Republic._-.---.....---} 420 | 285 | GO toi canaieae } 135 
TN ackcnting onendelndinoetiienddadaatar 17 12 Bho psawnengian j 5 
Iceland - poacccecaecaesesntsneveeses F loannsenedena DF lows earn | 2 
a vine iio caption apblpiniantl | WN ihn nticcntnconaaaae | a 30 
Italy... intca chp bipainins aisiene loess aeenenntl 230 | 200 | 35 | 5 | 30 
Nes oo 5 co Subwene nein 140 150 | 17 | 27 1 (10) 
Portugal. ____-- jvbihantnihe dap pcacaa ada 25 | 20 |... ana shn + eanebadenias tees 
Spain GkdvsébUnsaterigestectonae 48 | 37 | i ane : ans ar eines 
iat inns nskcrnn cchisadeudaciqdl Gaile 72 | Wat inca aes nae 5 1 (5) 
Yugoslavia - - icin aeigeinceeed eae 20 1)... cia heck 
All other countries.................... - BD lesctionwtess 2 | 2 

1959 
! | } 

Western Europe, total_. 1, 986 | 1, 587 | 399 
Austria ‘ 36 | 170 |- é 134 ' (134) 
Belgium. : camel 125 | 120 15 10 5 
Denmark -. ; $53 =! EE Gevciaatos 89 89 
France. i 700 475 | 225 | 225 
German Federal Republic | 430 285 145 145 
Greece | 18 13 | 5 | 5 
Iceland - | 2 ‘ 2 | 2 
Ireland 30 ‘ 30 |. 30 
Italy. _... 240 210 35 | 5 30 
Netherlands } 145 150 | 22 | 27 1 (5) 
Portugal. 25 | Me Lonacaesion owes 
Spain. ....._- z 49 | 39 | 10 | 53 10 
Switzerland _- 74 ae | 5 1 (5) 
Yugoslavia. ise i 21 | 21 NT; toca mee 
All other countries... TS ae Dnt. tes -| a 2 


| ! 


1 Austria, Netherlands and Switzerland are net exporters. 


Prepared by: Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. S. De- 
partment of Commerce. 


LATIN AMERICA 
1956 

Newsprint consumption in South America, Central America, and 
West Indies in 1955 was an estimated 545,000 tons, or 65,000 tons 
above the 1954 level and 130,000 tons or 32 percent over 1953 con- 
sumption. Most of the increase occurred in Argentina, with the 
resumption of publication by a number of newspapers, principally 
La Prensa of Buenos Aires. 

Newsprint capacity in Latin America was about 100,000 tons in 
1955 with production only 73,000 tons. Three countries produced 
newsprint, with Argentina accounting for 22,000 tons, Brazil 38,000 
tons, and Chile 13,000 tons. Consequently, regional imports of 


472,000 tons in 1955 were the main source of Latin American newsprint 
(table 53). 
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TABLE 53.—Newsprint—Latin America; apparent consumption, 1953-55; produc- 
tion, imports, 1955 


(Thousand short tons] 


| 























1955 
1953 appar- | 1954 appar- 
Country entcon- | entcon- | | 
sumption | sumption | Produc- | Imports | Apparent 
| tion | consump- 
| tion 
| 
Latin America, total_...........-.--- 415 | 485 | TO Aan anen sigs 545 
Argentina.____.>_- Shas 41 74 | 22 100 122 
ae ’ i 4 | PD Panckocedanneh 3 3 
Brazil... -- Sie a“ 149 | 176 | 38 156 | 194 
British Guiana_-_-__- sent axcag 1 Stoo ccomamie 1 | 1 
Chile______- pee eee ee 25 | 26 | 13 15 | 28 
Colombia ae 19 | ME lncececmogeked 23 23 
Costa Rica - 3 | 2 | 3 3 
Cuba ; 27 | 28 |- | 31 31 
Dominican Republic. 1 | Ee rancatchune’ 2 | 2 
Ecuador-_- 4 5 5 7 | 7 
Guatemala 2 PP iesenicdeess 3 3 
Jamaica- .--- 1 3 |- 3 3 
Mexico 73 71 | 51 51 
Nicaragua. -- 1 | BD lsincecoasne 1 | 1 
Panama. -_- 2 | 21 2) 2 
Paraguay ---_- 1 1 | aopel 1 1 
Pera... .. he 12 12 nae 17 | ll 
Trinidad and Tobago-_-- 5 4 | 2 2 
Uruguay - = 25 | 29 | 27 | 27 
Venezuela-____- . ee 15 | 18 j...- a 18 | 18 
All other Latin American countries a 3 | 2 ho cadacencemel 6 | 6 
l 





Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. De- 
partment of Commerce. 


1956-59 

Summary.—The demand for newsprint in Latin America is expected 
to increase by about 170,000 tons between 1955 to 1959 to a total of 
717,000 tons. Production will increase by about 75,000 tons, leaving 
an additional import requirement of 95,000 tons above the 1955 level. 

Demand.—Over 55 percent of the newsprint consumed in Latin 
America is accounted for by Argentina and Brazil. Their demand, 
plus that of other Latin American countries, is expected to rise about 
30,000 to 40,000 tons a year between now and 1959, and should total 
717,000 tons by then. 

Production.—Newsprint capacity in Latin America by 1959 will be 
150,000 tons, or about double the 1955 production. This 75,000-ton 
increase, although sizable, will still leave Latin America primarily 
dependent upon imports. The production increases will come from 
two new mills, one under construction in Chile and due to go into 
operation by 1957, and the other in Mexico, that country’s first news- 
print mill, due to start in 1958. 

At present only three newsprint mills are operating in Latin America. 
The mill in Argentina produces about 25,000 tons a year, and is 
expected to continue at that rate for the next 5 years. Some small 
mills produce an inferior grade of newsprint for hand-fed presses, but 
annual production approximates only 1,000 tons. 

The 1 Brazilian newsprint mill has an annual capacity of about 
50,000 tons and expects to be producing at that rate. Nothing 
concrete concerning the building of other mills is expected to eventuate 
before 1960. 

In Chile, 1 company produces newsprint at 2 mills, with production 
of 1,000 tons at one, and 11,000 tons at the larger. The larger has a 
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total capacity of 45,000 tons, but only a portion is devoted to news- 
print. This company is constructing a 55,000-ton mill primarily for 
newsprint due in 1957. However, the full capacity is not expected 
to be reached until 1959. As the mill gets into operation, it is ex- 
pected to meet the Chilean demand of about 30,000 to 35,000 tons, 
and have some available for export, probably 15,000 to 20,000 tons 
a year by 1959. Up until now Chile has had to import 10,000 to 
15,000 tons a year. Thus, the new mill will not only reduce the import 
demand but be able to add another 15,000 to 20,000 tons a year to 
world exports, a net shift of 30,000 to 40,000 tons a year by 1959. 

The Colombian Government has established a corporation to build 
a 45,000-ton newsprint mill due to begin operation in 1958. Ma- 
chinery has been ordered in the United States, but the exact site is not 
yet determined. Initially the mill will use imported pulp, but plans 
to use local pulpwood later on. If built, this mill could be expected to 
meet Colombian needs for newsprint and thus eliminate imports of 
25,000 to 30,000 tons per year. This project is not considered suffi- 
ciently definite to include in this report. 

Mexico expects to have its first newsprint mill operating by 1958; 
annual capacity is rated at 35,000 tons. Local pine will be used for 
groundwood pulp and chemical pulp will be imported. Reports 
concerning another newsprint mill are very tentative. Mexican 
imports can be expected to drop 10,000 tons a year when the newsprint 
mill begins operation as its production should be about 10,000 tons 
over the expected increase in Mexico’s demand for newsprint up to 
1959. 

Imports.—Latin American requirements for imported newsprint are 
expected to rise. If the proposed Chilean mill reaches full capacity by 
1959, it could have 15,000 to 20,000 tons available for export and 
would likely ship it to adjacent countries. This would result in re- 
gional net import needs for foreign newsprint of 565,000 to 575,000 
tons (tables 54 and 55). 
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TABLE 54.— Newsprint—Latin 
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and minimum import requirements, 1956 and 1957 


[Thousand short tons] 


America; estimated demand, production potential, 

















1956 1957 
Phases SUES 
Country | | Minimum Minimum 
Estimated | Production) import re- | Estimated | Production) import re- 
| demand | potential require- demand potential require- 
| ments ments 
| * 
Latin America, total - - -_| 601 85 | 516 | 638 100 | 538 
* | ‘ 
Argentina__.__ _- 147 25 | 122 157 25 | 132 
Peeve. . 025. i. ass i eee 5 Oe. sigs 5 
Brazil__-_. ‘ 200 45 | 155 210 45 | 165 
British Guiana____- acceso ee 2 Ie ene cant retire 2 
Chile... .- dint 29 15 14 30 OD basis. on cnaas 
Colombia____--- 24 |- nie 24 | Nits innaBcake 30 
Costa Rica_. D tanec ew eack. 3 | @ fj isiijoad 3 
Cuba. ._..-. ' PA Nie ome aren 31 | fy ee 33 
Dominican Republic_____ | 1 1 | Best s4 seen 1 
| a eee Wt fatto aiheh ew 8 DF iidesbbcnw y 
Guatemala___.__- 3 3  Sandentcetien 3 
Jamaica_... w ficadawteaces 3 we eacce asi lish 3 
OS eee De icanacadse 70 Wen Reicaicstevapdcndes 75 
Nicaragua. --_- a}. os 1 1 1 
Panama. -- He 2 » Aer 2 
Paraguay iS Roctdameeceenl 1 1 1 
Peru__- Wet. sale 14 | We Lith. 238s 15 
Trinidad and Tobago. © iene «abba 4) 4|_. 4 
Uruguay -_-_- 28 28 | op eS | 28 
Venezuela____.__._____-- ilses.tiGiic: 19 | BP fap ads 55 ah 20 
All other Latin American 
countries_........____- a Cisse 6 Pe cict Ja 6 




















Prepared by Pulp, ioe, and Paperboard Subdivision, Forest Products Division, BDSA, U. S. Desedt 


ment of Commerce. 


TaBLE 55.—Newsprint—Latin 


America; 


and minimum import requirements, 1958 and 1959 


[Thousand short tons] 


estimated demand, production potential, 




















1958 1959 
ne a 
Country | Minimum | Minimum 
Estimated | Production| import re- | Estimated | Production} import re- 
| demand | potential | require- demand | potential require- 
| | ments ments 
| 
Latin America, total 682 140 542 717 150 567 
Argentina... igo 170 | 25 145 175 25 | 150 
olivia. _- 5 |. ett 5 OE ca bidity wall 6 
Brazil____- 220 | 50 i. 230 50 | 180 
British Guiana. 2 | 5 es ee 2 
Cnie. ....... 32 | 50 1 (18) 34 50 1 (16) 
Colombia __- Be tedtounss cuss 35 40 al 40 
Costa Rica___- B iiieaccce ces | 3 3 3 
Cuba 35 |... | 35 |} 37 | 37 
Dominican Re public. tau. 1 | 1 | 1 
Ecuador - ae | mi. 10 10 |-- 10 
Guatemala... i 4 ot. | 4 
amaica-..._- | 4 |_- jaca 4 es... 4 
Mexico. -_- 80 | 15 | 65 85 25 60 
entra. | Oe oa 1 he 1 
anama 245. | 2 inns 3 
Paraguay. D iss~ ond 1 eY.3 1 
Peru.- 96 bien webeesi 15 16 |_- 16 
Trinidad and Tobago-. 4 - 4 4}_. “ 4 
Creccd. seks thon De tit accccas 30 32 |_- 32 
Venezuela. __. Be hic basta 21 22 |-- 22 
All other Latin re | | 
a 9 Reaiewessdccet 7 Fhe 7 
| 





! Chile would be a net exporter. 





Source: Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U, 
Department of Commerce, 
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AFRICA 


1956 


Newsprint is not produced in Africa. In 1955 an estimated 
106,000 tons were consumed, the Union of South Africa accounting for 


62,000 tons. In 1953 consumption was 84,000 tons and in 1954, 
was 89,000 tons. 


1 96 6-59 


There are no definitive plans to build newsprint mills in Africa 
There are the usual rumors, but nothing concrete has materialized 
according to reports by the Foreign Service. Africa’s demands for 
newsprint are expected to increase gradually between now and 1959. 
In 1956 consumption was expected to total 104,000 tons—slightly 
below the 1955 levels. Ensuing years should show a gradual increase 
to 114,000 tons by 1959. As in the past, the Union of South Africa 
is expected to account for nearly two-thirds of total African demand. 
Newsprint consumption in other African countries is rising, but not 
significantly (table 56). 


TABLE 56.—Newsprint—Africa; apparent consumption, 1953-55; estimated demand, 
1956-59 


[Thousand short tons] 
































Apparent consumption Estimated demand 
Country essesl 
1953 1954 1955 | 1956 | 1957 | 1958 1959 

_ ——_—— — i —_—} —— 

| | | | 

i j | 
Africa, total oe 3 | 84 | 89 106 104 110 ill 114 

- j | | i =| 
Algeria 2 | 2) 16 3 | 3 | 3 3 
Angola 1 |} 1 | 1 1 |} 1 1} 1 
Belgian Congo 1 | 1 | 1 | 1} 1 | 1} 1 
Egypt 14 | 17 | 11 | 11 | 11 11 12 
Gold Coast 1 | 1 3 3 3 | 3 | 3 
Kenya and Tanganyika 1 1 | 3 3 3 | 3 | 3 
Liberia tds We eee eT ee 
Morocco 4 5 | 5 5 | 5 | 5 5 
Mozambique 1 1 1 | 1 | 1 1 1 
Nigeria 1 1 | 2 | 2 | 2 2 2 
Rhodesia and Nyasaland 3 3 5 | 5 5 6 7 
Tunisia 2 2 3 | 3 3 3 3 
Union of South Africa 50 51 | 62 63 | 69 «9 70 
All other African countries 3 3 | 3 | 3 3 3 3 

} ' | 


1 
| 
| 
| 





1 Imports believed to have been above actual consumption. 
NoTE.— Apparent consumption=imports. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 


ASIA—EXCEPT CHINA AND NORTH KOREA 
1956 

Newsprint consumption in Asia, other than China and North 
Korea, rose to 791,000 tons in 1955 from 711,000 tons in 1954 and 
671,000 tons in 1953. The principal consuming country was Japan, 
which accounted for nearly 500,000 tons in 1955. India was next 
largest with 84,000 tons, while South Korea ranked third with 39,000 
tons. The consumption of newsprint in the other Asian countries 
managed from 1,000 tons for Iraq and Syria to 30,000 tons for the 
Philippines. 

Production in Asia is confined principally to Japan, which produced 
508,000 tons in 1955 out of a total Asian production of 535,000 tons. 
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Turkey, Taiwan (Formosa), South Korea, India, and Israel produced 
small amounts which totaled 29,000 tons. Imports, which were 
269,000 tons in 1955, are the main source of newsprint for all Asian 
countries except Japan and Taiwan, which produce their own needs 
(table 57). 


TaBLe 57.—Newsprint—Asia, except China and North Korea; apparent consump- 
tion, 1953-55; production, imports, 1955 


[Thousand short tons] 























1955 
1953 | 1954 ss . 
Country | apparent apparent | 
| consump- | consump- | Apparent 
tion | tion Production} Imports | consump- 
| | tion 

SEER - pen 

Asia total (except China and North | 
OU i Be os aati 671 | 711 | >) ae 791 
I sickatacani« Sonnac i 5 | © t..nceebenned 7 7 
Ceylon____- il ene ake neice 11 | Oe neil Se 9 y 
Hong Kong---.-- ‘ 14 | eos. 22 22 
ee ‘ . : 77 | 89 3 | 81 S4 
Indonesia___. 8 | OI ns since 11 | ll 
OME saiccscc. e 3 | {ee . 3 3 
A ee ee , 1 | Oe cis it 1 1 
a 4 4 4 3 | 7 
eee . 463 | 454 508 1 498 
Lebanon_-.-.- ts | 3 | O16 7 | 7 
Malaya, Singapore, Borneo-_- | 8 | fe i.. 11 | 11 
ae iinaes 5 | et 7 | 7 
Philippines____--_- 25 Be Enasicouenas 30 | 30 
South Korea___-- : 5 23 | 7 31 | 38 
South Vietnam-___- bien ‘ 11 BE it ecamnndesreansei 11 | ll 
Syria__- bake : 1 | RB icatccemene 1 | 1 
Taiwan._..__-- os 4 7 | 5 5 
Thailand ___- Fie eae tah 8 ORsa0. 20 20 
NOD ase ae a see 3 12 | 10 8 12 20 
All other Asian countries_- 3 3 3 


1 Exported 10,000 tons. 
Note.—Apparent consumption= production+imports—exports. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. De- 
partment of Commerce. 


1956-59 

Summary.—By 1959 the demand for newsprint by free Asian coun- 
tries is estimated to reach 1,060,000 tons, while the production poten- 
tial could reach 790,000 tons, leaving net import requirements of 
270,000 tons, the same as imports in 1955. 

Demand.—Overall Asian demand is expected to rise to 1,060,000 
tons by 1959 from the 1955 apparent consumption level of 791,000 
tons, an increase of nearly one-third, or 260,000 tons. The demand 
for newsprint in Japan accounts for 173,000 tons of this increase, 
while India’s requirements are expected to rise 33,000 tons and South 
Korea’s an additional 11,000 tons in the same period. The remainder 
of the increase is spread throughout Asia. Many intangibles, political, 
financial, and cultural, affect the ability of Asian countries to consume 
newsprint and could alter these estimates. However, these figures 
seem reasonable, assuming that there will be no large-scale conflicts 
and that in general, economic conditions will improve. 

Production.—There have been a number of announcements of pro- 
posed newsprint mills for Asia. Realistically, however, the expansion 
of newsprint production there probably will be confined to countries 
which are now producing, i. e., India, Israel, Japan, South Korea, 
Taiwan, and Turkey. 
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The first newsprint mill in India began production early in 1955 
with a 3,000-ton output. It has a rated annual capacity of 30,000 
tons but is not expected to reach that level until 1958. The raw 
materials used are local woods for ground-wood pulp and bamboo for 
chemical pulp. Some chemical pulp is also imported. 

The Indian Government has called for (in its second 5-year plan) 
2 additional mills with a total annual capacity of 30,000 tons. 
However, they are still very much in the planning stage; construction 
is not considered possible prior to 1960. As production of newsprint 
in India approaches the 30,000-ton level by 1958, it is expected to 
keep pace with increased demand. Imports are expected to stay near 
the 1955 level of 81,000 tons through 1959. 

The Indonesian Government has plans to erect by 1960 four news- 
print mills with a total annual capacity of 30,000 tons. These plans 
are considered quite tentative and have not been taken into account 
in compiling Asian production increases by 1959. 

The only paper mill in Israel produces a variety of grades of paper, 
including newsprint. In 1955 newsprint production was about 3,000 
tons out of a total mill capacity of 13,500 tons. By 1959 newsprint 
production is expected to double to 6,000 tons. This should take care 
of all but 2,000 tons of domestic demand. 

Japan, largest Asian producer, in 1955 had 27 firms producing 
newsprint with 3 firms accounting for about half the total output of 
507,000 tons. The 1956 production is estimated at 560,000 tons. 
Increased capacity should allow production to increase to 700,000 tons 
by 1959. A large number of expansions of Japanese newsprint mills 
have been anounced for the period 1955 to 1959. Only those expan- 
sions scheduled for the near future or which are under construction 
have been included; they total 200,000 tons; the tentative expansions 
total 300,000 tons. By 1959, with the 200,000-ton expansion noted, 
newsprint production should equal national demand and leave 20,000 
tons available for export. 

There were some newsprint exports to the United States in 1956, 
but Japanese producers do not consider this a permanent market. 
Sizable tonnages (7,000 to 9,000 tons) have been shipped to Australia 
in recent years, but this market probably will diminish as New Zealand 
will be able to export newsprint to Australia from the large mill 
recently put into production. 

Newsprint production potential in South Korea is scheduled to 
increase about 25,000 tons by the end of 1958 through expansion of 
the 3 mills now in operation. This should make South Korean pro- 
duction about 30,000 to 35,000 tons as against an expected demand 
of 50,000 tons in 1959. All these mills will continue to use domestic 
woods for ground-wood pulp but will require imported chemical pulp. 
South Korean imports of newsprint in 1955 were 30,000 tons. With 
production increasing in the next few years, import requirements 
should gradually decrease to about 20,000 tons by 1959. 

Taiwan (Formosa) expects to increase its newsprint capacity from 
5,000 tons in 1955 to 15,000 tons in 1959 through the current expansion 
of its only mill. As consumption is expected to level off at 6,000 tons 
a year, Taiwan could have 8,000 to 10,000 tons available for export 
probably to nearby Asian markets. 

Turkey is estimated to produce 10,000 tons a year and expects to 
continue at that rate for the foreseeable future with import require- 
ments staying at 30,000 tons (tables 58 and 59). 


cr perpen me poe 26 eee pees 


ee 
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TaBLE 58.—Newsprint, Asia, ercept China and North Korea; estimated demand, 
production potential, and minimum import requirements, 1956 and 1957 


[Thousand short tons] 























1956 1957 
eb neti he dace 
Country | | } 

Estimated Production} Minimum | Estimated | Production) Minimum 
| demand potential | importre- | demand | potential | import re- 
| quirements | quirements 

Asia, total (except China 
and North Korea) ___- 862 | 597 265 930 | 665 | 265 
| | 

. 

Burma 7 | ¥p2 7 7 | 7 
Ceylon 9 | 9 10 | 10 
Hong Kong 14 | aa 14 14 |. | 14 
India__ 92 | 10 82 100 20 | 80 
Indonesia Ets : 12 12 |-. 12 
a 3 | } 3 3 |... 3 
Traq_-_. 1 | | 1 ae 1 
Israel. 7 | 4 | 3 7 4 3 
Japan 550 | 560 | 1 (10)| 600 610 | 1 (10) 
Lebanon__- : 8 | 8 9 }_- y 
Malaya, Singapore, Borneo 11 | ll 12.|.. 12 
Pakistan : 7 7 7 | 7 
Philippines. 30 | | 30 30 ; 30 
South Korea 35 | 8 | 7 40 13 | 27 
South Vietnam_______- 11 | 11 11 | oy 11 
Syria__-. 1 | 1 3 d.¢ 1 
Taiwan 6 | 6 | 6 | 8 | 1 (2) 
Thailand _ _- 16 | ‘ 16 | 18 | 18 
Turkey ; 40 | 10 30 | 40 | 10 30 
All other Asian countries 2 2) 2 | | 2 


! Japan and Taiwan are estimated as net exporters. 








Source: Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, 
U.S. Department of Commerce. 


TaBLE 59.—Newsprint, Asia, except China and North Korea; estimated demand, 
production potential, and minimum import requirements, 1958 and 1959 





[Thousand short tons] 


eee 














1958 1959 

Country | | 
Estimated | Production) Minimum | Estimated | Production) Minimum 
demand potential | import re- | demand potential | import re- 
| quirements | quirements 

Asia, total (except 

China and North 
I iniccineticteenatiok 996 | 728 | 268 1, 060 791 269 
Wapek ae Ph sk WOCK te a 7 Gish 2s 8 
CO ion ob nik kas ecwes OD tis. sacten acs 10 AS ho. i iseie ll 
eee 16 sfuikcanabtibedirsi | 16 | EP Aunchacdosenal 18 
Mb didawetbe cdo keccaince 109 | 30 79 | 117 | 30 | 87 
SI Eno Leni pmecenianm spon eS 12 SE tid. canedenl 12 
res eet. oo oe bans dd ot AY. ce si 4 Pi Me 4 
iat 52 aac cnins 5 -<ddeainddas As. caidecehoas 1 | t hcéssemeehcl! l 
BE cb hg te bincin cath wnphoadicn 8 | 5 3 | 8 | 6 | 2 
pO SREY PREETI ae | 640 | 650 1 (10)) 680 | 700 1 (20) 
I eireinre ae nkiiak eek | St OR ae 10 OD adndmenaenes ll 
Malaya, Singapore, Borneo-_. a ee 13 Ur tiludeneceoes 14 
Pakistan __-__- i ielanbadesees Dil. cddeemeedas 8 Sh eee 8 
I opted cn We Sece desea see 32 | BP Rtecidet dcdeantinss 35 
a ees 45 | 21 24 | 50 | 30 | 20 
South Vietnam. __.---......- eo 11 | i 11 
hes ee D Rove tatnl ce iae 1 | Drtke.sdeacer 1 
BRODY ciitibipadobudtasétvds< | 6 12 | 1 (6)| 6 | 15 | 1 (9) 
IIIS Sapte Dopidarengecice Pe Pebidete cane 20 | TF Prcapyitusiben. 22 
OGGOri. i 40 | 10 30 | 40 | i0 | 30 
All other Asian countries -- __- YUL. stuteeauee 3 3 Ldipinseaeedl | 3 





1 Japan and Taiwan are estimated as net exporters. 


Source: Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, 
U. 8. Department of 


ommerce. 
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OCEANIA AND HAWAII 


1955 


The apparent consumption of newsprint in Australia, New Zealand, 
and Hawaii in 1955 was 384,000 tons, an increase of over 100,000 tons 
since 1953. (Because of its far removed offshore position Hawaii is 
here treated as an import area.) The major increase was in Australia, 
where consumption gained 80,000 tons. This accounted for over 
300,000 tons of the total consumed in 1955; nearly 300,000 tons was 
imported. The New Zealand newsprint mill, put into production late 
in 1955 produced only 1,000 tons. Australia produced 84,000 tons in 
1955 and imported an additional 235,000 tons (table 60). 


TABLE 60.—Newsprint, Oceania and Hawaii; apparent consumption, 1953 and 1954; 
production, imports, and apparent consumption, 1955 


(Thouands short tons] 

















| 1953 1954 | 1955 
| apparent apparent |___ 
Country consump- | consump- 
tion tion Produc- Imports Apparent 
tion consump- 
| tion 
ada bcc Se nee $$ |} $$$ 
Oceania, total 272 326 85 | 384 
| — 
Australia “a 226 272 84 235 | 319 
New Zealand al 35 42 1 51 52 
Hawaii : | ll 12 | LS EE 13 13 





Source: Prepared by Pulp, Paper and Paperboard Subdivision, Forests Products Division, BDSA 
U. 8. Department of Commerce. 


1956-59 


The annual demand for newsprint in this area is expected to increase 
gradually to nearly 425,000 tons in 1959, a rise of about 10 percent 
over 1955. The new newsprint mill in New Zealand is estimated to 
have turned out 50,000 tons in 1956 and will gradually approach 
100,000 tons by 1959, making New Zealand self-sufficient. In fact, 
it will have available for export from 28,000 tons in 1957 to 56,000 tons 
by 1959. It is expected that most of this tonnage will be shipped to 
Australia. New Zealand consumers are expected to continue to im- 
port 20,000 tons to protect themselves against possible shutdown of 
their mill. 

Australian ee will rise slightly from 84,000 tons to 90,000 
tons in the next 3 years. Hawaiian demand for newsprint is expected 
to increase ceadaally with the major portion of the supply coming 
as usual, from the United States. In summary, this area’s net re- 
quirements for imported newsprint in 1959 is estimated to be 240,000 


to 250,000 tons a year, a drop of 50,000 tons from the 1955 level. 
(Table 61.) 


93110—57——_10 
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TABLE 61.—N. ewsprint—Oceania and Hawaii; estimated demand, production potential, 


imports, exports, 1956-59 


(Thousand short tons] 




















Item | Oceania Australia | New Zealand Hawaii 
i fo 
1956: 
Estimated demand._- see eubatenuadl 388 320 54 14 
Production potential_______-_- sonwnaneebt | 130 | 80 oP 12-5. Sie. 
Export availability ........__- | . F MA lan geiwe-vadeuh 
Total import requirements_ iSeee eee z art? “240 18 14 
Minimum import requirements-_-____.._-__- "258° is 240 4 14 
1957: | 
Estimated demand.-_.................-.-..- | 400 | 330 56 14 
Production potential. _-.................... 150 | 85 BD cnn sak eiee 
Export availability ____- $3 5 canes Oe ee 
Total import requirements. Sondre ailtn cadets ce 245 19 14 
Minimum import requirements Sa 250 | 245 1 (9) 14 
1958: 
Estimated demand_--_-____-- iethes 413 | 340 58 | 15 
Production potential. ____..-__- wits! 175 | 90 OO bewscccdmaceuen 
Export availability -_-_- esi’ awed ethan nent ; sti iammas CEN dicniccnkgeene 
Total import requirements ie 250 | 20 | 15 
Minimum import requirements ; 238 250 1 (27) 15 
1959: 
Retimated demand.........-....- .4..--... 425 | 350 60 15 
Production potential --- é ancien 185 90 | 95 
Export availability __..____- ace at 56 | 
Total import requirements. bidinis ssaeoin tatiana A 260 | 21 | 15 
Minimum import requirements _- a 240 260 | 1 (35) | 15 





New Zealand will probably t be a net exporter ie 1957. 


Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products 
partment of Commerce. 


Division, BDSA, U. 8S. De- 


U. 8. S. R., CHINA, AND SATELLITES 


1955 


On the basis of the limited information available, it has been 
estimated that about 950,000 tons of newsprint was produced in the 
Soviet Union and the satellite countries in 1955. Consumption is 


assumed to have been slightly under production, 


since about 40,000 


tons of newsprint were exported according to import data of other 
countries. Imports into these Communist countries are estimated to 


have been approximately 11,000 tons. 


Communist China has been self-sufficient during the past few years 
but has both imported and exported small amounts of newsprint. As 
a result, 1955 consumption is estimated to have been 120,000 tons and 


production 110,000 tons. China exported 14,000 
Kong in 1955 (table 62). 


TABLE 62.—Newsprint—China, U. S. S. R., and satellites; 


tons through Hong 


apparent consumption, 


1953 and 1954; production, imports, exports, and apparent consumption, 1955 


(Thousand short tons] 














| 1955 
1953 appar- | 1954appar-|__ — 
Country entcon- | entcon- | 
sumption | sumption | Produc- Apparent 
tion Imports | Exports | consump- 
tion 
| | | 
; - | 
China and North Korea . 110 | 115 | 110 | 25 | 15 | 120 
U.S. 8S. R. and satellites_____- 760 860 950 | 11 | 40 | 921 
aoe at ae 870 975 | ae 36 | ey. 1, 041 
il cae eet dee ia ce ee 
Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. De- 


partment of Commerce. 
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1956-59 


No information is available on the expected demand for newsprint 
in the Communist bloc. The uncertain world political situation makes 
any conjecture on future newsprint trade with the Communist 
countries mere guesses. Therefore, a balance between consumption 
and production is shown for this area with minor imports and exports 
continuing. There might be additional export supplies or import 
demands on world markets should the historic pattern change in the 
future. However, it seems adequate to assume that the Communist 
nations will not affect the world newsprint market, either as a sig- 
nificant supply source or as a demand factor (table 63). 


TABLE 63.—Newsprint—China, U. 8S. S. R., and satellites; estimated demand, 
production potential, 1956-59 


[Thousand short tons] 

















| | 
1956 1957 1958 | 1959 
—_ — - SS ee ee 
Estimated demand, total__...--- ‘a 1, 050 | 1, 090 | 1, 150 | 1, 210 
China and North Korea____--- ’ 100 | 110 | 120 | 130 
U. 8. S. R. and satellites. _. . 950 | 980 | 1, 030 | 1, 080 
Production, potential, total..............._-..- | 1,050 | 1, 090 1, 150 | 1, 210 
China and North Korea__..-_.._.......--- 100 | 110 | 120 | 130 
ee a eee 950 980 | 1,030 | 1, 080 





Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 


X. Unitrep States Putpwoop Forest Resources 


The Forest Service, United States Department of Agriculture, 
supplied the Department of Commerce in early 1956 with a statement 
appraising the current and long-range timber situation in the United 
States for inclusion in reports of the Department of Commerce to 
congressional committees. 

The complete Forest Service statement appears on pages 27-34 of 
the Preliminary Report and Supplements—Newsprint Production and 
Supply, Committee on Banking and Currency, United States Senate, 
committee print, 84th Congress, 2d session, dated February 14, 1956. 
The Forest Service recently advised that there have not been any 
important changes in their statement. The summary of the United 


States timber situation, with particular reference to pulpwood, was 
as follows: 


With present trends in forestry, existing supplies of stand- 
ing timber in the United States plus prospective growth 
appear adequate to supply increased demands for pulp and 
paper as well as modest increases in demand for other forest 
products over the next few decades. At the same time, 
tighter supplies of quality timber and consequent increases 
in prices for such material also are to be expected. By the 
year 2000 if population and industrial output in the United 
States continue to increase as now seems probable, the timber 
needs of all the forest industries could be met only through a 
large-scale expansion of forestry measures and more effective 
use of all commercial forest lands. 
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Certain opportunities for expansion of pulp and paper 
production, including newsprint, are available in most forest 
regions. In coastal Alaska and the Rocky Mountain area 
there are supplies of old growth timber and on the west coast 
sizable volumes of logging and plant residues suitable for 
pulp and paper. In the East pulping of hardwoods by new 
semichemical processes could greatly expand the raw material 
base of the pulp and paper industry. In all forest regions, 
however, intensified forestry programs will be needed if the 
expanding needs of all the forest industries are to be met. 

Because of the competitive strength of the pulp and paper 
industry, production of pulpwood probably can be expanded 
even at the expense of other wood-using industries Pulp 
mills can use low-grade timber, thinnings and plant residues 
and can compete for small timber before it reaches an 
economic size for lumber. Since pulp mills thus enjoy 
relatively high degree of security in raw-material supplies, it 
seems likely that the main impacts of timber shortages fall 
upon industries producing lumber or other products requiring 
higher quality timber. 


TABLE 64.—Total paper and board—United States production, imports, exports 
and apparent consumption, 1929-56 


(Thousand short tons} 














Markets 
United | 
Year States pro- Imports New supply | Apparent 
duction ! Exports United 
| States con- 
sumption 

11, 140 2, 484 13, 624 178 | 13, 446 
10, 172 2, 326 | 12, 498 160 | 12, 179 

9, 380 2, 104 | 11, 484 | 124 11, 366 

7, 999 1, 826 | 9, 825 | 85 | 9, 621 

9, 189 1, 828 11,017 99 10, 787 

9, 188 2, 249 | 11, 437 | 126 | 11, 128 
10, 479 2, 336 | 12, 815 | 137 12, 678 
11, 974 2, 833 | 14, 807 | 137 14, 554 
12, 837 3, 400 | 16, 237 | 177 16, 060 
11,377 | 2, 336 13, 713 157 13, 945 
13, 509 | 2, 682 16, 191 196 | 15, 946 
14, 482 | 2, 813 17, 295 | 491 16, 745 
17, 763 3, 056 20, 819 | 399 | 20, 357 
17, 083 3, 037 20, 120 | 264 | 19, 715 
17, 035 2, 716 19, 751 255 19, 642 
17, 183 2, 572 19, 755 253 | 19, 539 
17, 372 2, 752 20, 124 | 397 | 19, 828 
19, 264 3, 623 22, 887 306 | 22, 536 
21,114 4,117 25, 231 352 24, 775 
21, 897 | 4, 575 26, 472 295 26, 070 
20, 316 | 4, 745 25, 061 294 24, 781 
24, 375 | 4, 997 | 29, 372 297 29, 106 
26, 048 5, 138 31, 186 528 | 30, 530 
24, 424 | 5, 174 29, 598 | 498 | 28, 978 
26, 528 5, 213 31, 741 382 | 31, 442 
26, 724 5, 169 31, 893 | 591 31, 500 
30, 141 5, 360 35, 501 | 736 | 34, 839 
31, 336 5, 797 37, 133 670 | 36, 233 





| 
i 





1 Years prior to 1943 include small amounts of other paper and boards not tabulated in individual grade 
groups. 


Note.—New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports, adjusted for newsprint inventory changes. 

Source: Bureau of the Census. Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products 
Division, BDSA U. S. Department of Commerce. 
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TaBLE 65.—Total paper—United States production, imports, etports and apparent 
consumption, 1929-56 


[Thousand short tons] 








Markets 
United 
Year States pro- Imports New supply Apparent 
duction Exports Gaited 
States con- 
sumption 
1929. - kes 16, 116 2, 444 8, 560 79 8, 416 
1930_ - . : 1 §, 723 2, 297 8, 020 65 7, 796 
1931 $e 15, 207 2, 085 7, 292 47 7, 251 
1932 ; inte : 14, 462 1, 809 6, 271 37 6, 115 
1033... ‘ ‘ ‘ 1 4, 853 1, 810 6, 663 46 6, 486 
1934 le a 1 4, 846 2, 228 7, 074 69 6, 822 
Bic o<< ; as 15, 415 2, 311 7, 726 70 7, 694 
a ona waiee ree 1 6, 047 2, 799 8, 846 66 8, 664 
1937- - - : he 1 6, 499 3, 3€0 9, 859 85 9, 365 
1938. . 1 §, 767 2, 308 8, 075 63 8, 401 
1939 . | 1 6, 825 2, 653 9, 478 88 9, 341 
1940. ‘ ‘ * 17,421 2, 792 10, 213 249 9, 905 
1941. _- naed 18, 445 3,018 11, 463 254 11, 146 
1942__ 18,113 | 2, 960 11, 073 154 10, 778 
1943 - 7, 537 2, 661 10, 198 173 10, 171 
1944. 7, 339 2, 520 9, 859 174 9, 722 
1945 ive | 7, 575 2, 700 10, 275 240 10, 136 
1946 : noecera 8, 738 | 3, 580 12, 318 209 12, 064 
1947 _ . oe } 9, 416 | 4, 057 13, 473 205 13, 164 
1948... . 9, 798 | 4, 499 14, 297 153 14, 037 
1949. a | 9, 198 | 4, 67 13, 873 172 13, 715 
1950 _ . o aes | 10, 639 4, 910 15, 549 167 15, 413 
1951... ; soe 11, 625 5, 022 16, 647 267 16, 252 
1952. - a nooo 10, 900 | 5, 088 | 15, 988 317 15, 549 
1953 coll 11, 406 | 5, 084 16, 490 180 16, 393 
1954 EN | 11, 648 | 5, 068 | 16, 716 | 316 16, 449 
1955._- eee: 12, 896 5, 243 | 18, 139 | 404 17, 809 
1956 . . ‘ : 13, 891 5, 678 19, 569 331 19, 008 





! Includes small amounts of other papers not tabulated elsewhere. 


Note.— New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports, adjusted for newsprint inventory changes. 

Source: Bureau of the Census. Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products 
Division, BDSA, U. 8. Department of Commerce. 
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TABLE 66.— Newsprint— United States production, imports, exports, inventory change 
and apparent consumption, 1929-56 


(Thousand short tons] 























| 

Markets | United States inventory Apparent 

United | change (+) or (—) United 

Year States Imports | New ‘e it _| States 

produc- supply consum 
tion Exports | United Con- Mill Total tion = 

States sumers 

re 1, 409 2, 423 3, 832 19 3, 813 +41 —15 +26 3, 787 
1930__- | 1, 226 2, 280 3, 506 10 3, 496 —18 +13 —5 3, 501 
1931__- 1, 203 2, 067 3, 270 10 3, 260 —38 +1 —37 3, 297 
ae 1, 047 1, 792 2, 839 8 2, 831 —53 —l1 —64 2, 895 
a 928 1, 794 2, 722 11 2, 711 +54 Sel +57 2, 654 
Rod ma 990 2, 210 3, 200 23 3,177 +113 —13 +100 3, 077 
1935__. 948 2, 283 3, 231 22 3, 209 —37 —1 —38 3, 247 
1936_.._.-- 938 2, 752 3, 690 15 3, 675 +13 +3 +16 3, 659 
SP acctoss 976 3, 317 4, 293 17 4, 276 +407 +2 +409 3, 867 
Cs 832 2, 275 3, 107 6 3, 101 —394 +3 —391 3, 492 
954 2,615 3, 569 13 3, 556 +19 —6 +13 3, 543 
SE aicnines 1, 056 2, 763 3, 819 44 3, 775 +36 Even +36 3, 739 
a 1, 044 2, 982 4, 026 7 3, 956 +39 —5 +34 3, 922 
RS nancy 967 2, 921 3, 888 42 3, 846 +123 +2 +125 3, 721 
Bcc 811 2, 637 3, 448 35 3, 413 —147 +1 —146 3, 559 
1944______. 721 2, 491 3, 212 31 3, 181 —33 —4 —37 3, 218 
725 2, 669 3, 394 44 3, 350 —100 —1 —101 3, 451 
1946_.....- 773 3, 492 4, 265 28 4, 237 +a +9 ‘ss 4, 192 
., eee 833 3, 958 4, 791 29 4, 762 110 —6 104 4, 658 
SS acee 876 4, 395 5, 271 28 5, 243 +107 Even +107 5, 136 
Rts 918 4, 639 5, 557 39 | 5, 518 —16 +2 —14 5, 532 
Re ctn wen 1,013 4, 863 5, 876 44 5, 832 —28 —3 —3l 5, 863 
MOS eon 1, 108 4, 963 6, 071 71 6, 000 +128 Even +128 5, 872 
ae 1, 109 5, 033 6, 142 105 6, 037 +118 +4 +122 5, 915 
1963....... 1, 069 5, 004 6, 073 47 6, 026 —79 —4 —83 6, 109 
inne 1, 202 4, 992 6, 194 140 6, 054 —47 —2 —49 6, 103 
705........... 1, 458 5, 159 6, 617 | 207 6, 410 —76 +2 —74 6, 484 
1956..-.---| 1,615 | 5,569 7, 184 | 152 | 7,032 +228 +2 +230 6, 802 








| | i | 


NoTE.—New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports, adjusted for inventory changes. 


Source: Production, imports and exports, Bureau of the Cnesus. The classification of “‘newsprint”’ by 
the Bureau of the Census conforms with the Treasury Department definition of “‘newsprint’’ relative to 
paragraph 1772 of the United States Tariff Act of 1930 and subsequent Treasury decisions. 

United States mill inventories, Newsprint Service Bureau. 

Consumers inventories, estimated by the Forest Products Division, BDSA, Department of Commerce 
from American Newspaper Publishers Association data. The net new supply of newsprint received by 
the 525 newspapers reporting to AN PA in the year 1955 (consumption adjusted for annual change in inven- 
tory) represented 77.8 percent of total United States new supply. ‘Total United States consumer inventories 
for 1956 are estimated on the basis that the inventories of the 525 newspapers reporting to AN PA represent 
77.8 percent of total consumer inventories. For,1955 and prior, years the group_of newspapers reporting to 
ANPA were estimated to consume 76 percent of total newsprint consumption. This percentage relation- 
ship will be adjusted annually. In addition to newsprint, the ANPA data includes other grades of printing 
paper which are used by these newspaper publishers in the printing of newspapers. Therefore, the esti- 
mated total inventory includes both newsprint and other grades of printing papers which are used in print- 
ing newspapers as well as the newsprint held by other users of newsprint, such as commercial printers, 
printers of shopping news, comic books, etc. 

Apparent consumption equals production plus imports minus exports adjusted for changes in inventories. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 














PULP, PAPER, AND BOARD SUPPLY-DEMAND 149 


TaBLE 67.—Printing papers, United States production, imports, exports, and 
apparent consumption, 1929-56 


[Thousand short tons] 




















| 
| Markets 
United | | 
Year States pro- Imports New supply Apparent 
duction hited 

| | Exports States con- 

sumption 

| 
1929. Blac on sacouae eal 1, 854 2 1, 854 19 1, 837 
 sisdcins smabechcnaiall 1, 604 1 1, 605 | 16 1, 589 
1931 . bes sasdeawad 1, 514 1 1, 515 | 10 1, 505 
1932 1, 066 2 1, 068 | 7 1,061 
1933 1, 359 | 2 1, 361 4 1, 352 
1934. _. 1, 441 | 4 1, 445 8 1, 437 
1935... .- wwwsadishl 1, 660 6 1, 666 10 1, 656 
1036... -. piidemanadad oad 1, 914 | ll 1, 925 y 1, 916 
1937 _ . ; ‘ whasieted 2, 106 | 15 2, 121 15 | 2, 106 
1938. - i Pricintinscnannalidiel 1, 786 10 1, 796 9 | 1, 787 
1939... ..-- ’ wodail 2, 103 | 13 2, 116 15 | 2, 101 
1940. . oe 2, 243 | 17 2, 260 43 | 2, 217 
1941 a ondaidl 2, 669 23 2, 697 42 2, 655 
1942__. — a a | 2, 326 23 2, 354 | 21 2, 333 
1943 . : el J 2, 189 | 23 2, 212 | 22 2, 190 
1944 pan 2, 036 | 27 2, 063 22 2,041 
Dives ; = me 2, 137 | 30 2, 167 | 49 2,118 
1946... ... ; on dual 2,7 80 2, 789 44 2, 745 
i sane da 3, 029 | 74 3, 103 54 3, 049 
1948 _ _ . a indeed 3, 151 83 3, 234 4 3, 190 
1949... .. . ant 2, 977 28 3, 005 40 2, 965 
1950 ail 3, 304 35 3, 339 27 3, 312 
1951 paaal 3, 514 47 3, 561 52 3, 599 
1952 sel 3, 385 43 3, 428 | 66 3, 362 
1953 wwitl 3, 576 41 3, 617 | 27 3, 590 
1954 ‘ ’ | 3, 587 36 3, 623 41 3, 582 
1955... ..-- Mbanpakenincaeei 3, 919 | 41 3, 960 50 | 3, 910 
biecan ‘ a ; aeat 4, 264 55 4, 319 45 14,274 


' 





1 For analysis of 1956 printing paper production and consumption, see section II, Analysis of factors 
affecting domestic demand trends. 


Note.—Printing papers equals groundwood, machine coated, and book papers. New supply equals 


production plus imports. Apparent United States consumption equals new supply minus exports. 
Source: Bureau of the Census. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. S. Depart- 
ment of Commerce. 
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TABLE 68.—Fine papers, United States production, imports, exports, and apparent 
consumption, 1929-56 


[Thousand short tons] 


Markets 
United 
States pro- Imports New supply Aas 
duction Exports nited 
States con- 
sumption 





737 747 16 731 
714 724 13 7i1 
593 | 606 y 597 
511 521 s 513 
571 580 9 571 
507 516 11 505 
614 | 623 14 609 
630 640 14 626 
700 710 20 690 
620 629 16 | 
723 733 21 
735 743 53 
950 953 | 46 
, 043 1, 044 38 
, O11 1, O11 58 
967 967 | 68 
, 001 1, 001 86 
146 | 1, 147 81 
172 1,174 68 | 
, 141 1, 143 45 
015 | 1, 016 44 
199 1, 200 | 39 | 
366 | 1, 367 | 48 1, 319 
295 1, 297 | 40 1, 257 
298 | 1, 301 34 1, 267 
286 1, 288 | 41 1, 247 
463 1, 465 42 1, 423 
, 605 1, 608 34 1, 574 


- 





Dt tt pet pet pet et pet pet rt pt pt 
CNHrNHWONKR KK NN rF OOOH ww 











NotEe.—New supply equals production plusimports. Apparent United States consumption equals new 
supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. S. De- 
partment of Commerce. 
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TABLE 69.—Coarse and special industrial papers: United States production, imports 
exports, and apparent consumption, 1929-56 


Year 


1949... 
1950... 
tg01... 
1952. - - 
1953. . . 
1954... 
1955. . . 
1956. - - 


new supply minus exports. 
Source: Bureau of the Census. 


(Thousand short tons] 


| United 
States pro- 
duction 
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Note.—New supply equals production plus imports. 
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Markets 
Apparent 
Ghited 
Exports States con- 
sumption 

23 1, 683 
24 1, 644 
17 1, 465 
12 1, 296 
15 1, 510 
25 1,415 
22 1, 718 
25 1, 986 
28 2, 181 
26 1, 980 
33 2, 343 
96 2, 538 
82 2, 763 
45 | 2, 744 
46 2, 512 
42 | 2, 609 
51 | 2, 681 
4y 3, 023 
46 3, 270 
31 3, 430 
39 3, 060 
50 3, 719 
89 4, 086 
101 | 3, 663 
67 3, 921 
7 3, 911 
98 | 4, 230 
90 4, 581 





Apparent United States consumption equals 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8S. Depart- 


ment of Commerce, 
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TaBLE 70.—Sanitary and tissue papers, United States production, imports, exports, 
and apparent consumption, 1929-56 


[Thousand short tons] 


| Markets 

| 
United | a 

States pro- | Imports New supply | Apparent 
duction Exports Jnited 

States con- 
suption 


| 


380 
353 
388 
352 
401 
390 
466 
480 
526 
535 
648 
734 
913 
982 | 
969 
966 | 
981 
1, 045 | 
1, 089 
1, 188 
1, 195 
1, 365 
1,473 | 
1, 357 
1, 510 | 
1,611 
1, 768 
1, 784 





eccoococececoco 


oc 








1, 196 | 
1, 365 | 
1, 473 | 
1, 357 
1, 511 
1, 613 
1, 769 | 
1, 787 | 


i 
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NotTe.—New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 
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TasLeE 71.—Total paperboard, United States production, imports, exports, and 
apparent consumption, 1929-56 


[Thousand short tons] 


United 
— pro- New supply Aposret 
duction | | Tnited 
| Exports States con- 
sumption 


| Markets 
} 





4, 365 
3, 856 
3, 666 | 
3, 181 | 
3, 950 | 
3, 946 
4, 624 
5, 279 | 
5, 729 
4, 922 
5, 910 
6, 200 
7, 511 | 
6, 917 
7, 556 
7, 876 
8, 019 
8, 534 
9, 337 
9, 508 | 
9, 128 
11, 091 
11, 768 
10, 921 
12, 427 2, 526 172 
12, 327 78 2, 40! 242 | 
14, 048 ‘ 296 | 
14, 403 90 3 | 301 | 
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Note.—New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8, Depart- 
ment of Commerce. 
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TaBLE 72.—Container board, United States production, imports, exports, and 
apparent consumption, 1929-56 


[Thousand short tons] 














| | | 
Markets 
United | | 
Year | States pro- Imports ! New supply | es 
| duction | | nited 
Exports | States con- 
| sumption 
ost re ena cae at WO Bon ccakuwdciedl 2, 256 | 47 2, 209 
eS se EE cckscnokneaee 1, 916 46 1,870 
Rn kee ratececpuneeee 1, 904 |_- -| 1, 904 38 1, 866 
Re Soe SNe ae Se Fe ST non ncceiee 1, 593 | 24 1, 569 
NE Soon geo ool oncn ae ae | SN icin cscntcgee 2,021 | 27 1, 994 
1934... ities SA Bic duninlee 1, 882 29 1, 853 
nn eo WE Sokaiccssccstee 2, 358 34 2, 324 
1936... NE he cns oickeae 2, 756 36 2, 720 
a ess oe Sh ae OT Eid occa 3, 168 | 35 3, 133 
oe ae ee OO tooo cccaen kee 2, 631 42 | 2, 589 
Se Sc. Ss ae TP bak cnanccascee 3, 361 57 3, 304 
ee ee We Ec catediiacaeee 3, 435 | 152 3, 283 
1941__ : | SaaS: 4, 184 | 64 4, 120 
SS ae ecw 3, 755 39 3, 794 | 59 | 3, 735 
a. ...... 4, 088 | 4 | 4, 092 38 | 4, 054 
BN oo nt en oe TR iiss cnet 4, 228 | 43 | 4, 185 
1945____- 4, 131 .| 4,131 | 74 | 4, 057 
1946__- UE is icon mba 4, 315 | 37 | 4, 278 
a 4,944 2) 4, 946 | 60 4, 886 
eens ae Bi SS te 5, 079 1 5, 080 62 5, 018 
NE ge Sa nwa WE tn nbdccsnnoncee 4, 680 | 55 | 4, 625 
Re ea ee ee UE dtdacacuamene 5, 830 | 60 | 5,770 
Rc acetates 6, 323 3 6, 326 | 135 | 6, 191 
Sos cone eee 5, 766 | 5 5,771 80 | 5, 691 
1953. 6, 613 | 34 | 6, 647 | 110 6, 537 
ce ER ee 6, 488 | 22 | 6, 510 | 170 6, 340 
en ee cee 7, 542 | 18 | 7, 560 | 213 | 7, 347 
an nie conutaetittcres nen eerouniaae 7, 823 | 12 | 7, 835 | 213 7, 622 





| 


1 Includes small amounts of bending, nonbending, and special food board. 


NortTe.—New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 
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TaBLEe 73.—Bending board (except special food board)—United States production, 


imports, exports and apparent consumption, 1929-56 


(Thousand short tons] 

















Markets 
United | 

Year States pro- Imports | New supply Apparent 

duction ! } Gaited 

| Exports States con- 

sumption 
1929_...- pine icdieeinbianton salle 991 (?) 991 (3) 991 
i phphtswcnaeds seinibhiipiininpiaseidpe cial 1, 013 (?) 1, 013 (3) 1, 013 
SR socinie adetinpbeaeckemae 906 (?) 906 (3) 906 
Shi oa aimieainaes eublite 887 (?) 887 rt) 887 
a ois cinch Edens aie 958 (2) 958 (3) 958 
1934. _..-. an apie acenigelta 966 (2) | 966 (3) 966 
ene ii aeakiiohaen aaa 1, 121 (2) 1, 121 (3) 1,121 
enc canacpaw atl aauahe 1, 272 () | 1, 272 (3) 1, 272 
1937. .... nett ot 1, 289 | (?) 1, 289 (3) 1, 289 
1938__._. aoe aia 1, 221 | @) | 1, 221 (3) 1, 221 
1939- iiinadiatinoes pagel 1, 360 | (?) 1, 360 (’) 1, 360 
Ct cinbhadendwaheeahtineete pean 1, 416 | () | 1, 416 (3) 1, 416 
Bd. esi aden be a satindche DA 1, 842 | @) | 1, 842 (3) 1, 842 
RI i's: Soassinajcmvetndiinse tains dee ae 1, 387 | (2) 1, 387 (3) 1, 387 
1943... .. .. 1, 662 | @ | 1, 662 (3) 1, 662 
1944__._. 1, 729 | (?) | 1, 729 (3) 1, 729 
1945. .... 1, 896 () 1, 896 (3) 1, 896 
ene 2, 274 | (?) 2, 274 (3) 2, 274 
| 2, 298 | (?) 2, 298 (4) 2, 298 
1948. _..-. | 2, 229 | () 2, 229 (3) | 2, 229 
1949__... 2, 097 | (?) 2, 097 £10 | 2, 087 
1950__.-. 2, 476 | (?) 2, 476 $12 2, 464 
Pibscecn@< 2, 500 | (?) 2, 500 +38 | 2, 462 
nie ntins 2, 673 (2) 2, 673 #13 | 2, 660 
1963. .... 2, 599 (?) 2, 599 *37 | 2, 562 
Tl ouaincaawie 2, 579 @) 2, 579 4 34 | 2, 545 
1955. .... 2,775 (?) 2, 775 4 40 | 2, 735 
1956... 2, 889 (?) 2, 889 446 | 2, 843 

} 


1 Includes special food board, 1929-41. 
2 Included in container board. 

3 Included in other paperboard, 1929 to 1949. 

4 Includes special food board, 1949-55. Includes nonbending board 1953-56. 


NoTE.—New supply equals production plus imports. Apparent United States consumption equals new 


supply minus exports. 
Source: Bureau of the Census. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 


ment of Commerce. 


| 
; 
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TABLE 74.—Special food board—United States production, imports, exports and ap- 
parent consumption, 1929-56 


[Thousand short tons] 





| 
Markets 
| 


United | 

States pro- | Imports ! New supply Apron 
| 
| 


duction Exports nited 
States con- 


sumption 


(?) 


374 |- 
434 
460 
443 
516 
655 
77 
799 
968 
1,001 
1, 156 
1, 256 











1 Included in container board. 
2 Not reported separately. 
8 Included in bending board. 


NoTE.—New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 
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TaBLE 75.—Nonbending and other paperboards— United States production, imports, 
exports, and apparent consumption, 1929-56 


[Thousand short tons] 








| Markets 
United | | 
Year | States pro- Imports! | New supply | Apparent 

duction | Gaited 

| Exports | States con- 

| | sumption 

| | 

| | | 
eS “3 wal 1, 118 | 17 1, 135 13 1, 122 
1930_. aamscnibieiedeleile 927 | 12 939 13 926 
1931 - : ‘ i er 856 | s 864 | 10 854 
1932 - - = 2 701 | 7 708 7 701 
1933. - ‘ Me 971 | 8 | 979 | 7 972 
1934... aidan 1, 098 9 | 1, 107 | 8 1,099 
1935. - - 1, 145 10 | 1, 155 9 | 1, 146 
1936 1, 251 14 | 1, 265 10 1, 255 
1937 - - 1, 272 | 16 | 1, 288 17 | 1, 271 
1938 1, 070 | 11 | 1, 081 20 1, 061 
1939. - - 1, 189 12 | 1, 201 | 16 | 1, 185 
1940... 1, 349 7 | 1, 356 55 | 1, 301 
1941 1, 485 13 | 1, 498 42 | 1, 456 
1942. - 1, 450 12 | 1, 462 | 25 | 1, 437 
1943. - - 1, 421 20 1, 441 | 26 1, 415 
1944... 1, 532 21 1, 553 17 | 1, 536 
1945. . 1, 618 22 | 1, 640 22 | 1, 618 
1946_- - 1,511 14 1, 525 24 | 1, 501 
1947. -.- 1. 635 24 1, 659 | 37 | 1, 622 
1948... 1, 757 44 | 1, 801 36 | 1, 765 
1949. - 1, 835 48 | 1, 883 25 | 1, 858 
1950... 2, 130 54 2, 184 | 27 | 2, 157 
1951- - - 2,173 78 | 2, 251 53 | 2, 198 
1952_- 1, 683 52 | 1, 735 56 1, 679 
1953 2, 247 | 65 | 2, 312 225 | 2, 287 
1954... : 2, 259 | 56 2, 315 | 238 2,277 
1955 = = 2, 575 | 68 2, 643 2 43 | 2. 600 
1956... -. : 2, 435 | 78 2, 513 2 42 2, 471 


| 





1 Imports of nonbending board included in container board. 
2 Exports of nonbending board included in bending board. 


NoTe.—New supply equals production plus imports. Apparent United States consumption equals 
new supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 
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TaBLe 76.—Total building paper and board—United States production, imports, 
ecports and apparent consumption, 1929-56 


(Thousand short tons] 











| | 
Markets 
United | 
Year States pro- Imports | New supply Aeros 
duction | | | nited 

| | | Exports States con- 

| sumption 
1929-41... . aaa (‘) | () () (‘) () 
1942. ; 2, 053 | 26 | 2, 079 26 2, 053 
1943. _- 1, 942 | 31 | 1, 973 18 1, 955 
1944___ 1, 968 | 31 | 1, 999 19 1, 980 
1945_ 1,778 30 | 1, 808 61 1, 747 
1946_- 1, 992 | 29 2, 021 36 1, 985 
1947 __ 2. 361 | 34 2, 395 | 50 2, 345 
1948 __ 2, 591 31 2, 622 44 2, 578 
1949____- = ‘ “cea 1, 990 22 2, 012 32 1, 980 
1950 _ _ - BE 2, 645 33 2, 678 31 2, 647 
1951. - - os cael 2, 655 | 35 2, 690 35 2, 655 
1952. - - 2, 603 | 29 | 2, 632 32 2, 600 
1953 _ _ - esc 2, 695 | 30 | 2, 725 30 2, 695 
1954____ ‘ 2, 898 | 23 2,921 | 33 2, 888 
1955_ _ - 3, 197 31 | 3, 228 | 36 3, 192 
1956 _ _ - <a s ‘ ; 3, 042 | 29 3,071 | 38 3, 033 








| 


1 Data incomplete. 


NotTe.—New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports. 
Source: Bureau of the Census. 


Prepared by: Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 


TaBLeE 77.—Building paper—United States production, imports, exports, and 
apparent consumption, 1929-56 


(Thousand short tons] 











| | 
| Markets 
United | 
Year | States pro- | Imports New supply j poet 
duction | hited 
Exports States con- 
sumption 
| 
1929... 3 ‘ ; : 659 | 659 13 646 
1930__. : soshansiin , PR ac laiee odadact | 469 ll 458 
1931 __. aioe ‘ na WOW fi cncatcrsenetens| 395 8 387 
eae . BE Riau wadceddceoias | 294 4 290 
1933._- : | WN boii atideceaa’ 328 t 324 
ss, etic : 328 | 1 | 329 5 324 
1935__- ‘ 441 | 1 | 442 | 5 437 
SS = 550 | 1 | 551 | 5 546 
1937... ciate 608 | 2 | 610 | 9 | 601 
oe... sax 570 | 2 | 572 | 9 563 
1939... whk 659 | 1 | 660 | 7 653 
1940... aasaitane 682 | 1 683 | 6 677 
1941___ : . 918 | 1 | 919 | 10 909 
1942... se 1,001 | 1 | 1, 002 | 7 995 
: ae waleid 878 | 1} 879 8 71 
ae i 881 | 1 882 6 876 
Stine cca 883 | 1 884 | 16 868 
sides SS dai ; 1, 036 1 1, 037 9 1, 028 
DEE tisies ans ede ae 1, 289 | 1 1, 290 9 1, 281 
1948 _- ; ee _ we Eeoas ee 1, 321 8 1,313 
1949___ : . 1,151 |-- - | 1,151 | 9 1, 142 
es - a 1, 425 | 2 | 1, 427 8 | 1, 419 
1951 __- ote ‘ ; 1, 386 | 2 | 1, 388 10 | 1,378 
eka inne : ‘ 1, 298 | 2 | 1, 300 8 | 1, 292 
1953. ..- aa labcacle ‘ 1,316 | 4 | 1,320 9 1,311 
Beton ; a = : 1, 428 | ea 1, 430 10 1, 420 
1955... ‘ 1, 587 | 5 | 1, 592 | 10 1, 582 
1956. - - si . ‘ 1,371 | 2 | 1, 373 10 1, 363 
| | i 





Note.—New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports. 

Source: Bureau of the Census. 

Prepared by: Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. 
Department of Commerce. 
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TaBLE 78.—Building board—United States production, imports, exports and 
apparent consumption, 1929-56 


[Thousand short tons] 














! 
| Markets 
| United | 
Year | States pro- | Imports | New supply | Apparent 
| duction | | Exports Cited 
| | States con- 
| } sumption 
—— — Ricca te as 
1929-41. . _- (!) (1) (1) Q) | oO) 
1942. -- ame 1, 052 25 1,077 19 1, 058 
1943... ae ~caaeaen 1, 064 30 1,094 10 1, 084 
1944__ RES: * 1, 087 30 1,117 13 1, 104 
1945... 5 tReet eeaee 895 29 924 45 879 
1946_ _ - 7 yas 956 28 9x4 27 957 
1947... - pea 1, 072 | 33 1, 105 41 1, 064 
RS kee ; 1, 270 | 31 1, 301 36 | 1, 265 
1949. ; 839 | 22 861 23 838 
) 1950. - - ae am 1, 220 | 31 1, 251 | 23 1, 228 
i ES coe 1, 269 | 33 1, 302 | 25 1, 277 
| 1952. . ; Sal 1, 305 | 27 1, 332 24 | 1, 308 
1953 ; 1, 379 | 26 1, 405 21 | 1, 384 
1954... ; 1, 470 | 21 | 1, 491 23 | 1, 468 
1955... .- 1, 610 | 26 | 1, 636 26 1, 610 
1956. - | 1, 671 | 27 | 1, 698 | 2B 1, 671 
| i i 











1 Not reported separately. 


Note.—New supply equals production plus imports. Apparent United States consumption equals new 
supply minus exports. 


Source: Bureau of the Census. 


Prepared by: Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 


TABLE 79.—Total woodpulp—United States production, imports, exports, and 
apparent consumption, 1939-56 


(Thousand short tons] 


| 
| 











Imports Markets 
| United ck, ee | cast | 
Year States | aren } } Apparent 
| production | ply | | Jnit 
| Total From | From Exports | States 
Canada overseas consump- 
| | | | tion 
| | | | 
| | | | 
1939_. 6, 993 | 2, 026 | 638 1, 388 | 9, 019 140 | 8, 879 
1940 pd 8, 960 | 1, 225 | 829 | 396 | 10, 185 481 9, 704 
1941 ‘ 10, 375 1, 158 1, 145 13 | 11, 533 329 11, 204 
1942 . 10, 783 1, 237 1, 237 0 12, 020 378 | 11, 642 
1943 9, 680 1, 306 | 1, 306 0 10, 986 301 | 10, 685 
1944. 10, 107 | 1' 070 1 070 | 0 11,177 219 10, 958 
1945 10, 167 | 1, 752 1, 082 | 670 11, 919 135 11, 784 
1946 10, 607 | 1, 805 1, 245 | 560 12, 412 39 12, 37 
1947 11, 946 | 2, 322 1, 529 793 14, 268 130 | 14, 138 
1948 12, 872 | 2, 176 | 1, 601 | 575 15, 048 94 | 14, 954 
; 1949 12, 207 | 1, 763 1,314 | 449 13, 970 122 13, 848 
1950__- 14, 849 | 2, 385 | 1, 716 | 669 17, 234 96 17, 138 
1951 | 16, 524 | 2, 361 | 1, 877 | 44 18, 885 202 18, 683 
1952_ | 16, 473 | 1, 937 | 1, 579 | 358 18, 410 212 18, 198 
1953 d 17, 537 | 2, 158 | 1, 614 | 544 19, 695 162 19, 533 
1954 os i 18, 256 | 2, 050 1, 679 371 20, 306 | 442 | 19, 864 
1955 20, 740 | 2, 214 1, 863 | 351 22, 954 | 631 22, 323 
1956_. . | 22, 121 2, 331 1, 953 | 378 24, 452 525 23, 927 
! i 








Note.—New supply equal production plus imports, Apparent United States consumption equal new 
supply minus exports, no inventory adjustment. 
Source: Bureau of the Census. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. De- 
partment of Commerce. 


93110—57——11 
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TABLE 80.—Dissolving pulp—United States production, imrorts, exports, and ar- 
parent United States consumption, 1939-56 





[Thousand short tons] 























Markets 
United | 
Year States pro- Imports New supply Apparent 
duction United 

| Exports | States con- 

sumption 
RR kia Se ae ig 193 88 281 48 | 233 
BR a oo eek 327 114 441 115 | 326 
hs ss ss en ad ieee = ee 261 | 121 382 34 348 
DGS dcccandageibenasane 2 404 | 134 538 2g 509 
1943 alentoceteliedinn 390 | 129 519 23 | 496 
ED argc. “é 447 131 578 12 566 
1945 pa ececkeeeuewe 383 144 527 13 514 
1946 clit areca mieeiieceeniea : bool 317 202 519 8 511 
A ee i nasal | 407 249 656 11 | 645 
1948 Kobe . 420 235 655 18 | 637 
SE eee 374 154 528 25 503 
Re sh oe os eet 479 | 239 718 28 690 
PE ae bara weed a 616 | 231 847 31 | 816 
1952 Ristavesitncs ~ 706 | 22; 929 65 | 864 
BE. Sain ncekaenaesoe : 677 | 256 | 933 69 | 864 
1954 760 | 230 990 153 | 837 
1955 983 208 1, 191 194 997 
1956__ sansiacaliin cee 940 193 1, 133 197 936 








NoTE.—New supply equals production plus imports. 
new supply minus exports. 
Source: Bureau of the Census. 


Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. De- 
partment of Commerce. 


Apparent United States consumption equals 


TABLE 81.—White rulp, United States production, imports, erports, and aprarent 
consumption, 1939-56 


[Thousand short tons] 

















Imports Markets 
United | 
Year | States | | New sup- Apparent 
| production | ply United 
Total From | From Exports States 
| Canada overseas | | consump- 
| | tion 
1939 . ei 2, 619 | 1, 164 | 330 834 | 3, 783 69 3, 714 
1940 3, 397 708 | 477 | 231 4, 105 203 3, 902 
1941 3, 961 708 701 7 4, 669 169 4, 500 
1942. 3, 800 777 777 | 0 4,577 208 | 4, 369 
1943 3, 214 | 819 | 819 | 0 4, 033 156 | 3, 877 
1944 3, 161 | 651 651 0 3, 812 101 3, 711 
1945_ 3. 261 | 993 629 364 4, 254 61 | 4, 193 
1946_- | 3, 538 | 940 681 259 4, 478 25 4, 453 
1947 3, 982 | 1, 279 863 416 5, 261 10 5, 161 
1948 - -| 4, 166 | 1, 301 938 363 5, 467 69 5, 398 
1949 | 4, 037 | 1, 142 848 294 5,179 69 5, 110 
1950 _ | 4, 684 1, 415 1, 050 365 6, 099 56 | 6, 043 
BILAL oisiciat 5, 163 1, 461 1, 178 283 6, 624 100 6, 524 
1952... _- | 5, 148 | 1, 256 | 1, 003 | 253 6, 404 72 | 6, 332 
1953_._- | 5, 442 1, 339 996 343 6, 781 62 6, 719 
a | 5, 824 | 1, 302 1,073 | 229 7, 126 208 | 6, 918 
1955_- | 6, 622 | 1, 458 1, 263 194 8, 080 325 | 7, 755 
Peale eo obeue 7, 311 | 1, 549 1, 324 | 225 | 8, 860 280 | 8, 580 











NotTEe.— White pulp includes total sulfite, bleached and semibleached sulfate, soda. 
New supply equals production plus imports. 

Apparent United States consumption equals new supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. De- 
partment of Commerce. 
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TaBLE 82.—Unbleached sulfate, United States production, imports, exports and 
apparent consumption, 1939-56 


{Thousand short tons] 


























| Imports Markets 
| United 
Year | States New sup- Apparent 
production From From ply United 

Total Canada | overseas Exports States 

consump- 

| tion 

| 
OD: cingungseal 2, 538 546 58 | 488 3, 084 15 3, 069 
1940 pena ee 3, 163 | 224 69 155 3, 387 159 | 3, 228 
1941 aaa 3, 704 116 110 6 3, 820 119 | 3, 701 
1942. _._- aaa 3, 927 91 91 0 4, 018 140 3, 878 
eee eee 3, 487 105 105 | 0 3, 592 121 3, 471 
1944 chinbeal 3, 740 99 | 99 | 0 3, 839 | 106 3, 733 
BR coaisso ea 3, 618 380 | 104 276 3, 998 60 3, 938 
1946 _- imatcngl 3, 686 | 398 138 260 4, 084 | 5 4, 079 
RIESE ee 4, 255 | 470 146 | 324 4, 725 | 17 | 4, 708 
ioaial 4, 749 336 | 150 186 5, 085 6 5, 079 
1949___- . 4, 595 249 | 118 | 131 4, 844 27 4, 817 
1950... sae 5, 709 | 440 | 183 | 257 6, 149 10 6, 139 
1951 ‘ inal 6, 379 | 336 | 177 | 159 6, 715 69 | 6, 646 
1952 el 6, 211 | 208 | 134 74 6, 419 7 6, 344 
1953 6, 753 | 292 | 154 138 7, 045 29 | 7, 016 
ae 7 6, 800 | 270 | 170 | 100 7, 070 | 75 | 6, 995 
1955 = 7, 664 | 282 165 | 117 7, 946 | 103 7, 843 
1956 wa 7, 984 304 185 | 119 8, 288 41 8, 247 

| 


New supply equals production plus imports. 
Apparent United States consumption equals new supply minus exports, 


Source: Bureau of the Census. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce, 


TABLE 83.—Ground wood, United States production, imports, exports, and apparent 
consumption, 1939-56 


[Thousand short tons] 




















} } | 
Imports Markets 
| United 
Year | States | New sup- Apparent 
production ply United 
| | Total | From | From | Exports States 
| Canada overseas consump- 
tion 
| 

OD os aiccieedbey 1, 445 228 162 | 66 NE stad 1,673 
1940. . 1, 633 171 161 10 | I Dinicneeicieticiianct 1, 804 
BE i.ccive-nchalvoned 1, 886 198 198 0 I Bachna 2, 084 
Scr sssiebighdnien achinctincnee 1, 756 220 220 0 BED indenivesciegaiimain 1,976 
SI dudomtenieiciinditesiion | 1, 638 236 | 236 | 0 EE Baccnccmenmed 1, 874 
Sn csestiiaiiiedpani tea | 1, 639 177 | 177 | 0 RE Biscsneniatbaebiin 1, 816 
is vicscnteivaadideien 1, 696 223 | 195 28 | a Pee 1,919 
BE couatwsueactin 1, 897 250 221 29 EY Biv ccwscdtieieiin 2,147 
Sl osinapennteacuest 2, 050 | 309 | 280 29 2, 350 |....--.--.-- 2, 359 
SE ceneaetahienid 2,175 291 | 275 | 16 | RD iiscceugenene 2, 466 
Se cia esithakaeshcieawdcool 1, 961 209 190 | 19 i iicctionseaeban } 2,170 
Sp ivdatinnatpamaans 2, 216 280 | 246 | 34 | 2,496 | odode 2, 496 
SIRE ncenenesend 2, 474 318 | 282 | 36 BTOR fee nsncecn) 2, 792 
Sl scvatenssanciyalibiietas 2, 380 242 214 28 | Se nsisisetuten 2, 622 
i haascdcineatghon 2, 343 | 259 | 202 57 EE Beccnaubbdecre 2, 602 
PR wcnienctalbenn 2, 485 | 237 201 36 SEE Aadoscnsnint 2, 722 
Bin <chcchgaaiel 2, 729 257 221 33 SI Niviesascscicnahiieiinti 2, 986 
Pe kncncdesnanes | 3, 022 270 245 | 25 TT Bicioncditban 3, 292 








New supply equals production plus imports. 

Apparent United States consumption equals new supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. S. De- 
partment of Commerce, 
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TABLE 84.—Semichemical, United States production, imports, exports, and apparent 
consumption, 1939-56 


[Thousand short tons] 








Imports Markets 
United 7 eee 










































Year | States | New sup- | | Apparent 
production } From From | ply United 

Total Canada overseas | | Exports States 
| consump- 

| tion 








a... ee 152 cd ess | Seg edo esas he eens jus eee 

REA 165 | Cede 8 kee oe, a ee DE cn cuakaaees 165 
eee TN Ge hate aa Bs 2S oat leche a ccd es. 200 
[SSR ee 210 BF acid dibton dae ats Ake teat ae ees 210 
1943___.._. when BRT ok ccsdisn es mare Shee tbe eeabes sadeoers = Rs dks 231 
cae, Ue ot. : ke yc alc. eens eee: EE cS oo ES 285 
ae a MO Tocco cuote ised akc ea ee . ERS ; 295 
aR 320 em ies se, cee ae Rac oraanes cooats RSE 320 
na 25S 444 | __ ORES 22. ees Bx cea oc. Te: 444 
1948___- ea 478 |__ < eaaeecde sae ah eataars ; as hs tte oo 478 
| 2S a 506 |_- BOT eS 2 See es eed lee Be ge Stes 506 
et nn eee Sneath sds aes sandal cece 636 
ae ae 797 So ath cena akent ek oe st oe 797 
BE pv anette 5 ne arto deen inh anes eal aoa pee BD oiciecaptioees 829 
Wc cccnss PE Raedcctuces ines ake en ie 1, 029 
ee ek RN sca gis ingest snl aiptalacette mete cata emmieas MN iii ccd dhe aet 1, 198 
eae a ae ROE Beicidtic iccie te lowe eaneaen scene 1, 408 |. ae 1, 408 
1956____- sdobbene 1, 548 |_- : ; ORS hota ets 1, 548 


New supply equals production plus imports. 

Apparent United States consumption equals new supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S, Depart- 
ment of Commerce. 









TABLE 85.—Other pulp, United States production, imports, exports, and apparent 
consumption, 1989-56 


{Thousand short tons] 














Imports | Markets 


United [ oa an — 















































Year States | New sup- Apparent 
production From From | ply United 
Total Canada overseas | Exports | States 
| | consump- 
| : 
| tion 
1939_. s 46 | (1) | 0 | 46 s 38 
ee cha od 275 | 8 8 0 | 283 4 279 
ec cae 363 | 15 | 15 | 0 | 78 7 371 
Bi ciensccchernth 686 | 15 | 15 | 0 | 701 1 700 
1943... aol 720 | 17 17 0 | 737 1 736 
Bet mcbcaed 835 | 12 | 12 0 | WI Bs sicenbiihime 847 
RE reese ears | 914 | 12 | 12 | 0 | 926 1 925 
Ba naenen penned 849 15 | 15 0 864 1 863 
RS tyes 808 15 15 0 | 823 2 | 821 
1948___. ae 884 13 | 13 0 897 1 896 
1949. __- 734 | 9 | . 1 743 I 742 
SS i ice a 1,075 | 11 | 8 3 | 1, 086 2 1, 084 
ee... 1, 095 | 15 14 1 1, 110 2 1, 108 
1952_..... a 1, 199 | . 8 | 0 | 1, 207 (1) 1, 207 
1953_____- 8 1, 293 | 12 8 4 | 1, 305 2 1,303 
es as 1, 189 | 11 7 4 | 1, 200 6 1, 194 
Rees 1, 334 9 | 9 4 | 1, 343 9 1, 334 
a 1,316 | 15 | 8 7 | 1, 331 7 1, 324 
i 





1 Not available. 


Other pulp includes defibrated, exploded, screenings, off quality, ete. 

New supply equals production plus imports. 

Apparent United States consumption equals new supply minus exports. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U 


. 8. Depart- 
ment of Commerce. 
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TABLE 87.—Dissolving woodpulp—Apparent United States consumption by 
consuming industries, 1939-56 


[Thousand short tons] 


i ae 
4 ™ ©. "Apparent United States consumption 
















































Total Paper mills eee Rayon and All other 
we ae tota acetate uses 
26 228 145 83 
25 321 178 143 
itn cewooe 25 343 215 128 
pleakes 25 504 281 223 
1943. _._- ~ és 496 25 491 281 210 
1944__ 566 25 561 285 276 
1945 _ : 514 | 210 504 297 207 
1946 __ “ 511 | 210 501 323 178 
eS 645 215 | 630 397 233 
es. 637 | 215 | 622 435 187 
1949 ‘ 503 | 26 477 349 128 
1950_ 690 40 650 456 194 
a i saee ; 5 816 | 52 764 516 248 
1952... isi ‘ 864 | 71 793 | 485 308 
1953 _ - fe js ‘ 864 56 808 | 522 286 
1954__- : cl ; 868 | 59 809 | 477 | 332 
1955 _ - eda scat Soeee 997 75 922 547 375 
1956. _ - a 851 








1 Not available. 
2 Estimated, 
Source: Rayon and acetate figures from Textile Economics Bureau, Inc. All other figures based on data 

from the Bureau of the Census. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 


TABLE 88.—Market woodpulp—Consumption at paper and board mills, by grades, 


1946-56 


[Thousand short tons] 




































Year Total pulp | White pulp | Unbleached | Ground- Other pulp 
| | sulfate wood 
| ED 
1946... 2,8 1, 663 | 587 | 214 | 59 
1947. 28 1, 723 | 528 | 201 59 
1948 a“ 2, é 1, 800 456 | 266 4 
1949__ ai 1, 718 | 357 | 209 41 
1950__. 2, 1, 992 543 272 95 
1951... e 2 1, 904 | 481 | 294 63 
1952__ z 2. 1, 702 | 286 213 51 
1953 a 2, § 1,905 | 374 187 34 
a 2, 1, 879 | 348 169 26 
1955_ = 2, 2, 271 391 | 193 31 
ie Fanci 2,6 2, 366 | 375 | 197 34 
| | | 


Note.—White pulp includes dissolving, sulfite, bleached, sulfate and soda. Other pulp includes semi- 
chemical, defibrated or exploded, screenings and damaged pulp. 
Source: Bureau of the Census. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. S. Depart- 
ment of Commerce. 
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TaBLE 89.—Market pulp—Total receipts at paper and paperboard mills, domestic 
and imported, 1948-56 


(Thousand short tons] 


Imported 


Total Domestic 


Total | Canada | Overseas 
Ai | | 

1948_ 2, 571 | 1, 511 | 917 | 
1949. “A 2, 152 1, 214 707 
ie00....- 2,916 | 3 | 1, 703 976 | 
1951 __. 2, 819 | 1, 522 | 1, 054 | 
1952. ._- G 2, 276 | 1, 156 | 846 | 
1953 - i 2, 490 1, 335 819 
1954. ..- ‘ 2, 447 | | 1, 221 840 
1955... 2, 933 79 | 1, 354 1, 000 
1966..... 3 3,018 ,o 1, 362 | 980 


Source: Bureau of the Census. 


Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8S. Depart- 
ment of Commerce. 


TaBLE 90.—Market pulp—White, receipts at paper and paperboard mills, domestic 
and imported, 1948-56 


(Thousand short tons] 


| 


Imported 
al | Domestic | 


Total | Canada | Overseas 


Fanconi 


| 
1948... 1, 823 802 | 1, 021 | 658 | 363 
1949_ . 1, 609 765 519 | 325 
1950 _ - 2, 023 | 964 | q 653 | 406 
1951 . 1, 966 982 ; 704 | 280 
1952. 1, 739 916 82: 611 212 
1953. . - 1, 897 960 937 601 | 336 
1954 1, 882 999 88. 653 230 
1955 . ’ 2, 313 1, 328 | 98: 783 202 
1956- _ - ‘ 2, 407 1, 424 98. 762 221 


Note.—White pulp includes total sulfite, bleached and semibleached sulfate, soda, dissolving and special 
alpha grades. 

Source: Bureau of the Census. 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8S. Depart+ 
ment of Commerce. 


TABLE 91.—Market pulp—Unbleached sulfate, receipts at paper and paperboard 
mills, domestic and imported, 1948-56 


[Thousand short tons] 


Imported 
Total Domestic 


Overseas 





1948 | 131 318 103 215 
1949 71 2 85 146 
1950 ; | 116 5 165 281 
1951 296 146 150 
1952 7 Qs | 76 
1953 2s ; 112 138 
1954 ae | 109 110 


1955 : cond ae 24 131 112 
1956 . ¢ 127 











Source: Bureau of the Census. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. S. De- 
partment of Commerce. 
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TABLE 92.—Market pulp, groundwood, receipts at paper and paperboard mills, 
domestic and imported, 1948-56 


(Thousand short tons] 


Imported 


| 

rn | : | 
otal | Domestic = 

| 





Total Canada Overseas 

ee ae | 

238 | 72 | 150 

1949__ 200 75 | | 89 
1950. 276 | &8 | 149 
1951. 283 50 | 196 
1952. _- 208 | 55 | 132 
1953 180 35 105 
1954_- 175 64 | 73 


1955 - - 190 | 65 | 85 
1956... 196 68 | 88 | 


Source: Bureau of the Census. 


Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U.S. Depart- 
ment of Commerce. 


TABLE 93.—Market pulp, other, receipts at paper and paperboard mills, domestic 
and imported, 1948-56 


[Thousand short tons] 


Imported 
Domestic 


Total Canada Overseas 


1948 ne 61 
I nee 41 
1950 ‘ : 55 
1951 = 65 
1952__ Cs ‘ 50 
ceria ‘ 34 
1954 __ 2 38 
1955 : 33 
1956. 4 24 


Note.—‘‘Other pulp” includes semichemical, defibrated or exploded, screenings and damaged pulp. 

Source: Bureau of the Census 

Prepared by Pulp, Paper, and Paperboard Subdivision, Forest Products Division, BDSA, U. 8. Depart- 
ment of Commerce. 
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1919__- : A 
1929 ._ . mina 
1939__- =-« . . | 
1944. ___ :; mane | 
1950_-- . , x nal 
1951___- “-- aout 
1952 
1953 
1954 
1955 
1956 ._- 
1958... 3 nee 
1950 ie ‘ | 





1965 






































Division, BDSA, . Department of Commerce. 














1929 












Species Quantity|__ 





[Thousand cords (128 cubic feet); cost in thousands of dollars, f. o. b. plant] 


Cost 


Total paper | Wastepaper 
and board | consumption | 
SA (mil- | (millions of | 
lions of tons) | tons) 
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| 


36. 
38. 
40. 
48. 





se 
ai tis a enka es aan 
S {O90 OGIO ym oo 
wNNwOoOcorucroor DO 


— 


no 


Quantity) __ 








Total 





























Total pulpwood 29, 267 | $572, 867 








Total softwood _ 489, 553 





24, 480 



























Spruce and true fir 4,201 | 120, 952 

Hemlock 2,664 | 58,776 
Jack pine 686 | 16,609 
Southern pine 13, 991 250, 154 
Other softwoods_-- 1, 097 | 18, 312 
Slabs, chips, and mill waste 1,841 | 24, 750 














| Per cord | 


Total, hardwood ; 4,787 | 83,314 | 








1947 


19, 345 Sots, 959 


$19. 57 


U 


TABLE 95.—Ratios of wastepaper consumption to total apparent supply } 


tilized 


(percent) 


TABLE 96.—Pulpwood consumpltion—Quantity and cost by kind, 1954, 1947 


20. 00 16, 796 302, 260 | 


28 79 3,995 | 102, 956 
22 06 | 2, 905 53, 660 
24.21 | 797 | 15,532 
17.88 | 81,145 | 117, 643 
16. 69 


—— 


13. 44 


2, 549 42, 699 


‘17.40 


954 | 12,469 | 


27. 
35. 


‘. 
29. 
27. 
27. 
25. 
25. 
24. 
25. 


25. 


25. 


1 Total apparent supply equals production ee imports minus exports, estimates for 1958, 1960, and 1965. 


, 


Cost 





CoCo meK wooaw-!- 


.0 
1 


Source: Bureau sy ensus data. Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products 


1939, 





Total Per cord 

























































































1 Not available. 





Source: Bureau of the Census. 








ment of Commerce. 





Prepared by Pulp, Paper and Paparboard Subdivision, Forest Product Division, BDSA, 


Northern mixed 979 | 20,544 | 20.98 | 577 | 11,825) 20.49 
Poplar (aspen and poplar 1, 208 23, 156 19.17 | 882 | d 18.7 
Southern mixed 4 , 558 24, 046 | 15. 43 839 | 14. 69 
Other hardwoods 983 14, 871 15.13 . mn 9 9 16 
Slabs, chips and mill waste 59 | 697 11.81 “| 251 20. 21 12.02 
| 
1939 1929 
Total pulpwood | 10,816 | $84, 539 $7.82 | 7, 645 (‘) (‘) 
Total softwood 9,405 | 74,360 7.91 a 6, 135 (4) () 
Spruce and true fir 2 992 | 35, 731 | 11.94 | 3, 578 | (‘) | () 
Hemlock 2,218 | 15, 148 | 6.83} 1,325 Q | (Q) 
Jack pine 360 3, 355 9. 32 196 | (‘) | (‘) 
Southern pine 3, 835 20, 126 5. 25 1, 036 (}) (4) 
Other softwoods | (1) (1) 
Slabs, chips and mill waste & (1) 
Total hardwood... -. 1, 411 10, 179 7.21 | “1. 510 | mo | (1) 
Northern mixed ‘ 241 | 2. 318 | 9. 62 77 | ~ (1) | (4) 
Poplar (aspen and poplar) 17| 461] 973 47; @) | QQ) 
Southern mixed : 112 | 722 6.45 40 oI () 
Other hardwoods \ s ‘ : g 
Slabs, chips, and mill waste j 81 2, 498 4.30 906 oe 





. Depart- 
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TABLE 97.—Pulpwood receipts—Domestic and imported, softwoods and hardwoods, 
1947-56 


[Thousand cords ! 




















Receipts Domestic Imported 
Year : 
T 
Total | Soft | Hard | Total | Soft | Hard | Total | Soft | Hard 
-™ " —— | a | passed I ssccasnessripimyp ast eiieiaypensill eiecindiemenembdhnaysteasenintaniaiies 
1947 20,619 | 17,864 | 2,755 | 18,543 | 16,003 2, 540 2, 076 | 1, 861 | 215 
me: ....- 22, 382 | 19,584 | 2,748 | 20,026 | 17,537 | 2,489 | 2,306 | 2,047 | 259 
1949 ‘ | 19,266 | 16,782 | 2,484 | 17,619 | 15,318 | 2,301 1, 647 1, 464 183 
1950__. - 22, 545 | 19,386 | 3,159 | 20,716 | 17,794 | 2,922] 1,829] 1,592 | 237 
1951 | 27,778 | 23,639 | 4,139 | 25.128 | 21,319 | 3,809 | 2,650 | 2,320 330 
1952 | 27,355 | 23, 450 | 3,905 | 25,045 21, 402 3, 643 2, 310 2, 048 | 262 
1953 27, 867 | 23, 515 4, 352 | 26,322 | 22, 157 4, 165 1, 545 1, 358 | 187 
1954 28, 597 | 23,875 | 4,722 | 26,974 | 22,432 4,542} 1,623 | 1,443 | 180 
1955 . ..| 32,879 | 27,344 | 5,535 | 30,948 | 25, 598 5, 350 1,931 | 1,746 185 
1956 | 37,171 | 30,873 | 6,298 | 35,196 | 29,092 6, 104 1,975 | 1,781 194 
| | 





1 One cord, roughwood basis, 128 cubic feet. 


Source: Bureau of the Census, 


Prepared by Pulp, Paper and Paperboard Subdivision, Forest Products Division, BDSA, U. 8, 
Department of Commerce, 














APPENDIX 


MINUTES OF INDUSTRY ADVISORY COMMITTEE MEETINGS 


MEETING oF Pup, Paper, AND Boarp Suppity-DemManp INDUSTRY 
Apvisory CommitreEe Task Group, DreceMBER 4, 1956 


W. LeRoy Neubrech, Assistant Director, Forest Products Division, 
Government presiding officer 


AGENDA 
. Introductory remarks 
Scope and mechanics of supply-demand study 
Demand projections, Dr. Louis Paradiso, Assistant Director, 
Office of Business Economics. 
Discussion and recommendations 
5. Summation 


wn 


> 


ATTENDANCE 
Task group members 
Howard Baumgarten, Gardner Board & Carton Co. 
H. C. Bear, United States Gypsum Co. 
Milan Boex, Marathon Corp. 
Dean O. Bowman, Crown-Zellerbach Corp. 
William Dwight, Holyoke Tribune. 
H. F. Jones, E. I. du Pont de Nemours & Co., Inc. 
Donald Poinier, fiber and plastics container division, American 
Can Co. 
Robert Schultz, Union Bag-Camp Paper Corp. 
C. C. Westland, McCall Corp. 
E. W. Weston, Weston Paper & Manufacturing Co. 
Caroll Wilson, Champion Paper & Fibre Co. 
Marvin J. Winship, Great Northern Paper Co. 


Government representatives 

H. B. McCoy, Administrator, BDSA. 

Fred W. Mears, Assistant Administrator, BDSA. 

Louis J. Paradiso, Assistant Director, Office of Business Economics. 

T. Allan Davis, Chief, Plastics and Protective Coatings Branch, 
Chemical and Rubber Division, BDSA. 

Horace Hart, Assistant Director, Printing and Publishing Subdi- 
vision, Forest Products Division, BDSA. 

Edgar W. Huckins, Chief, Nonmetallic Branch, Building Materials 
and Construction Division, BDSA. 

Anne M. Jacks, Program Executive for Magazines and Books, 
Printing and Publishing Subdivision, Forest Products Division, BDSA. 

Charles A. Lewis, Director, Containers and Packaging Division, 


BDSA. 
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John Mutzabaugh, Industry analyst, Pulp, Paper & Paperboard 
Subdivision Forest Products Division, BDSA. 

W. LeRoy Neubrech, Assistant Director, Pulp, Paper and Paper- 
board Subdivision, Forest Products Division, BDSA. 

James M. Owens, Acting Deputy Director, Forest Products Di- 
vision, BDSA. 

Wallace H. Pederson, Program Executive for Paper, Pulp, Paper 
and Paperboard Subdivision, Forest Products Division, BDSA. 

Lee C. Penry, Program Executive for Newspapers, Printing « 
Publishing Subdivision, Forest Products Division, BDSA. 

Flora Phillips, industry analyst, Printing and Publishing Subdi- 
vision, Forest Products Division, BDSA. 

Miss Mabel Smith, Office of Business Economics. 

Clement Winston, business economist, Office of Business Economics. 


PURPOSE OF MEETING 


Members of a Pulp, Paper, and Board Supply-Demand Industry 
Advisory Committee Task Group met on December 4, 1956, to review 
the scope and mechanics of a supply-demand study. 

Mr. W. LeRoy Neubrech, Assistant Director for Pulp, Paper, and 
Paperboard, Forest Products Division, Business and Defense Services 
Administration, presided. 


INTRODUCTORY REMARKS 


Mr. H. B. McCoy, Administrator, BDSA, greeted the task group 
members and thanked them for attending the meeting, which was 
called to obtain industry views on a study of the pulp, paper and 
board industry undertaken at the request of the Subcommittee on 
Commerce and Finance, House Committee on Interstate and Foreign 
Commerce. 

A policy adopted by the Department of Commerce, he said, is that 
of consulting with industry representatives on any questions concern- 
ing the particular industry as a whole, prior to Government action 
which may affect that industry, or in this instance, before a study 
prepared for a congressional committee. This policy does not mean 
that industry dictates departmental actions or statements, but rather 
that the importance of the business community to the overall current 
economy of the Nation, as well as the problems peculiar to an industry, 
are recognized. Further, recognition is now given in Government to 
the desirability of an unhampered private enterprise economic system, 
and the establishment of a close working relationship between Govern- 
ment and business, operating to the mutual benefit of both. 

Commenting that the task group, composed of members selected 
from the Pulp, Paper, and Board Producers Supply-Demand IAC and 
the Industrial Consumers Supply-Demand IAC, consisted primarily 
of company marketing economists or executives, Mr. Neubrech re- 
viewed the rules governing the conduct of meetings in accordance with 
criteria suggested by the Department of Justice. The criteria were 
read by Mr. Wallace H. Pederson of the Pulp, Paper, and Paperboard 
staff, Forest Products Division. 

Mr. Neubrech also stated that, after completion of a draft of this 
report on estimated pulp, paper and board supply to 1959 and demand 
through to 1965, members of the two IAC’s representing producers 
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of pulp, paper and board, and consumers in such fields as printing 
and publishing, containers, rayon, acetate, etc., will discuss the basic 
data, economic projections, and conclusions reached. The report is 
expected to be in draft form in the early part of 1957, he added, after 
further study and consultation with the appropriate BDSA industry 
divisions for their concurrence on the projected demand levels in such 
fields as printing, containers, construction, rayon, etc. 


SCOPE AND MECHANICS OF SUPPLY-DEMAND STUDY 


Outlining the scope of the supply-demand study, Mr. Neubrech 
explained that the Office of Business Economics had developed basic 
statistical correlations for estimating demand through 1965 for the 11 
major grade groups of paper and board, and for dissolving woodpulp. 
In addition to these data on areas of major consumption, it is proposed 
to include in the report statistical tables and analyses of the following 
topics: 

Actual supply and consumption, 1929-56 —Estimates, based upon 9 
months’ data have been made for 1956 in addition to historical data 
on the major grades of paper and board. Supply figures are derived 
by adding production data and import data received from the Bureau 
of the Census. By subtracting exports, an apparent domestic con- 
sumption figure is obtained for all grades except newsprint, for which 
inventory figures are available. 

Capacity (1955, 1956, 1957, 1958, 1959) —It is believed that realistic 
industry production capacity information has been unavailable in the 
past. For this reason, a new survey is being made on the basis of full 
“practical” production capabilities, the results of which will be avail- 
able in December 1956. A more recent problem is that of “product 
mix’”’ for a given machine or a given mill with the flexibility of switch- 
ing from one grade to another. Definitions and instructions were 
included in the new industry capacity survey conducted jointly by 
the American Paper and Pulp Association and the National Paper- 
board Association concerning grades of paper or board that mills can 
produce or expect to produce. 

Estimates of future supply, 1956-59.—Domestic potential production 
will be based upon capacity data to the end of 1959. Imports, 
especially for newsprint and wood pulp, will have to be estimated to 
reach a total apparent supply. 

Estimates of demand for woodpulp and other raw materials, 1956-65 .— 
Pulp requirements for domestic consumption will be calculated relative 
to paper and board demand from domestic production based on 1954 
pulp ratios to product. Adjustments in pulp ratios for 1956 to 1965 
may be necessary. It is also proposed to analyze the estimated re- 
quirements of the major basic raw materials, such as pulpwood and 
wastepaper, and to point out significant factors in this area. 


DEMAND PROJECTIONS 


Dr. Louis J. Paradiso, Assistant Director, Office of Business Eco- 
nomics, discussed various statistical methods which could be used to 
project demand for paper and board through 1965, stating that 
correlation techniques were used in all cases except one. He explained 
the basis for projecting future economic levels. Starting with the 
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recent census projections of labor force, and with other assumptions, 
it was possible to estimate total employment, gross national product 
(GNP), real disposable income, industrial production, and other 
important economic benchmark data utilized in the correlation pro- 
cedures. Most of the relationships were with real disposable income, 
although other general factors were also considered, such as industrial 
production and gross private product. 

On the basis of the assumptions on labor force, unemployment, and 
productivity, GNP in terms of 1956 dollars was projected to the years 
1958, 1960, and 1965. The average rate of growth implied in the 
GNP projections, under relatively full employment conditions, from 
1956 to 1965, was about 3 percent, which is below the 3%-percent rate 
in the last 10-year period, but equal to the average rate of growth in 
the past 50 years. 

Improved productivity with decreased man-hours has accounted 
for a little less than 2 percent per year of this rise in GNP, he con- 
tinued. The increase in the labor force has accounted for the 
remaining 1 percent growth. 

Describing the procedure followed in correlating actual supply and 
consumption of paper and board from 1929 to 1955, with demand pro- 
jections for 1956, 1958, 1960, and 1965, Dr. Paradiso pointed out that, 
in some cases, consumption data were unavailable for periods before 
1939, or export-import figures were not exact. He emphasized further 
that the data prepared in chart form for presentation to the task group 
should be regarded as preliminary until all procedures can be carefully 
reviewed. 

Paper 

Newsprint.—According to the latest census data (1947) available on 
the consumption of paper by major industries, it is shown that news- 
papers account for approximately 90 percent of the total domestic 
consumption of newsprint paper. About 5 percent is used in periodical 
publishing, 2 percent in commercial printing, and the remainder in 
miscellaneous publishing or other applications. Thus it is evident 
that the trend in newspaper publishing carries by far the major weight 
affecting the future trend in total newsprint consumption in the 
United States. 

Dr. Paradiso explained that a number of correlation charts were 
prepared against different economic benchmark data but in his opinion 
the relationship to disposable personal income showed the best ‘‘fit” 
over a period of years. The projection on this basis shows an average 
increase of 2.5 percent compounded annually for the period 1955-65. 

Consumption was related to real disposable income for the entire 
period from 1929 through 1956, Dr. Paradiso stated. 

In using the correlation technique for drawing line charts, care must 
be exercised in analyzing relationships during cyclical periods when 
the entire economy is undergoing enormous shifts, such as in the 
1932-39 depression, he pointed out. He also noted a certain amount 
of stability in all the relationships drawn. 

Discussion revealed no material variance from the numerous similar 
studies conducted by the industry in the same field from the projected 
demand chart, and that the relationships conformed with a study con- 
ducted by the American Newspaper Publishers Association in 1951. 
At that time, the ANPA estimates of projected demand to 1960 were 
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considered high by many industry analysts, yet they proved to be 
quite accurate for 1955. 

The rise in estimated projected demand for newsprint is attributable 
to numerous intangible factors, such as improved literacy at home and 
abroad, higher education, TV-stimulated reader interest, etc. In addi- 
tion, more tangible trends, such as increased advertising and competi- 
tion among advertising mediums, have also increased tonnage require- 
ments for newsprint. These variables are indicated in the charted 
projected demand, by being implied in the real disposable income 
variable. 

Another phenomenon, not yet measurable graphically, is the increased 
use of printed advertising mediums as available time on broadcast medi- 
ums, especially television, i is filled. Broadcast mediums are approach- 
ing saturation, it was pointed out, where printed mediums are expan- 
dible. 

Rising demand, probably at a much faster rate than in the United 
States, was also predicted for other parts of the world as literacy in- 
creases. Industry expressed concern about the adequacy of world 
facilities and productive ability to meet continually increasing future 
demands for pulp and newsprint. 

Mr. Neubrech reported that a world newsprint survey, currently 
being conducted by the Forest Products Division and based on Foreign 
Service reports from some 70 nations, will be used to evaluate current 
and future world capacity, production, and consumption. More- 
over, an informal discussion has been scheduled for mid-December 
with officials of the Canadian Newsprint Association regarding their 
estimates of Canadian capacity, consumption, and export availability. 

Trends such as population growth, increased demand resulting 
from. the publication of more pocket-size paperbound books, etc., are 
all factors reflected in real disposable income, Dr. Paradiso stated. 

Based on this correlation, newsprint requirements for 1960 differ 
by some 200,000 tons from the ANPA study mentioned above; how- 
ever, this is explained in part by using different base data (i. e., 
official Government data versus trade association sources). Another 
member pointed out that the supply-demand problem is expected to 
be one of continual concern to both producers and consumers. He 
requested -that reference to the forecast made by the American News- 
paper Publishers Association be included in the report to Congress. 
Consideration of the request was assured by Mr. Neubrech. 

Printing papers.—This grade group includes groundwood and 
book printing papers, groundwood and book converting papers, and 
machine coated printing papers. According to the latest census 
figures, about 38 percent of total printing papers is consumed by 
periodical publishers, about 34 percent by commercial printers, about 
10 percent in the coating and glazing industry, about 8 percent in 
book publishing, about 5 percent in the manufacture of wallpaper, 
and the remainder in other converting fields, such as envelopes 
and paper boxes. 

The best correlation, in Dr. Paradiso’s opinion, was with the 
Federal Reserve Board index of industrial production. This results 
in a projected growth trend of 2.8 percent compounded annually. 

Based on the relationship with industrial production as a variable, 
1956 represents a higher than average year in consumption in this 


group of papers. Because of this, projected demand falls below 1956 
levels. 
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Stating that accumulated inventories held by wholesalers or printers 
might bave accounted for the apparently abnormally high consumption 
in 1956, Mr. Neubrech asked for comments on this chart. 

The high growth factor was attributed to greatly increased con- 
sumption of certain types in this group of papers, such as unbleached 
groundwood and groundwood machine-coated printing papers used 
in the publication of periodicals. 

The possibility of errors in census classification and the incentive 
to increase inventory in 1956 were mentioned as factors. Mr. Peder- 
son observed that the errors in classification were minor and that the 
small percentage of tonnage shifts by grades was not enough to distort 
the relationships. 

A recent survey of future paper demands for periodical publication, 
which accounts for 38 percent of the usage of the printing paper group. 
was recently prepared for the Magazine Publishers Association. 
This study also projected total printing paper demand, and the results 
for 1965 were very similar to the Commerce figures, it was reported. 
A task group member said there was a shortage of paper for periodicals 
in 1955 but an inventory build-up toward the end of 1956 was in- 
dicated. Further, he believes that at least 1 major company has 
accumulated an additional 2 week’s supply in 1956 above normal. 

Fine paper.—The fine paper group includes a rather wide range of 
long fiber papers, such as rag writing, chemical wood pulp writing, 
bristols, cover paper, text papers, thin papers such as carbonizing and 
cigarette, ete. 

A substantial percentage of fine paper, according to census data, 
amounting to 32 percent of the total of all fine paper, is used by the 
commercial printing industry. The remainder is widely disbursed 
in various other converting fields together with a large distribution of 
of certain grades of writings through wholesale paper merchants for 
various business uses. 

The correlation found to be most significant for fine paper was with 
disposable personal income. The projection shows an average annual 
gain of 3.1 percent compounded. 

A sharp rise in 1954-56 consumption was noted in relationship to 
disposable income in this category with the average annual rate of 
growth per year since 1929. 

Asked whether deviations from the trendline might be due to the 
effect of inventory and other factors, such as price, a task group mem- 
ber commented on the difficulty of making a statistical correlation in 
this area because of the variety of grades in the group. However, the 
combined consumption including printing uses should be relatively 
stable, he stated, attributing the vear-to-year variations in the line 
curve to shifts in inventory. Dr. Paradiso also noted the quick 
recovery from recession periods and declines corresponding with 
trends in GNP. 

Coarse papers.—This grade group also includes a large number of 
important grades of paper, such as wrapping papers, shipping sack 
paper, bag papers, converting kraft and other coarse papers, together 
with several significant spec ‘ial industrial papers, such as tabulating 
card stock, file folder stock, electrical papers, etc. Coarse papers 
also include glassine, greaseproof, and vegetable parchment. The 
nature of these papers in terms of their use applications is reason- 
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ably well defined by the grade description, as for example wrapping 
papers, bag papers, etc. 

The correlation considered most appropriate in this instance was 
with the Federal Reserve Board index of industrial production. The 
average annual rate of growth is shown to be 3.0 percent per year 
compounded. 

Year to year deviations from the trendline are more pronounced 
than in most other grades of paper. Here, as for printing paper, 
1956 is mathematically shown as a significantly high consumption 
year. However, inventory accumulation may have caused some of 
this rise. Inventory data are not available so as to correct the appar- 
ent consumption figure to a more realistic actual consumption. In- 
ventory shifts probably account for some of the fluctuations in earlier 
years such as 1951-53. 

An industry representative reported that new markets for kraft in 
the future may represent a shift in relationship to industrial produc- 
tion. Kraft bag and wrapping papers have been a large portion of 
past total coarse paper consumption, which is reflected in the rather 
rigid response to industrial production as shown on the charts. How- 
ever, in projecting total coarse paper demand into the future, the 
development of new markets may balance the changes in those 
previously predominant grades. 

Estimated consumption figures for 1956 may turn out to be a little 
high unless fourth-quarter demand is strengthened, he thought. 

Sanitary and tissue—This grade group includes the major items 
of toilet tissue stock, toweling stock, napkin stock, sanitary napkin 
wadding stock, facial tissue stock, and various me of tissue paper 
for wrapping, patterns, salesbook tissue, waxing tissue stock, etc. 

The major tonnage items in the tissue group are toilet tissue, 
toweling stock, napkin stock, and facial tissue stock, while the mis- 
cellaneous uses of tissue paper for wrapping, etc., account for one- 
sixth of the total of which waxing stock is the most important tonnage 
item. 

The best correlation for sanitary and tissue paper consumption 
was judged to be with disposable personal income. The annual 
growth rate compounded was shown to be 3.8 percent per year. 

Dr. Paradiso explained that this chart started with 1932 because 
prior years were very much out of line. Also, the criteria followed 
were the same as for all the projections in staying within the postwar 
years because they represent a period of high-level full employment. 
The sensitivity of demand change to personal income is remarkable, 
he added, consumption rising 15 percent with a 10-percent increase 
in income. 

Certain trends in demand for toilet tissue as related to housing, 
new residential structures, and plumbing fixture installations were 
referred to by a task group member. He reported that studies in 
the industry have revealed the largest increase in consumption is 
shown by a factor of growth of flush toilet systems to population, 
varying in different areas of the United States. However, this same 
ratio of growth is not expected to prevail in the future as it has in 
the past. Records and reports on this subject were offered to the 
Division. Taking into account the growth factors in other tissue 
and sanitary grades, such as facial, towelings, napkins, etc., the 
industry representative felt that the growth rate for the group as a 
whole seemed consistent with industry expectations. 
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Total paper consumption.—Total paper consumption represents an 
aggregate of the paper grade groups referred to above. A very close 
correlation is shown with disposable personal income. The average 
annual growth rate is indicated at 2.8 percent compounded annually. 


Paperboard 


Container board.—This grade group includes liner board, corrugat- 
ing material and container chipboard. As the name of the grade 
implies, the bulk of the consumption is in the manufacture of various 
types of shipping containers. The best correlation seemed to be 
with disposable personal income notwithstanding frequent references 
to the close relationship of container board with industrial production. 
The average annual rate of growth was shown to be 3.4 percent 
compounded annually. 

This relationship was pointed out as another one, more sensitive to 
income than some of the others. 

Tonnages of this grade account for 25 percent of total paper and 
board production in the United States, Mr. Pederson commented, 
asking for information on any change in square feet versus tonnage. 

An industry representative voiced the belief that consumption data 
in the early 1930’s should not be related to those of today because of 
the increase in square footage per ton. Conversion of the square- 
foot basis to a time basis would produce a much greater slope in a rela- 
tionship between the early years and current output, he said. 

Another task group member suggested taking a look at square- 
footage figures versus tonnage to compare resulting relationships. 
Other variables mentioned as having an effect on the ultimate correla- 
tion reaches were technological advances and the use of additives, new 
uses in the container-board field that would more than offset any new 
competing materials or methods, at least for the next 10 years, and 
freight-rate problems arising from the development of new shipping 
practices. 

Bending board—This grade group includes the various items of 
folding boxboard stock and other bending board except special food 
board. Census data indicates that about 80 percent of total bending 
board goes into boxes and the remainder into miscellaneous uses. 
Probably if more current data were available a higher percentage 
would be shown as going into the manufacture of various types of 
boxes. 

The correlation utilized in this instance was with disposable per- 
sonal income. The annual rate of growth was indicated as being 3.1 
percent compounded. 

Commenting on this grade, and possibly special food board, an 
industry member stated an error in collecting data on these grades 
may have occurred due to improper classification at the mill, resulting 
in a 3-percent variation, depending on how tight one grade may be in 
relation to others. 

Mr. Neubrech observed that such an error may have occurred in 
earlier years because there was no clear-cut distinction between food 
board and other types. However, food board was made a separate 
category in 1943. 

Special food board.—This grade group is composed of such specific 
grades as milk bottle stock, liquid type container stock, ice cream and 
food pail stock, frozen food container stock, butter carton stock, ete. 
The major items from a tonnage point of view are milk bottle stock, 
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butter, shortening, and ice cream carton stock, and cup and round 
nested food container stock. 

Because of the very rapid growth in ‘the production and consump- 
tion of special food board stock, and partly because historic data on 
this grade group are not available for the earlier years, it was not 
found possible;'to find a suitable correlation with the primary eco- 
nomic benchmark data. Because of this it was proposed to consider a 
time trend chart. 

Relationships on this grade in terms of disposable income or in- 
dustrial production were impossible to derive, Dr. Paradiso said, as 
data prior to 1942 were none too good. From 1948 to 1956 the 
growth rate was about 14 percent a year. The projected demand to 
1965 implies an average rate of increase of a little under 10% percent 
per year from 1955 to 1965. 

While this is a fast-growing industry, consumption of special food 
board may run into competition from metal wraps, plastics, and trans- 
parent films, an industry member commented. An _ increasing 
tendency to use the more flexible materials instead of cartons for 
items not requiring refrigeration was noted. Increasing trends 
toward the distribution of milk through wholesale channels rather than 
home deliveries, and a beginning trend toward the use of paper for 
home deliveries of milk and for other food products was also noted. 
On the other hand, the growing use of bulk dispensers for milk in 
restaurants, cafeterias, and for home use is an unfavorable aspect. 
This, too, can be offset by increasing utilization of corrugated paper 
boxes for the outer packaging of food and liquids in film bags. How- 
ever, the effect of bulk dispensers is still too far in the future and still 
in the experimental stage to consider as material at this point. 

A price relationship between food board and plastics or some of the 
new films is difficult to reach because as the price of one type rises or 
falls, the consumption rate of the other type is accelerated or de- 
creased. Competitive packaging as an impulse-sales factor tends to 
offset the cost factor. For example, the higher cost of a new line of 
packaging in combination with foil may be outweighed by the unique 
self-selection sales feature added to conveniences afforded the con- 
sumer. 

Nonbending and other paperboard.—This group sometimes referred 
to as setup boxboard is used for many purposes, but census data show 
that about 70 percent goes into the production of boxes. Also in- 
cluded in this grade group is special paperboard stock used for tubes, 
cans, and drums, matchboard and building-board stock, especially 
liner for gvpsum board. The liner for gypsum represents over 25 
percent of the tonnage in the total grade group. 

The most logical correlation for this grade group was found to be 
with the Federal Reserve Board index of industrial production. The 
rate of growth is indicated to be 2.8 percent compounded annually. 

A representative of industry reported that his company projections 
for requirements and industry production potential were slightly 
higher than the OBE chart. On the other hand, their benchmarks 
were also lower. A reduction in total sales of gypsum board in 1956, 
as compared with 1955, is projected by company estimates, he said, 
whereas an increase in demand is projected by the chart. The in- 
dustry decline is projected at 5 percent for 1956 and an additional 5 
percent in 1957. However, a continued upward trend is projected to 
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1965, having a very direct relationship to residential construction, 
and taking the new family formation factor into consideration in 
estimating residential construction trends independently. 

Total paperboard.—This total is composed of the major grade groups 
outlined above. A very good correlation was shown against the 
Federal Reserve Board index of industrial production. The annual 
rate of growth is indicated to be 4 percent compounded. Summing 
up the component grades projected separately checks quite well with 
the separate projection of total paperboard. 

Total paper and paperboard.—To make a further check, Dr. Para- 
diso combined the total of all grades of paper and paperboard referred 
to above and found a very close fit with disposable personal income. 
The average, annual percentage gain for this total was shown to be 
3.4 percent compounded. 


Building paper and board 


Building paper.—Dr. Paradiso questioned the ability to analyze 
building-paper consumption as compared with residential construction 
demand. 

This product obviously goes largely into building construction, but 
is also involved in repair and maintenance construction in addition to 
{ts use in new construction. 

Because of unexplainable factors, it was not found possible to obtain 
a very good correlation fit with any of the major economic package 
market series. It was proposed that the correlation with disposable 
personal income could be considered as fairly adequate. The average 
growth rate on this basis was shown to be 3.1 percent compounded 
annually. 

Building board.—This grade group includes insulation boards and 
hard boards produced from vegetable fibers such as woodpulp, bagasse, 
etc. About two-thirds of the total of this grade group is composed of 
the various items of insulation boards. 

A reasonably close fit was shown in a correlation with disposable 
personal income. A growth rate of 3.6 percent, compounded annually, 
was indicated. 

Inability to relate these materials to housing starts has been corrob- 
orated by the paint and wallpaper industries, with possible attribution 
to the factor of remodeling and repair work as distinguished from new 
residential construction, task-group members commented. 

Total building paper and board: Combining the preceding two grade 
groups made it possible to show a reasonably fair correlation with 
disposable personal income. In this manner an average growth rate 
of 3.3 percent, compounded annually, was indicated. 


Paper and board (total) 


A 40-percent increase over 1955 consumption is projected by 1965 
for the total of all grades of paper and board, including building paper 
and board. Here again, as a check, an addition of the separately 
projected components shows a close relationship with this total 

rojection. The average growth factor for all grades of paper and 
oard is indicated as 3.3 percent, compounded annually. 
Dissolving wood pulp 


Historic data on the consumption of dissolving pulp by all the 
various products are not available. Therefore, it is necessary to 
use data on total consumption. From the data that are available it 
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is evident that rayon and acetate represent the dominant factor in 
the rate of growth of dissolving pulp demands. Average annual rate 
of growth has been 5.4 percent when correlated with real disposable 
income. 

Asked whether this rapid growth can be expected to continue in 
view of new fibers, films, etc., a task-group member noted development 
of a trend toward substitution of noncellulose fiber in tire cord which 
could have an effect on the tire-cord segment of this projection. 
Growth in new fibers and combinations of them is anticipated. How- 
ever, continued growth is nevertheless expected in the cellulose field. 

An expected near-term shortage of cotton linters relative to the 
cotton crop is another factor which will tend to increase the usage of 
woodpulp for the next few years. 


Concluding remarks 


In view of the large amount of venture capital involved in current 
and future capacity increases, task-group members concurred that the 
bases of all estimates should be very clearly indicated in the report. 
In using the data it was recommended that every effort should be 
made to avoid misinterpretation by either industry or congressional 
officials. It was also recommended that a prominent statement should 
be included in the report to the effect that the statistical projections 
had numerous limitations. 

Mr. Neubrech requested the task-group members to submit in 
writing any additional comments that might occur to them, assuring 
them that the information would be treated as confidential. He 
also expressed great thanks to Dr. Paradiso, Mr. Clement Winston, 
and Miss Mabel Smith, of the Office of Business Economics, for the 
vast amount of work involved in the preparation of statistical data and 
charts presented at the meeting. 

Mr. Neubrech further suggested the task group discuss the subject 
of the meeting with other members of the industry and with other 
members of the full committees which will meet early in 1957 to discuss 
the report in draft form before it is submitted to the congressional 
committee. In closing the meeting, he reiterated Mr. McCoy’s 
comments concerning the importance of industry advice and recom- 
mendations, and again thanked the task-group members for par- 
ticipating. 
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5. Demand for woodpulp 
(a) Domestic consumption 
(6) Exports 
3. Supply of woodpulp 
(a) Domestic capacity 
(6) Imports 
7. Requirements—other raw materials 
(a) Pulpwood 
(6) Waste paper 
(c) Other fibers 
8. World newsprint survey 
9. Forest resources 
10. Discussion and recommendations 
11. Summation 


oe 


PURPOSE OF THE MEETING 


The Pulp, Paper, and Board Producers Supply-Demand Industry 
Advisory Committee (IAC) met on April 23, 1957, to discuss the 
preliminary draft of the Business and Defense Services Administra- 
tion (_BDSA) report to the Committee on Interstate and Foreign 
Commerce, House of Representatives, on a survey of pulp, paper, and 
board supply-demand which it conducted at the House committee’s 
request. 

W. LeRoy Neubrech, Assistant Director, Forest Products Division, 
BDSA, was the Government presiding officer. 


OPENING REMARKS 


BDSA Administrator H. B. McCoy opened the meeting and 
welcomed the [AC members. He explained that BDSA had been 
requested by the House Committee on Interstate and Foreign Com- 
merce to conduct a supply-demand study of the pulp, paper, and board 
industry and to report its findings. A preliminary draft of the report 
has been prepared (copies of which were distributed to the group), 
and BDSA’s purpose in convening this committee is to obtain its views 
and advice as to the contents of the report. 

Mr. McCoy also commented on the rules governing the organization 
of industry advisory committees and the conduct of meetings, ex- 
explaining that this meeting has been called and is being conducted in 
accordance with the criteria suggested by the Attorney General. 

Emphasizing the advisory character of the IAC, Mr. McCoy 
declared that the method employed by BDSA in obtaining the 
industry’s advice is not intended to foster or encourage agreements 
between BDSA and the committee and/or its members either indi- 
vidually or collectively. He called for frank and open discussion on 
all aspects of the draft of the report, stressing that it is a document 
of great national interest concerning an important industry. 

Never before, he added, has as comprehensive a study been con- 
ducted on pulp and paper. The study has been underway for almost 
a year. It is worldwide and contains data on newsprint from 72 
countries. Recognizing that a single set of facts may form the basis 
for a variety of conclusions, he emphasized that BDSA must take full 
responsibllity for the report. He expressed the hope, however, that 
consultation with industry will give BDSA more confidence in the 
direction of its conclusions. 
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Reiterating that the report is still in draft form, Mr. McCoy asked 
the advisory committee’s cooperation in safeguarding its contents 
pending transmission of the final report to Congress to which belongs 
the prerogative of publicly releasing it. 

He then introduced Dr. Andrew Stevenson, director of technical 
staff, House Interstate and Foreign Commerce Committee, who 
conveyed the regrets of both the chairman of the Interstate and 
Foreign Commerce Committee and the chairman of the subcommittee 
having jurisdiction over paper for their inability to attend this meeting. 

Dr. Stevenson described the committee’s interest in the availabllity 
of newsprint, magazine, and book paper supplies, and he reviewed the 
events leading to BDSA’s acceptance of the assignment to conduct a 
survey. Stating that he was well pleased with the progress made, 
Dr. Stevenson ‘pointed out that he was deferring his review until 
after BDSA’s IAC committees had completed their deliberations. 
He was highly complimentary of the cooperative attitude demon- 
strated by BDSA and by its predecessor, the National Production 
Authority (NPA). 

An industry representative stated he felt that he could express the 
general sentiments of the various members. On the basis of a cursory 
review he said the study represented a remarkable job of reporting, 
considering the complexity of the industry. Grade classifications in 
the pulp, paper, and board industry are very fluid and readily inter- 
changeable among the various segments, and these factors increase 
the difficulty of attaining realistic figures. The staff of the Forest 
Products Division is to be commended on its handling of the complex 
material with which it had to deal, the committee member said. 

An IAC member stated that he wanted to bring Mr. McCoy’s 
attention to two features of the report, namely, the preliminary 
figures on capacity and the line charts. Emphasizing the paramount 
importance of capacity, the committeeman stated that this matter is 
not as simple as it appears in the figures. There is an interchange- 
ability of grades, and actual capacity figures for any segment of the 
industry are rather elusive. When this subject is reached for discus- 
sion on the agenda some suggestions will be made which might clarify 
the situation. Commenting on the line charts, the industry spokes- 
man felt that inclusion of these charts would be more confusing than 
helpful. Suggestions in this connection will also be advanced later 
in the meeting. 

Mr. McCoy expressed appreciation of the complimentary remarks, 
and he assured the advisory committee that its recommendations and 
suggestions for improving the quality and clarity of the report would 
receive serious consideration. He indicated his awareness of the 
difficulty of arriving at capacity figures for this industry which, 
because of the fluid nature of raw materials and rapidly changing 
operations, is one of the most complex of all industries. 








































CURRENT STATUS 





OF BDSA 
Mr. McCoy referred to the action of the House Appropriations 
Committee in eliminating funds for the operation of BDSA’s 

industry divisions, of which the Forest Products Division is one. 
It made provision only for activities in the fields of technical services 
and distribution. If the House bill stands, the Department of Com- 
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merce will, for the first time in 37 years, be without an organization 
for servicing domestic industry. 


PROCEDURE FOR DISCUSSING REPORT 


Before outlining the procedure to be followed in discussing the 
report, Mr. Neubrech commented on the vast amount of data that 
had to be screened in order to develop the statistics which have been 
included. Although the data were assembled with great care, Mr. 
Neubrech said, he realized that some discrepancies may still be found 
in the figures. He urged that these be called to his attention. 

Mr. Neubrech also called attention to the fact that summary 
minutes of the meeting are being taken and that remarks by industry 
men will not be ascribed to them in the text of the minutes without 
specific requests from the speakers. For coordination and followup 
purposes, however, the names of Government speakers will be re- 
corded. Each committee member will receive a copy of the minutes. 
Mr. Neubrech invited the committee members to call to his attention 
any discrepancies which they may detect in the minutes, explaining 
that the minutes will be made an appendix to the report to the House 
Interstate and Foreign Commerce Committee. 

The IAC members raised no objection to Mr. Neubrech’s suggestion 
that discussion proceed on a chapter-by-chapter basis, eliminating 
consideration of chapter I, Introduction and Summary, as the com- 


mittee is already familiar with its content by virtue of their advance 
study of the draft report. 


DEMAND FOR PAPER AND BOARD 


Domestic consumption.—Acknowledging the splendid assistance and 
cooperation given by the various Government agencies in connection 
with the study, Mr. Neubrech explained that the Department of 
Commerce’s Office of Business Economics, headed by Dr. Louis J. 
Paradiso, was largely responsible for preparing the projections of the 
gross national product for 1965 and for developing the correlation 
charts (appearing at the back of the report) which were the statistical 
basis for the projections. 

Mr. Neubrech also informed the committee that a task group com- 
prising several members of this committee and the Pulp, Paper, and 
Board Consumers IAC (which is composed of representatives of the 
newspaper publishing, container, and other pulp and paper consuming 
industries) met with BDSA personnel to review the preliminary corre- 
lations and, as a result of their comments and suggestions, certain 
modifications were made in the correlations. 

Newsprint.—Mr. Neubrech called attention to the 1965 domestic 
demand projection of 8,250,000 short tons on table 10 of the report 
and also to the chart on page 121, which was the basis for this projec- 
tion. 

In reply to a committee member’s request for an explanation of the 
term “regression equation,’’ Dr. Paradiso explained how the equation 
is developed and its application. He pointed out that if a certain 
factor such as, for example, industrial production, or real income, or 
the gross national product is the most dynamic factor influencing 
demand of a product, the question is how to determine the nature of 
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the relationship or tie-in to changes in that factor and changes in 
demand. The scheme developed by statisticians to accomplish this 
is a scatter diagram, which consists simply of placing points on a piece 
of paper in the same manner as would be used to determine the loca- 
tion of a point on the earth’s surface. If the industrial production 
factor is used, the first step is to locate a position of any one year for 
this element and for demand for that same year. The result is a 
pattern of points reflecting a certain stability of relationship which 
is denoted by a connecting line. A weight line (called the line of 
regression) is drawn through and fits the points as closely as possible. 
It is called a line of regression because it was originally developed for 
use in connection with studies on biological subjects where the tend- 
ency existed for characteristics to revert te the origina) form, or 
“regress.”’ 

A committee member called attention to the difference between the 
1956 newsprint-consumption figure used in the report and those pub- 
lished by the American Newspaper Publishers Association and other 
agencies outside the Government. Mr. Neubrech explained that the 
data in this report are based on Government figures, and the main 
difference is in United States production data. Certain trade-asso- 
ciation figures on newsprint reflecting consumption include small 
amounts of other papers used in newspaper publishing. 

Mr. Wallace H. Pederson, program executive for paper, Forest 
Products Division, BDSA, pointed out that the difference between 
the Government (Census) and trade association production figures is 
about 100,000 tons. The trade-association data also classifies ship- 
ment data from Canadian mills as imports to the United States, 
whereas BDSA uses official Government reports on actual imports. 

Mr. Neubrech expressed the opinion that the Government and trade 
association figures were substantially parallel. He pointed out that 
in years of short supply, association figures were from 100,000 to 
150,000 tons higher than Government figures because their reports 
included other grades of printing paper besides newsprint sometimes 
produced by marginal mills. 

Commenting on the basis of the analysis applied to all types of 
paper, Dr. Paradiso noted that in each case demand has been devel- 
oped by the use of one factor. In a sense, he added, there are always 
many factors that influence demand. Industrial production and real 
disposable income are general overall factors which tend to indicate 
the total economic activity of the country and, in a way, these factors 
tend to be correlated with other factors not explicitly shown on the 
charts. For example, in all cases considered, the element of price is 
missing, which might appear curious since the role of price in in- 
fluencing demand is well known. However, he added, analysis will 
show that the overall economic activity is often correlated with price 
movements and, implicitly, the effect of price is taken into account 
in the use of this overall factor. He noted that some deviations from 
the regression line would, in effect, be influenced by price movements 
not associated with income and other factors not expressly indicated. 
This should not be regarded as a limitation of the analysis, he added. 

Dr. Paradiso also remarked that, in each case, the assumption 
was made of a full-employment economy. Here, again, a question 
might be raised as to the possibility of predicting what the labor force 
will be in 1965; the same applies to population growth. These figures, 
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of necessity, had to be estimated. Dr. Paradiso said that his esti- 
mates were based on Bureau of the Census figures. He also pointed 
out that, as Census estimates have always been conservative, the 
labor force and population growth figures were estimated on the high 
side in order to conform with recent trends. The projections of full 
employment, gross national product, and real disposable income must 
be considered in the setting of the assumption of economic growth 
and stability in the longer run. The heart of the projections is the 
level of the national economic activity for 1965 based on the assump- 
tion of full employment. Between now and 1965, the annual rate of 
growth averages about 3.3 percent compounded. This compares 
with a 3-percent average annual rate of growth of the country durin 
the last 50 years. In developing the statistics, Dr. Paradiso explained, 
the statisticians have postulated an economic growth consistent with 
ast trends. Assumptions such as this have been made before both 
»y Government and private agencies. Interestingly enough, he 
added, in many cases the actual full employment level has turned out 
close to the estimate yielded by the methodology used in the report. 
The Bureau of Labor Statistics, for example, made a full-employment 
projection for 1950 in 1945, and the estimates and actual figures 
proved to be very close. The Council of Economic Advisers, using 
the same methods, developed figures for 4 to 5 years ahead and, 
upon checking, found they were very close to the actual in the sub- 
sequent years. 

Emphasizing the importance for the industry to recognize the 
limitations regarding assumptions of labor force and other factors 
10 years in advance, Dr. Paradiso said it must also be recognized that 
the projections have been made on the basis of realistic relationships 
that have been proven in the past. 

Mr. Neubrech reported that a check showed that the projections 
made in 1951 for the expansion goal program through 1955 were within 
a fraction of 1 percent accurate for all grades except one. 

Asked what can be considered a fair margin of error, Dr. Paradiso 
replied that it would vary with the product. In the case of newsprint, 
it would be very small. The regression diagram shows a very close 
fit with real disposable income except for wartime years. Conse- 
quently, the amount of error is very small—probably not more than 
100,000 tons, he added. Each regression analysis has a margin of 
error, he pointed out, remarking that inclusion of this information in 
the report would be considered if the industry so desires. 

Replying to a question concerning the percent error in the disposable 
personal income projection, Dr. Paradiso stated that this cannot be 
determined. He emphasized that the analyses should not be con- 
sidered as forecasts because they arefpredicted on a hypothetical 
framework. He explained that, in conducting this study, certain 
assumptions were made regarding the level of 1965 activity, one of 
which was that there would be relatively full employment (4 percent 
of the labor force considered as being unemployed—or 2.8 million 

eople). This may be regarded as frictional unemployment. Thus, 
aving assumed a certain level of economic activity, the question of 
accuracy is not whether disposable income should be higher or lower. 
It is tied to the assumption of the level of employment and other 


assumed projections which, as stated before, are made on a realistic 
basis. 











188 PULP, PAPER, AND BOARD SUPPLY-DEMAND 





Pointing out that the figures are based on a 3 percent per year 
increase, a committee member asked whether these could not be 
checked back to obtain an average. Dr. Paradiso stressed that the 
figures should not be considered in that manner. In the past 50 years, 
he said, the United States economy has been subject to significant 
economic fluctuations. Since 1946 we have had a law that said the 
Government is to take the responsibility for maintaining a high 
employment economy. In recent years, industry has been cognizant 
of the fact that it was good business to invest on a regular basis. 
Both the Government and industry are becoming more aware of their 
responsibilities to maintain a growing and stable economy. What he 
is leading up to, Dr. Paradiso said, is “that no assumption can be made 
that the business cycle has been licked. Fluctuations can always be 
expected because, for example, businessmen do not invest in inven- 
tories in a way that is just right, and, consequently, must make 
inventory and price adjustments. A good assumption, however, 
would be that economic fluctuations will not be great. In other 
words, the decline can be limited by posi'ive action. 

Assuming that business fluctuations will continue on a limited basis, 
and assuming a continually growing economy, a committee member 
asked w hether the 1965 figure i is realistic. Dr. Paradiso said that it 
is, adding that it roughly conforms with past growth. He cautioned, 
however, that it is not a precise figure because of the assumptions 
on which it is based. 

One of the nubs of the report, a committee member pointed out, is 
the balance between capacity and consumption, and an error of 5 
percent more or less in either capacity or consumption figures might 
denote a swing from a buyer’s to a seller’s market. He expressed 
doubt as to the accurac y of capacity figures within this range. 

Dr. Paradiso replied that the industry is confronted with the prob- 
lem of planning and making some forward commitments in terms of 
expansion of capacity, and it must know how much demand is coming 
forth. 

Dr. Paradiso explained that, when industry is confronted with 
future expansion problems, it usually proceeds in stages. The question 
confronting Government statisticians and economists is the selection 
of the best approach for estimating a demand that will arise in 1965. 
Conceding that the approach he followed is not the only one available, 
Dr. Paradiso stated that it does provide a realistic projection of the 
amount of demand that might eventuate. In a year or two hence, 
these estimates should be reviewed to determine how industry demand 
has behaved and to see what new factors have come forth. 

After further discussion, a committee member suggested that the 
report show maximum and minimum estimates, and since projections 
represent trends, the column head should be labeled as trend for period 
involved. 

Committee members also raised objections to the use of the term 
“definite capacity”’ as used, on the ground that it may be misleading 
to readers outside the industry, particularly investment bankers, mar- 
ket. researchers, and newspaper reporters, who may not recognize the 
limitations of the data. The word “indicated” was proposed as a 
substitute. They suggested that the summary figures on net demand 
and capacity be rounded. A third suggestion was that a mean figure 
be shown. 
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Mr. Neubrech called attention to the paragraph which states “The 
projections of both supply and demand should be reappraised period- 
ically * * *.” He also pointed out that domestic projections on 
individual grades of paper and board have been rounded out. The 
intention was to sco all figures, but in totaling this was inadvertently 
overlooked. When the report is finalized large figures will be rounded 
off in terms of 100,000 tons and smaller ones in terms of 50,000. 

Dr. Paradiso questioned the necessity for repeatedly citing quali- 
fication statements throughout the report which, he believed, would 
make the report unwieldy. He suggested that the method used by 
the Bureau of the Census be adopted instead, which is putting a 
statement in an appropriate place to the effect that the projection 
figures are subject to an error of plus or minus a certain amount. A 
committee member pointed out that if this course is followed, the 
statement must also show that the margin of error for some figures is 
greater than for others. Dr. Paradiso replied that this can be shown 
in the first table showing actual projection of demand. This one table 
would show the margins of errors. The reader could then refer to this 
table to determine the degree of error in each projection. Dr. Paradiso 
believed that this procedure would be adequate. 

In discussing the acceptability of the estimates contained in the 
report, a committee member pointed out that the capacity figure is 
the maximum ultimate capacity that could be attained under ideal 
conditions. Therefore, the committee member said, figures contained 
in the report should be sufficiently identified. He believed that this 
is more important regarding capacity figures than demand figures. 

A committee member called attention to the fact that the term 
“paperboard” is sometimes shown merely as “board” in the report. 
He stated that unless some other adjective is used the word ‘‘board”’ 
should always be shown as “paperboard.”” Mr. Neubrech pointed 
out that a footnote in the report states that the term “‘board” used in 
this report encompasses the various grades of paperboard as well as 
vegetable fiber building boards. 

Another committee member questioned the accuracy of the state- 
ment concerning domestic pulp, paper, and board capacity estimates. 
While he conceded that it is possible to have a definite figure on new 
construction, it is impossible in the case of improvement of existing 
facilities. Overall capacity, he declared, represents both factors and, 
in view of the uncertainty of an improvement figure, the total cannot 
be labeled as ‘“‘definite.”” He also expressed the belief that the capacity 
figures estimated are based on all-out war demand, which would 
reflect a distortion. Mr. Neubrech replied that the method used by 
the American Paper & Pulp Association and the National Paper- 
board Association, in computing paper and paperboard capacity data, 
was almost identical to that used for many years by the industry’s 
United States Pulp Producers Association. He pointed out that in 
the case of woodpulp, even with a strong demand as in 1955, produc- 
tion was around 92 percent of capacity. 

Another committee member pointed out that the same approach 
cannot be used for both pulp and paperboard. In the case of pulp, the 
mill is built to make only one product. A paperboard mill, on the 
other hand, might make 30 or 40 different grades, with a different 
—* for each grade. 

Mr. Neubrech stated that he would welcome from either the com- 
mittee or the associations recommendations on terminology and quali- 
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fications on capacity data. In view of the decelerated expansion 
program which has been announced, he doubted that figures could be 
adjusted tonnagewise without canvassing the mills. Such a project 
probably would take about 6 months. 

A spokesman for the committee stated that the newsprint domestic 
demand figures are in line with other projections that he has seen, 
He indicated that suggestions in this respect probably would be made 
by the Consumers Industry Advisory Committee. 

Another committee member commented on the question of North 
American newsprint production. He said United States production 
reached a high point in 1926, a rate which it has never since attained, 
while consumption has increased threefold. Mr. Neubrech replied 
that this matter has been covered by a statement before congressional 
committees this spring. Mr. Pederson added that United States 
capacity could account for approximately one-third of United States 
demand in 1959 as compared with 15 to 18 percent not so many 
years ago. 

Mr. Neubrech’s attention was directed to an error in connection 
with the statement “The ANPA receives monthly reports of actual 
newsprint consumption from 1,564 newspapers.” The committee 
member pointed out that ANPA receives an annual figure from 1,564 
newspapers. It receives monthly reports from less than 800 news- 
papers, of which it uses 525. 

Printing papers other than newsprint and fine papers.—Mr. Neubrech 
referred the committee to the statement regarding printing papers, 
except newsprint, and to the correlation chart. 

Dr. Paradiso explained that industrial production, which was 
selected after testing other variables, was the factor used as the basis 
of this chart. 

In the case of the chart on fine papers, Dr. Paradiso explained dis- 
posable personal income was selected as the basis for determining 
demand. 

Mr. Neubrech called the committee’s attention to this correlation 
chart on printing paper, explaining that the abnormally high 1956 
consumption pattern was discussed at the task group meeting. A 
task committee member indicated that there was a fair amount of 
inventory accumulation in 1956 including at least one large publisher 
which might explain the downward trend for 1957-58. A committee 
member doubted that inventories account for the wide variations 
shown. 

In reply to a committee member’s comment that all correlation 
charts should be on the same logarithmic scale, Dr. Paradiso explained 
that they are. He explained that the charts are comparable, adding 
that in examining a logarithmic chart one must look at the size of 
the cycle which in this case is the same on all charts. 

Asked whether there was a substantial difference between the fit of 
disposal income and industrial production, Dr. Paradiso said that 
there was in some cases. There is high intercorrelation between all 
economic indicators, he added. He explained that he also used some 
other factors and different types of regressions to obtain computations 
for 1965 to test the result obtained with the factor finally used and 
found no significant difference in the projections. Mr. Neubrech 
added that the details of checking the various correlations were 
reviewed with the task group. 
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A committee member called attention to the fact that the periods 
represented by wartime years, which were omitted from the charts, 
vary. For printing papers the years 1942-45 were omitted; in another 
instance the years omitted were 1942-46. It was concluded that this 
depended on the special circumstances involved in the particular type 
of paper being considered. Also Mr. Paradiso explained that the 
figures represent production plus adjustments for exports and imports, 
with no attempt having been made to adjust for inventory changes 
all along the line. He recognized that when deviations occur they 
might create statistical problems in measuring demand. The general 
rule followed was that there were good reasons for excluding World 
War II years. Further, if a particular year or group of years were 
found to be significantly out of line, they were excluded to avoid 
influencing the long-term regression. 

If adjustments for inventory could be made, the whole appearance 
of the chart could be considerably improved, he said. 

During further discusssion, the committee strongly urged that the 
capacity-production charts be omitted from the report on the ground 
that, while they are interestingly presented, they magnify discrepan- 
cies from year to year and tend to ‘give a false impression unless 
flexibility of capacity between grades is understood.. 

Mr. Neubrech stated that considerable difference of opinion 
among division personnel as to the wisdom of including the charts. 
It was thought, however, that industry would find them informative. 
He indicated that the industry’s suggestion to remove the charts and 
to substitute arithmetical tables would receive serious consideration. 

Mr. Neubrech also asked the committee’s opinion on removing the 
correlation charts. Although they are informative, people not 
familiar with regressions might be confused, he added. The committee 
advocated that they be removed, but they suggested that these charts 
be published separately and be made available upon request. 

Dr. Paradiso commented on some interesting facts which the capac- 
ity charts reveal. The economy, he said, is going through a period 
in which there is a mixed picture developing of capacity in relation to 
demand. In some cases additional capacity is needed immediately 
while in others expansion could be decelarated. Assuming that the 
figures are correct, capacity in some instances is low and in others 
more than adequate. These facts throw a great deal of light on 
the problem of the pattern of investment in the near term. 

In line with the point made by Dr. Paradiso, a committee member 
called attention to the statement on mill production flexibility and to 
the capacity-production chart which suggest that expanded capacity 
might be called for. If charts such as this one remain in the report 
then the text must show greater detail as to mill production flexi- 
bility. Mr. Neubrech revealed that a statement commenting on this 
was in the original draft but had been deleted in editing. In view 
of today’s discussion, consideration will be given to restoring it. Kraft 
paper and paperboard and white and dissolving pulp will be cited as 
examples of mill flexibility. 

Pointing out that since the report is directed in part at the problem 
of newsprint, which could not be considered without examining the 
entire pulp and paper field, Dr. Paradiso suggested that the chart on 
newsprint should be included in the report. Mr. Neubrech indicated 
that some questions might be raised about the newsprint chart, which 

93110—57-——18 








192 PULP, PAPER, AND BOARD SUPPLY-DEMAND 


assumes that new United States capacity will operate on near full 
capacity, and if it should not, then the whole import picture changes 
materially. 

A committee member remarked that the charts create some curious 
impressions. He suggested that the container board and coarse paper 
charts should be combined. 

Mr. Neubrech observed that industry or other interested persons 
could prepare their own charts if the material were presented in suit- 
able tables. Dr. Paradiso pointed out that the chart in question 
portrays data from the corresponding table. If the industry objects 
to the chart then the same objection is valid as to the table. 

The committee member explained that the capacity figure raises 
questions in the minds of many industry representatives in that it 
changes the history of all capacity thinking of the industry and the 
public. The charts accentuate this. The industry will undoubtedly 
submit suggestions for developing tables based on the historic 6-day 
capacity basis which can be compared with the new concept of capacity 
as well asdemand. The greatest objection to the charts is that there 
is no way of qualifying them to reflect the change in the concept of 
capacity. 

The committee member suggested that the new capacity table 
remain in the report but that another table be included below it 
showing the old 6-day method of capacity which has been published 
in newspapers for the past several years. The reader can make his 
own comparisons. 

In answer to Mr. Neubrech’s question, the committee suggested 
that container board and coarse papers should not be combined. 

Coarse papers.—Referring to the chart on coarse papers (including 
special industrial and absorbent), Dr. Paradiso commented that the 
inclusion of a table showing average margin of error would be helpful 
in this instance. He noted considerable deviation between the points 
and the line and remarked that the relationship shown on this chart 
is not as solid as that shown for newsprint and other products. An 
indication of the margin of error would help to interpret the relation, 
he added. Committee members offered no comment. 

Sanitary and tissue papers.—Discussions during prior meeting 
amply covered subject, therefore no industry comments were needed 
at this time. 

Container board—In discussing the container board chart, Mr. 
Neubrech referred the committee members to the related table, with 
the comment that container board shows an annual increase of 3.4 
percent. This is a compounded annual basis, he said. No comments 
were offered by the committee members. 

Bending board and special food board.—A committee member noted 
that the projection technique for special food board is different from 
that utilized in the other charts. He questioned whether bending 
board and special food board should not be combined. As applica- 
tions for food board are extending to other products, such as IBM 
cards and cigarette boxes, the committee member suggested that it 
would more properly be designated as bleached kraft board rather 
than being considered as limited to food category uses. 

Dr. Paradiso explained the difficulty that was encountered in mak- 
ing this projection. After a number of general factors were tried 
without success, the time-trend method was used based upon recent 
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years. Combining this product with a broader category could be 
experimented with, he added. 

Another committee member objected to combining food board 
with bending board. He conceded, however, that for the purposes of 
the report it would be better to combine them than to show them 
separated, unless there is some other way of arriving at the food-board 
projections. Both committee members indicated that the rate of 
growth figure for food board is too high, pointing out that expansion 
of milk-container production is doubtful. 

Dr. Paradiso explained how he arrived at the 10 percent rate of 
growth rate for food board, pointing out that if an average rate of 
growth significantly below this figure were used the line on the chart 
would have looked unrealistic in terms of past experience. If the 
industry is of the opinion that 10 percent is too high, a rationale using 
a different figure would have to be developed. 

A committee member described the many nonfood uses to which 
food board is being applied and expressed the view food uses are in a 
declining trend. He advocated combining food board and bending 
board for a more realistic picture. This argument was countered by 
another committee member who called attention to the inroads being 
made by plastics in the container field. He pointed out that by com- 
bining the two products the rate of growth in bending board will 
show an increase that cannot be supported by experience. Although 
this committee member strongly urged that the two products be kept 
separate, he stated that he would not raise any objection if the con- 
sensus of the committee is to combine them. 

Dr. Paradiso suggested that the products be shown separately but 
that a statement be included in the text indicating that the trend is 
based on past experience which reflects a rather fast growth for food 
board which could change over the next 10 years for various reasons. 

Another suggestion, made by a committee member, was that, be- 
cause of the interplay of usage as well as production, bending board as 
now shown be subtracted from the total projection. The difference 
would represent food board. In other words the bending board (ex- 
cept food board) rate of growth would be kept at 3.1 percent, the food 
board figure might be 6 or 7 percent. However, if the special food 
board category is broadened to include boards of same or similar fur- 
nish for other packaging uses as previously discussed, the projected 
trend of about 10 percent could be considered reasonable. 

Dr. Paradiso referred to an article published in the Survey of Cur- 
rent Business which analyzes fast-growing products in the economy. 
Among these are frozen food and many others related to food items 
which are fast growing. This might indicate that the demand for 
food board for food uses will not decline as expected. Mr. Neubrech 
also called attention to the fact that the statistics on special food 
board also reflect nonfood packaging. Depending on how this is re- 
ported by mills to Census, a mixed figure might be obtained. A com- 
mittee member commented that combining food board and bending 
board should reflect a more accurate picture. 

A committee member suggested the establishment of a bleached 
board category for future mill statistical reporting. 

Another further discussion, Mr. Neubrech indicated that the matter 
will receive study. 
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(Nore.—Following the meeting, various regression correlations 
were developed and analyzed as suggested by committee members. 
A combination of bending board and food board did not adequately 
reflect the growth factors “evident in bleached kraft board, especially 
if the present projection on bending boards (except food) were sub- 
tracted from the combined total. After careful consideration of the 
several factors involved, it was felt that the projected growth trend 
for food boards seemed realistic on the basis of including, in the 
future, boards of same or similar furnish for new nonfood packaging 
uses. ) 

Nonbending and other paperboard.—It was pointed out that this 
group includes setup boxboards, liners for gypsum board, tube and 
drum stock, cardboard, wet machine board, and miscellaneous grades 
of paperboard. 

One committee member stated that setup boxboard has shown very 
little growth or change in the past several years. However, other 
grades including in particular liners or gypsum have displayed a 
reasonable growth in their areas of use. Considering the fact that 
certain faster growing grades tend to offset the more or less static 
position of setup boxboards, the committee members thought that the 
average growth trend seemed realistic. 

Another committee member observed that the 1952 indicated con- 
sumption of nonbending and other paperboards seemed to be way out 
of line, since the apparent consumption for that year was substantially 
below such years as 1950, 1951, 1953, and 1954. He wondered if 
some slip had occurred in the statistical calculations and Mr. Neu- 
brech stated that he would investigate this matter. It was indicated 
that the cause for this probably was a change in grade classification 
falling in this category. 

Dr. Paradiso explained that when certain years, such as the year 
1952, in this instance, were obviously way out of line that it was 
recognized that some unusual situation prevailed, such as a revision 
in statistical reporting, and that under those circumstances the year 
1952 was disregarded in plotting the line. 

Building paper and building board.—A committee member inquired 
as to consideration of projecting building paper and building board 
on the basis of the relationship with residential construction instead 
of disposable personal income. Dr. Paradiso explained that trends in 
building construction are indirectly implied through the level and 
trend of disposable personal income, and that particularly for building 
board a reasonably close fit is indicated between apparent consump- 
tion of building board and disposable personal income. 

txport demand for paper and board.—Mr. Neubrech referred the 
committee members to the table which shows the volume of export 
demand estimated for the years 1958, 1960 and 1965. The text states 
quite clearly, he said, that there was no regression basis for estimating 
exports but that the figures reflect practical observations of historic 
trends of exports which for many years have averaged about 2 percent 
of production. He also brought to the attention of the committee 
that a recent analysis by the OEEC of the European situation has been 
included (17 countries plus Finland). Reference has also been made 
to certain United Nation’s FAO studies. Also brought out is the fact 
that while increases in foreign capacity are contemplated to meet the 
growing demand abroad, the United’ States probably will not only 
maintain but increase its current level of exports. 
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Relative to the world newsprint survey, a committee member re- 
marked, exports of newsprint would never remain constant for 10 
years. However, he recognized that fluctuations that might occur 
could not be shown statistically. Mr. Neubrech commented that a 
great deal would depend on expansion of domestic newsprint capacity 
beyond 1959. If it rises, exports may increase proportionately. One 
committee member said that a change in Britain’s economy could 
increase per capita consumption by 1 or 2 pounds. Another was of 
the opinion that expansion in the United States would be for domestic 
usage only. 

After discussing the figures shown on the newsprint table, the 
committee members raised no objections. One industry representa- 
tive urged that production costs of foreign producers should be taken 
into account. German producers pay from $55 to $60 a cord for pulp- 
wood. The same is true in Austria. 

Two committee members observed that the estimates of future 
exports and imports of paper and paperboard by grades were rounded 
in thousands of tons. Because the volume of historic exports or im- 
ports has been relatively small for most grades, the tonnage estimates 
sometimes indicate a substantial percentage increase. Nevertheless, 
he noted, estimated future export tonnage volume in most grades still 
remains quite small compared to total United States production or 
consumption and therefore actually have very little effect upon the 
total net demand figures. On the other hand, one committee member 
pointed out that actual imports of fine paper may be slightly higher 
than is indicated in the text. 


SECTION III. SUPPLY OF PAPER AND BOARD 


Mr. Neubrech referred the committee to the methods used in esti- 
mating potential production. He referred to the remarks earlier in 
the meeting with respect to capacity data and called for further com- 
ments. Recalling the suggestion regarding the possibility of obtain- 
ing equivalent production figures on a historic 6-day basis from the 
trade associations, Mr. Neubrech stated that if this is possible, the 
addition of a column to the appropriate tables could be considered. 
Thus the new and old concepts of capacity could be compared. The 
committee members believed that the needed data could be readily 
obtained from the associations. One member suggested that the 
capacity table in the report could be utilized for this purpose. 

The approach used in the report shows all-out capacity which could 
be attained if the demand existed, the committee members said, and 
they stressed the importance of indicating the historical concept of 
normal capacity. The report would be more objective if capacity 
were shown both ways. 

The committee recommended that the capacity tables show in the 
title heading ‘“‘United States Indicated Maximum Annual Capacity,” 
with the column headings to be shown as “‘committed” rather than 
definite. Also, that in appropriate tables on year-end capacity, 
corresponding historic 6- day capacity also be shown. 

In answer to questions regarding what appeared as inconsistencies 
in United States capacity figures, Mr. Pederson explained that the 
capacity figures are shown in the report both ways; namely, (1) as 
compiled by the trade associations on a year-end basis, and (2) on 
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an annual basis. The annual basis was used in comparisons with 
net demand. 

Mr. Neubrech pointed out the table and text that explain the 
basis for the import computations. Imports of grades of paper and 
board other than newsprint are relatively small, he observed. Because 
of the substantial new capacity in this country, the assumption was 
made that projected estimates of imports of such grades will remain 
at the level attained during the last few years. Newsprint imports, 
Mr. Neubrech said, will be discussed in connection with the study 
on world newsprint. 

Views of the committee members varied as to the prediction for 
imports: some anticipated no increase, while others thought the figures 
shown were too low. One committee member noted that a substan- 
tial amount of new container board and liner board capacity is com- 
ing in in British Columbia, which will look to the United States for 
a market. Another member said that a similar situation exists in the 
East, but that the estimates must be viewed from an overall basis. 

Further discussion elicited the consensus that the treatment of 
imports is realistic, although some exceptions might occur, whicb 
would be difficult to estimate. 

Woodpulp.—A committee member stated that the analysis on 
woodpulp needs appears to be all right; however, a distortion is 
indicated when these were shown on the charts. Mr. Neubrech 
pointed out that the text of the report fully describes the methods 
used in preparing the table on the 1954 pulp ratios and the growth 
trend ratios. The figures, he added, represent actual ratios reported 
by industry for 1954 of tons of pulp consumed by grades of pulp to 
a ton of grades of paper or board. In the past 15 years, he continued, 
there has been rapid growth in the use of virgin pulp and a decline in 
the use of secondary fibers. In trying to make the report as realistic 
as possible, Mr. Neubrech said, the pulp, paper, and paperboard 
subdivision had contacted numerous industry men as to the trend, 
— arrived at the growth trend basis which appears in the related 
table. 

The difference in using growth trend as opposed to 1954 ratios is 
that it shows the results of the tons of pulp required, using 2 bases 
of ratios. For 1965, about 650,000 tons more of pulp will be required 
than if furnish ratios were not increased. 

Mr. Neubrech explained the rapid increase in the woodpulp ratio 
from 0.628 in 1947 to 0.712 in 1955. The departure point was 1954 
(.0708). Incommenting on the 1956 ratio figure of 0.734, Mr. Neubrech 
said that the 1956 figure was based upon preliminary Bureau of the 
Census data. In 1955, paper and board Census preliminary figures 
and Census preliminary pulp-consumption figures compiled from 
monthly reports were revised materially when the annual 1955 census 
survey was made. On the annual survey, it came out with 250,000 
tons more paper and board and 30,000 tons less pulp, which gave the 
ratio of 0.712, whereas the preliminary ratio was 0.719. He believed 
it possible that when Census receives the annual figures for 1956, the 
final figures might reduce the 1956 ratio to around 0.725. If that is 
the case, then growth trend ratios are more in line. A small change 
in a ratio makes a great difference in pulp requirements. 

Regarding semichemical pulp, a committee member referred to the 
rapid growth in this area, and felt that actual consumption of semi- 
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chemical pulp may run higher in the next few years than is indicated 
mathematically in the report. However, committee members offered 
no suggestion as to changes in the growth trend pulp ratios as shown 
in the report. 

The committee members suggested that the table on fiber furnish 
be annotated to show that these are preliminary figures for 1956. 

Regarding exports of pulp, Mr. Pederson referred to the basis used 
for estimating the export demand for woodpulp. On paper and 
board grades, as no statistical basis could be found for estimating, 
the historical rate of growth from 1950 to 1956 was used as a general 
criterion for estimating up to 1965. Mr. Neubrech stated that 
exports of pulp had been discussed informally with a number of 
industry people and that the estimates are based upon informed 
judgment as to competitive conditions that will prevail. In view of 
thinking expressed by the pulp industry, the figures cited in the 
report may perhaps be on the conservative side. 

Commenting on imports, Mr. Neubrech pointed out that the text 
of the report explains that, because of increased capacity in the United 
States, this becomes a difficult area to appraise. It is estimated that 
Scandinavian imports may decline to around 250,000 tons by 1965. 

To accurately estimate Canadian imports, Mr. Neubrech said, 
would practically involve a company-by-company and mill-by-mill 
analysis. For 1960, total pulp imports from Canada have been esti- 
mated at about the level of the past year or two, with an upward trend 
indicated by 1965. Total imports for 1965, including those from 
Canada, have been estimated at 2,450,000 tons. 

The report also points out, Mr. Neubrech stated, that Europe 
might be a growing market for some grades of United States pulp. 
OEEC, however, indicates that Europe plans to have production 
come in to take care of much of its own increased requirements, or 
for export. 

Other basic raw materials—-Mr. Pederson briefly described the 
methods followed in estimating requirements for wastepaper and other 
basic materials. Mr. Neubrech added that, while not indicated in 
the report, considerable industry opinion is known to exist that at 
some time in the future the relative cost relationships might cause an 
upturn in wastepaper consumption. This theory, however, was not 
pursued in the study which shows that by 1965 requirements for 
wastepaper will be 12,267,000 tons and the utilization ratio may re- 
main constant at 25 percent of the total theoretical supply of waste- 
paper in the United States. This is the level that prevailed in the 
last year or two. 

A committee member suggested that the word “mixed”’ in the first 
sentence of the first paragraph in the second column of text on waste- 
paper be deleted. 

Pulpwood.—Mr. Neubrech reviewed the methods followed in esti- 
mating United States pulpwood requirements at some 52 million 
cords. Increased yields could not be estimated because no basis exists 
for such a calculation, he added. 

Asked by a committee member if the figure represents only domestic 
pulpwood, Mr. Neubrech replied that it includes some from Canada, 
probably about 2 million cords, either in roundwood or in the form 
of chips. 

Mr. Neubrech referred the committee to the statement regarding 
woodpulp requirements for non-paper-products manufacturers and to 
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the relative correlation chart. Because of the lack of historical sta- 
tistical detail as to the consumption of dissolving woodpulp by prod- 
ucts that use it, consumption figures were computed by taking the 
total dissolving production, adding imports and subtracting exports, 
and utilizing the apparent consumption data. 

Dr. Clement Winston, Office of Business Economics, explained the 
difficulties that were encountered establishing relationships and the 
ultimate selection of disposable personal income. The problem was 
the relationship to prewar years and whether the postwar period is 
different from other periods. A fairly good projection was obtained 
by starting with 1947, which shows an annual average increase of 5.4 
percent compounded. 

The committee members offered no comments. 

Newsprint.—Mr. Pederson reported on a world survey of newsprint 
which he had conducted of 72 countries besides the United States and 
Canada. Data were requested on production, imports, exports, and 
consumption of newsprint in 1955. Also requested were expansion 
plans between 1956 and 1960, with a separation of the data between 
definite and proposed. In addition, information was sought on con- 
sumption getween 1955 and 1960. 

In analyzing the capacity expansion data, adjustments were made 
in the figures reported by the embassies to conform with indicated 
practical operating levels. 

Canadian capacity and consumption figures were furnished by the 
Canadian Newsprint Association as of March 1957. 

If all the expansions reported were to materialize, world capacity 
would exceed demand by over a million tons by the end of 1959. 
Although information was obtained for years through 1960, for 
purposes of this report, data were used only through 1 959. 

United States capacity data were obtained from the American Pulp 
and Paper Association. United States newspring capacity in 1959 is 
estimated at almost 2,400,000 tons; Canadian capacity is estimated to 
be close to 7,600,000 tons. Thus by 1959 potential capacity in North 
America may be about 10 million tons; capacity for the rest of the 
world may increase about 1,400,000 tons by 1959, of which Scandinavia 
will account for 400,000 tons, the United Kingdom 190,000 tons, and 
Europe about 260,000 tons. Significant small additions to capacity in 
Latin America and South America were noted. Smaller mills were 
also reported as coming in throughout the rest of the world, but their 
operations are too insignficant to add materially to the world picture. 
Small growth was assumed for Russia, China, and satellite countries in 
both production and consumption; these countries were not con- 
sidered as a factor in the world picture. Mr. Pederson recognized 
that this assumption may change but explained that this was the only 
premise that could be used. 

In commenting on estimated world demand, Mr. Pederson referred 
the committee to figures which show a potential increase of over 1 
million tons by 1959. 

In discussing world import requirements from North America, 
Mr. Pederson cited a figure of 805,000 tons in 1959 which, he ex- 
plained, is the statistical difference between production and demand, 
and should not be considered as the ultimate demand by the rest of 
the world on North America. He referred the committee to that part 
of the report which discusses potential demand from various parts of 
the worid. 
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As far as the United States is concerned, Mr. Pederson continued, 
imports between now and 1959 are shown as deciining graduaily to 
under 5 million tons by 1959. United States production is expected 
to increase faster than domestic demand, which should reduce Ameri- 
can dependence on imported newsprint. This figure was estimated 
on the assumption that United States mills will operate at 100 per- 
cent of capacity. 

If North American capacity exceeds demand, United States pro- 
ducers may bave to operate at less than capacity, probably along 
with Canadian and other producers. This is perhaps likely unless a 
strong ‘‘Buy American” movement occurs, which is doubtful, a com- 
mittee member observed. He also cautioned against the use of the 
805,000-ton world other than North American net import requirement 
figures in the report on the ground that it is fictitious and may be 
misleading. He cited the Jong-term arrangements (ranging from 5 to 
10 years) that have been entered into by new sprint producers and 
publisbers. The text of the report, however, creates the impression 
that Canada will not have a market for the 2 million tons of news- 
print indicated as available for export to overseas markets, the com- 
mittee member said, adding that this is an erroneous conclusion. This 
view was shared by other committee members who emphasized the 
danger of attempting to portray precisely what will happen in future 
overseas requirements of newsprint. This part of the report, they 

recommended, should be rewritten with a great many “ifs,” “ands,” 
and “buts.” 

Mr. Neubrech explained that world import demand has been 
appraised on the conservative side, and that indefinite capacity plans 
had been excluded from the survey. He asked, however, whether 
the committee would be better satisfied if the “net import require- 
ments” line in the World Newsprint Table, the residual figure, and 
the comment in the text, were eliminated, leaving only statements on 
production and demand. 

One committee member suggested that the table be left as it is but 
that this page of the report be rewritten. Another member also ad- 
vocated retention of the table, explaining that if the net requirements 
line is deleted, readers would make ready calculations and jump to 
erroneous conclusions. The consensus was to omit the tabulation on 
“World Other Than North America” but leave the geographical areas 
as presently shown. A further suggestion was that United States 
“net import requirements” be changed to read “minimum import 
requirements.”’ 

Mr. Neubrech commented on a committee member’s statement that 
the United States newsprint industry would probably not operate at 
capacity during 1958 and 1959, and he questioned whether the figure 
should be modified to 95 or 90 percent and the import figure increased. 
Realistically this may happen, the committee member said, adding 
that he did not see how all new domestic production coming in in 
newsprint will find a home in the United States. On the other hand, 
the new and existing southern mills should not have much difficulty 
in maintaining full operations, so that for the industry as a whole, 
operations in the next few years may well be at near capacity, espe- 
cially if related to historic capacity basis. 

Noting that domestic capacity has been estimated at roughly one- 
third of United States demand, Mr. Pederson asked whether it can 
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be assumed that this position will be maintained through 1965. A 
committee member commented that no such assumption has been 
made for any other grade of paper, but that in the case of newsprint 
this seemed realistic since after 1959 the existing new mills could 
probably increase output by 200,000 to 300,000 tons through improve- 
ments and speedups in existing equipment even if more new newsprint 
machines were not installed after 1959. 


CONCLUDING REMARKS 


Both Mr. F. W. Mears, Assistant Administrator, and Mr. Morlan 
Grandbois, Director, Forest Products Division, BDSA, expressed 
their appreciation to the committee members for their advice and 
cooperation. 

The committee members in turn, complimented Mr. Neubrech 
and other Government representatives on the conduct of the meeting. 
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PURPOSE OF THE MEETING 


A meeting of the Industrial Consumers of Pulp, Paper and Board 
Supply-Demand Industry Advisory Committee was held on May 2, 
for the purpose of discussing the preliminary draft of the Business ‘and 
Defense Services Administration’s report to the Committee on Inter- 
state and Foreign Commerce, House of Representatives, on the supply- 
demand relationships of pulp, paper, and board. 

James M. Owens, Deputy Director, Forest Products Division, 
BDSA, was the Government presiding officer. 


OPENING REMARKS 


After welcoming the committee members, BDSA Administrator 
H. B. McCoy explained that a survey of the pulp, paper, and board 
supply-demand situation was undertaken at the request of the House 
Committee on Interstate and Foreign Commerce, and that a pre- 
liminary draft of the report on this study has now been prepared. 
He revealed that the draft report was reviewed by producers in the 
industry at an industry advisory committee (IAC) meeting recently, 
and added that he appreciated the views, comments, and suggestions 
offered. In a survey such as this, many facts had to be considered, 
Mr. McCoy said, and by checking with industry representatives 
BDSA can better measure the validity of the report’s contents. 

Mr. McCoy then reviewed the rules governing the organization of 
industry advisory committees and the conduct of meetings. He out- 
lined the requirements suggested by the Department of Justice in a 
letter to the Secretary of Commerce, dated October 19, 1950, which 
should be met in order to minimize the possibility of antitrust law 
violations, and he explained that these requirements have been incor- 
porated into the BDSA rules. He further told the committee that 
summary minutes of the meeting will be prepared for distribution and 
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that unless speakers from industry specifically so request, they will 
not be referred to by name or company affiliation in the text of the 
minutes. Government speakers, on the other hand, are identified to 
facilitate followup and coordination. 

Stressing the advisory character of the committee, Mr. McCoy de- 
clared that this meeting is not intended to foster or encourage agree- 
ments between BDSA and the committee and/or its members, either 
individually or collectively. 

In concluding his remarks, Mr. McCoy paid tribute to Mr. Charles 
F. McCahill, senior vice president of the Forest City Publishing Co., 
Cleveland, Ohio, who served BDSA without compensation for 6 
months, and who is now a member of this committee; and he also 
expressed his appreciation to the printing and publishing industry for 
its cooperation in providing other industry executives to serve on & 
without-compensation basis. 


REMARKS BY REPRESENTATIVE PETER F. MACK 


Representative Peter F. Mack, chairman, Subcommittee on Com- 
merce and Finance of the Committee on Interstate and Foreign Com- 
merce, House of Representatives, commented on the need for the 
pulp, paper, and board supply-demand survey and its importance to 
both Government and industry. He complimented Mr. McCoy on 
the effort put forth in connection with this undertaking. He also 
expressed appreciation to industry for its interest and cooperation in 
the problem. 

REMARKS BY CHAIRMAN 


In discussing the draft report and the presentation of its contents, 
Mr. Owens stated that BDSA was fortunate in obtaining the c oopera- 
tion of the Commerce Department’s Office of Business ‘Economics’ to 
make the basic projections. Dr. Louis L. Paradiso, Assistant Direc- 
tor, Office of Business Economics, headed this project. The tech- 
niques used are covered in some detail in this report, Mr. Owens 
added, because they are basic to any analysis of this type. 

He also noted that appended to the report were minutes of a meeting 
held by the Pulp, Paper, and Board Supply-Demand Task Group on 
December 4, 1956. This group was composed of individuals from 
this committee and from the producers’ committee. The purpose of 
that meeting was to discuss the scope of the report, the basic projec- 
tions, and the mechanics of producing the report. Asa result of their 
advice, minor modifications were made in the draft which is now being 
reviewed by this committee. 

Mr. Owens also told the committee that the text of the report was 
developed after the task group met, and that the draft now being 
submitted to this group is identical with the one submitted to the 
Producers IAC. He then called for general comments on the report. 

Comments which committee members asked to be identified —Mr. John 
O’Connor, Grosset & Dunlap, Inc., New York, N. Y., questioned the 
projection of demand for paper for books, stating that he believed it 
to be underestimated. He advised the Department to request a 
further considered statement from the LAC representatives on this 
point before the draft report becomes final. Mr. Owens stated that 
the Department would welcome such a statement. 
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Referring to the chart on printing papers, which shows annual 
capacity versus production, Mr. O’Connor stated that he questioned 
the validity of these estimates of capacity, and he asked for an oppor- 
tunity for further study. Mr. Owens granted this request. 

Mr. Reuel D. Harmon, Webb Publishing Co., St. Paul, Minn., 
representing the commercial printing segment of the industry, read 
the following statement and submitted it for insertion in the minutes: 

“We think that it is a fine use of the facilities of the Department 
of Commerce to prepare reports on subjects such as pulp, paper, and 
board supply-demand. Certainly for some time we have needed a 
report in this area. 

“However, we do not agree with the findings of this report as they 
relate to printing and fine papers. We believe they are inaccurate and 
will unquestionably mislead the Congress and anyone relying upon 
these findings for future planning. We feel the report is inaccurate, 
particularly with reference to projected consumption and estimated 
capacity. We are preparing to support our opinion with detailed ob- 
servations. It is our request that this statement be made part of the 
record of this meeting and that our name be officially recorded as dis- 
agreeing with the report.” 

Mr. Owens pointed out that the Department was considering a 
number of revisions in the report. 

Mr. William G. Chandler, Scripps-Howard Newspapers, New York, 
N. Y., stated he questioned the newsprint demand projections. He also 
raised objection to the newsprint capacity estimates and questioned 
the definition of capacity as stated in the report. No matter what the 
shortage is, mills will not work 7 days a week, 365 days a year, he 
said. He pointed out that mill operations are limited by the terms of 
contracts with unions, and by shutdowns for repairs, fires, etc. 

Mr. Chandler stated that he could not speak for the American 
Newspaper Publishers Association (ANPA). Mr. Cranston Williams, 
general manager of ANPA, was the only man qualified to speak for this 
group, he said. 

General discussion of the report—-A committee member stated he 
represents publishers of both general and educational reference books. 
The products of this segment of the industry are: Novels; nonfiction 
books, including history, science, public affairs, paperback reprints, 
juvenile educational books at all levels, university press books; and 
professional books such as those for law, medicine, technology, and 
business. All this activity, he continued, represents a comparatively 
minor percentage of paper tonnage consumed; but its importance, in- 
sofar as the social, cultural, and welfare aspects of the country are 
concerned, is out of all proportion to its quantitative position. A 
book, he maintained, is an intellectual product, and its creators have 
been subjected to inordinate pressures stemming from short supplies 
and high prices of raw materials. 

Commenting that he has no criticism of the manner in which the 
report has been presented, the committee member deplored the short 
time that was allowed for its study. He observed that the formula 
projecting the demand for printing paper finds a close correlation 
»etween the Federal Reserve Board index of industrial production and 
the consumption of printing paper, and it assumes an annual increase 
of 2.6 percent. He dhalloneed this finding as unrealistic and as a gross 
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the sale of units in general book publishing increased by 13.6 percent, 
or 5 times the 2.6 percent increase assumed by this draft. ‘There is 
reason to believe that 1956 figures will show a continuation of this rise. 

In the education-book field, the committee member continued, 
statistics for 1956 and comparatively for previous years have shown a 
more spectacular rise because of ineveined school enrollments at every 
level resulting from the actual increase in population. 

Mr. Owens pointed out that the points mentioned were covered in 
the report. 

Referring to the charts on printing-paper consumption, the com- 
mittee member said that if those assumptions as to the increases 
remain valid, then to assume that demand will be less in 1958 than in 
1956 is unrealistic and, undoubtedly, as to general and educational 
books, is likely to be grossly inaccurate in view of the increase from 
year to year, which he had already pointed out. He reiterated that 
the 1956 reports will be available shortly and that these data should be 
considered before BDSA’s report becomes final. 

Turning to the question of printing-paper capacity, the committee 
member expressed the belief that the figures shown in the report are 
based on the producers’ own estimates, without any objective inde- 
pendent control, statistically or otherwise, such as the Government 
has used in projecting demand. Capacity, he added, appears to be 
estimated on the basis of what producers say it will be, without refer- 
ence to external norms or standards. It is natural, he observed, for 
producers to present their views of what they think capacity will be, 
but it is more to their interests than to those of consumers to have the 
report show it in this fashion. The committee member further offered 
the opinion that the text dealing with capacity is so carefully hedged 
as to be almost meaningless. 

He referred to the statement: ‘The future capacity estimates were 
compiled in late 1956. Since then some pulp, paper, and board com- 
panies have announced decelerated expansion programs.” He criti- 
cized the new definition of capacity as shown in the report, claiming 
that it is based solely on the operation of southern mills. 

Directing the committee’s attention to the chart showing annual 
capacity versus net demand for printing papers, the committee mem- 
ber noted how sharply the capacity line rises and how widely it deviates 
from demand. The chart, he contended, is misleading and should be 
carefully studied before it is included in the final draft. The commit- 
tee member protested the acceptance of this estimate of capacity with- 
out corresponding estimates of consumption from consumers. He 
again urged that more time be allowed to study this portion of the 
report. Mr. Owens suggested that the meeting adjourn while the 
committee member studied the report. The committee member 
stated that an adjournment would not provide the time necessary for 
careful reflection upon the implications of such a detailed report. 

Speaking for the book-publishing industry, the committee member 
declared that the draft does not reflect with reasonable accuracy the 
demand, supply, and capacity factors of printing-paper production 
and use in book publishing. 

On questioning, the committee member stated that he had not had 
time to read the entire report nor the section on printing papers. 

Another committee member, stating that his interest in the con- 
sumer aspect of the report equals that of the previous speaker, ex- 
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pressed the belief that the latter’s comments were ill considered and 
that his charges were not supported with facts. Commenting on the 
criticism of the short time aleedd to study the report, the committee 
member suggested that his colleague’s criticism indicated a rather 
thorough study. ‘The committee member also pointed out that maga- 
zines and newspapers also have their place in the educational, social, 
and cultural aspects of the economy. He urged the deletion of the 
previous speaker’s remarks from the minutes and proposed instead 
that the point he raised be discussed and resolved. 

Mr. Owens stated that the remarks in question will be included in 
the minutes and that the points raised will be discussed by Dr. 
Paradiso. 

Dr. Paradiso expressed the view that many of the criticisms ad- 
vanced by the first speaker stem from a lack of time in which to study 
the approach used and recognizing what is implied in developing 
relationships. He explained to the committee that he is not a member 
of BDSA’s staff and that when the demand curves were plotted the 
producers knew nothing about it. Capacity was also independently 
calculated, he emphasized, adding that the procedure followed by 
producers in submitting estimates paralleled the methods followed by 
the Department in deriving estimates through census figures. The 
job that was done was unbiased, he asserted. 

Commenting on the statement that the annual 2.6 projected in- 
crease in demand for printing papers between the years 1955-65 is 
too low, Dr. Paradiso stated that his intention is not to defend that 
figure to the last decimal. These figures are not forecasts, he em- 
phasized, and at no place does the report say that they are. Each 
relationship, he continued, is an estimate of what demand is likely 
to be on the basis of past experience and on the assumption that the 
economy will move along at a substantially full employment level 
during the period covered. Another assumption was that national 
economic growth is assumed to be 3 percent per year, compounded. 
This rate of growth corresponds to the experience of the last 50 years. 
At no time, Dr. Paradiso said, have special factors been introduced 
that might influence relationships adversely. 

In referring to the chart on the consumption of printing papers, 
Dr. Paradiso stated that, if the committee member could prove that 
something will happen in the next 10 years that will change the 
relationship indicated thereon, it could be considered in the appraisal 
of future projections. He explained that, except for the war years, 
tight relationships were established between printing-paper consump- 
tion and the index of industrial production. The only years in the 
period covered which were significantly out of line were 1952, 1953, 
and 1956; reports from persons in business indicated that in each of 
those years an inventory problem existed which affected the figures 
that were used. Thus, 1956 cannot be considered as normal for use 
in determining the demand curve. 

Commenting on the committee member’s remark that the 2.6 figure 
is wrong with respect to book publishing, Dr. Paradiso explained that 
the figure derived from the chart is an aggregate figure; in other words 
it represents the average of different trends of the various types of 
printing papers. Singly, paper for books may be going up at the rate 
of 10 percent per year. He expressed the view that it is inappropriate 
for one segment of the industry to quarrel with a figure that takes all 
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printing papers into account. The committee member countered 
with the statement that book publishing may not fit the experience of 
other paper uses. 

Mr. W. LeRoy Neubrech, Assistant Director for Pulp, Paper, and 
Paperboard, Forest Products Division, GDSA, after reiterating that 
the 2.6 figure represents the average of all grades of printing papers 
except newsprint, explained that the Magazine Publishers Association 
engaged a private economist to prepare a study on the demand outlook 
in their field, and he eretetell a demand for all grades of printing 
papers at 5.3 million tons for 1965 compared with the projection in 
this study of 5.1 million tons, which for 9 years hence is very close 
indeed. 

Both Mr. Owens and Dr. Paradiso called attention to the fact that 
many of the criticisms advanced in behalf of the book-publishing 
industry were covered in the report. For example, the following state- 
ment appears: 

‘There is little reason to doubt that requirements for paper for 
books will continue to rise over the period surveyed. Moreover, books 
are expected to take a larger percentage of the total tonnage going into 
printed products during this period.” 

Mr. Neubrech then commented on some of the criticisms that were 
leveled at methods for estimating capacity, stating that in his opinion 
the new capacity survey represents the best effort made to date. The 
Department of Commerce worked with industry and trade associa- 
tions in developing a questionnaire. When it went to the mills from 
the trade associations it was accompanied by a statement that the 
results of the data submitted on the questionnaire would be made 
available to the Department. Each mill reported its own operating 
ability and, depending on individual practice, not all mills reported 
the same number of operating days. It took several months to con- 
duct the survey and compile the results. Those concerned with 
preparing the report did not see individual mill reports, but they did 
analyze and discuss the compilation of capacity data with the two 
major trade associations, with the objective of obtaining the best 
capacity survey ever made. Since each mill reported the number of 
days a year it could operate under practical conditions, account was 
taken of northern mills not operating on Sundays. How else, he 
asked, could a capacity figure be derived without surveying the mills 
to determine their plans for expansion of output? 

Data on Canadian newsprint capacity were obtained in the middle 
of March 1957 from the Newsprint Association of Canada. It was 
reported on a regular 6-day basis for eastern Canadian mills, which are 
barred from operating on Sundays except in wartime, when they ob- 
tain special dispensations. 

Referring to recent announcements by mills subsequent to the sub- 
mission of their questionnaires that expansions were being decelerated, 
Mr. Neubrech explained that time did not allow the investigation of 
changes occurring after the data were compiled. The capacity survey 
was completed as of March 1, 1957. He emphasized again that the 
capacity figures represent the results of a statistical survey of individ- 
ual producing mills. 

Replying to Mr. Neubrech’s remarks, the committee member stated 
that his criticism was not directed at the fact that the producers were 
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surveyed but rather at the fact that the same participation was not 
accorded the paper consumers. 

Dr. Paradiso doubted that any meaningful results would be obtained 
by such an approach, pointing out that certain economic conditions 
would have to be assumed in order to reach a figure. The committee 
member replied that one reasonable assumption on textbooks would 
be the projection of school enrollments; another factor would be the 
relation of population to enrollments. Dr. Paradiso conceded that 
certain assumptions based on physical needs could be used to measure 
need, but he doubted that they could be used to measure demand. He 
cited the example of housing, where demand was estimated at over 

million units but actual starts are below that figure. The com- 
mittee member, however, insisted that, by using a set of assumptions 
corresponding with those used in estimating capacity, consumption 
estimates could be made by the using industries. 

Mr. Neubrech pointed out that no assumptions were used in esti- 
mating capacity. The charts and tables, he said, show definite, plus 
proposed or tentative, expansions. The report states, he said, that 
the figures for 1959, for example, are not as firm as those for 1957 and 
1958, in recognition of the fact that plans for 3 years in the future may 
change and orders placed for equipment may be revoked. 

Mr. Neubrech also explained that attempts could have been made 
to project individual grades of paper or end products but, he stated, 
the further a projection is refined to a specific item, the larger the 
possible margin of error. The aggregate approach was used on the 
theory that individual firms or segments of the industry could make 
their own projections on their particular items or products. 

Dr. Paradiso observed that the basic issue in this discussion is 
whether or not demand can be forecast by consumers, adding that if 
a way existed for that to be done economists would have found it. He 
believed that considerable confusion exists between forecasting demand 
and projecting a trend, as was done in the report. The practice of 
projecting trends over the long run was developed because no one 
knows what demand for a product will be since it is influenced by what 
will develop in the economy. In the case of capacity, the report 
merely indicates programs that producers expect to have at the end 
of a certain period in terms of capacity. As to demand, the report 
says that, assuming certain conditions, such as full employment, ete., 
a stated level may be attained. 

Mr. Owens called attention to a statement in the text of the report 
that experts within the Department have commented on positive and 
negative factors in the economy which may affect the projections. 

A committee member reported on a 1965 newsprint-demand forecast 
that had been prepared for the American Newspaper Publishers As- 
sociation by Dr. Charles Boyce. Dr. Paradiso stated that he was 
familiar with the report, and he labeled it a trend analysis rather than 
a forecast. 

The committee member stated that he has only one criticism of Dr, 
Boyce’s report in that, while he considered population growth and 
increased literacy, he failed to take shifts of population into account. 
In other words, ‘population shifts from rural to urban areas, coupled 
with increased literacy, would create a heavier demand for daily 
newspapers—a demand which was formerly satisfied by weeklies or 
semiweeklies. 


an 
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Answering a committee member’s question as to the basis for the 
newsprint projections, Mr. Wallace H. Pederson replied that a world 
newsprint survey in late 1956 was made covering 72 countries besides 
the United States and Canada. These 74 countries covered every 
country using more than 1,000 tons. Foreign Service posts in these 
countries were asked to report imports, exports, and consumption for 
1955. Such information has been collected for the past 20 years, he 
remarked. In addition, the survey required that future capacity 
expansions be reported in two categories; namely, those which were 
definite and those which were tentatively planned. Foreign Service 
posts were asked, also, to ascertain the best estimates of the demand 
for newsprint that would be required between now and 1960. The 
figures were checked with data available from other sources. Com- 
menting on the estimate for Canadian capacity, Mr. Pederson stated 
that it is somewhat higher than that estimated by Dr. Boyce. The 
capacity of United States newsprint mills was estimated at 2.4 million 
tons by 1960. Mr. Neubrech added that the world survey has been 
well documented. Each country has been analyzed, and capacity 
coming in is mentioned specifically 

A committee member, who indicated that he was speaking for some 
5,000 commercial printers, expressed considerable uneasiness because 
of the lack of time provided to study the report. Discussion at the 
meeting has dissipated this uneasiness somewhat, he said, but stated 
that his apprehension centered on the capacity estimates on printing 
and fine papers which he considered as being overstated and the con- 
sumption estimates on printing and fine papers as being understated. 
If this were true, the result would be a tighter situation for com- 
mercial printers. 

Another committee member representing magazine publishers 
pointed out that the Magazine Publishers Association is about to 
release a report which will have a bearing on supply and demand 
through 1965, and he requested permission to submit part of this 
document, when released, for incorporation into the minutes of this 
meeting. 

Mr. Owens stated that he would welcome this submission. 

A committee member then suggested that the committee proceed 
with a review of the report with the privilege of submitting after the 
meeting written reactions, documented to the extent possible, for 
incorporation in the minutes. 

Both Mr. Owens and Dr. Paradiso indicated that such a procedure 
would be highly desirable. They reiterated that the report is subject 
to revision, and that they would welcome statements that would be 
helpful in reappraising the figures. 

Asked whether IAC members could keep the draft report for further 
study after the meeting, Mr. Owens stated that this would not be in 
keeping with the commitment made to the House Interstate and 
Foreign Commerce Committee that no public release would be made 
prior to submission of the report to that body. He explained that 
arrangements had been made with the House committee to make the 
report available to committee members for discussion purposes, and 
that the original plan was to schedule a 2-day meeting, part of the 
first day of which would be devoted to reading the report. Unfortun- 
ately, schedules of committee members did not permit this. The plan 
was adjusted then to make the report available to members of both 
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the producers and consumers groups on the day prior to their respec- 
tive meetings, and this has been done. Mr. F. W. Mears, Assistant 
Administrator, BDSA, also pointed out that the House committee 
intends to hold hearings on the report. 

A committee member asked for a report on the reaction of producers’ 
representatives to the report. Mr. Neubrech stated that the pro- 
ducers’ committee submitted constructive suggestions on statistical 
matters, accuracy, etc. It was very helpful in suggesting means by 
which this re port could be made more accurate in various Ways. 

Representatives of the container board consumers’ segment of the 
industry stated that the estimated annual growth of 3.4 for this prod- 
uct corresponds with their own information on the subject. They also 
indicated that they were in no position to comment on the capacity 
estimates. 

A member of the newsprint consumers segment indicated that 
Mr. Cranston Williams, general manager of ANPA, expects to appear 
before the House committee as spokesman for newsprint consumers. 
He asked whether Mr. Williams would be given the opportunity of 
examining the report as revised prior to that appearance. 

Mr. Owens indicated that Mr. Williams would have an opportunity 
to review the report when it is released by the House committee. 

Another newsprint consumer stated that he was pleased with the 
report, although he indicated some surprise at the projection of news- 
print capacity. 

A representative of the dissolving woodpulp consumers’ segment, 
which uses 5 percent of the total pulp production, prefaced his com- 
ments with the remark that he can find nothing wrong with the con- 
clusions reached in the re port insofar as his industry is concerned. 

Another member said the flexible packaging industry consumes a 
relatively smal) proportion of the total overall paper production in 
spite of the fact that it is an important and growing industry, but felt 
also that the supply-demand report pre pared by the Department of 
Commerce, BDSA, was, to the best of their full knowledge and belief, 
as accurate and realistic as could be prepared. 

A representative of the Business Forms Institute reported that his 
segment of the industry is interested in fine papers. If the projection 
of capacity and production as shown in the draft report is accurate, 
the industry would be satisfied with the report, he said, adding that 
the demand line for this particular industry appears somewhat on the 
low side, which may be attributable to the fact that demand is aver- 
aged. The committee member expressed amazement at the capacity 
figure, noting that demand in 1956 exceeded capacity but that capacity 
is Moving up rapidly. 

A consumer of special food and nonbending board stated that he 
was a member of the task group that met on December 4, and he 
declared that the report has been excellently prepared and that the 
projections represent the consensus of opinion expressed at the task- 
group meeting. 

A representative of the commercial printing industry concurred 
with the views expressed earlier in the meeting by Mr. Reuel D. 
Harmon. Mr. Owens pointed out that Mr. Horace He rt, Assistant 
Director for Printing and Publishing, Forest Products Division, BDSA, 
has attempted to determine whether an inventory-accumulation prob- 
lem existed in 1956, and that replies to his inquiries are in the negative. 
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The committee member confirmed this finding, pointing out that the 
commercial printing industry does not have the capacity to store 
sizable quantities of printing paper. 

Directing his question to Dr. Paradiso, the committee member asked 
whether he took trends into account in making the various correla- 
tions. Dr. Paradiso referred to the chart on printing papers explain- 
ing that, rather than getting into a morass of detail in attempting to 
define each trend, he used one aggregate figure which encompasses 
certain underiying trends in industrial production which is influenced 
by population erowth, etc. In plotting the chart for ne: papers, 
for example, the war years were found to be out of line, i. e., there 
was no normal consumption pattern in relation to industrial amivian, 
Also a sharp rise was revealed in 1956 which is unaccounted for by 
anything happening in industrial production. The conclusion drawn 
from this was that an inventory accumulation existed. If that is not 
the case, then an explanation must be found for the large rise, because 
industrial production indicates a movement of a smaller amount. No 
account was taken of trends which might develop in packaging ex- 
plicitly. Such trends are implicit, however, to the extent that they 
are reflected by past experience. Dr. Paradiso offered to consider 
any factor not previously used that can be shown to influence the 
projections. Mr. Neubrech added that the 1956 figure on ‘‘apparent 
printing paper consumption” is, in effect, production plus imports 
minus exports. The indicated 1956 level of consumption is about 
250,000 tons above the projection line. Some of this probably rep- 
resents inventory buildup according to census inventory figures from 
wholesale paper merchants which includes printing and fine papers. 
He said that he would welcome information showing the existence of 
increased consumption during 1956, or further evidence of inventory 
replacement of printing papers in 1956. 

Asked whether the committee would be given an opportunity to 
examine the report again if it is revised, Mr. Owens pointed out that 
the report is the responsibility of the Department of Commerce. He 
also indicated that minutes of this and the producers meeting will 
become part of the report. He stated that committee members will 
receive copies of the minutes prior to their attachment to the report, 
and he invited comments as to the completeness of the minutes. He 
also asked that supplementary statements be submitted by May 9, 
1957." 

Mr. Owens then called a recess for lunch. 


AFTERNOON SESSION 


After opening the afternoon session, Mr. Owens called for discussion 
on the various product categories covered by the report, starting with 
newsprint. 

Newsprint.—A representative of the newsprint consuming segment 
of the industry, after explaining why he had deferred comment on the 
report up to now, stated that as a former WOC Director of the Forest 
Products Division he had seen the report in varying stages and had 
observed the great earnestness with which Division personnel tackled 
this tremendous task. Expressing both his desire for more newsprint 
and his personal opinion as a newspaper man and a newsprint con- 


1 See four supplementary statements attached. 
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sumer, the committee member stated his belief that the people who 
prepared the report have done a good and fair job. Emphasizing 
that studies such as this are best left in the hands of Government 
career people who devote their time and energies to the interests of 
both Government and industry, the committee member stated that he 
is willing to accept the report as it pertains to newsprint. 

Paper used in printing and publishing— Representatives of this 
segment of the industry again indicated that they would submit 
supplementary statements. 

Fine papers.—No comment. 

Coarse and special i 

Sanitary and tissue papers —No comment. 

Container board—No comment. 

Bending board.—No comment. 

Special food board.—No comment. 

Nonbending and other paper boards —No comment. 

Building paper —No comment. 

Building board.—No comment. 

Export demand.—No comment. 

Supply of paper and board, domestic capacity.—No further comment 
beyond that of the morning meeting. 

istimated import supply. “No comment. 

Relationship of paper and board net demand with supply.—No com- 
ment. 

Domestic demand for woodpulp.—A committee member referred the 
committee to the discussion on dissolving pulp in the 1 report where a 
statement appears that the production of cellophane in 1955 required 
about 170,000 tons of dissolving woodpulp. He believed that the 
figure should be closer to 190,000 tons. 

Commenting on future demand for dissolving woodpulp, which is 
covered in the general notes in the report, one aspect not mentioned, 
the committee member said, is the price relationship between rayon 
yarn and other competitive types of yarn. 

For example, if the price-support program with respect to cotton 
is either abandoned or curtailed in some way, the price of cotton might 
drop to a point where it would compete seriously pricewise with rayon. 

Export demand for woodpulp.—The committee member believed 
that the estimate of export demand of 25,000 tons annually is con- 
servative, but he indicated that he w ould he inclined to defer to the 
producers’ judgment on this point. 

In answer to Mr. Neubrech’s question as to demand by foreign 
countries for dissolving pulp for production of rayon and rayon textiles, 
the committee member said that the remarks in the report on this 
matter are quite pertinent. 

Waste paper and other fibrous materials —No comment. 

Indicated requirements for other basic raw materials—No comment. 

World newsprint demand-supply situation—No comment. 

United States forest resources —No comment. 

Minutes of task group.—No comment. 








omment. 


CLOSING REMARKS 


Mr. Owens told the committee that Mr. O’Connor, because of prior 
commitments, was unable to be present at the afternoon session of the 
meeting. The issues which Mr..O’Connor had raised in the meeting 





Oo rretUN O&O 


cr @ 


PULP, PAPER, AND BOARD SUPPLY-DEMAND 213 


were discussed with him briefly during the luncheon recess, and Mr. 
Owens doubted that any basic irreconcilable differences exist between 
his views and those outlined in the report. 

Both Mr. Owens and Mr. Mears expressed their appreciation to the 
committee members for taking time from their personal affairs to 
attend the meeting. 

Mr. Owens also told the group that if the House Interstate and 
Foreign Commerce Committee has the report printed, a copy will 
be provided each member of this committee. 

Speaking for the group, a committee member expressed appreciation 
for the privilege of participating in the meeting and extended compli- 
ments to Forest Products Division staff members for their efforts in 
compiling this report. 

Subsequent to the above meeting, the following explanatory note 
was prepared by the Forest Products Division, BDSA: 

“Tn addition to the review of newsprint and printing paper domestic 
consumption trends by the Consumers IAC, several informal discus- 
sions were held with representatives of the printing industries and 
their trade association executives and economists. During the course 
of these discussions, Dr. Paradiso made an exhaustive analysis of 
printing¥ paper domestic consumption trends correlated with (1) 
industrial production, total; (2) industrial production, nondurables; 
(3) industrial production, durables; (4) real disposable income; (5) 
real gross private product; (6) real consumer expenditures for non- 
durable goods and services; (7) real per capita disposable income; and 
(8) real total consumer expenditures. 

“Tt was determined that total industrial production resulted in the 
best correlation for the various time periods that were suggested by 
industry representatives. To clarify the statistical presentation on 
printing papers, special notations were made in the text, tables, and 
charts of the report respecting printing paper apparent consumption 
in 1956.” 

SUPPLEMENTARY STATEMENT No. 1 


May 15, 1957. 
Memorandum from the Magazine Publishers Association: 


Concerning the future supply of paper, there is a variance between 
the amount available for consumption as shown in the proposed 
BDSA report and one which I have prepared. My correlations were 
based on personal consumption expenditures using a correlation devel- 
oped between those and paper consumption figures as stated through 
the years 1948 through 1956. My projections, in thousands of tons, 
are as follows: 


BO <n ascnseacss mai desvinslsihe wwe a neuen aces cae 4, 341 
tC TTR ENAS EMIT ARN NITES CALS TET CNG Ta TT 4, 480 
1000iik < cdisuoeodyaca tas Uleesoled ee pao aki Wack beeen 4, 624 
BID G.< «+ v4 daenicsentinsléniewnesndueemmantid masa eis eee 5, 315 


These are slightly above the projections used in the Government 
report. The Government report uses the correlation between indus- 
trial production and printing paper consumption, but in making their 
projections they have selected certain years before 1947 and have 
omitted 1952, 1953, and 1956. I understand these omissions have 
been made because of what the Government believes to have been 
depletion and increases in inventory. In my opinion the years before 
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1947 should be omitted and from 1947 through 1956 all years should 
be included. Passage of the Full Employment Act in 1946 has 
changed the economic climate so that, in my opinion, data before 
1947 are irrelevant. That gives us only 10 years as a basis and, 
taking these 10 years, there has not been more than ordinary inven- 
tory fluctuations. In my opinion, the results of a correlation study 
will not be distorted by inventory cycles if the full 10 years are taken, 
and I believe the Department ‘of Commerce projections will agree 
more closely with mine if they use these 10 years as a basis. 

With respect to capacity data used in the preliminary report, at 
the meeting in Washington on May 14, 1957, announcement was 
made that the report would show, in addition to the “all-out” capac- 
ity figures, capacity on a 310-day basis, which is the customary basis 
upon which capacity has been stated in the past by paper industry 
trade associations. The present production ratio as ‘published by the 
Paperboard Association is on a 6-day week basis or 312 days a year. 
The American Paper and Pulp Association production ratio is on a 
slightly different basis, but their annual capacity surveys have here- 
tofore been on a 310-day year basis. In no one year on this basis 
has the ratio of production to capacity been more than 99 percent. 
There is a long series of percentages of production to capacity run- 
ning back to 1899 on this basis. To change the basis would require 
reorientating a large body of thought, and the psychological effect 
would doubtless have serious repercussions from many angles. 

Another important aspect of the preliminary report is that, so far 
as I was able to determine during the short time I had it, the projected 
end of the vear capacity is compared with the estimated consumption 
of that year. It seems to me that the average of the two adjacent 
year-end capacities should be compared with the yearly consumption. 
For example, in my April report to the magazine publishers, I quoted 
the 310-day capacity in thousands of tons as 


Year end 

1956 - : 4, 042 
1957 Bae, 4, 442 
Average 4, 242 


This procedure is a rough recognition that in a growing industry 
new productive capacity comes in at various times in the year and that 
the year-end capacity is higher than the actual capacity available to 
make paper during that year. 

To sum up, I believe that the projection of demand is too low by 
about 100,000 tons, although that is a comparatively small percentage 
difference and is easily accounted for by the different methods of 
approach. 

However, the more serious problem, in my opinion, was the state- 
ment of planned new capacity as originally set forth. I hope that the 
revised plan will avoid creating the strong psychological reaction which 
I expect would have taken place if the original statement and charts 
had been included in the report. 


Dr. Louis T. STEVENSON, 
Consultant to the MPA Paper Committee. 
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SUPPLEMENTARY STATEMENT No. 2 


Facts Recarpinc Paper INVENTORIES Wuicn ReLate to Bots 
PRINTING PAPERS AND FINE Papers, DECEMBER 1956 as COMPARED 
To DECEMBER 1955 


(Statement from Printing Industry of America, Inc.) 


The proposed Department of Commerce report presents the opinion 
that papers are not accumulated in printers’ inventories. This 
opinion 1s supported by the annual ratio study prepared by Printing 
Industry of America. Since 1921 PIA has annually compiled a ratio 
study which is prepared from financial reports submitted by its mem- 
bers. The compilation is made by an independent organization, the 
Accounting Corporation of America, and the study is recognized 
throughout the country as an authoritative statistical indicator of 
printing industry conditions. This has frequently been compared 
with the data compited and published by the Federal Trade Com- 
mission—Securities and Exchange Commission in their quarterly 
financial report, and over the years we have found that our data 
corresponds very closely with ‘the Government data in all major 
respects. The final report for the year 1956 has not as yet been 
published. A special tabulation shows that there was a sales increase 
exceeding 9 percent in 1956 as compared with 1955. The inventory 
situation shows an increase of 0.63 percent for December 31, 1956, 
over December 31, 1955, without adjustment for the increase in the 
cost per pound of paper. After adjustment for price increases, there 
actually is a decrease in tonnage of printers’ and lithographers’ 
inventory of printing and fine papers. 

Many commercial printers obtain their paper requirements from 
paper merchants. The data here show that there was at most not 
more than a 3.2 percent increase in the inventories of paper on hand 
with the paper merchants at the end of 1956 as compared with 1955. 
The National Paper Trade Association has completed its annual 
official study for the year 1956. This study is about to be published. 
This study, after adjustments are made for price increase, shows an 
inventory increase at the end of 1956 of approximately 3.2 percent. 
The Government report already states that there was no accumula- 
tion of printing papers at the paper mills. 

At most there has not been more than a 3 percent increase in the 
inventories of printing papers and the actual figure is certainly below 
3 percent. There was an increase of 9 percent as shown by the draft 
of the report in the 1956 tonnage. This figure is supported by the 
following facts: 

The PIA ratio studies show an increase in sales exceeding 9 
pel reent. 
The national paper trades study shows an increase in sales in 
19: 6 of approximately 10 percent. 
Textbook production was up 11 percent. 
The manifold business forms industry showed an increase in 
ac tual paper consumed of over 9 percent. 

These and other statistics which are available clearly show that 
any assumption which indicates that the increase in use of printing 
papers in 1956 can be attributed to a buildup of inventories is sub- 
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stantially incorrect. Not more than 3 percent can be attributed to 

inventory buildup and that figure is optimistic. The balance of the 

consumption went into an increased volume of printed products. 
May 14, 1957. 


SUPPLEMENTARY STATEMENT No. 3 


Wess PusiisHine Co 
Printine Division, 
St. Paul, Minn., May 17, 1957. 
Mr. James M. Owens, 
Deputy Director, Forest Products Division, 
Business and Defense Service Administration, 
Department of Commerce, Washington, D. C. 

Dear Mr. Owens: At our meeting on April 30, 1957, it was agreed 
that I should advise you why I objected to the proposed report. I 
agreed where possible to obtain data to support my objections. 

My specific reasons for objecting to the report are: 

The report indicates a consumption for printing papers for the 
sad 1958 which is lower than the actual experience in 1956 as shown 
in your report. 

2. Printing papers are the only grade showing a decrease in 1958 
as against 1956. 

3. The report eliminates 1956 as a year on which future projections 
are based. 

4. In table 1, United States production, printing papers show the 
smallest percent increase, 1965 over 1956. Fine papers, in which we 
are also interested, are the second lowest. 

5. In this same table the percent increase for printing papers, 1965 
over 1956, is less than one-half of the percent increase for total paper 
— board. 

The mill capacity shown for printing papers for 1958 exceeds the 
disthed consumption and the projected production for 1965. . The 
1958 capacity as stated in the report is greatly in excess of 1958 pro- 
jected consumption and production. This we believe reflects an 
overstatement of mill capacity. 

7. What we consider to be underestimates in printing paper con- 
sumption and overstatements in capacity does, in my opinion, create 
a final conclusion for all papers which may mislead those who rely on 
“% report for future planning. 

. It was evident at the meeting on April 30 that my associates had 
shia’ same reaction to the final conclusions of the report. This in 
itself is a reason for objecting to the report. 

The presentation of these reasons to you, I think, fulfills what you 
must have expected of me as a member of the advisory committee. 
In looking over the membership of that committee with men such as 
Mr. Chandler, Mr. O’Connor, Mr. Weyer, Mr. Brenn and myself, 
having but a few hours to review a 142- -page report full of technical 
information and involved economic projections, you could only be 
expecting what might be termed a “commonsense” reaction to the 
finding of the report. I would assume that if from our background 
and personal experience the report appeared to be satisfactory, you 
could then send it to the Congress with a feeling of assurance. By ‘the 
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same standard, if we felt the report reached an incorrect conclusion 
you would then send it back for additional study. The latter, of 
course, was the case. 

I personally am not in a position to submit detailed data to support 
what are my commonsense reactions based on industry experience. 
I have checked my views with various responsible people in the print- 
ing and publishing field and they agree. I was somewhat surprised 
in checking this matter with people from the paper industry to find 
that there appears to be general disagreement with the report by paper 
industry representatives. Certainly this is true with respect to the 
projections on printing paper consumption and capacity. 

The Department is certainly in position to recheck its findings or to 
consult additional sources to examine those points which we question. 
In an effort to be helpful I have asked the Washington office of Printing 
Industry of America, Inc., to collect and send such information as it 
can in relation to the objections which I have cited. 

There is enclosed a copy of my letter to Mr. McCoy which is the 
result of my visit with Mr. MeCoy on April 30, 1957. 

I am certain that in your position as Deputy Head of the Division 
which represents newspapers, magazines, books, both publishing and 
printing, and specialty and commercial printers and lithographers 
you will see that nothing goes to Congress on which we are in sub- 
stantial disagreement. We do not request special treatment, but we 
do not wish to be the victim of pure statistical projection when all 
commonsense and historic data indicate to the contrary. 

Sincerely yours, 
Revet D. Harmon, President. 


SUPPLEMENTARY STATEMENT No. 4 


Tue Unirep Sratres Printing & LirHoGrapsH Co., 
New York, N. Y., May 7, 1987. 
Mr. H. B. McCoy, 


Administrator, Business and Defense Services Administration, 
Department of Commerce, Washington, D. C. 

Dear Mr. McCoy: We sincerely regret that, as one of the repre- 
sentatives of the consuming industries, we could not have had sufficient 
time before the meeting on May 2 to fully digest the 142-page pulp, 
paper, and board supply-demand report. It had not been available 
until the late afternoon of the preceding day. Furthermore, since the 
report was withdrawn at the conclusion of the meeting, there has been 
no opportunity for any extended study of the many complex tables 
and charts which it contained. Because of the basic importance of 
this study, representatives of the consuming industries should have 
been afforded a reasonable opportunity to study this voluminous 
report. 

Now, as to the report itself, several points should be raised. 

It is our understanding that the figure for consumption of printing 
papers in 1956—although available—was eliminated in the projection 
of paper consumption by reason of the fact that it showed a substan- 
tial increase over consumption in 1955. It was argued that this 
increase represented inventory accumulation rather than actual con- 
sumption—this we do not believe to be true. Discussions within our 
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own company and with other producers of printed and lithographed 
materials since the meeting substantiate our opinion that 1956 sales 
(and, hence, paper consumption) in the printing and lithographic in- 
dustries were the largest in history, and that the 1956 consumption 
figure does not represent inventory accumulation. If there were any 
inventory increases, they must have been in stocks held by the paper 
merchants. 

Statistically, we are not in a position to know what effect the 
elimination of the 1956 consumption figure would have on the projec- 
tion curve. However, the present projection of printing papers 
consumption which indicates for 1965 only a 19.3 percent increase over 
1956—and one which actually projects paper consumption in 1958 at a 
level only approximating 1956—is, on any basis of reason, a fallacious 
assumption. But it is our understanding that when the 1958 actual 
figures are available, these projections will be reevaluated. It is our 
opinion that such a future reevaluation will substantiate our position, 

In conclusion, it is believed that the new basis on which paper 
capacity has been estimated is open to serious question. It is defined 
in the report as follows: “‘Practical maximum capacity is defined as the 
full possible practical daily tonnage that could be produced with full 
use of equipment, assuming adequate raw materials and labor. The 
annual capacity would be the full daily capacity multiplied by the 
number of days per year that a mill could operate, assuming an all- out 
demand for all products of the paper and paperboard industries.”’ 

The report further states that the paper industry has traditionally 
operated on a 310-day production year, but the new definition would 
indicate that estimates are based on a 340- or 350-day year. The 
report continues: “The future capacity estimates were compiled in 
late 1956. Since then some pulp, paper, and board companies have 
announced decelerated expansion programs.” We find no indication 
in the report that the capacity estimates were revised downward in 
line with these decelerated expansion programs. 

Since our meeting on May 2, 1957, we have been advised that it has 
been decided that pulp, paper, and board capacity will be shown both 
on the traditional 310-day basis and the inflated new basis without 
official recommendation as to the acceptance and use of either method. 
This decision somewhat ameliorates our objection. 

It is our understanding that this letter will become a part of the 
official record and report. 

Respectfully, 


K. W. Weyer, Vice President. 


O 
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June 17, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. WiittaMs of Mississippi, from the Committee on Interstate and 
Foreign Commerce, submitted the following 


REPORT 


[To accompany H. R. 8053] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (H_ R. 8053) to authorize funds available for construc- 
tion of Indian health facilities to be used to assist in the construction 
of community hospitals which will serve Indians and non-Indians, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 


PURPOSE OF LEGISLATION 


The purpose of the legislation is to authorize the Surgeon General 
to provide financial assistance to public or other nonprofit agencies 
or organizations for the construction of community hospitals if he 
determines that such assistance constitutes a method of making 
needed hospital facilities available for Indians which is more desirable 
and effective than direct Federal construction of hospitals for Indians. 

Public Law 568, 83d Congress (68 Stat. 674), which was approved 
on August 5, 1954, transferred to the Public Health Service (under 
the supervision and direction of the Secretary of Health, Education, 
and Welfare) the responsibility, previously lodged in the Bureau of 
Indian Affairs of the Department of the Interior, for providing health 
services to Indians. ‘The bill reported by the committee would not 
expand the responsibilities of the Public Health Service for providing 
health services to Indians. It would merely authorize an additional 
means of carrying out the Surgeon General’s existing responsibilities 
for the conservation of Indian health. 

The legislation would not authorize any new expenditure of funds. 
It would simply permit appropriations available for the construction 
of Indian health facilities to be used, in combination with funds from 
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other sources, for the construction of facilities which would serve both 
Indians and non-Indians. In the past, Congress has authorized such 
cooperative projects in specific localities, as for example in Bernalillo, 
N. Mex. (63 Stat. 1049), and in Galen, Mont. (61 Stat. 729). 

In the exercise of his continuing responsibility for Indian health, 
the Surgeon General of the Public Health Service is required to deter- 
mine the extent to which hospital and other health facilities are needed 
to meet the requirements of the Indian health program. Requests 
for funds for the construction of necessary facilities (usually specifying 
the particular facilities proposed for construction) are included in the 
Executive budget submitted to Congress annually. 

Many Indians served by the Public Health Service program are 
located in remote areas where health services can be provided only in 
special hospitals and other health facilities constructed and operated 
by the Federal Government for that specific purpose. For some Indian 
groups, however, it is possible to utilize facilities in nearby communi- 
ties, and construction of such facilities for joint use by Indians and 
non-Indians would be mutually beneficial. 

The amount of assistance which may be extended by the Surgeon 
General may not exceed that portion of the reasonable costs of the 
construction project which is attributable to the Indian health needs 
as determined by the Surgeon General. In making this determination, 
the Surgeon General may take into account only those categories of 
Indians for which hospital and medical care, including outpatient care 
and field health services, is being provided by or at the expense of the 
Public Health Service on the date of enactment of this act. This 
limitation is not intended to restrict or limit in any way the exercise of 
the general authority of the Surgeon General (transferred to him by 
Public Law 568 of August 5, 1954) to determine the Indians to whom 
health and medical services are to be provided. 


HEARINGS 


The Subcommittee on Health and Science held hearings on April 9, 
1957, on identical bills, H. R. 2021 (introduced by Congressman 
Metcalf of Montana) and H. R. 2380 (introduced by Congressman 
Anderson of Montana). Asa result of the hearings and at the request 
of the subcommittee, the Department of Health, Education, and 
Welfare prepared an amendment in the nature of a substitute for 
these bills, which was introduced by Congressman Anderson of Mon- 
tana as a clean bill (H. R. 8053). The sponsors of this legislation, 
Congressmen Metcalf and Anderson of Montana, stated to the sub- 
committee that the provisions of the clean bill were superior to the 
original legislation introduced by them. 

The Department of Health, Education, and Welfare and the Bureau 
of the Budget recommend enactment of this legislation. 


BACKGROUND INFORMATION 


Of the estimated 472,000 full-blood and mixed-blood Indians who 
live within the continental limits of the United States, 335,000 are 
provided medical and health services by the Public Health Service. 
An additional 35,000 Alaska natives also receive such services. The 
Indian health program is carried out in 26 States and Alaska. Care is 





th 
lo, 


th, 
r- 
ed 
sts 
ng 
he 


re 
ed 


An 
ll- 


Lis 


CONSTRUCTION OF INDIAN HOSPITALS 3 


provided at 56 Indian health hospitals operated by the Service and at 
160 non-Federal hospitals under contracts. 

This legislation would appear to be of greatest usefulness in those 

areas where Indians already participate to some extent in community 
lanning. This is the case particularly in the Middle West, the 
Herthane, and Alaska. 

Testimony received by the committee indicates that there are a 
number of obsolete Indian hospitals located on reservations which 
are adjacent to non-Indian communities. The immediate replacement 
of these Indian hospitals is required if the Surgeon General is to dis- 
charge properly his responsibilities with respect to Indian health. At 
the same time, some of the adjacent communities are experiencing 
difficulties in financing needed hospital facilities for non-Indians. The 
construction of joint facilities in these cases might, therefore, prove 
beneficial both to the Indians and the non-Indians. 

In some areas, in the Middle West and in the Northwest, hospital 
facilities for Indians as well as non-Indians are completely lacking 
at the present time. While some of the communities in these regions 
have a high priority with regard to the construction of hospital facili- 
ties under the Hill-Burton program, they have experienced difficulties 
in raising the necessary matching funds. With joint planning and 
joint financing the possibility of obtaining badly needed facilities for 

oth Indians and non-Indians would be greatly increased. The 
proportionate sharing of overhead construction costs and costs of basic 
equipment (such as X-ray facilities, operating rooms and heating 
plants, for example) would tend to reduce the per-bed construction 
costs for both Indians and non-Indians. Thus both the Federal 
Government and the non-Indian communities would gain financially 
from the construction of joint community hospitals. Furthermore 
both the Federal Government and the local communities are likely to 
benefit greatly from reductions of per unit operating costs resulting 
from the operation of more efficient-sized hospitals and clinics. 


RELATIONSHIP TO HILL-BURTON PROGRAM 


The joint facilities that could be constructed under the provisions 
of this legislation would be of a more desirable size and type than 
separate facilities financed with Indian health appropriations on the 
one hand and local resources on the other hand. The joint facility 
might be a community facility constructed exclusively with private or 
public local funds or it might be a facility eligible for a Federal grant 
under title VI of the Public Health Service Act (generally known as 
the Hill-Burton program). The bill provides specifically, however, 
that any assistance made available pursuant to this legislation may 
not be counted as part of the matching funds required for a grant 
under the Hill-Burton program. The bill also provides that such 
assistance shall not in any way affect the eligibility of any project for 
aid under the Hill-Burton program. 

The categories of joint health facilities which are eligible for assist- 
ance pursuant to this legislation are hospitals and diagnostic or treat- 
ment centers as defined in title VI of the Public Health Service Act. 
Facilities of this kind have been constructed in the past for Indians 
under existing programs of the Public Health Service. 

The proposed new construction authority would not give to the 
Surgeon General any power to supervise or control the operation of 
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such joint facilities. The Surgeon General, however, may enter into 
agreements to assure the availability of any such community hospital 
for the provision of health services to Indians, and he may require 
that plans and specifications of such facilities shall meet such standards 
of construction and equipment as he may prescribe. 





APPENDIX 


DeparTMeNnt oF Heaurn, Epucation, AND WELFARE, 
Washington, D. C., May 1, 1957, 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. Cuatrman: In the Secretary’s letter to you of April 9, 
1957, reporting on H. R. 2021 and H. R. 2380, we said we were working 
on specific suggestions for substitute language to carry out the recom- 
mendations for revision of the bills which we made in our report, 

Attached is a draft bill which we believe would serve this purpose 
and we recommend its favorable consideration by your committee. 

The Bureau of the Budget advises that it perceives no objection 
to the submission of the enclosed draft bill to your committee. 

Sincerely yours, 
Exuiot L. RicHarpson, 
Assistant Secretary. 


A BILL To authorize funds available for construction of Indian health facilities 


to be used to assist in the construction of community hospitals which will serve 
Indians and non-Indians ! 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That whenever the Surgeon 
General of the Public Health Service, in carrying out his functions 
under the Act of August 5, 1954 (66 Stat. 674), determines, after 
consultation with the Indians concerned, that in a particular area 
the provision of financial assistance to one or more public or other 
nonprofit agencies or organizations for the construction of a com- 
munity hospital constitutes a more desirable and effective method 
than direct Federal construction, of obtaining needed hospital facilities 
for Indians in the area to whom the Public Health Service provides 
health services, he may provide such financial assistance from funds 
available for the construction of Indian health facilities for such 
Indians. 

Sec. 2. The amount of such financial assistance shall not exceed that 
portion of the reasonable cost of the construction project which is 
attributable to the Indian health needs, as determined by the Surgeon 
General: Provided, That in determining, for the purposes of this Act, 
the portion of the cost of the construction project attributable to 
Indian health needs, the Surgeon General shall take into account only 
those categories of Indians receiving hospital and medical care, 
including outpatient care and field health services, from or at the 


expense of the Public Health Service on the date of enactment of this 
Act. 


! The draft bill recommended by the Department of Health, Education, and Welfare was introduced and 
given the number H. R. 8053. 
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Sec. 3. As a condition to providing assistance under section 1, the 
Surgeon General shall— 

(a) require plans and specifications meeting such standards of 
construction and equipment as he may prescribe, and 

(b) obtain such assurances and agreements as in his judgment 
are equitable in the light of the financial assistance provided 
under this Act and are necessary to assure the availability of the 
facility for the provision of hospital and medical care to Indians 
and to assure compliance with State standards for operation and 
maintenance of hospitals which receive Federal aid under title 
hie of the Public Health Service Act (42 U.S. C., ch. 6A, subch, 

). 

Sec. 4. The Surgeon General shall make payments under section 1 
in advance or by way of reimbursement and in such installments con- 
sistent with construction progress, as he may determine. 

Sec. 5. Neither assistance provided under this Act for meeting part 
of the cost of construction of a hospital project, nor the giving of any 
assurance required as a condition of such assistance, shall be construed 
as affecting in any way the eligibility of such project for aid under 
title VI of the Public Health Service Act or any other Federal Act 
authorizing financial aid in the construction of such project, but con- 
struction costs met with Federal funds made available under this 
Act shall not be included in the cost of construction in which the 
Federal Government shares under such title VI or other Federal Act. 

Sec. 6. As used in this Act— 

(a) “Hospital” includes diagnostic or treatment centers and general 
hospitals, and related facilities, such as laboratories, outpatient de- 
partments, nurses’ home and training facilities, and central service 
facilities operated in connection with hospitals, but does not include 
any hospital furnishing primarily domiciliary care; 

(b) ‘Diagnostic or treatment center” means a facility for the 
diagnosis or diagnosis and treatment of ambulatory patients— 

(1) which is operated in connection with a hospital, or 

(2) in which patient care is under the professional supervision 
of persons licensed to practice medicine or surgery in the State, 
or, in the case of dental diagnosis or treatment, under the pro- 
fessional supervision of persons licensed to practice dentistry in 
the State. 

(c) “Nonprofit” means owned or operated by one or more corpora- 
tions or associations no part of the net earnings of which inures, or ma 
lawfully inure, to the benefit of any private shareholder or individual. 

(d) “Construction” means construction of new buildings, ex- 
ansion, remodeling, and alteration of existing buildings, and 
initial equipment of any such buildings (including medical trans- 
portation facilities), including architects and engineering fees, but 
excluding legal fees, the cost of off-site improvements and the cost 
of the acquisition of land. 

Sec. 7. Except as otherwise specifically provided, nothing in this 
Act shall be construed as conferring on any Federal officer or em- 
ployee the right to exercise any supervision or control over the admin- 
istration, personnel, maintenance, or operation of any hospital, with 


respect to which any funds have been or may be expended under 
this Act. 
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SUMMARY STATEMENT OF REVISIONS oF INDIAN-Community Hosprra, 


But H. R. 2021 (Mercatr), H. R. 2380 (Anpprson), S. 380 
(Murray) 


In reporting on these bills to the congressional committees to which 
they were referred the os jgualo recommended revision in order to make 
clear that the proposed program of cooperative construction—for 
meeting both Indian ae h and adjacent community needs—was 
intended as “an additional means of carrying out existing program 
responsibilities of the Service” for Indian health. 

‘here follow below: 
(a) a brief summary of the main features of the revised bill, 
as recommended by the DHEW, and 
(b) a list of the principal changes made by the suggested 
revisions. 
SUMMARY OF REVISED BILL 


1. Authority to assist community hospital projects.—In lieu of direct 
Federal construction to meet hospital facility needs of the Indian 
health program, the Surgeon General would be authorized to assist 
local community hospital projects (public or nonprofit) whenever he 
determined that, for Indians in a particular area to whom the Public 
Health Service was providing health services, such assistance would 
constitute a more desirable and effective means of obtaining the 
needed hospital facilities than would direct Federal construction. 
Such assistance could be provided only out of funds made available 
for the construction of Indian health facilities for the Indians in that 
area, and only after prior consultation with the Indians concerned. 

2. Amount of assistance-—The amount of assistance so authorized 
could not exceed that portion of the reasonable cost of the construction 
attributable to Indian health needs, as determined by the Surgeon 
General. In making this determination the Surgeon General would 
be authorized to take into consideration only those categories of 
Indians receiving services from the Public Health Service, or at its 
expense, on the date of enactment of the proposed act. 

‘Construction costs” would include new buildings, expansion, re- 
modeling and alteration of existing buildings and initial equipment 
(including medical transportation facilities) and architect’s and engi- 
neering fees; but would not include legal fees, the cost of off-site 
improvements or the cost of land acquisition. 

3. Conditions of assistance —Under section 3 of the bill, assistance 
under the act would be conditioned upon— 

(a) Plans and specifications which met prescribed standards 
for construction and equipment; and 

(b) Assurances and agreements which, in the judgment of the 
Surgeon General, were (1) equitable in the light of the assistance 
provided, (2) necessary to assure the availability of the assisted 
facility for the provision of hospital and medical services to 
Indians, and (3) necessary to assure compliance with State 
standards of maintenance and operation for hospitals which 
receive Federal aid under title VI of the Public Health Service 
Act. 

4. Relation to title VI and other Federal aid programs.—Section 5 
of the bill provides that neither the receiving of assistance under this 
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act nor the giving of any assurance required as a condition of such 
assistance shall affect the eligibility of the project for assistance other- 
wise available under the hospital survey and construction program or 
any other Federal aid program, but that construction costs met with 
funds made available under this act could not be counted as part of 
the cost of construction in which the Federal Government would 
share under any such other program of aid. 

5. Facilities included.—Assistance authorized under this act could 
be made available for general hospitals and for diagnostic or treatir ent 
centers and facilities related thereto, such as laboratories, outpatient 
departments, nurses’ homes and training facilities, and central service 
facilities operated in connection with them. Institutions furnishing 
primarily domiciliary care are excluded. The included facilities are 
defined as in title VI of the Public Health Service Act. 

6. Guarantee of noninterference.—Section 7 of the bill makes clear 
that it would not authorize Federal supervision or control over the 
administration, personnel, maintenance or operation of any facilities 
assisted under the act. 





[Public Law 568, 83d Congress, Chapter 658, 2d Session, H. R. 303] 


AN ACT To transfer the maintenance and operation of hospital and health 
facilities for Indians to the Public Health Service, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That all functions, responsi- 
bilities, authorities, and duties of the Department of the Interior 
the Bureau of Indian Affairs, Secretary of the Interior, and the Com- 
missioner of Indian Affairs relating to the maintenance and operation 
of hospital and health facilities for Indians, and the conservation of 
the health of Indians, are hereby transferred to, and shall be adminis- 
tered by, the Surgeon General of the United States Public HealthServ- 
ice, under the supervision and direction of the Secretary of Health, 
Education, and Welfare: Provided, That hospitals now in operation 
for a specific tribe or tribes of Indians shall not be closed prior to 
July 1, 1956, without the consent of the governing body of the tribe 
or its organized council. 

Sec. 2. Whenever the health needs of the Indians can be better 
met thereby, the Secretary of Health, Education, and Welfare is 
authorized in his discretion to enter into contracts with any State, 
Territory or political subdivision thereof, or any private nonprofit 
corporation, agency or institution providing for the transfer by the 
United States Public Health Service of Indian hospitals or health 
facilities, including initial operating equipment and supplies. 

It shall be a condition of such transfer that all facilities transferred 
shall be available to meet the health needs of the Indians and that 
such health needs shall be given priority over those of the non-Indian 
population. No hospital or health facility that has been constructed 
or maintained for a specific tribe of Indians, or for a specific group 
of tribes, shall be transferred by the Secretary of Health, Education, 
and Welfare to a non-Indian entity or organization under this Act 
unless such action has been approved by the governing body of the 
tribe, or by the governing bodies of a majority of the tribes, for which 











8 CONSTRUCTION OF INDIAN HOSPITALS 


such hospital or health facility has been constructed or maintained: 
Provided, That if, following such transfer by the United States Public 
Health Service, the Secretary of Health, Education, and Welfare 
finds the hospital or health facility transferred under this section is 
not thereafter serving the need of the Indians, the Secretary of Health, 
Education, and Welfare shall notify those charged with manage- 
ment thereof, setting forth needed improvements, and in the event 
such improvements are not made within a time to be specified, shall 
immediately assume management and operation of such hospital or 
health facility. 

Sec. 3. The Secretary of Health, Education, and Welfare is also 
authorized to make such other regulations as he deems desirable to 
carry out the provisions of this Act. 

Src. 4. The personnel, property, records, and unexpended balances 
of appropriations, allocations, and other funds (available or to be 
made available), which the Director of the Bureau of the Budget 
shall determine to relate primarily to the functions transferred to the 
Public Health Service of the Department of Health, Education, and 
Welfare hereunder, are transferred for use in the administration of 
the functions so transferred. Any of the personnel transferred pur- 
suant to this Act which the transferee agency shall find to be in excess 
of the personnel necessary for the administration of the functions 
transferred to such agency shall be retransferred under existing law 
to other positions in the Government or separated from the service. 

Sec. 5. The Act of April 3, 1952 (66 Stat. 35), and all other laws or 
parts of laws in conflict herewith, are hereby repealed. 

Sec. 6. This Act shall take effect July 1, 1955. 

Approved August 5, 1954. 
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AMENDING THE ADMINISTRATIVE EXPENSES ACT OF 
1946, AND FOR OTHER PURPOSES 


June 17, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Dawson of Illinois, from the Committee on Government Opera- 
tions, submitted the following 


REPORT 


[To accompany H. R. 7390] 


The Committee on Government Operations, to whom was referred 
the bill (H. R. 7390), to amend the Administrative Expenses Act of 
1946, and for other purposes, having considered the same, report 
favorably thereon with an amendment and recommend that the bill 
as amended do pass. 

The amendment is as follows: 

Page 3, line 2, after the word “formulated” add the words “or 
approved”’. 

PURPOSE OF THE LEGISLATION 


The purpose of the bill is to provide standards for the establishment 
and utilization of advisory committees within the Government. 
These standards are not designed to limit or restrict legitimate and 
proper advisory functions of such committees. On the contrary, they 
are intended to insure a minimum basic administrative control over 
the use of the committee device in government, and to provide the 
agencies and departments the means by which they may make a 
more intelligent evaluation of committee advice and recommendations. 
This bill should contribute to the effectiveness of the committee device 
as a tool of management, and serve as a minimum safeguard against 
committee usurpation of a managerial role. It will also afford a more 
informed basis for appraising the need for tighter regulatory control at 
the agency level. In short, this bill will require advance reporting of 
the formation of advisory committees as well as annual reporting of 
membership and functions of all such committees used by each depart- 
ment. As specified standards for the operation of advisory com- 
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mittees, the bill requires (1) formation of agenda by full-time salaried 
officials of the Government; (2) chairmanship by full-time salaried 
officials of the Government; (3) keeping of full and complete minutes 
of meetings; and (4) limiting the use of such committees to purely 
advisory functions. 

This bill is the first general legislative mandate that advisory com- 
mittees be recognized and treated as governmental instrumentalities 
and that their proceedings be fully recorded as official Government 
activities. The bill, in effect, constitutes legislative ratification of the 
present practice in many departments of establishing advisory com- 
mittees without specific statutory authority. It recognizes, subject 
to the standards and requirements provided therein, that such com- 
mittees may be used to advise and recommend with respect to any 
function or responsibility which a department is authorized or required 
by law to perform or assume. 


BACKGROUND 


Advisory committees are not a new instrumentality of government 
and their value as an aid to efficient administration has become 
recognized through use. However, until recent years these committees 
have been relatively few in number and did not constitute a significant 
factor in the formulation of administrative policy. That situation 
has changed materially during the past 20 years. The advisory 
committee device has increased in popularity to such an extent that 
the United States Government is now using over 35,000 committees 
of one kind or another. 

In the course of study made by this committee in 1955 and 1956, 
of the use of experts and consultants by the Government agencies, the 
advisory committee phase of the general subject was given some 
attention. On November 21, 1955, a questionnaire was sent to all 
Government agencies and establishments requesting data concerning 
the formulation and use of such committees and similar groups. The 
letter quoted herein provides general information as to the scope of 
the inquiry: 

Please furnish this committee by January 1, 1956, the following 
information with regard to all committees created by and/or advising 
your Department and any of its constituent parts since January 1, 
1953, if there is serving on such committee any person other than a 
regular full-time Federal employee compensated on an annual basis: 

1. Name of committee and its functions and duties. 

2. Date committee was created. 

3. Membership of committee (give names of individuals). 

4. Statutory authority for creation of committee. 

5. Copy of document creating committee and/or authorizing its 
functions and activities. Also copy of all amending documents to 
date. 

6. By whom are members of committee appointed and for what 
terms of office? 

7. With whom does the committee advise and consult? 

8. In what manner and in what amounts are members of this com- 
mittee compensated and/or reimbursed for expenses? Please cite 
authority. 

9. How often does the committee meet? Where does it meet? 
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10. Who has authority to convene the committee? 

11. Who appoints the chairman, secretary, and other officers of the 
committee? 

12. Who is responsible for keeping minutes of the commitiee’s 
meetings? 

13. Where are these minutes kept on file? 

14. Are the minutes of the meetings available for public inspection? 
If not, cite authority for restricting access to such minutes. 

15. What publicity i is given the meetings of the committee and who 
is responsible for giving out such publicity? 

16. Give dates and places of committee meetings since January 1, 
1953. 

17. Who prepares agenda for committee meetings? 

18. Who has authority to place items on committee agendas? 

19. Does the committee communicate recommendations or other 
advice to your department in written form? Any other form? 
Describe. 

20. Does the committee have any staff, part time or full time? 
Describe staff, giving names, full-time affiliation, and salary, if any, 
received from the Federal Government, or other sources. 

21. Give background, business connections, and qualifications in- 
cluding non-Federal affiliations of members of committee and its staff. 
This applies only to organizational connections from which income is 
derived and/or which involve holding a position as officer or trustee 
of a non-Federal organization concerned with a business or industry. 

22. List reports made by committee since January 1, 1953, other 
than committee minutes. 

Sincerely yours, 
Wuu1am L. Dawson, Chairman. 


The replies to this questionnaire have been published as a committee 
print and are made a part of the record pertaining to this bill. Asa 
part of the continuing study in this field, the departments have been 
requested to revise the material furnished on advisory committees 
to January 1, 1957. The supplemental data furnished as a result of 
this request is now in the committee files. 

As early as 1951, the Antitrust Division of the Department of Justice 
began showing concern in the field of industry advisory committees. 
The fact that some members of such committees are frequently so 
close to the problems on which they are asked to give advice stimulated 
the Department of Justice to seek possible safeguards against any 
illegal trust combinations. To that end the Department prescribed 
certain minimum standards for the use of advisory groups and sug- 
gested the adoption of these standards by all departments and agencies 
concerned. At a hearing before this committee on May 15, 1956, 
Judge Stanley N. Barnes, then head of the Antitrust Division of the 
Department ‘of Justice, testified that approximately 5,400 advisory 
committees were being utilized throughout the Government, but that 
a large proportion of these had been created by statutes specifying the 
purpose, composition, or conduct thereof, and which statutory 
standards, he claimed, took precedence over those suggested by the 
Department of Justice. He further testified that of the remaining 
1,393 committees, less than 50 percent, or only 615, were complying 
with the standards. 
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On the basis of the data and information collected by the com- 
mittee, H. R. 3378 was introduced to make compliance by all advisory 
committees with these standards a matter of statute. At the initial 
hearing on this bill held March 28, 1957, the Subcommittee on Execu- 
tive and Legislative Reorganization heard testimony on the technical 
composition and language of the bill, and on the basis thereof directed 
that it be redrafted and reintroduced as a clean bill. H. R. 7390 
contains substantially the same provisions as H. R. 3378 and embodies 
the changes suggested by the sponsor and the subcommittee. 

Data collected by the committee is not conclusive as to the number 
of advisory committees which would be subject to the provisions of 
the proposed legislation. Furthermore, it has not been possible to 
reconcile completely the data cited by the Department of Justice. 
However, the material furnished by the departments has been 
analyzed by the committee staff with the view to arriving at some 
realistic estimate of the number of advisory committees this bill would 
affect. In analyzing this data, there were eliminated from considera- 
tion approximately 31,000 Agricultural Stabilization and Conservation 
county and State committees, and in excess of 3,000 Farmers’ Home 
Administration county and State committees. In addition to these, 
there were excluded several thousand local committees concerned with 
the use of public lands for grazing purposes and local groups enlisted 
by the Treasury Department to assist in the promotion of the sale 
of savings bonds. Aside from these large groups, the inclusion of 
which would have seriously distorted the problem area involved, the 
committee has made every effort to present a factual picture of the 
extent to which advisory groups are actually being used. For exam- 
ple, in the case of the Department of Commerce, its representatives 
testified that it used about 500 committees. That figure has been 
reduced by eliminating from consideration inactive or standby groups 
and, as a consequence, only 251 are counted for that Department. 
By this method of analysis, the best estimate of the number of advisory 
committees governmentwide is between 1,700 and 1,800. 


NEED FOR LEGISLATION 


The real function of an advisory committee is to give advice. How- 
ever, the value of that advice to the Government administrator as an 
effective tool of management frequently is directly related to the 
accuracy of his evaluation of the factors which motivated the advice. 
Complete and factual information upon which to base his judgment 
can only be obtained through fundamental administrative controls 
over the activities and functions of the advisory body such as this 
bill would require. 

It is true, as urged by many of the departments, that these control 
measures might be invoked and enforced by administrative action 
without resort to legislation. However, it is equally true that effective 
administrative action has not been taken and over 50 percent of the 
advisory committees now in use are subject to little or no regulation. 

The theory underlying the use of advisory committees is so funda- 
mentally sound that little or no opposition to the device is ever heard. 
Most people are reluctant to assume a position which may be construed 
as Opposition to an institution which makes available to the Govern- 
ment at little or no cost the best technical brains and experience of all 
fields of business, industrial, or professional endeavor. The committee 
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is in full accord with the basic theory behind the advisory committee 
system, but it also realizes that under the veil of secrecy which now 
surrounds the activities of these groups, it is possible and entirely 
probable that some of them are established not for the primary purpose 
of giving advice. 

The committee suggests that the advisory committee system as it 
now operates may be channeled into a cenvenient and effective source 
of support for established programs or policies or those contemplated 
by the Government administrators. Under the ostensible objective 
of seeking advice and counsel, the real purpose may be in many 
instances to enlist support of the regulated in the process of regulation. 
In this manner, advisory committee activities may be directed into 
channels for the accomplishment of objectives which the departments 
legally may not directly pursue. A selling campaign may be subtly 
initiated by encouraging favorable public statements by committee 
members and the interest groups from which they come. Lobbying 
programs and partisan political activity are also distinct possibilities 
under this type of committee usage. The committee believes that, 
in any event such advisory committees should be exposed to the light 
of congressional and public scrutiny and not be sanctified by wearing 
a halo of bona fide advisory committee activity. Mandatory ob- 
servance of the standards provided in this bill will accomplish that 
objective. 

Dangers inherent in the use of advisory committees in Government 
are not imaginary. The Department of Justice recognized one area 
of danger when it proposed standards of operation designed to mini- 
mize possible antitrust law evasions. Of equal significance is the field 
of conflicts of interest. All members of advisory committees to some 
degree represent segments of special interest which frequently do not 
coincide with the interests of the country as a whole. An advisory 
body composed of members outside the Government and not answer- 
able to the people or to the Congress for their actions should never be 
placed in a position where it can assume the functions of a board of 
directors or indirectly usurp the managerial functions which are the 
responsibility of the governmental agency. 

The provisions of this bill are not designed to prevent the question- 
able activities suggested or to eliminate all the dangers cited. The 
proposed law, however, will fill a need which admittedly has not been 
accomplished by administrative action. It will clothe these commit- 
tees with official status and make their proceedings a matter of official 
record subject to review by the General Accounting Office and other 
reviewing and law-enforcement agencies of the Government. In 
short, it will serve to create and maintain a factual record from which 
the Congress may be kept informed and, therefore, may be better able 
to give intelligent consideration to the possible necessity for further 
legislation in this area. 


SECTION-BY-SECTION ANALYSIS 


Subsection (a) requires a report from the head of a department not 
less than 30 days before an advisory committee is to be established 
in his department. If the committee is to be established pursuant to 
specific statutory authority, the report is to include an appropriate 
identification of the committee and a citation of the specific statute 
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relied upon as authority. If there is no specific authority for creating 
a committee, and the department relies solely on implied authority 
under organic or other legislation, the advance report is to include a 
citation of such general provision of law. In such cases the report 
should also contain an administrative determination that the services 
of the advisory committee are in the public interest, and the reasons 
upon which the determination is based. 

The subsection also requires that the advance report with respect 
to all committees to be established after the effective date of its enact- 
ment, under both specific and implied authority, shall contain the data 
set forth in part (2) thereof. 

The term ‘‘department’”’ as used in this subsection is, of course, 
subject to the definition contained in section 18 of the Administrative 
Expenses Act of 1946. The term “area of interest” as used in part (2) 
subpart (A) is intended to identify the particular business or industry 
with which the proposed committee member is associated, e. g., 
General Motors Corp.; or if such specific information is not available 
at the time of the report, to identify the segment of industry, business 
or professional life, from which each member is to be drawn. 

Subsection (b) sets forth the standards to which all advisory com- 
mittees heretofore or hereafter established, shall be subject unless 
exempted under the provisions of subsection (d). 

Standard (1) requires that the agenda for each advisory committee 
shall be formulated or approved by a full-time officer or employee of 
the Government. ‘This standard is not intended to prevent members 
of the committee or any other person from suggesting topics for dis- 
cussion, but is intended to insure that any such suggested topics are 
made subject to the consideration and judgment of a full-time salaried 
official, and that the final determination of items to be included on the 
agenda will be his duty and responsibility. It will prevent the com- 
mittees from acting on their own initiative and giving advice on mat- 
ters without having been requested to do so by the department 
involved. It will also prevent the formulation of agenda by w. o. c. 
or w. a. e. consultants without approval by full-time Government 
officials. 

Standard (2) requires that the meetings of advisory committees 
shall be at the call of and under the chairmanship of a full-time 
salaried officer or employee of the Government. ‘This provision is 
intended to insure that advisory committees shall meet only at the 
request of the department which created them, and that the proceed- 
ings of the meetings called shall at all times be under the direction of 
an official of that department. 

Standard (3) requires that full and complete minutes of each meeting 
of advisory committees be kept. It specifies that such minutes shall 
contain, at a minimum, the name of each member attending, a sum- 
mary of the matters discussed, including the viewpoints expressed, 
and the conclusions reached by the committee. This standard is 
intended to assure that a complete official record is kept of all advisory 
committee proceedings. It is intended that such official records shall 
be available to the public, subject only to security and other restric- 
tions specifically provided by law, and shall also be available to the 
Congress, the Department of Justice, the General Accounting Office, 
and law-enforcement agencies of the Government. It is also intended 
to eliminate a prevailing practice in some departments of keeping “full 
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and complete minutes” in the form of brief summaries of conclusions 
reached which are of little use in evaluating the objectivity of the 
advice given or in determining the propriety or impropriety of the 
committee action. 

Standard (4) requires that the functions of advisory committees 
shall be purely advisory. The function of an advisory committee is 
to give advice and make recommendations with respect to specific 
problems assigned to them for that purpose. Decision as to the 
action to be taken on such advice or recommendations is to remain 
a duty of the Government official charged with that responsibility. 

Subsection (ce) authorizes the President to issue such implementing 
regulations within the framework of these standards as he shall deem 
necessary for more effective control over the use of advisory com- 
mittees. It also requires him to prepare an annual report so that the 
public may be informed of the membership and functions of all 
advisory committees used by the Government, as well as to the extent 
to which the standards prescribed by this bill have been observed. 

Section (d) excludes from the purview of the bill any committees 
or groups consisting entirely of full-time salaried officers or employees 
of the Government, as well as those which are authorized by law to 
perform administrative or operative functions. The latter category 
contemplates such groups as State, county, and local committees used 
in administering soil conservation and other agricultural programs. 
The exemption applies to any similar committee or group created 
under either express or general authority of law, the primary function 
of which is to perform an operation or to administer an authorized 
program or any part thereof. For example, the subsection is intended 
to exclude from operation of the bill such groups as the National 
Advisory Committee for Aeronautics which is directed by law to 
perform specific functions and operations. Another area intended to 
be excluded is exemplified by the Board of Actuaries, Civil Service 
Retirement and Disability Fund, created pursuant to express provision 
of law to perform specified duties related to the administration and 
maintenance of the retirement fund on a sound actuarial basis. 


COST OF THE PROPOSED LEGISLATION 


There are no direct costs involved in this bill which would necessitate 
the appropriation of funds. The additional reporting responsibility 
imposed upon the departments doubtless will result in some additional 
costs in the overall operation. However, the committee believes that 
such indirect cost will not be great since complete data on advisory 
committees has already been submitted by the using agencies and the 
annual reporting responsibility will merely entail a revision of material 
already compiled. 

AGENCY COMMENTS 


The committee received the following responses to its requests of 
executive agencies for their views regarding the proposed legislation: 
Department of Agriculture, letter dated April 29, 1957: 


This Department utilizes research advisory committees 
established pursuant to the Agricultural Marketing Act of 
1946 (7 U.S. C. 1629), in connection with some of its research 
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work, and local advisory boards and councils in connection 
with some of the Forest Service operations. While most of 
the proposed standards are followed by these committees, 
boards, and councils, experience has indicated that generally 
they function most effectively when the members are per- 
mitted to select their own chairmen. Thus, if the bill is to be 
enacted, it is recommended that it be amended to permit 
the head of a department to make an exception where cir- 
cumstances warrant, and allow a non-Government person 
to chair an advisory committee. This could be accomplished 
by inserting the following before the period in subsection (3), 
line 18 of page 2 of the bill: “except when the head of the 
department or agency finds that this requirement would 
render effective utilization of the committee impracticable. 
In such a case, a full-time official of the department or agency 
shall be present at all meetings.” 

The Department, by administrative regulation, is apply- 
ing substantially the same standards as those set forth in 
the bill. Therefore, insofar as this Department is concerned 
we really question the need for the legislation. In fact it 
may be undesirable to impose statutory rigidity in an area 
that is administrative in character and where administrative 
action can be made and is effective. 


Bureau of the Budget, letter dated March 27, 1957: 


While the general aim of guarding against improper 
activity by advisory groups is meritorious, the Bureau of 
the Budget believes that this end has largely been attained 
by administrative action under which the criteria of the bill 
have been generally accepted. Under the circumstances, 
we doubt whether there is need for enactment of H. R. 
3378. 

In our judgment, the chief shortcomings of the bill are: 
(a) the apparent failure of its language to permit any dif- 
ferentiation between various types of advisory groups, and 
(6) the statutory imposition of rigid administrative stand- 
ards (for example, keeping full and complete minutes of each 
meeting) which might be so costly, burdensome, and un- 
necessary in numerous circumstances as seriously to inhibit 
effective use of advisory groups for a large variety of prob- 
lems. In the absence of evidence that administrative appli- 
cation of the criteria of the bill has failed to be effective, the 
Bureau is unable to recommend favorable consideration of it. 


Department of Commerce, letter dated April 29, 1957: 


The views set forth in this letter were read into the record at the 
hearing on April 30, 1957, by Mr. Frederick Nash, General Counsel 


for the Department, as a part of his testimony. 


General Accounting Office, letter dated March 1, 1957: 


We believe the prescribing of such minimum standards by 
statute will not only minimize violation of the antitrust 
statutes, but will also tend to avoid conflicts of interest. 
Certainly, if such a bill be enacted.into law, there will be 
afforded some means of control of advisory groups composed 
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of experts and consultants, particularly, where they are 
employed without compensation. 


General Services Administration, letter dated March 29, 1957: 


GSA makes use of a limited number of advisory groups 
which are established and utilized pursuant to standards 
developed in consultation with the Attorney General. 
These standards are entirely consistent with those pre- 
scribed in H. R. 3378. 

Although GSA would have no objection to enactment of 
the legislation, we believe its objectives can be accomplished 
by administrative action without resort to new legislation. 


Housing and Home Finance Agency, letter dated May 1, 1957: 

The Agency reported that the standards are analogous to those 
recommended by the Department of Justice and are being observed 
within the agency. Other than recommending certain technical 
changes in the language, the agency stated that it had no object to 
enactment of the bill. 

Department of the Interior, letter dated April 19, 1957: 

The Department expressed the view that the objectives of the bill 
are sound, but object to the rigid uniformity in every instance which 
this bill would require. Examples are cited of committees which, in 
the opinion of the Department, could not operate effectively under 
the bill. 

International Cooperation Administration, letter dated April 16, 
1957: 

The Administration adopted the views expressed by the Buresu of 
the Budget with respect to this bill and recommended against its 
enactment. The principal objection is directed to the standard 
requiring that the meetings of the committees be at the call of and 
under the chairmanship of full-time Government officials. It is 
urged that such a requirement “might blur the responsibility of these 
groups of experts and consultants for the advice and consultation 
they render. And secondly, this requirement could detract from 
the prestige of such committees and make it more difficult to attract 
the highest caliber persons from private life to serve on them.” 

Department of Justice, letter dated March 27, 1957: 

The Department states that this bill embodies the substance of 
recommendations made by the Department several years ago to 

overn Federal use of so-called advisory committees, and that the 
Ticcesceent still adheres to these recommended standards. In com- 
menting on the proposed legislation, the Department relies upon the 
position taken by Judge Stanley N. Barnes in his testimony before this 
committee on May 15, 1956, in which he stated that he did not believe 
legislation was necessary in this field. He based his position on the 
belief that it would be better to rely upon the integrity and good 
judgment of the executives than to straitjacket them along certain 
ines as legislation would do. 


Department of Defense, letter dated April 12, 1957: 


The Department of Defense appreciates the objectives of 
H. R. 3378 and under many circumstances currently follows 
the procedures outlined in the bill. The Department has 
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consistently endeavored to adhere to the standards proposed 
in H. R. 3378 in utilizing industry advisory committees. 

The enactment of H. R. 3378 is opposed, however, because 
it would establish a series of inflexible rules to govern the 
activities of all types of advisory committees and groups. 
These rules, in many instances, would place serious obstacles 
in the way of obtaining the advice and assistance the De- 
partment needs from experienced representatives of industry, 
science, education, and other segments of the public. 

This Department daily conducts activities involving 
meetings with representatives of individual business, in- 
dustrial, religious, social, community and other groups. 
The scope of the Department’s activities and the necessity for 
keeping abreast of technical and scientific advancements, the 
capacity of production facilities, and the availability of 
component or raw materials, as well as the necessity for 
obtaining up-to-date data relevant to procurement and 
production problems and a variety of other matters, requires 
many informal meetings with industry and other groups. 

While the procedures required by H. R. 3378 can be and 
are applied in many circumstances to the conduct of such 
meetings, in some circumstances they are neither practical 
not desirable in the public interest. The nature of the 

roblem and the functions of the committee necessarily will 
influence the procedures established. 


In addition to the foregoing, the letter cites examples of committees 
to which the general comments relate. 

Federal Civil Defense Administration, letter dated April 17, 1957: 

The letter advised that the FCDA has a comparatively large number 
of advisory committees, and that all such committees are either com- 
plying with the minimum standards provided or can be made to 
comply. The view was expressed that the reporting requirement 
would add a heavy administrative burden to the Agency, but regard- 
less of that the bill was entirely acceptable to the Administration. 

Federal Reserve System, letter dated March 11, 1957: 

The Board expressed the view that if favorable consideration be 

iven the bill, its coverage should be more clearly defined and perhaps 
imited to areas where the possibility of serious abuses is more likely 
to be present. In any event, it recommends that the language of the 
bill be appropriately changed so that it may be clear that the work 
of the Federal Advisory Council and of the Board’s Division of Re- 
search and Statistics would not be affected. These two groups are 
fully described in the Board’s letter. 

Department of Labor, letter dated May 9, 1957: 

The Department agrees that most of the standards proposed in the 
bill are in accord with sound administrative practice, but is unaware 
of abuses or problems which would warrant enacting them into law. 
With respect to the requirement of advance reporting of statutory 
authority for creating a committee, or of administration finding of 
necessity, the Department urges that it would place too rigid a restric- 
tion on Government access to helpful and needed advice. It is urged 
that while the requirement that agendas be formulated by the Govern- 
ment and that all meetings be under the chairmanship of Government 
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officials represents preferred practice, there are instances where it is 
helpful to invite suggestions for agenda items from the committees. 

The Department also takes the position that in some cases a com- 
mittee will function better under the chairmanship of a person chosen 
by the committee. An example of this was cited as the Bureau of 
Labor Statistical Association which was invited by the Bureau of 
Labor Statistics to investigate its statistics and report to the by 
The point is made that had this committee been chaired by a Bureau 
official its opinions would have been suspect and it would have failed 
to serve its purpose. 

The Department’s comments on the requirement for the keeping 
of full and complete minutes are directed toward verbatim transcripts 
and they express the view that such verbatim minutes would tend to 
inhibit free and full discussion, defeating the usefulness of the advisory 
bodies as well as the willingness of persons to serve on them. 

Office of Defense Mobilization, letter dated March 29, 1957: 

The agency comments direct attention to the criteria recommended 
by the Attorney General and the adherence to such criteria by the 
departments as evidence that the matter is handled adequately 
administratively without the necessity for legislation on the subject. 

Post Office Department, letter dated April 4, 1957: 

The Department expresses strong opposition to the enactment of 
the bill. It reports that only two advisory committees are used in the 
Department and directs opposition chiefly to the requirement that full 
and complete minutes of committee meetings be kept. It is urged 
that such requirement would result in reluctance on the part of 
committee members to express fully their views on the various subjects 
under discussion if they knew that their remarks were being made a 
matter of public record and might be cited to their embarrassment at 
some future date. 

Treasury Department, letter dated April 29, 1957: 

The Department opposes the bill on the ground that its provisions 
would discourage participation in and unnecessarily hamper the use 
of advisory groups. 


ADDITION TO EXISTING LAW 


Although this bill is new legislation, it was introduced as a new 
section (sec. 15A) of the Administrative Expenses Act of 1946, and in 
that regard is an amendment to that act. 

Advisory committees, the composition of their membership, and the 
purposes for which they are used, fall within the subject matter of 
section 15 of the Administrative Expenses Act. That section au- 
thorizes the procurement of the temporary or intermittent services of 
experts and consultants with compensation on a when actuall 
employed basis and, by virtue of a decision by the Comptroller Eerieral, 
its provisions also constitute authority for the procurement of such 
services without compensation. In a broad sense the individuals 
making up an advisory committee are experts or consultants—usually 
serving without compensation—who are designated to act as a group 
rather than as individuals. Members of advisory committees, like 
individual experts and consultants, in many instances are reimbursed 
by the Government for expenses incurred incident to their service. 
Thus, the provisions of this bill are a proper part of the Administrative 
Expenses Act of 1946, and appropriately follow the section which 
relates to the utilization of experts and consultants. 











MINORITY REPORT ON H. R. 7390 


The proposed legislation, by amendment to the Administrative 
Expenses Act of 1946, seeks to regulate the organization and opera- 
tions of advisory committees. It is designed to impose as legislative 
standards the criteria recommended by the Department of Justice 
in 1950 for the utilization of industry advisory committees, together 
with additional restrictions. Further, it extends to all advisory com- 
mittees (with minor exceptions), on a mandatory basis, the standards 
suggested by the Department of Justice in connection with the func- 
tioning of industry advisory committees. A copy of the letter from 
the Deputy Attorney General to the heads of executive departments 
setting forth these standards, dated October 19, 1950, is appended to 
this minority report. 

We seriously question the need for and desirability of the proposed 
legislation. We deplore any trend toward comprehensive and detailed 
regulation by the Congress of the operations of the coordinate execu- 
tive departments i in the absence of clearly demonstrated need. None 
of the testimony adduced at hearings on the proposal and nothing 
that has come to our attention appears to warrant enactment of such 
highly restrictive legislation. We are of the firm and positive view 
that measures such as H. R. 7390 which would appear to regulate 
merely for the sake of regulating and which would tend to seriously 
inhibit the executive departments i in the proper discharge of their 
functions must not be enacted into law. 

It is particularly significant that the very agency of Government, 
the Department of Justice, which formulated the criteria for the 
functioning of industry advisory committees, is opposed to the pro- 
posed legislation. The Assistant Attorney General in charge of the 
Antitrust Division of the Justice Department testified as follows 
before a subcommittee of the House Committee on Government 
Operations: 


Chairman Dawson. Do you think legislation is indicated 
to carry out your recommendations? We believe they are 
good ones. 

Mr. Barnes. No; I do not believe legislation is recom- 
mended as far as advisory committees are concerned. 

Chairman Dawson. As far as any committee is concerned, 
not only advisory committees, I mean. 

Mr. Pincus. Any council, board, or similar body. 

Mr. Barnes. Well, I still believe you have to rely upon 
the integrity and the good judgment of the executives, who 
have the responsibility under our system of government 
of doing what they should do, and I don’t think that you 
ought to straitjacket them any more than you can help. I 
think that a majority of them, where they can, will follow 
these guidelines once they are brought to their attention and 
they realize their importance, but I still believe that it is 
better to do it that way than to straitjacket them along 
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certain lines (hearings before Subcommittee on Executive 
and Legislative Reorganization of the House Government 
Operations Committee, 84th Cong., 2d sess., May 15, 1956, 
p. 144). 


It is important to note that with few exceptions the many executive 
departments which commented on the proposed legislation expressed 
opposition to its enactment. Their stated reasons for opposing 
statutory regulation of advisory committees included adequate ad- 
ministrative handling, lack of abuses, discouragement of participation 
by industry, onerous administrative burden, heavy cost factor, and 
inhibitive effect. Full weight should be given to and reliance placed 
upon these views of the executive departments which for many, many 

ears have extensively consulted with respresentatives of industry, 
usiness, agriculture, hie and the professions in carrying out their 
broad statutory functions. The advice and recommendations thus 
solicited and received by the executive branch have importantly 
contributed to effective performance of its responsibilities and to 
promotion of the Nation’s welfare. 

Advisory groups furnish the best device yet developed for bringing 
to Federal agencies the practical knowledge and advice of the business, 
agricultural, labor, professional, and scientific communities regarding 

roblems facing them and government. This mechanism is an 
invaluable way for members of the public to learn of the problems of 
the Federal Government and to bring their advice to bear on those 
problems, as well as to bring their problems to the attention of Govern- 
ment agencies. Advisory groups serve as forums for the free exchange 
of ideas and discussion of problems. 

The disadvantages of issuing statutory rules, as proposed, would far 
outweight any advantages that might accrue. ‘The taking of such 
action would destroy the confidential relationship existing between the 
advisory groups and the Federal agencies and would tend to end the 
free flow of ideas and the exchange of information. The natural result 
would be the inability of the agencies to get full, fair, and frank 
advice. Furthermore, it would deter members of the public from 
serving on advisory groups. 

The proposed measure would also create an atmosphere of fear in 
dealings of the public with the Government on other than a strictly 
individual basis. The bill, of course, quite properly imposes no 
sanctions or limitations on the type of advice which is probably more 
generally in use and probably as effective as advice from groups 
established by the Government. We refer to advice of groups 
voluntarily assembled to impress officials of both the executive and 
legislative branches of the wisdom of taking certain actions. Is the 
difference between these two methods of advising Government officials 
so great that advisory groups established by the Government should 
be regulated perhaps out of existence? This would leave only the 
volunteers whose purpose may not primarily be furtherance of the 
public interest. 

As indicated earlier, the bill would extend the scope of the recom- 
mended Department of Justice criteria regarding industry advisory 
committees to all advisory committees (with minor exceptions). 
These advisory groups are of every kind and compexion. Their 
composition, size, permanence, and other attributes are determined 
by the needs of the department or agency which calls them inte haing, 
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They may be a temporary task group advising on technical matters; 
a composite group studying a subject of general public interest; a 
group of industry leaders chosen for their knowledge of defense 
mobilization preparedness. They may be health groups, farm groups, 
business groups, or scientific groups. They may consist of members 
of a single industry or of members of a variety of different industries. 

In connection with a proposal contained in an interim report of the 
Antitrust Subcommittee of the House Judiciary Committee to extend 
the scope of the Department of Justice criteria, the minority report 
contained the following significant comments: 


What the majority report seems to suggest, however, is 
that every time a Government official consults or advises with 
a private citizen or group of private citizens appointed by 
him, the meeting should be regulated by some special pro- 
cedures established by the Antitrust Division of the Depart- 
ment of Justice to govern industry advisory committees and 
that all of the advice given should be made public or made 
the subject of continuing scrutiny by the Antitrust Sub- 
committee of the House Judiciary Committee. What the 
authors of the majority report do not seem able to grasp is 
that any such straitjacket regulation of the free exchange of 
ideas between Government executives and their advisers 
from the public at large would not only make the discharge 
of executive responsibilities much more difficult, but would 
dry up one of the most important aspects of the citizens’ 
rights to confer with their Government” (interim report 
of the Antitrust Subcommittee of the House Judiciary Com- 
mittee on the Business Advisory Council, 84th Cong., 1st 
sess., 1955, pp. 34-35). 


The provisions of H. R. 7390 are more restrictive than the criteria 
recommended by the Department of Justice. The bill, for example, 
proscribes the establishment of any advisory committee, panel or 
group in a department without the submission of a detailed written 
report to both Houses of Congress at least 30 days prior to its estab- 
lishment. In certain areas, particularly with respect to defense 
production and mobilization preparedness where time frequently is 
of the essence, such a requirement might well vitiate any benefits that 
accrue from convening such an advisory group. In fact, if H. R. 7390 
were enacted certain contradictory and anomalous situations would 
be created. For example, section 701 (b) of The Defense Production 
Act of 1950, as amended, requires the appointment of appropriate 
business advisory committees for purposes of consultation in the 
formulation of rules, regulations or orders under the act. The require- 
ment in H. R. 7390 for 30 days’ notice would be patently unworkable 
in situations where urgent needs of the national defense dictated speedy 
action. 

Finally, we submit that the imposition by statute of rigid adminis- 
trative standards would be burdensome, costly, unnecessary and in- 


hibitive. It would have the serious result, in many instances, of 


depriving the executive departments of needed advice and valued 
judgments without which their operations would be seriously impaired. 
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Letters from the Department of Defense and the Post Office Depart- 
ment reflecting opposition to this legislation are appended to this 
minority report. 

Respectfully submitted. 


Cuare E. Horrman. 


DEPARTMENT OF JUSTICE, 
Orrice or THE Deputy ATroRNEY GENERAL, 
Washington, October 19, 1950. 

My Dear Mr. Secretary: In several instances various Govern- 
ment departments have requested the views of the Department of 
Justice with respect to whether participation by members of an 
industry in the activities of industry advisory committees would be 
considered a violation of the antitrust laws. In view of the recent 
increase in the number of such requests, it is felt that a statement of 
the Department’s position in this regard might be helpful. 

As a general matter we are of the view that the decision as to the 
necessity for the formation of industry committees to advise a Govern- 
ment department, and the responsibility for their formation, rests 
with the specific department. However, in organizing such commit- 
tees, there are certain requirements which should be met in order to 
minimize the possibility of violation of the antitrust laws. Briefly 
stated these requirements are: 

(1) There must be statutory authority for the employment of such 
committees or there must be an administrative finding that it is 
aeoareey to utilize such committees to perform certain statutory 

uties. 

(2) The agenda for such committees and their meetings must be 
initiated and formulated by the Government. 

(3) The meetings to be held must be at the call of and under the 
chairmanship of full-time Government officials. 

(4) Full and complete minutes of each meeting must be kept. 

(5) The functions of such committees must be purely advisory and 
any determinations of action to be taken must be made solely by 
Government representatives. 

So long as the activities of industry advisory committees are carried 
on within these limitations, we would not view the activities as con- 
stituting an independent violation of the antitrust laws. We wish 
to emphasize, however, and it should be made clear to participants 
in such activities, that the Department of Justice retains complete 
freedom to institute proceedings, either civil or criminal, or both, in 
the event that any particular plan or course of action is used to ac- 
complish ciilbeefel private ends. Further, this Department retains 


full freedom to institute civil actions to enjoin continuance of any 
acts or practices found not to be in the public interest and persisted 
in after notice to desist. 

Yours sincerely, 


P. Ford 
Peyton Forp, 
Deputy Attorney General. 
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GENERAL CouUNSEL OF THE DEPARTMENT OF DEFENSE, 
Washington, D. C., June 14, 1957. 
Hon. Witi1am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 

Dear Mr. CuarrMan: I have noted with grave concern that the 
Committee on Government Operations of the House of Representa- 
tives yesterday favorably reported H. R. 7390 to the House. 

That bill is the successor to H. R. 3378, on which the Executive 
and Legislative Reorganization Subcommittee of your committee 
scheduled hearings on April 30, 1957. The Department of Defense 
had opposed enactment of H. R. 3378, and as you will recall, I at- 
tended the hearing and was prepared to present orally the views of the 
Department of Defense. Because of your sudden illness, it was not 
possible for the subcommittee to hear me, although I understand that 
a copy of my prepared statement was made a part of the record on 
H. R. 3378. 

The bill, H. R. 7390, which was reported favorably to the House, 
retains many provisions of H. R. 3378 which the Department of 
Defense strongly feels would destroy the effective utilization by this 
Department of advisory committees. Even the change in the pro- 
posed subsection (b) (3) (B) made in H. R. 7390 does not seem to me 
to preclude an interpretation which could stifle a free exchange of 
opinions at meetings of advisory committees. 

For these reasons, I urgently request an opportunity to present 
the views of the Department of Defense on H. R. 7390 to the Executive 
and Legislative Reorganization Subcommittee and to discuss with 
them the aspects of that bill which I feel would seriously impede if not 
altogether stop the use by the Department of Defense of advisory 
committees and thus deprive this Department of the signal benefits 
which we have gained from an effective use of those committees. 

Sincerely yours, 
Ropert DeEcHert. 


Orrice oF THE PostmAstTER GENERAL, 
Washington 25, D. C., June 14, 1957. 
Hon. Wu1am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 

Dear Mr. CuatrMan: It was with considerable surprise that we 
noted from the Congressional Record for June 13, 1957, that the 
Committee on Government Operations has ordered favorably reported 
H. R. 7390, to amend the Administrative Expenses Act of 1946. 

H. R. 7390 places certain limitations on advisory boards and 
advisory committees utilized by the executive departments and agen- 
cies of the Government. It is almost the same as the committee print 
bill which you sent to the Department with your letter of April 9, 
1957, requesting comments. In that letter you advised that hearings 
would be conducted by the Executive and Legislative Reorganization 
Subcommittee on April 30, 1957, and requested the Department’s 
statement on the committee print not later than Monday, April 29. 
Copies of the statement proposed to be delivered by the General 
Counsel were sent to the committee on April 29, and although the Gen- 
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AMENDING ADMINISTRATIVE EXPENSES ACT OF 1946 17 


eral Counsel was in attendance at the meeting on April 30, the 
committee did not hear his testimony on the bill. 

It is regretted that the committee ordered H. R. 7390 reported 
without receiving testimony from representatives of the Post Office 
Department. 

For the reasons set forth in the report by the Department on 
H. R. 3378, dated April 4, 1957, and for the reasons set forth in the 
proposed statement by the General Counsel for the Post Office Depart- 
ment on H. R. 3378, and the committee print bill, this Department 
is strongly opposed to the enactment of H. R. 7390, unless the Post 
Office Department is exempted therefrom. 

Sincerely yours, 
Maovrice H. Srans, 
Acting Postmaster General. 


Orrice OF THE PosTMASTER GENERAL, 
Washington 25, D. C., April 4, 1957. 
Hon. Wi11am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 

Dear Mr. CuarrMan: Reference is made to your request for a 
report on H. R. 3378, to amend section 15 of the Administrative 
Expense Act of 1946, and for other purposes. 

The bill would add to section 55a of title 5, United States Code, 
standards governing the employment and functions of experts and 
consultants procured under authority of such section “or any other 
law.” The functions and activities of the boards and the experts and 
consultants would be subject to regulations to be prescribed by the 
President. Minutes of their deliberations must be kept, and their 
meetings would be at the call of the chairman who would be a “‘full- 
time Government’ official. 

At present the Post Office Department Stamp Advisory Committee, 
appointed under authority of sections 22, 55a, and 369 of title 5, 
United States Code, and sections 275, 276a, 351, and 360 of title 39, 
United States Code, and the Advisory Board for the Post Office 
Department established by section 4 of Reorganization Plan No. 3 of 
1949 (63 Stat. 1066; 5 U. S. C., see. 133z-15), are the only advisory 
groups established in the Post Office Department which fall within the 
type of groups covered by this bill. 

The Postmaster General designates 1 of the 7 members of the Post 
Office Department Stamp Advisory Committee as Chairman. The 
purpose of this Committee is to advise the Post Office Department on 
any matters pertaining to the subject matter, design, production, and 
issuance of postage stamps. ‘The Committee meets at the call of the 
Chairman or upon the request of the Postmaster General. 

The Postmaster General and the Deputy Postmaster General are 
Chairman and Vice Chairman respectively of the Advisory Board 
established by Reorganization Plan No. 3 of 1949. The additional 
membership of this Advisory Board consists of seven members 
“representatives of the public” who are appointed by the President 
by and with the advice and consent of the Senate. It is specifically 

rovided that the “Board shall meet quarterly at the seat of the 

overnment in the District of Columbia, or at such other time and 
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place as the Postmaster General shall determine for the purpose of 
considering methods and policies for the improvement of the postal 
service, and shall advise and make recommendations ito the Postmaster 
General with respect to such methods and policies.” 

Advisory groups, such as the Post Office Department Stamp Ad- 
visory Committee, and the Advisory Board for the Post Office 
Department, certainly should be exempted from the provisions of 
any legislation such as H. R. 3378. 

This Department believes that the purpose of advisory boards and 
similar committees is to obtain a complete and free expression of 
views from the members on the various subjects under consideration 
for the assistance and guidance of the heads of the departments and 
agencies of the Government. It is further believed that the members 
of any such boards or committees would be reluctant to fully express 
their views on the various subjects under discussion if they knew that 
their remarks were being made a matter of public record and might be 
cited to their embarrassment at some future date. 

Requirements for the keeping of minutes of meetings, such as those 
contained in paragraph 4, lines 19 and 20, page 2, of the bill, should be 
omitted from any such legislation. 

This Department utilizes the services of experts and consultants for 
the development of needed postal improvements. Authorization for 
such employment is contained in title 5, United States Code, section 
55a, and in the appropriation of funds. by Congress therefor in the 
appropriation acts for the Post Office Department. Such experts 
and consultants are not exempted from H. R. 3378 and the enactment 
of that bill would certainly reduce the effectiveness of such services 
to the Post Office Department. 

This Department is strongly opposed to the enactment of H. R. 3378 
in its present form. 

The Bureau of the Budget has advised that there would be no ob- 
jection to the submission of this report to the committee. 

Sincerely yours, 
Maurice H. Srans, 
Deputy Postmaster General. 





SrateMent or Ase McGrecor Gorr, Generat CouNnseL FOR THE 
Post Orrice DreparTMENT, Berore THE EXECUTIVE AND LEGISLA- 
TIVE REORGANIZATION SUBCOMMITTEE OF THE COMMITTEE ON 
GOVERNMENT OpeERATIONS ON H. R. 3378 


Mr. Chairman and members of the committee, my name is Abe 
McGregor Goff, and I am the General Counsel for the Post Office 
Department. 

I wish to express, on behalf of the Postmaster General, the appre- 
ciation of the Post Office Department for the opportunity to present 
the Department’s views on H. R. 3378, and also committee print bill 
to amend the Administrative Expenses Act of 1946, and for other 
purposes. 

It is understood, Mr. Chairman, from your letter of April 9, 1957, 
that this hearing will be directed to the language of the committee 
print which you submitted with your letter. “Accordingly, I will 
address my remarks to the committee print. 


nae 
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The legislation would add to the Administrative Expenses Act. of 
1946, immediately after section 15 thereof (sec. 55a of title 5, U.S. C.), 
a new section which would require (1) the head of a department to 
report to the Speaker of the House of Representatives and to the 
President of the Senate (or if the Congress is not in session, to the 
Clerk of the House of Representatives and the Secretary of the Senate) 
the appointment of any advisory committee. ‘The report would have 
to be in writing and show (a) the statute requiring such advisory com- 
mittee, or if there be no statute, the legal authority for the establish- 
ment of such committee ‘‘together with the administrative determina- 
tion that the services of such advisory committee are in the public 
interest, and the reasons upon which such determination is based”; 
(b) the number of members on the advisory committee and the area of 
interest which each member will represent; (c) those members of the 
advisory committee who will serve without compensation, and those 
who will receive compensation; (d) the expenses of the advisory com- 
mittee, or its members, or both, to be paid by the United States; 
and (e) the anticipated life of the advisory committee. 

The control of the use and activities of the advisory committees in 
the Department would be subject to regulations to be issued by the 
President in addition to the minimum standards that would be pre- 
scribed under subsection (b) of the measure. 

In addition to requiring that the agenda of the advisory committee 
be formulated by a full-time salaried officer or employee of the Govern- 
ment and that the meetings shall be at the call of and under the 
chairmanship of a full-time salaried officer or employee of the Gov- 
ernment, subsection (b) also prescribes: 

“(3) Full and complete minutes of each meeting of such advisory 
committee shall be kept, which shall contain, at a minimum, (A) the 
name of each member of such advisory committee attending such 
meeting, (B) a summary of the matters discussed in such meeting 
stating the viewpoints expressed and identifying the persons expressing 
them, and (C) the conclusions reached by the advisory committee.” 

At present the Post Office Department Stamp Advisory Committee, 
appointed under authority of sections 22, 55a, and 369 of title 5, United 
States Code, and sections 275, 276a, 351, and 360 of title 39, United 
States Code, and the Advisory Board for the Post Office Department 
established by section 4 of Reorganization Plan No. 3 of 1949 (63 Stat. 
1066; 5 U.S. C., sec. 1332-15), are the only advisory groups estab- 
lished in the Post Office Department which fall within the type of 
groups covered by this bill. 

The Postmaster General designates one of the seven members of the 
Post Office Department Stamp Advisory Committee as Chairman. 
The purpose of this Committee is to advise the Post Office Department 
on any matters pertaining to the subject matter, design, production, 
and issuance of postage stamps. The Committee meets at the call of 
the Chairman or upon the request of the Postmaster General. 

This Advisory Committee is composed of the following members: 
The Deputy Director, United States Information Agency: Abbott Washburn. 
The chairman, National Federation of Stamp Clubs: H. L. Lindquist 


The curator, Division of Philately and Postal History, Smithsonian Institution: 
Franklin R. Bruns, Jr. 

The president, Bureau Issues Association: Sol Glass. 

The president, the Westport Artists, Inc.: Arnold Copeland. 

The president, the Society of Illustrators: Ervine Metz. 

The president, New York Art Director’s Club, William H. Buckley, 
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The Postmaster General and the Deputy Postmaster General are 
Chairman and Vice Chairman respectively of the Advisory Board 
established by Reorganization Plan No. 3 of 1949. The additional 
membership of this Advisory | Board consists of seven members, 
‘representatives of the public,” who are appointed by the President 
by and with the advice and consent of the Senate. It is specifically 
provided that the ‘Board shall meet quarterly at the seat of the 
Government in the District of Columbia, or at such other time and 
place as the Postmaster General shall determine for the purpose of 
considering methods and policies for the improvement of the postal 
service, and shall advise and make recommendations to the Postmaster 
General with respect to such methods and policies.” 

This Advisory Board is composed of the following members: 
Chairman: Arthur E. Summerfield (Postmaster General) 

Vice Chairman: Maurice H. Stans (Deputy Postmaster General) 

Richard E. Berlin (president, the Hearst Corp., New York, N. Y.) 

John $8. Coleman (president, Burroughs Adding Machine Co., Detroit, Mich.) 
J. H. S. Ellis (president, Kudner Agency, Inc., New York, N. Y.) 

Richard J. Gray (president, building and construction trades department, 

American Federation of Labor, Washington, D. C.) 

Rowland Jones, Jr. (president, American Retail Federation, Washington, D. C.) 
Charles M. White (president, Republic Steel Corp., Cleveland, Ohio) 
Jack R. Howard (president, Scripps-Howard Newspapers, New York, N. Y.) 

In addition, the individual bureaus of the Department oftentimes 
find it necessary to consult with advisory groups. For example, the 
Bureau of Transportation confers frequently with individuals and 
representatives of companies from the same industry, namely, the 
Association of Amer ican Railroads, the Air Transport Association, and 
the American Trucking Associations. Often these meetings are “‘advi- 
sory meetings” in the sense that the advice of the industry is needed 
in connection with proposed changes in procedures, rules, and record- 
keeping. 

The enactment of legislation such as H. R. 3378 or the committee 
print would result in establishing a series of inflexible rules to govern 
the activities of all types of advisory committees and groups. ‘Those 
rules, in many instances would place serious obstacles in the way of 
obtaining the advice and assistance the Department needs from 
experienced representatives of industry, publishers, and other segments 
of the public 

Advisory groups, such as the Post Office Department Stamp Advi- 
sory Committee, and the Advisory Board for the Post Office Depart- 
ment, certainly s! hould be exempted from the provisions of any legisla- 
tion such as H. R. 3378 or such as the committee print. 

This Department believes that the purpose of advisory boards and 
similar committees is to obtain a complete and free expression of views 
from the members on the various subjects under consideration for the 
assistance and guidance of the heads of the departments and agencies 
of the Government. It is further believed that the members of any 
such boards or committees would be reluctant to fully express their 
views on the various subjects under discussion if they knew that their 
remarks were being made a matter of public record and might be cited 
to their embarrassment at some future date. 

Requirements for the keeping of minutes of meetings, such as those 
contained in paragraph 3 of subsection (b), lines 7 through 14, page 2, 
of the committee print, should be omitted from any such legislation. 
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As indicated above, this Department utilizes the services of experts 
and consultants for the development of needed postal improvements. 
Authorization for such employment is contained in 5 United States 
Code, section 55a and in the appropriation of funds by Congress 
therefor in the appropriation acts for the Post Office Department. 
Such experts and consultants are not exempted from H. R. 3378 or 
from the committee print. The enactment of such legislation would 
certainly reduce the effectiveness of such serivces to the Post Office 
Department. 

This Department is strongly opposed to the enactment of either 
H. R. 3378 or the committee print unless the Post Office Department 
is exempted therefrom. 





ADDITIONAL VIEWS OF HON. WILLIAM L. DAWSON, 
CHAIRMAN, COMMITTEE ON GOVERNMENT OPERA- 
TIONS 


The opposition to H. R. 7390, as expressed in the minority report, 
seems to be centered on the requirement that full and complete 
minutes of advisory board meetings be kept. This requirement would 
not affect a security classification of those portions of such minutes 
which can be legitimately classified. The advisory board device 
should not, however, be used to afford interested persons a secret 
official forum in which to advance views on public business which 
they are afraid or otherwise reluctant to have known publicly, nor 
should advisory boards become the machinery through which such 
individuals reach secret understandings among themselves and with 
Government officials. The minute-keeping requirement is designed 
to bring into the open these types of abuse. It would not prevent 
advisory boards from exercising their legitimate functions, but it 
would protect the interest of the Government of the United States. 
It would protect the Government by making it difficult for repre- 
sentatives of special interests to insinuate themselves on advisory 
committees, and, under a veil of secrecy, gain a venal or flagitious 
advantage. 


Wititram L. Dawson. 
22 
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Mr. Fascertt, from the Committee on Government Operations, 
submitted the following 


REPORT 


[To accompany H. R. 7390] 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


Tue ADMINISTRATIVE Expenses Act or 1946 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That (a) under 
such regulations as the President may prescribe, any civilian officer or 
employee of the Government who, in the interest of the Govern- 
ment, is transferred from one official station to another, including 
transfer from one department to another, for permanent duty, shall, 
except as otherwise provided herein, when authorized, in the order 
directing the travel, by such subordinate official or officials of the 
department concerned as the head thereof may designate for the 
purpose, be allowed and paid from Government funds the expenses 
of travel of himself and the expenses of transportation of his imme- 
diate family (or a commutation thereof in accordance with the Act 
of February 14, 1931) and the expenses of transportation, packing, 
crating, temporary storage, drayage, and unpacking of his household 
goods and personal effects (not to exceed seven thousand pounds 
if uncrated or eight thousand seven hundred and fifty pounds if 
crated or the equivalent thereof when transportation charges are 
based on cubic measurement): Provided, That advances of funds may 
be made to the officer or employee in accordance with said regulations 
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under the same safeguards as are required under the Subsistence 
Expense Act of 1926 (5 U. S. C. 828): Provided further, That the 
allowances herein authorized shall not be applicable to civilian 
employees of the War Department and their dependents when trans- 
ferred under the provisions of section 3 of the Act of June 5, 1942 
(50 U. S. C. 763), nor to officers and employees of the Foreign Sery- 
ice, Department of State: Provided further, That no part of such 
expenses (including those of officers and employees of the Foreign 
Service, Department of State) shall be allowed or paid from Govy- 
ernment funds where the transfer is made primarily for the con- 
venience or benefit of the officer or employee or at his request: 
Provided further, That in case of transfer from one department to 
another such expenses shall be payable from the funds of the depart- 
ment to which the officer or employee is transferred. 

(b) In lieu of the payment of actual expenses of transportation, 
packing, crating, temporary storage, drayage, and unpacking of 
household goods and personal effects, in the case of such transfers 
between points in continental United States, reimbursement shall be 
made to the officer or employee on a commuted basis (not to exceed the 
amount which would be allowable for the authorized weight allow- 
ance) at such rates per one hundred pounds as may be fixed by zones 
in regulations prescribed by the President. 

(c) Funds available for travel expenses of civilian officers and 
employees shall also be available for the expenses of the transporta- 
tion of their immediate families, and funds available for the trans- 
portation of things shall also be available for the transportation of 
household goods and effects, as authorized by this Act. 

Src. 2. The Act of October 10, 1940 (5 U.S. C. 73c-1), relating 
to allowances for the transportation of household goods, section 5 of 
the Act of March 4, 1923, as amended (19 U. S. C. 48), relating to 
traveling and subsistence expenses of customs officers and employees, 
the first sentence of section 645 (a) of the Tariff Act of 1930 (19 U.S.C. 
1645 (a)), relating to traveling and subsistence expenses of the families 
of such officers and employees, and other Acts relating to allowances 
to civilian officers and employees in the executive branch of the Gov- 
ernment (except those mentioned in the second proviso clause of 
section 1 (a) of this Act) on transfer from one official station to an- 
other for permanent duty, are hereby repealed. 

Sec. 3. The Act of February 14, 1931 (5 U.S. C. 73a), as amended, 
is further amended to read as follows: 

“Civilian officers or employees or others rendering service to the 
Government shall, under regulations prescribed by the Pr esident, and 
unless otherwise provided in the appropriation concerned or other 
law, and whenever such mode of transportation is authorized or 
approved as more advantageous to the Government, be paid in lieu 
of actual expenses of transportation not to exceed 2 cents per mile for 
the use of privately owned motorcycles or 5 cents per mile for the 
use of privately owned automobiles or airplanes when engaged in 
necessary travel on official trips from their designated posts of duty 
or places of service, or 2 cents per mile for the use of privately owned 
motorcycles or 4 cents per mile for the use of privately owned auto- 
mobiles when used on official business wholly within the limits of their 
official stations or places of service. In addition to the mileage allow- 
ances provided for in this section, there may be allowed reimburse- 
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— for the actual cost of ferry fares and bridge, road, and tunnel 
tolls.” 

Sec. 4. Until June 30, 1948, when authorized in an appropriation 
or other Act, appropriations available for travel expenses shall be 
available for the payment, without regard to the rates authorized 
by the Subsistence Expense Act of 1926, as amended (5 U.S. C. 821- 
833), of per diem allowances in lieu of subsistence expenses to civilian 
officers and employees of departments while traveling on official busi- 
ness outside continental United States and away from their desig- 
nated posts of duty: Provided, That the amount of such allowances 
shall be determined by the head of the department concerned or by 
such subordinates as he may designate for the purposes, but shall in 
no case exceed the maximum established by regulations prescribed 
by the President for the locality in which the travel is performed. 

Sec. 5. Persons in the Government service employed intermittently 
as consultants or experts and receiving compensation on a per diem 
when actually employed basis may be allowed travel expenses while 
away from their homes or regular places of business, including per 
diem in lieu of subsistence while at place of such employment, in 
accordance with the Standardized Government Travel Regulations, 
Subsistence Expense Act of 1926, as amended (5 U. S. C. 821-833), 
and the Act of February 14, 1931, as amended by this Act, and per- 
sons serving without compensation or at $1 per annum may be allowed, 
while away from their homes or regular places of business, transporta- 
tion in accordance with said regulations and said Act of February 14, 
1931, as so amended, and not to exceed $15 per diem within the limits 
of the continental United States and beyond such limits, not to 
exceed the rates of per diem established by the Director of the Bureau 
of the Budget pursuant to section 3 of the Travel Expense Act of 
1949, as amended (5 U.S. C. 836), in lieu of subsistence en route and 
at place of such service or employment unless a higher rate is specifi- 
cally provided in an appropriation or other Act: And provided further, 
That where due to the unusual circumstances of a travel assignment 
within the limits of the continental United States such maximum 
per diem allowance would be much less than the amount required to 
meet the actual and necessary expenses of the trip, the heads of 
departments and establishments may, in accordance with regulations 
promulgated by the Director, Bureau of the Budget, pursuant to 
section 7 of the Travel Expense Act of 1949 as amended (5 U.S. C. 
840) prescribe conditions under which reimbursement for such ex- 
penses may be authorized on an actual expense basis not to exceed a 
maximum amount to be specified in the travel authorization, but in 
any event not to exceed $25 for each day in travel status. 

Src. 6. Section 10 of the Act of March 3, 1933 (5 U. S. C. 73b), is 
hereby amended to read as follows: 

“Sec. 10. Whenever by or under authority of law actual expenses 
for transportation may be allowed, such allowances shall not exceed 
the lowest first-class rate by the transportation facility used in such 
transportation unless it is certified, in accordance with regulations 
prescribed by the President, that lowest first-class accommodations are 
not available or that use of a compartment or such other accommoda- 
tions as may be authorized or approved by the head of the agency con- 
cerned or such subordinates as he may designate, is required for pur- 
poses of security.” 
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Src. 7. Appropriations for the departments shall be available, in 
accordance with regulations prescribed by the President, for expenses 
of travel of new appointees, expenses of transportation of their imme- 
diate families and expenses of transportation of their household goods 
and personal effects from places of actual residence at time of appoint- 
ment to places of employment outside continental United States, and 
for such expenses on return of employees from their posts of duty 
outside continental United States to the places of their actual residence 
at time of assignment to duty outside the United States: Provided, 
That such expenses of travel and transportation to posts of duty out- 
side the continental United States shall not be allowed unless and 
until the person selected for appointment shall agree in writing to 
remain in the Government service for twelve months following his 
appointment, unless separated for reasons beyond his control and 
acceptable to the department or agency concerned and in case of 
violation of such agreement any moneys expended by the United 
States on account of such travel and transportation shall be recover- 
able from the individual concerned as a debt due the United States: 
And provided further, That expenses of return travel and transporta- 
tion upon separation from the service shall be allowed whether such 
separation is for the purposes of the Government or for personal conven- 
ience, but shall not be diicwed unless such persons selected for appoint- 
ment outside the continental United States shall have served for a 
minimum period of not less than one nor more than three years pre- 
scribed in advance by the head of the department or agency concerned 
or unless separation is for reasons beyond the control of the individual 
and acceptable to the department or agency concerned: Provided 
further, That expenses of round trip travel of employee and transpor- 
tation of immediate family but excluding household effects, from their 
posts of duty outside the continental United States to the places of 
actual residence at time of appointment or transfer to such overseas 
posts of duty, shall be allowed in the case of persons who have satis- 
factorily completed an agreed period of service overseas and are return- 
ing to their actual place of residence for the purpose of taking leave 
prior to serving another tour of duty at the same or some other overseas 
post, under a new written agreement entered into before departing 
from the overseas post: Provided further, That expenses of transpor- 
tation of the immediate family and shipment of household effects of 
any employee from the post of duty of such employee outside con- 
tinental United States to place of actual residence shall be allowed, not 
in excess of one time, prior to the return of such employee to the 
United States, including its Territories and possessions, when the 
employee has acquired eligibility for such transportation or when the 
public interest requires the return of the immediate family for com- 
pelling personal reasons of a humanitarian or compassionate nature, 
such as may involve physical or mental health, death of any member 
of the immediate family, or obligation imposed by authority or cir- 
cumstances over which the individual has no control: And provided 
further, That when an employee returns his immediate family and 
household goods to the United States, including its Territories and 
possessions, at his own expense prior to his return and for other than 
reasons of public interest, the Government shall reimburse him for 
proper transportation expenses at such time as he acquires eligibility 
therefor. ‘This section shall not apply to appropriations for the For- 
eign Service, State Department. 
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Sec. 8. In purchasing motor-propelled or animal-drawn vehicles 
or tractors, or road, agricultural, manufacturing, or laboratory equip- 
ment, or boats, or parts, accessories, tires, or equipment thereof, or any 
other article or item the exchange of which is authorized by law, the 
head of any department or his duly authorized representative may 
exchange or sell similar items and apply the exchange allowances or 
proceeds of sales in such cases in whole or in part payment therefor: 
Provided, That any transaction carried out under the authority of this 
section shall be evidenced in writing. 

Sec. 9. (a) Section 3709 of the Revised Statutes of the United 
States is hereby amended to read as follows: 

“Unless otherwise provided in the appropriation concerned or other 
law, purchases and contracts for supplies or services for the Govern- 
ment may be made or entered into only after advertising a sufficient 
time previously for proposals, except (1) when the amount involved in 
any one case does not exceed $100, (2) when the public exigencies 
require the immediate delivery of the articles or performance of the 
service, (3) when only one source of supply is available and the Gov- 
ernment purchasing or contracting officer shall so certify, or (4) when 
the services are required to be performed by the contractor in person 
and are (A) of a technical and professional nature or (B) under 
Government supervision and paid for on a time basis. Except (1) as 
authorized by section 29 of the Surplus Property Act of 1944 (50 
U. S. C. App. 1638), (2) when otherwise authorized by law, or (3) 
when the reasonable value involved in any one case does not exceed 
$100, sales and contracts of sale by the Government shall be governed 
by the requirements of this section for advertising.” 

(b) Exemptions from section 3709, Revised Statutes, in other law 
in amounts of $100 or less are hereby repealed. 

(c) In the case of wholly owned Government corporations, this 
section shall apply to their administrative transactions only. 

Sec. 10. Whenever a department is authorized by law to hold hear- 
ings and to subpena witnesses for appearance at said hearings, wit- 
nesses summoned to and attending such hearings shall be entitled to 
the same fees and mileage, or expenses in the case of Government 
officers and employees, as provided by law for witnesses attending 
in the United States courts. 

Sec 11. The first sentence of section 3648 of the Revised Statutes 
(31 U.S. C. 529) is hereby amended to read as follows: 

“No advance of public money shall be made in any case unless 
authorized by the appropriation concerned or other law.” 

Sec. 12. The head of any department may delegate to subordinate 
officials (1) the power vested in him by law to take final action on 
matters pertaining to the employment, direction, and general admin- 
istration of personnel under his department; (2) the authority vested 
in him by section 3683 of the Revised Statutes (31 U. S. C. 675) 
to direct the purchase of articles from contingent funds; and (3) the 
authority vested in him by section 3828, Revised Statutes (44 U.S. C. 
me, to authorize the publication of advertisements, notices or pro- 
posals. 

Sec. 13. Appropriations available for the procurement of supplies 
and material or equipment shall be available for the purchase and 
maintenance of special clothing and equipment for the protection of 
personnel in the performance of their assigned tasks. 
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Sec. 14. The head of each department is authorized, under such 
rules and regulations as the President may prescribe, to pay cash 
awards to civilian officers and employees (or to their estates) who make 
meritorious suggestions which will result in improvement or economy 
in the operations of his department and which have been adopted for 
use and to incur necessary expenses for the honorary recognition of 
exceptional or meritorious service: Provided, That no award shall be 
paid to any officer or employee for any suggestion which represents a 
part of the normal requirements of the duties of his position. With 
the exception of the War and Navy Departments, the amount of any 
one award shall not exceed $1,000 and the total of cash awards paid 
during any fiscal year in any department shall not exceed $25,000. 
Payments may be made from the appropriation for the activity pri- 
marily benefiting or may be distributed among appropriations for 
activities benefiting as the head of the department determines. A 
cash award shall be in addition to the regular compensation of the 
recipient and the acceptance of such cash award shall constitute an 
agreement that the use by the United States of the suggestion for 
which the award is made shall not form the basis of a further claim of 
any nature upon the United States by him, his heirs or assigns. 

All other Acts or parts of Acts in conflict with the provisions of this 
section are hereby repealed. 

Sec. 15. The head of any department, when authorized in an 
appropriation or other Act, may procure the temporary (not in excess 
of one year) or intermittent services of experts or consultants or 
organizations thereof, including stenographic reporting services, by 
contract, and in such cases such service shall be without regard to the 
civil-service and classification laws (but as to agencies subject to the 
Classification Act at rates not in excess of the per diem equivalent of 
the highest rate payable under the Classification Act, unless other 
rates are specifically provided in the appropriation or other law) 
and, except in the case of stenographic reporting services by organi- 
zations, without regard to section 3709, Revised Statutes, as 
amended by this Act. 

Sec. 15A. (a) No advisory committee or other advisory panel or group 
(hereafter in this section referred to as an ‘advisory committee”) shall be 
established in a department unless, not less than thirty days before such 
advisory committee is established, the head of such department has trans- 
mitted to the Speaker of the House of Representatives and the President of 
the Senate (or if the Congress is not in session, to the Clerk of the House 
of Representatives and the Secretary of the Senate) a written report setting 
forth the following information: 

(1) If a statute specifically authorizes or requires such advisory 
committee to be established, the citation of such statute; or if there 1s 
no such statute, the authority in law which is relied upon for the 
establishment of such committee together with the administrative de- 
termination that the services of such advisory committee are in the 
public interest and the reasons upon which such determination 1s 
based; and 

(2) (A) The number of members on such advisory committee and 
the area of interest which each member will represent, (B) those 
members of the advisory commitlee who will serve without compensa- 
tion, and those who will receive compensation, (C) the erpenses of 
the advisory committee, or its members, or both, to be paid by the 
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United States, and (D) how long it is anticipated that such advisory 
committee will function. 

(b) Each advisory committee heretofore or hereafter established in any 
department shall be subject to the following minimum standards: 

(1) The agenda for such advisory committee shall be formulated 
or approved by a full-time salaried officer or employee of the Govern- 
ment. 

(2) The meetings of such advisory committee shall be at the call of, 
and under the chairmanship of, a full-time salaried officer or em- 
ployee of the Government. 

(3) Full and complete minutes of each meeting of such advisory 
committee shall be kept, which shall contain at a minimum, (A) the 
name of each member of such advisory committee attending such 
meeting, (B) a summary of the matters discussed in such meeting 
stating the viewpoints expressed, and (C) the conclusions reached by 
the advisory committee. 

(4) The functions of such advisory committee shall be purely 
advisory. 

(c) (1) The President is hereby authorized to issue such regulations, 
not inconsistent with the standards prescribed in subsection (6) or any 
other provision of law, as he may deem necessary for effective control of 
the use and activilies of advisory committees in departments. 

(2) The Persident shall cause to be prepared annually a public report 
detailing the membership of each advisory committee used by each depart- 
ment; the functions of each such advisory committee; and the extent to 
which the operations of each such advisory committee has not complied 
with the standards prescribed in subsection (b). 

(d) This section shall not apply with respect to any advisory committee 
(1) which consists entirely of full-time salaried officers or employees of 
the Government, or (2) which is authorized by law to perform adminis- 
trative or operative functions. 

Src. 16. (a) Section 5 of the Act of July 16, 1914 (5 U. S. C. 78), 
is amended to read as follows: 

“Src. 5. (a) Unless specifically authorized by the appropriation 
concerned or other law, no appropriation shall be expended to pur- 
chase or hire passenger motor vehicles for any branch of the Gov- 
ernment other than those for the use of the President of the United 
States, the secretaries to the President, or the heads of the executive 
departments enumerated in 5 U.S. C. 1. 

‘“(b) Excepting appropriations for the Military and Naval Estab- 
lishments, no appropriation shall be available for the purchase, main- 
tenance, or operation of any aircraft unless specific authority for the 
purchase, maintenance, or operation thereof has been or is provided 
in such appropriation. 

‘‘(c) Unless otherwise specifically provided, no appropriation avail- 
able for any department shall be expended— 

“(1) to purchase any passenger motor vehicle (exclusive of 
busses, ambulances, and station wagons), at a cost, completely 
equipped for operation, and including the value of any vehicle 
exchanged, in excess of the maximum price therefor, if any, estab- 
lished pursuant to law by a Government agency and in no event 
more than such amount as may be specified in an appropriation 
or other Act, which shall be in addition to the amount required 
for transportation; 
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(2) for the maintenance, operation, and repair of any Gov- 
ernment-owned passenger motor vehicle or aircraft not used 
exclusively for official purposes; and ‘official purposes’ shall not 
include the transportation of officers and canpliaaiien between 
their domiciles and places of employment, except in cases of 
medical officers on out-patient medical service and except in 
cases of officers and employees engaged in field work the char- 
acter of whose duties makes such transportation necessary and 
then only as to such latter cases when the same is approved by 
the head of the department concerned. Any officer or employee 
of the Government who willfully uses or authorizes the use of 
any Government-owned passenger motor vehicle or aircraft, 
or of any passenger motor vehicle or aircraft leased by the 
Government, for other than official purposes or otherwise vio- 
lates the provisions of this paragraph shall be suspended from 
duty by the head of the department concerned, without com- 
pensation, for not less than one month, and shall be suspended 
for a longer period or summarily removed from office if circum- 
stances warrant. The limitations of this paragraph shall not 
apply to any motor vehicles or aircraft for official use of the 
President, the heads of the executive departments enumerated 
in 5 U. S. C. 1, ambassadors, ministers, chargés d’affaires, and 
other principal diplomatic and consular officials. 

“(d) In the budgets for the fiscal year 1948 and subsequent fiscal 
years there shall be submitted in detail estimates for such necessary 
appropriations as are intended to be used for purchase or hire of 
passenger motor vehicles or for purchase, maintenance, or operation 
of aircraft, specifying the sums required, the public purposes for 
which said conveyances are intended, the number of currently owned 
conveyances to be continued in use, and the officials or employees by 
whom all of such conveyances are to be used. 

“(e) The acquisition of aircraft or passenger motor vehicles by 
any agency by transfer from another department of the Government, 
shall be considered as a purchase within the meaning hereof.”’ 

(b) The second paragraph of section 3 of the Act of March 18, 
1904 (33 Stat. 142; 5 U.S. C. 77), is hereby repealed. 

Section 4 of the Act of February 3, 1905 (33 Stat. 687; 5 U. S. C. 
77), is hereby amended to read as follows: 

“‘All motor vehicles acquired and used for official purposes of the 
departmental service in the District of Columbia shall have con- 
spicuously imprinted thereon at all times the full name of the executive 
department or other branch of the public service to which the same 
belong and in the service of which the same are used.” 

Sec. 17. (a) The following statutes or parts of statutes are hereby 
repealed: 

Sections 1779 and 192, as amended, of the Revised Statutes 
(5 U.S. C. 102); 

The Act of January 21, 1881 (44 U.S. C. 323); 

Section 3 of the Act of March 15, 1898 (31 U.S. C. 678). 

(b) That portion of the Act of July 31, 1876, (44 U.S. C. 321; 19 
Stat. 105), reading as follows: “and in no case of advertisement for 
contracts for the public service shall the same be published in any 
newspaper published and printed in the District of Columbia unless 
the supplies or labor covered by such advertisement are to be fur- 
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nished or performed in said District of Columbia” is hereby amended 
by adding at the end thereof “or in the adjoining counties of 
Maryland or Virginia’’. 

(c) That portion of the Act of June 23, 1906 (3 U.S. C. 43) read- 
ing as follows: “not exceeding $25,000 per annum”’ is hereby amended 
to read, “not exceeding $40,000 per annum”, 

Sxc. 18. The word “department” as used in this Act shall be con- 
strued to include independent establishments, other agencies, wholly 
owned Government corporations (the transactions of which corpora- 
tions shall be subject to the authorizations and limitations of this 
Act, except that section 9 shall apply to their administrative trans- 
actions only), and the government of the District of Columbia, but 
shall not include the Senate, House of Representatives, or office of 
the Architect of the Ca itol, or the officers or employees thereof. 
The words “continental United States” as used herein shall be con- 
strued to mean the forty-eight States and the District of Columbia. 
The word “Government” shall be construed to include the government 
of the District of Columbia. The word “appropriation” shall be 
construed as including funds made available by legislation under 
section 104 of the Government Corporation Control Act, approved 
December 6, 1945. 

Suc. 19. Sections 1, 3, 4, 5, 7, 14, and 15 of this Act shall not apply 
to persons whose pay and allowances are established by the Pay 
Readjustment Act of 1942. 

Sec. 20. Sections 1 and 2 of this Act shall become effective on the 
first day of the third calendar month following the enactment hereof. 
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AMENDING SECTION 4 OF THE INTERSTATE COMMERCE 
ACT RELATING TO THE LONG- AND SHORT-HAUL 
CLAUSE 





June 19, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Harris, from the Committee on Interstate and Foreign Com- 
merce, submitted the following 


REPORT 


[To accompany 8. 937] 


The Committee on Interstate and Foreign Commerce, to whom 
was referred the bill (S. 937) to amend section 4 of the Interstate 
Commerce Act, as amended, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

PURPOSE OF BILL 


The purpose of the bill, by amending section 4 (1) of the Interstate 
Commerce Act, is to eliminate prior approval of the Interstate Com- 
merce Commission for publication of rates over “circuitous routes”’ 
equivalent to going rates over a “direct route” of the same type of 
carrier when, in the managerial discretion of the carriers, such rates 
are necessary for competitive reasons. 

The bill does not change the application of the long- and short-haul 
clause principle to the ‘direct route,” nor change the general principle 
of rate making as to the compensatory character of the rates over the 
“circuitous routes.” 

The Interstate Commerce Commission recommends the bill (recom- 
mendation No. 2, 70th Annual Report to the Congress) as removing 
an unnecessary burden on both carriers and the Commission in con- 
nection with filings for relief from the provisions of this section. 


HEARINGS 


Hearings were had by the Subcommittee on Transportation and 
Communications on a companion bill, H. R. 2808, at which numerous 
witnesses appeared for all carrier and many shipper organizations, 
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in support of the bill, and no witness appeared in opposition to the 
bill with the exception of one who desired a much broader exemption 
from the provisions of this section that would largely have eliminated 
the basic long- and short-haul principle. 


DISCUSSION 


Enactment of the legislation would eliminate the present necessity 
under section 4 (1) of the interstate Commerce Act of securing the 
Commission’s prior approval to. establish rates over circuitous routes 
equivalent to the going rates over a more direct route of the same type 
of carrier when, in the carrier’s opinion, such rates are necessary for 
competitive reasons. Elimination of this provision would enhance the 
Commission’s administrative effectiveness and would enable the car- 
riers to simplify and improve their tariffs to the benefit of all concerned, 

Under section 4 (1) common carriers subject to part I or part ITI 
are now prohibited from charging or receiving any greater compensa- 
tion for the transportation of passengers, or like kind of property, for 
a shorter than for a longer distance over the same line or route in the 
same direction, the shorter being included within the longer distance. 
Section 4 (1) also provides, among other things, that, upon application, 
the Commission may, in special cases, after investigation, authorize 
such carriers to charge less for the longer than for the shorter distance, 
and from time to time prescribe the extent to which such common 
carriers may be relieved from the provisions of the section. In the 
exercise of this authority, however, the Commission may not permit 
the establishment of any charge to or from the more distant point that 
is not reasonably compensatory for the service performed. Nor may 
it grant such authorization on account of merely potential water 
competition not actually in existence. 

H. R. 2808 would make the fourth section self-operating with respect 
to departures over circuitous routes for competitive reasons. No 
further authorization from the Commission would be necessary al- 
though other standards set forth in other sections of the act would, 
of course, have to be observed. Elimination of the need for prior 
Commission approval would not result in discrimination against 
intermediate points on the circuitous route. Discrimination, if any, 
would have already occurred by reason of the prior publication of the 
lower charges for the longer distance than for the shorter distance over 
the direct route. Such a situation would be created when the lower 
rate over the direct route becomes effective, and not upon publication 
by the circuitous route carrier of a rate equivalent to the rate over the 
direct route. 

Under existing regulatory policy, rates are initiated by the carriers, 
and are subject to review by the Commission. This does not mean 
that the Commission must investigate and pass upon the justness and 
reasonableness of every rate before it becomes effective. Rates are 
reviewed whenever their lawfulness is questioned, and experience has 
proved this to be a satisfactory practice. It is reasonable to assume, 
therefore, that rates published over circuitous routes to meet the rates 
over the more direct routes would be compensatory and otherwise 
lawful. Should the lawfulness of such a rate be questioned, it would 
be subject to specific review, and the Commission would consider its 
compensatory aspects under the just and reasonable provision of 
section 1 of the act. If found not to be compensatory, it would 
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constitute an unauthorized departure from the long- and short-haul 
principle, and would therefore be unlawful. 

The long- and short-haul clause of the act has been surrounded 
throughout its history by more controversy than any other provision. 
A major portion of the congressional debate at the time the original 
act was under consideration in 1887 was devoted to this clause. In 
the 10 years that followed, a series of court decisions rendered it 
ineffectual by interpreting the statute as it was then worded as per- 
mitting the carriers to determine for themselves whether long- and 
short-haul departures were unlawful. The dissatisfaction with this 
situation led to the amendments in 1910 and 1920, by which the clause 
was strengthened, and the Commission was given the primary func- 
tion of determining whether departures should be sanctioned. Since 
the Commission is constantly seeking assurance that all rates subject 
to its jurisdiction, including those published under section 4, are not 
unjust or unreasonable, or unduly discriminatory, prior Commission 
approval to publish such rates over circuitous routes would seem 
unnecessary. 

Experience has shown that this provision has been excessively 
burdensome to all concerned. It has brought about disproportionate 
expenditures of time, labor, and funds by both the carriers and the 
Commission in view of the relatively few instances where denial of 
section 4 relief has been warranted. During the year ending October 
31, 1956, for example, the carriers filed 1,573 applications for fourth- 
section relief. Of this number only 87 were denied, the remainder 
having been granted in whole or in part, either on a continuing or 
temporary basis. Those figures include applications for relief other 
than over circuitous routes. For the months of October, November, 
and December 1956, a total of 431 fourth-section applications were 
filed. Of this number 127, or 29.4 percent, sought relief over circuitous 
routes only. Only 5 of these were opposed, and only 7 were denied. 
On the basis of handling about 459 circuitous route applications per 
year, it is estimated that enactment of H. R. 2808 would result in 
annual savings of over $19,000 for the Commission. That is on the 
basis of present filings. In the past 13 years the number of fourth- 
section applications has increased almost threefold and there is good 
reason to believe that this trend will continue. 

Enactment of the proposed change would serve to streamline section 
4 without disturbing its principal purpose, i. e., control of departures 
from the long- and short-haul principle over the direct routes. By 
materially reducing the size of many tariffs and by simplifying them 
generally the benefits of these changes would redound to shippers and 
other tariff users in substantial degree. 

The proposed new provision prohibiting the consideration of rates 
so established over circuitous routes as evidence of the compensatory 
character of rates involved in other proceedings would serve to prevent 
use of such rates (which may, as an exception to the provisions of 
sec. 4, become effective without the Commission’s prior approval) 
as criteria justifying proposed rate adjustments in other proceedings. 
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AGENCY COMMENTS 


INTERSTATE COMMERCE CoMMISSION, 
OFFICE OF THE CHAIRMAN, 
Washington, June 10, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Dear CuarrMAN Harris: Your letter of May 27, 1957, addressed 
to the Chairman of the Commission and requesting a report on an act, 
S. 937, to amend section 4 of the Interstate Commerce Act, as 
amended, has been referred to our Committee on Legislation. After 
consideration by that Committee, I am authorized to submit the 
following comments in its behalf: 

S. 937, as passed by the Senate, 1s identical to H. R. 2808, intro- 
duced by you in the House, at the Commission’s request, to give effect 
to legislative recommendation No. 2 in its 70th annual report to 
Congress. 

The purpose of the recommendation and the bill was set forth in 
the statement of justification which accompanied the draft bill trans- 
mitted to you with my letter of January 8, 1957, with request for 
introduction. For convenience of reference, the statement of justi- 
fication is repeated below: 

“The attached draft bill is designed to remove from section 4 (1) of 
the Interstate Commerce Act all unnecessary and burdensome require- 
ments of the long- and short-haul principle by making the section 
self-operating with respect to departures over circuitous routes because 
of competitive factors. As an incident of the suggested change, a 
provision would be added prohibiting the consideration of rates so 
established over circuitous routes as evidence of the compensatory 
character of rates involved in other proceedings. 

“Under the present provisions of section 4 (1), common carriers 
subject to part I or part III of the act are prohibited from charging or 
receiving any greater compensation for the transportation of pas- 
sengers, or like kind of property, for a shorter than for a longer distance 
over the same line or route in the same direction, the shorter being 
included within the longer distance. Such carriers are also prohibited 
from charging any greater compensation as a through rate than the 
aggregate of the intermediate rates subject to the provisions of part I 
or part III. Section 4 provides, in addition, however, that the 
Commission may in special cases, upon application and after investiga- 
tion, authorize such carriers to charge less for the longer than for the 
shorter distance, and that it may from time to time prescribe the ex- 
tent to which such designated carriers may be relieved from the opera- 
tion of the section, but that in exercising such authority it shall not 
permit the establishment of any charge to or from the more distant 
point that is not reasonably compensatory for the service performed. 

“The proposed amendment would make it unnecessary to secure the 
Commission’s prior approval to publish rates over circuitous routes 
equivalent to the going rates over the direct routes of the same type of 
carrier when, in the carrier’s opinion, such rates are necessary for 
competitive reasons. To this extent the fourth section would become 
self-operating, with no further authorization from the Commission 
being required other than the standards set forth in other sections of 
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the act. This would not operate to discriminate against intermediate 
points on the circuitous route, since such discrimination, if any, would 
already have occurred by reason of the prior publication of the lower 
charges for the longer distance than for the shorter distance over the 
direct route. This situation is created upon the lower rate over the 
direct route becoming effective, and not upon publication ‘by the 
circuitous route carrier of a rate equivalent to tlie rate over the direct 
route. 

“Under existing regulatory policy, rates are made in the first instance 
by the carriers, subject to review by the Commission. The Commis- 
sion is not required to investigate and pass upon the justness and 
reasonableness of every rate before it becomes effective, but rates are 
reviewed whenever their lawfulness is questioned. This has proved 
to be a satisfactory practice. It is therefore reasonable to assume 
that rates published by carriers operating over circuitous routes to 
meet the rates over the more direct routes would be compensatory 
and otherwise lawful. Should the lawfulness of such a rate be ques- 
tioned, it would be subject to specific review in which case the 
Commission would consider the compensatory aspect thereof under 
the just and reasonable provision of section 1 of the act. If the rate 
is found not to be compensatory, it would constitute an unauthorized 
departure from the long- and short-haul principle, and therefore would 
be unlawful. 

“Experience has shown that the provision in question has been 
excessively burdensome to all concerned, and has resulted in dis- 
proportionate expenditures of time, labor, and funds by both the 
carriers and the Commission in view of the relatively few instances 
where denial of section 4 relief has been warranted. During the year 
ending October 31, 1956, for example, the carriers filed 1,573 applica- 
tions for such relief. Of this number only 87 were denied, the re- 
mainder having been granted in whole or in part, either on a con- 
tinuing or temporary basis. 

“Elimination of this burdensome provision would enhance the 
Commission’s administrative effectiveness and would enable the 
carriers to simplify and improve their tariffs to the benefit of all 
concerned. Enactment of the proposed change would thus serve to 
streamline section 4 without disturbing its principal purpose, i. @., 
control of departures from the long- and short-haul principle over 
the direct routes. 

‘The proposed new provision prohibiting the consideration of rates 
so established over circuitous routes as evidence of the compensatory 
character of rates involved in other proceedings would serve to pre- 
vent use of such rates (which may, as an exception to the provisions 
of sec. 4, become effective without the Commission’s prior approval) 
as criteria justifying proposed rate adjustments in other proceedings.” 

There is nothing further that we wish to add at this time. We 
recommend that S. 937 be enacted. 

Respectfully submitted. 

OweEN CLARKE, 
Chairman, Committee on Legislation. 
OwEN CLARKE. 
ANTHONY ARPAIA. 
Rosert W. Minor. 
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Tue SECRETARY OF COMMERCE, 
Washington, D. C., April 23, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. CuartrMan: This letter is in reply to your request of 
January 23, 1957, for the views of this Department with respect to 
H. R. 2808, a bill to amend section 4 of the Interstate Commerce Act, 
as amended. 

Section 4 (1) of the Interstate Commerce Act, the long- and short- 
haul clause, prohibits any common carrier subject to part I or part IIIT 
thereof from charging or receiving any greater compensation for the 
transportation of persons, or of like kind of property, for a shorter than 
for a longer distance over the same line or route in the same direction, 
the shorter being included within the longer distance. The section 

rovides, however, that upon application and after investigation, the 
nterstate Commerce Commission may in special cases relieve such 
carriers from this prohibition and from time to time prescribe the ex- 
tent of such relief. In exercising this authority, the Interstate Com- 
merce Commission may not permit the establishment of any charge 
to or from the more distant point that is not reasonably compensatory 
for the service performed. The section also prohibits pa carriers 
from charging any greater compensation as a through rate than the 
aggregate of the intermediate rates. 

The bill, which was sponsored by the Interstate Commerce Com- 
mission, would amend the long- and short-haul clause by authorizing 
carriers operating over circuitous lines or routes to meet the charges 
of other such carriers of the same type operating over a more direct 
line or route, to or from the competitive points, without special 
permission and subject only to the standards of lawfulness set forth 
in other provisions of part I and part III of the act. Rates so estab- 
lished could not be considered as evidence of the compensatory 
character of rates involved in other proceedings. The aggregate-of- 
intermediates clause would not be affected by the proposal. 

The bill no doubt resulted from an Interstate Commerce Com- 
mission proceeding, Fourth Section Application No. 28580, Rates 
and Charges over Circuitous Routes in the United States, decided 
April 26, 1955, wherein all carriers in the United States subject to 
section 4, part I of the act sought general relief to establish and 
maintain the same rates via circuitous routes between any two points 
as those applicable between the same points via more direct routes. 
Competition between rail transportation and other form of trans- 
portation was not involved. The Interstate Commerce Commission 
denied relief on the basis of lack of statutory authority stating that 
the matter did not constitute a special case to which its jurisdiction 
is confined, and that it was impossible in a proceeding of such scope 
to show that the departure rates are reasonably compensatory. 

In its statement of justification for H. R. 2808, the Interstate 
Commerce Commission stated— 

“Experience has shown that the provision in question has been 
excessively burdensome to all concerned, and has resulted in dispro- 
portionate expenditures of time, labor, and funds by both the carriers 
and the Commission in view of the relatively few instances where 
denial of section 4 relief has been warranted * * *. 
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“Elimination of this burdensome provision would enhance the 
Commission’s administrative effectiveness and would enable the 
carriers to simplify and improve their tariffs to the benefit of all 
concerned * * *.” 

The Department believes that H. R. 2808 is a step in the direction 
of relieving shippers, carriers, and the Interstate Commerce Commis- 
sion of unnecessary and burdensome procedures. However, we are 
in favor of liberalizing the fourth section as recommended by the 
President’s Advisory Committee on Transport Policy and Organiza- 
tion, and included in section 4 of H. R. 5521 and H. R. 5522. Under 
the Advisory Committee’s recommendation which retains the general 
long- and short-haul prohibitions, rail and water common carriers could 
establish departure rates without prior approval of the Interstate 
Commerce Commission provided the rates were necessary to meet 
actual competition and did not result in less than just and reasonable 
minimum charges. Accordingly, it proposes more extensive pro- 
cedural relief than that provided by H. R. 2808, for it includes direct 
route as well as circuitous route competitive situations. There seems 
to be little difference in principle whether such situations are created 
by competition between like or unlike carriers, particularly in view 
of the carrier’s initial responsibility to establish reasonable and non- 
discriminatory rates and the Interstate Commerce Commission’s 
other rate control authorities under the present law or as proposed by 
the Advisory Committee. 

We do not favor inclusion of the proviso prohibiting consideration 
of rates established over circuitous routes as evidence of the compensa- 
tory character of rates involved in other proceedings. Responsible 
carrier management operating under statutory obligations can be 
reasonably expected to establish such rates on a compensatory and 
otherwise lawful basis. Rates so established like other rates would 
be open to challenge and subject to review by the Commission. They 
should have the same evidential value in a proceeding before the 
Commission as any other carrier prescribed and unchallenged rate. 
Moreover, knowledge that such rates might so be used in evidence 
would serve as an additional deterrent to the publishing of rates that 
were not reasonably compensatory. 

Although this Department favors revision of the long- and short- 
haul clause so as to eliminate unnecessary procedural requirements, 
it believes that the amendments made by H. R. 5521 and H. R. 5522 
are better designed to accomplish this purpose than those proposed 
by H. R. 2808. 

We have been advised by the Bureau of the Budget that it would 
interpose no objection to the submission of this report to your 
committee. 

Sincerely yours, 
StncLtair WEEKS, 
Secretary of Commerce. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as passed 
by the Senate, are shown as follows (existing law proposed to be 
omitted is enclosed in black brackets, new matter is printed in italics, 
existing law in which no change is proposed is shown in roman): 
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Section 4 (1) or THe [nrERstaTE Commerce Act, as AMENDED 
(49 U.S. C. 4 (1)) 


Sec. 4, (1) It shall be unlawful for any common carrier subject to 
this part or part III to charge or receive any greater compensation in 
the aggregate for the transportation of passengers, or of like kind of 
property, “for a shorter than for a longer distance over the same line 
or route in the same direction, the shorter being included within the 
longer distance, or to charge any greater compensation as a through 
rate than the aggregate of the intermediate rates subject to the pro- 
visions of this part or part III, but this shall not be construed as 
authorizing any common carrier within the terms of this part or part 
III to charge or receive as great compensation for a shorter as for a 
longer distance: Prov ued, That upon application to the Commission 
[such common carrier may in special cases, after investigation, ] and 
after investigation, such carrier, in special cases, may be authorized by 
the Commission to charge less for longer than for shorter distances 
for the transportation of passengers or ‘Lproperty ;] property, and the 
Commission may from time to time prescribe the extent to which such 
designated [common carrier} carriers may be relieved from the opera- 
tion of the foregoing provisions of this section, but in exercising the 
authority conferred upon it in this [proviso the] proviso, the Com- 
mission shall not permit the establishment of any charge to or from 
the more distant point that is not reasonably compensatory for the 
service performed; and no such authorization shall be granted on 
account of merely potential water competition not actually in exist- 
ence: Provided further, That any such carrier or carriers operating over 
a circuitous line or route may, subject only to the standards of lawfulness 
set forth in other provisions of this part or part III and without further 
authorization, meet the charges of such carrier or carriers of the same 
type operating over a more direct line or route, to or from the competitive 

oints, provided that rates so established over ‘circuitous routes shall not 
e evidence on the issue of the compensatory character of rates involved 
wn other proceedings: And provided further, That tariffs proposing rates 
subject to the provisions of this paragraph requiring Commission 
authorization may be filed when application is made to the Commission 
under the provisions hereof, and in the event such application is 
approved, the Commission shall permit such tariffs to become effective 
upon one day’s notice. 
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EXTENDING THE TIMES FOR COMMENCING AND COMPLETING 
THE CONSTRUCTION OF A TOLL BRIDGE ACROSS THE RAINY 
RIVER AT OR NEAR BAUDETTE, MINN. 





JuNnE 19, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed. 


Mr. Buatntx, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany 8, 1054] 


The Committee on Public Works, to whom was referred the bill 
(S. 1054) to extend the times for commencing and completing the 
construction of a toll bridge across the Rainy River at or near Bau- 
dette, Minn., having considered the same, report favorably thereon 
with amendment and recommend that the bill, as amended, do pass. 

The amendment is as follows: 

Page 1, after line 12, insert a new section as follows: 


Sec. 2. The amendments made by the first section of this 
Act shall take effect as of June 15, 1957. 


PURPOSE OF THE BILL 


The purpose of the bill and the facts which recommend its enact- 
ment are set forth below in the language which is quoted from Senate 
Report 432, filed by the Committee on Public Works of the Senate: 


The act of December 21, 1950, authorized the village of 
Baudette, Minn., its public successors or public assigns, to 
construct, maintain, and operate a toll bridge and approaches 
thereto across the Rainy River, so far as the United States 
has jurisdiction over said river, at a point suitable to the 
interests of navigation, at or near Baudette, Minn., in ac- 
cordance with the provisions of the act approved March 


23, 1906, and subject to the approval of the proper authority 
in Canada. 


23910°—58 4H. Rept.. 85-1, vol. 2——8l 











2 TOLL BRIDGE AT OR NEAR BAUDETTE, MINN. 


Since the bridge was not commenced and completed within 
the required time limitations, the authority granted by the 
1950 act became null and void. 

Public Law 79, 84th Congress, approved June 16, 1955, 
revived and reenacted the act of December 21, 1950, with the 
provision that actual construction of the bridge be com- 
menced within 2 years and completed within 4 years from the 
date of approval of the act. 

The construction of the bridge has not yet been com- 
menced, and unless construction is started before June 16, 
1957, the authority granted for its construction under 
Public Law 79 will become null and void. 

Senate bill 1054 would amend Public Law 79, 84th Con- 
gress, to permit commencing construction of the bridge 
within 4 years and completing such construction within 
6 years from the date of approval of that act. 

The committee therefore considers this an emergency 
situation, and believes that an extension of time is necessary. 

It is noted that the interested parties will have to obtain 
the consent of the proper Canadian authorities to the exten- 
sion of the times for commencing and completing construc- 
tion of the bridge. 

No expenditure of funds by the United States is involved. 


COMMITTEE AMENDMENT 


Since Public Law 79, 84th Congress, revived and reenacted the act 
of December 21, 1950, with the provision that actual construction of 
the bridge be commenced within 2 years from the date of the approval 
of that act, June 16, 1955, and this period has now expired, the com- 
mittee deems it advisable to assure continuity of the present authority 
granted by the 1955 act, by providing that the amendments in S. 1054 
shall take effect as of June 15, 1957. The bill has been so amended, 

The reports of the Bureau of the Budget, the Department of the 
Army, and the Department of Commerce, as submitted to the Chair- 
man of the Committee on Public Works of the Senate, are as follows: 


Executive OrricE OF THE PRESIDENT, 
BuREAU OF THE BupGET, 
Washington 25, D. C., April 8, 1957. 
Hon. Dennis CHAveEz, 
Chairman, Committee on Public Works, 
United States Senate, Senate Office Building, 
Washington 25, D. C. 

My Dear Mr. Cuatrman: This is in reply to your letter of Febru- 
ary 5, 1957, requesting the views of this Office with respect to S. 1054, 
a bill to extend the times for commencing and completing the construc- 
tion of a toll bridge across the Rainy River at or near Baudette, 
Minn. 

This Office would have no objection to the enactment of this 
measure. 

Sincerely yours, 


Percy Rappaport, 
Assistant Director. 
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Tue SECRETARY OF COMMERCE, 
Washington 25, D. C., April 29, 1957. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works 
United States Senate Washington, D. C. 


Dear Mr. Cuarrman: This is in reply to your request of Februar 
5, 1957, for the views of this Department concerning S. 1054, a bi 
to extend the time for commencing and completing the construction of 
a toll bridge across the Rainy River at or near Baudette, Minn. 

The bill would authorize the extension of the commencement and 
completion dates of the toll bridge authorized to be constructed across 
the Rainy River at or near Baudette, Minn., by the act approved 
June 16, 1955 (69 Stat. 159), by amending the 1955 act to provide that 
the authority granted therein shall be null and void unless the actual 
construction of the bridge is commenced within 4 years and com- 
pleted within 6 years from the date of approval of that act. Said 
act now provides that the bridge shall be commenced and completed 
within 2 and 4 years, respectively, from said date of approval. 

The construction of the bridge has not yet been commenced, and 
unless construction is started before June 16, 1957, the authority 
granted for its construction under the 1955 act will become null and 
void. 

It would be considered necessary, therefore, that consideration be 
given to extending the commencement and completion dates of the 
proposed bridge. 

Construction of this bridge would involve no expenditure of Federal 
funds. 

The Department would interpose no objection to the enactment of 
the pending bill. 

We have been advised by the Bureau of the Budget that it would 
interpose no objection to the submission of this letter. 

If we can be of further assistance in this matter, please call on us. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


DEPARTMENT OF THE ARMY, 
April 11, 1957. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

Dear Mr. CuatrrMan: Reference is made to your request of Feb- 
ruary 5, 1957, for the views of the Department of the Army with 
respect to S. 1054, 85th Congress, Ist session, a bill to extend the 
times for commencing and completing the construction of a toll bridge 
across the Rainy River at or near Baudette, Minn. 

The Department of the Army has considered the above-mentioned 
bill. The purpose of the bill is to extend the times for commencing 
and completing the construction of a toll bridge across the Rainy 
River at or near Baudette, Minn., authorized to be built by the village 
of Baudette by an act of Congress approved December 21, 1950 (64 
Stat. 1115). 
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Pe Department of the Army offers no objection to the enactment 
of S. 1054. 

This Department has no information as to the fiscal effect of this 
bill. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
Wiser M. Brucker, 
Secretary of the Army; 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Standing Rules of 
the House of Representatives, changes in existing law made by the 
bill are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


Pustic Law 79, 84rH CoNnGREss 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Act approved 
December 21, 1950, entitled ‘An Act authorizing the village of Bau- 
dette, State of Minnesota, its public successors or public assigns, to 
construct, maintain, and operate a toll bridge across the Rainy River, 
at or near Baudette, Minnesota”, be, and is hereby, revived and 
reenacted: Provided, That this Act shall be null and void unless the 
actual construction of the bridge herein referred to be commenced 
within [two] four years and completed within [four] siz years from 
the date of approval thereof. 


O 
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SUPPLEMENTAL POST OFFICE DEPARTMENT 
APPROPRIATIONS, 1958 





June 20, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Gary, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H. J. Res. 379] 


The Committee on Appropriations to which was referred the House 
Joint Resolution No. 379, making additional appropriations for the 
Post Office Department for the fiscal year 1958, and for other purposes, 
reports the same to the House without amendment and with the 
recommendation that the joint resolution be passed. 

The budget estimate, in House Document Number 190, contained 
a request for a total of $149,500,000 in four of the five appropriation 
titles within the Post Office Department. The Committee recom- 
mends a total of $133,000,000, a reduction of $16,500,000. A tabu- 
lation by appropriation titles appears later in this report. 

The Department presented a statement of various curtailments of 
postal service that could be effected in the event that the entire 
amount of the estimate was refused. Several of these items, which 
can be accomplished administratively, appear to the Committee to 
be very desirable, and in at least one case, the Committee is at a loss 
to understand why action has not been taken by the Postmaster 
General prior to this time. 

There would appear to be no substantial reason why second class 
‘Saapotante 9 and third class bulk mailings should not be required to 
ye zoned, in the face of a stated savings to the Government of 
$5,000,000. There would appear to be no significant reason why 
star route service should not be reduced to once daily where practi- 
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cable, at a stated savings of $700,000. There is strong feeling within 
the Committee in favor of the abolition of money order sales. Sus- 
pension of this service in offices where the effect would be negligible 
would effect at least a portion of the total stated savings of $26,- 
000,000. And finally, the Committee cannot too strongly emphasize 
that with the modern trend to a five day work week the Department 
should re-examine city delivery service and effect such reductions in 
Saturday service as are in keeping with the pattern of business, indus- 
try, and suburbia generally. With a stated maximum savings of 
$70,000,000 possible were it necessary to order complete cessation of 
Saturday service, proper exercise of administrative discretion should 
result in savings of lesser, but still consequential amounts. In sum- 
mary, the statement of the Postmaster General shows numerous 
curtailments, amounting to sums far in excess of the reduction imposed 
by the Committee, which could be effected without materially inter- 
fering with present mail service. 

In addition to the potential savings from service adjustments, the 
Department called attention to a savings possible through the elimina- 
tion of cost of living salary differentials paid employees working in 
United States Territories and possessions. The payment of such 
allowances is now established by substantive law, is not discretionary, 
and would seem a proper subject for serious consideration by the 
legislative committee. There would appear no significant basis for 
paying what is in effect a bonus to persons native to and resident in 
the Territory in which employed, with the possible exception of 
Alaska where the cost of living is unduly high. 


Comparison of estimates and recommendations 


Recom- Bill com- 
Appropriation title Estimate mended pared with 
estimate 

GUITAR Gt TROSURIGA oe cca cikdesdscctcnddcwbecdiedisc $2, 000, 000 SOG Fo hid tikes 
Operations........... dadipahniplibaditinipninsipeltntindadaie 101, 500, 000 90, 000, 000 | —$11, 500, 000 
EN IN aos cts iscecsecterencinné aes abate nieniwemeaneienniaasaaneieuarami 27, 000, 000 24, 000, 000 —3, 000, 000 
Ns cbs ddlicddddicacdsackssuddscmmbdddhinns aahilaiaed 19, 000, 000 17, 000, 000 — 2, 000, 000 
RO UELERS | PRES Lume ume cio Tmage ry 3 ee anh 149, 500,000 | 133, 000, 000 | — 16, 500, 000 


The amounts recommended will provide total funds for the various 
appropriations available to the Department for the fiscal year 1958 
as itemized below. It is understood that, barring circumstances 
clearly qualifying under the Anti-deficiency Statute, the Postmaster 
General will cause the Department to be operated adequately and 
effectively within these amounts, and avoid any repetition of the fiscal 
debacle of the Spring of 1957. 


Total Appropriation, 
Appropriation Title 1958 


ReriigGeRet and Robesroh sos 226s 5h eh a bi OU: $22, 500, 000 
Quantities. 521650 iuids~ cei cndidad<ceeeeh~iuewetnavtenke 2, 380, 000, 000 
III. scl uch. <idsin sige besancneiamminaaiddann iia itaiiaamua 672, 000, 000 
pe RON eR ot ts thn EBS ol tie ce ROB 13, 500, 000 
i iir cbcknwsiGiwitcnaasieak pakaendnininimeaamaaaane 237, 000, 000 
WOM ss ect lek ndcccniewens pekcseeneeannteaee 3, 325, 000, 000 
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REVISION OF LAWS RELATING TO HANDLING OF SHORT 
PAID AND UNDELIVERABLE MAIL 


June 20, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Portsr, from the Committee on Post Office and Civil Service 
submitted the following 


REPORT 


[To accompany H. R. 7910] 


The Committee on Post Office and Civil Service, to whom was 


' referred the bill (H. R. 7910) to revise the laws relating to the handling 


of short paid and undeliverable mail, and for other purposes, having 
considered the same, report favorably thereon with amendments and 
recommend that the bill as amended do pass. 


AMENDMENTS 


The first amendment is as follows: 
Page 1, strike out lines 3 to 8, inclusive, and insert in lieu thereof 
the following: 

That (a) the Postmaster General shall prescribe by regulation 
the conditions for delivery to the addressee, return to the 
sender, or other disposition, of matter mailed without pre- 
payment of the postage required by law to be paid, or 
without prepayment of the full amount of the postage 
required by law to be paid. 


This amendment is technical in nature, and revises the language 
of this subsection in order to improve its grammatical construction. 

The second amendment is as follows: 

Page 2, line 2, immediately after the period insert: 


Such charges (1) shall be in addition to the payment of 
lawfully required postage, (2) shall not be adjusted more 
frequently than once every two years, and (3) when adjusted 
shall equal, as nearly as is practicable, the approximate cost 
incurred by the Post Office Department with respect to the 


86006 











Zz HANDLING OF SHORT PAID AND UNDELIVERABLE MAIL 


delivery of such matter and the collection of postage and 
other lawful charges thereon. 


This amendment provides a guideline for the Postmaster General in 
the determination of the charges to be prescribed by regulation, to 
be collected on delivery of matter mailed without prepayment of the 
lawfully required postage thereon. It clarifies the intent of the bill that 
such charges, which represent payment for a special service, shall be in 
addition to lawful postage, that they may not be adjusted more often 
than once every 2 years, and that, when adjusted, they shall equal, as 
nearly as practicable, the approximate cost of rendering such special 
service. It is emphasized that determination of these charges is 
expected to be based on the regular cost-ascertainment procedures 
of the Department and that there will be no requirement for the 
development of any burdensome or expensive additional accounting 
processes. The Post Office Department has agreed to the amendment 
upon this basis. This amendment is consistent with the policy of the 
committee and of the Post Office Department that postal revenues 
and fees for special services—and delivery of short-paid mail, as well as 
collection of charges thereon, represent special services—shall more 
nearly equal the costs incurred. 

The third amendment is as follows: 

Page 3, line 13, strike out ‘1”’. 

This amendment corrects a technical error in a section reference in 
the introduced bill. 

STATEMENT 


‘This legislation, as introduced, and as reported, makes changes in 
certain existing laws and parts of laws relating to short-paid mail, 
mail on which no postage has been paid, and undelivered mail, with 
appropriate repealers of inconsistent provisions of law, in order to 
modernize such laws and parts of laws, facilitate the operations of 
the postal service with respect thereto, and carry out the expressed 
policy of the committee that postal rates and fees should be adjusted 
from time to time in order that postal revenues will more nearly equal 
expenses and that postal service will be improved. The Post Office 
Department estimates that there were 484 million postage-due trans- 
actions in the fiscal year 1956, and that anticipated volume in the fiscal 
year 1958 will raise this number to about 1 billion. 

Subsection (a) of the first section of H. R. 7910 authorizes the Post- 
master General to prescribe by regulation the conditions for delivery, 
return, or other disposition of mail on which no postage or insufficient 
postage has been prepaid. 

Subsection (b) of this section authorizes the Postmaster General to 
prescribe by regulation the additional charges, over and above lawful 
postage, that shall be collected for delivery of such mail, and also to 
waive collection where it is in the interests of the Government. The 
committee amendment will add a provision that such additional 
charges shall, as nearly as practicable, equal the cost incured for this 
special service. 

Section 2 authorizes the Postmaster General to prescribe appropriate 
fees for return of undeliverable mail from the dead-letter office to the 
senders. This is an additional authorization along the lines of those 
fees for special services which the Postmaster General is authorized 
to prescribe under section 12 of Public Law 233, 82d Congress. 
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Section 3 eliminates reference in the present law to charging of post- 
age for short-paid mail but retains the Postmaster General’s authority 
to issue postage-due stamps for philatelic purposes. 

Section 4 increases from $1 to $10 the value or content of non- 
registered letters that must be returned to the senders by registered 
mail, charging a minimum registry fee. 

Section 5 increases from 15 to 25 cents the minimum commission 
for selling undeliverable parcels containing perishables. 

Section 6 repeals laws or parts of laws inconsistent with this new 
legislation. 

Section 7 provides that the bill will be effective on the first of the 
third month following enactment. 

This legislation is based upon an official request of the Deputy 
Postmaster General, which follows: 


Orrice oF THE PostMAsTER GENERAL, 
Washington, D. U., April 9, 1957. 
Hon. Sam RayYBurRn, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: Transmitted herewith, for consideration by 
Congress, is a legislative proposal to revise the laws relating to the 
handling of short-paid and undeliverable mail, and for other purposes. 

Several provisions of law deal with the handling of short-paid mail 
matter. For example, section 272 of title 39, United States Code, 
which is based on section 3900 of the Revised Statutes, provides that 
“No mail matter shall be delivered until the postage due thereon has 
been paid.”’ 

Section 274 of title 39, United States Code, provides that “If any 
mail matter, on which by law the postage is required to be prepaid at 
the mailing office, shall by inadvertence reach its destination without 
any prepayment, double the prepaid rates shall be charged and col- 
lected on delivery.” 

Section 275 of title 39, United States Code, provides that part-paid 
first-class matter shall be forwarded to its destination charged with the 
unpaid rate of postage to be collected on delivery. This law contains 
the following provisions: 

“If the postage is short-paid one rate, the additional charge shall be 
2 cents, or the deficient postage. If it is short more than one rate, the 
deficient postage and an additional charge of 1 cent for each ounce or 
fraction thereof shall be collected.” 

It is proposed to amend or reneal the various laws relating to short- 
paid mail and to authorize the issuance of regulations prescribing the 
conditions under which matter mailed without prepayment of the 
postage required by law to be paid, or without prepayment of the full 
amount of the postage, shall be delivered to the addressee, returned to 
the sender, or otherwise disposed of. Also to authorize the Post- 
master General to prescribe the charges to be collected for short-paid 
matter at the time of delivery. This would be authorized by the first 
section of the proposal. 

Section 3936 of the Revised Statutes, as amended (39 U. S. C., 
406), deals with the return to the sender of undeliverable matter which 
is sent to the dead-letter offices for examination. The law provides 
that a fee of 5 cents is to be collected at the time of delivery of such 
mail to the sender. 
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Since the return of such matter to the sender is in the nature of a 
special service, it is believed that the Postmaster General should be 
authorized to prescribe the fees to be charged for such services to the 
same extent that he is authorized to prescribe fees for other special 
services. 

Section 2 of the proposed bill will amend section 12 (a) of the act 
of October 30, 1951 (39 U.S. C., 246f), to authorize the Postmaster 
General to prescribe the fees to be charged for the above-mentioned 
special service. 

Section 3 of the proposal amends the law in section 275 of title 39, 
United States Code, to eliminate the reference to the postage to be 
charged for short-paid mail. However, the law, as amended, retains 
the authority of the Postmaster General to issue postage-due stamps 
of special designs, and authorizes the sale of such postage-due stamps 
for philatelic purposes. It prohibits the sale of postage-due stamps in 
prepayment of regular postage or fees. It continues the present pro- 
visions of the existing law in this respect. 

Section 3936 of the Revised Statutes requires that nonregistered 
letters containing $1 or more in cash or nonregistered or insured par- 
cels of the first class which are apparently valued at $1 or more must 
be returned to the sender by registered mail. The cost to the Depart- 
ment is out of proportion to the value of the article. 

It is not believed that the Department should continue to be 
required by law to return to senders by registered mail articles valued 
at less than $10 where the sender in the first instance did not feel that 
the _— of the mailing was such as to warrant the use of registered 
mail. 

Section 4 of the proposed bill will further amend section 3936 of 
the Revised Statutes, as amended (39 U. S. C., 406), to increase 
to $10 the amount which is required by law to be returned to the 
senders by registered mail. Minimum registry fees will be continued 
as the charge for returning dead letters containing $10 or more in 
cash and parcels of the first class valued at $10 or more to the senders. 

Under section 1 of the act of May 9, 1930 (39 U. S. C., sec. 261), 
the Postmaster General is authorized to provide for the sale of unde- 
liverable parcels containing perishable matter. It is prescribed that 
the amount realized “less a commission of 10 per centum, but in no 
case less than 15 cents” is to be remitted to the sender or other rightful 
owner. Because of the cost involved in making such sales, it is 
believed that the minimum commission of 15 cents should be increased 
to a minimum of 25 cents. 

Section 5 of the proposed bill would raise the minimum commission 
to 25 cents. 

Section 6 of the proposed bill repeals all of the laws or parts of laws 
inconsistent with the act and specifically the laws codified in sections 
165, 272, 274, 321, 407, and 411 of title 39, United States Code. The 
attached analysis shows the language of the present laws which would 
be amended or repealed by this proposal. 

Section 7 of the proposal makes provision for the act to be effective 
on the first day of the third month following the month in which 
enacted. 

It is believed that the legislative proposal will accomplish the pur- 
poses desired, and its early enactment is urged. 
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Although the enactment of the legislative proposal should result in 
a small amount of additional revenues, it is not possible to estimate 
the amount of such increase at this time. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this legislative proposal to the Congress. 

Sincerely yours, 
Maurice H. Srans, 
Deputy Postmaster General. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House of 
Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


SecTion 12 (a) or THe Act or Octoser 30, 1951 


(65 Stat. 676; 39 U.S. C. 246f (a)) 


FEES FOR SPECIAL SERVICES 


Src. 12. (a) The Postmaster General is authorized to prescribe by 
regulation from time to time the fees which shall be charged by the 
postal service— 

(1) for the registry of mail matter; 

(2) for the insurance of mail matter, or other indemnification 
of senders thereof for articles damaged or lost; 

(3) for securing a signed receipt upon the delivery of regis- 
tered or insured mail matter and returning such receipt to sender; 

(4) for collect-on-delivery service; 

(5) for special-delivery service; 

(6) for special-handling service; 

(7) for the issuance of money orders; 

(8) for notice to publishers of undeliverable second-class mail, 
for notice of change of address, and for notice to addressee or 
sender of undeliverable third- or fourth-class matter, or of unde- 
liverable second-class matter mailed at the transient rate[.]; 

(9) for returning undeliverable letters and parcels from the dead- 
letter office to the senders. 





First Section or THE Act or May 9, 1930 


(39 U. S. C. 261) 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That under such regulations 
as the Postmaster General may prescribe, undeliverable parcels con- 
taining perishable matter may be sold and the amount realized, less 
a commission of 10 per centum, but in no case less than [15] 25 cents, 
shall be remitted to the sender or other rightful owner. 
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Proviso ADDED TO SecTION 3 oF THE Act oF MArcH 3, 1885 By THE 
Act or JANUARY 16, 1889 


(23 Stat. 387; 25 Stat. 650; 39 U.S. C. 165) 


Sec. 3. * * * [[: Provided, however, That the omission by the 
sender to place the lawful postage upon a letter bearing such special 
delivery stamp and otherwise entitled to immediate delivery under 
the provisions of this section shall not hinder or delay the transmission 
and delivery thereof as provided herein, but such lawful postage shall 
be collected upon its delivery, in the manner now provided by law 
for the collection of deficient postage resulting from the overweight 
of letters]. 





Section 26 AND Seconp Proviso or Srectrion 29 or THE AcT oF 
Marcu 3, 1879 


(20 Stat. 361; 23 Stat. 158; 39 U. S. C. 275, 321) 


[Sec. 26. That all mail-matter of the first class upon which one 
full rate of postage has been prepaid shall be forwarded to its destina- 
tion, charged with the unpaid rate, to be collected on delivery; but 
postmasters, before delivering the same, or any article of mail-matter 
upon which prepayment in full has not been made, shall affix, or cause 
to be affixed, and canceled as ordinary stamps are canceled, one or 
more stamps equivalent in value to the amount of postage due on 
such article of mail-matter, which stamps shall be of such special 
design and denomination as the Postmaster General may prescribe, 
and which shall in no case be sold by any postmaster nor received by 
him in prepayment of postage. If the postage is short paid one rate, 
the additional charge shall be 2 cents, or the deficient postage. If itis 
short more than one rate, the deficient postage and an additional 
charge of 1 cent for each ounce or fraction thereof shall be collected. 
The Postmaster General may, under such regulations as he may pre- 
scribe, authorize the sale of deficiency or ‘postage- -due stamps for 
philatelic purposes through such agency of the Post Office Depart- 
ment as he may designate. J 

Szc. 26. (a) The Postmaster General may issue postage due stamps 
of such special design and denomination as he deems necessary to be 
affixed to short paid mail, and such stamps shall be canceled in the same 
manner as other postage stamps. 

(b) Postage due stamps may not be sold by any postmaster nor received 
by ~~ in prepayment of postage or fees for special services. 

) The Postmaster General may designate agencies of the Department 
wikrs postage due stamps may be sold for philatelic purposes only. 
* * x * * * * 


Sec. 29. * * *: [Provided further, That any letter or packet to be 
registered by either of the Executive De spartments, or Bureaus thereof, 
or by the Agricultural Department, or by the Public Printer, may be 
registered without the payment of any registry fee; and any part-paid 
letter or packet addressed to either of said Departments or Bureaus 
may be delivered free; but where there is good reason to believe the 
omission to prepay the full postage thereon was intentional, such 
letter or packet shall be returned to the sender:] * * *, 
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Sections 3898, 3900, 3936, 3937, anp 4061 oF THE ReEviseD STATUTES 
(39 U. S. C. 274, 272, 406, 407, and 411) 


[Sec. 3898. All mail-matter deposited for mailing, on which one 
full rate of postage has been paid as required by law, shall be forwarded 
to its destination, charged with any portion of the proper postage 
which may be unpaid, to be collected on delivery. But if any mail- 
matter, on which by law the postage is required to be prepaid at the 
mailing-office, shall by inadvertence reach its destination without any 
prepayment, double the prepaid rates shall be charged and collected 
on de livery.] 

* * * * * * . 


[Sec. 3900. No mail-matter shall be delivered until the postage 
due thereon has been paid.] 


* * * * * * * 


Sec. 3936. The Postmaster General may regulate the period 
during which undelivered letters and parcels of the first class shall 
remain in any post office and when they shall be returned to the 
dead-letter office; and he may make regulations for their return 
from the dead-letter office to the writers when they cannot be delivered 
to the parties addressed. [When letters and parcels of the first class 
are returned from the dead-letter office to the writers, a fee of 5 cents 
shall be collected at the time of delivery, and in addition a charge 
shall be made of the minimum registry fee for the return of all ordi- 
nary dead letters containing $1 or more in cash, and parcels of the 
first class apparently valued at $1 or more, under such rules and 
regulations as the Postmaster General may prescribe.}] The Post- 
master General shall return to the senders by registered mail all ordinary 
dead letters containing $10 or more in cash, and parcels of the first 
class which apparently contain matter valued at $10 or more, under 
such rules and regulations as he may prescribe. The minimum registry 
fee, in addition to such other fees as the Postmaster General may pre- 
scribe, shall be collected at the time of delivery. 

[Sxc. 3937. All domestic letters deposited in any post office for 
mailing, on which the postage is wholly unpaid or paid less than one 
full rate as required by law, except letters lawfully free, and duly 
certified letters of soldiers, sailors, and marines in the service of the 
United States, shall be sent by the postmaster to the dead-letter office 
in Washington, or to a post office designated by the Postmaster 
General, to be treated in the same manner as other undelivered letters. 
But in adjoining cities and in those adjacent districts of dense popula- 
tion having two or more post offices within a distance of three miles 
of each other, any letter mailed at one of such cities and/or offices and 
addressed to an adjoining city or to a locality within the delivery of 
another of such offices, which shall have been inadvertently prepaid 
at the drop or local letter rate of postage only, may be forwarded to 
its destination through the proper office, charged with the amount of 
the deficient postage, to be collected on delivery.] 

* x * x * * * 
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Sxct4061. The Postmaster-General may provide, by regulations, 
for disposing of printed and mailable matter which may remain in 
any post office, or in the department, not called for b y the party ad- 
dressed[[; but if the publisher of any refused or uncalled-for newspaper 
or other periodical shall pay the postage due thereon, such newspaper 
or other periodical shall be essed from the operation of such 
regulations J. 


O 








85TH CONGRESS } HOUSE OF REPRESENTATIVES {' Reporr 
1st Session No. 581 





CONTRACTS FOR THE CONDUCT OF CONTRACT POSTAL 
STATIONS 


June 20, 1957,—Committed to the Committee of the Whole House on the State of 
the Union and ordered to be printed 


Mr. SANTANGELO, from the Committee on Post Office and Civil Service 
submitted the following 


REPORT 


[To accompany H. R, 7907] 


The Committee on Post Office and Civil Service, to whom was 
referred the bill (H. R. 7907) relating to contracts for the conduct of 
contract postal stations, and for othe purposes, having considered 
the same, report favorably thereon without amendment and recom- 
mend that the bill do pass. 

STATEMENT 


This legislation is identical to H. R. 4938, 84th Congress, as passed 
by the House July 2, 1956, but not acted on by the other body. It 
was submitted by ‘the Postmaster General as an executive communica- 
tion under date of January 11, 1957. 

This legislation will authorize the Postmaster General to enter into 
contracts for the conduct of contract postal stations for terms not in 
excess of 3 years each and, at the expiration of any such term, to renew 
any such contract at the same or a lower contract price unless (1) he 
shall find that such renewal is not in the interest of the United States 
or (2) not later than 90 days before the end of such contract term the 
Post Office Department receives a written request that the contract 
be opened for competitive bidding at the end of such term. If the 
Postmaster General makes such finding, or receives such a written 
request, with respect to any contract entered into as provided by this 
lealuinion, he will advertise for bids for the conduct of the contract 
postal station involved in accordance with existing laws relating to the 
advertising and award of public contracts. 

It is not the intention of this bill to eliminate post offices where the 
are now in existence but to have contract postal stations where suc 
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stations facilitate the purchase of stamps or where there is an absence 
of post offices. 

Under present law the Postmaster General is authorized to enter into 
contracts for terms not in excess of 2 years. The postmaster con- 
cerned may terminate any such contract on 24 hours’ notice to the 
contractor. The contractor, in turn, may terminate the contract by 
giving the postmaster 30 days’ notice. 

The Post Office Department reports that there are 5,074 contract 
stations in operation, with total annual contract rates of approximately 
$6,192,000. Annual stamp sales are understood to be in excess of $50 
million annually. 

The average yearly contract price was $1,143 in 1954, compared 
to $312 in 1940, representing an-increase of over 370 percent in that 
14 years’ period. ‘The Post Office Department will carefully review 
performance under any existing contract before the authority to 
extend such contract, as provided in this legislation, is exercised. 
The present system of providing for termination by the postmaster 
upon 24 hours’ notice and by the contractor upon 30 days’ notice 
will be continued. 

The existing limitation on the authority of the Postmaster General 
to contract for the conduct of contract postal stations has resulted 
in continued increases in the average contract prices for a number of 
years. In a number of instances it:also has deprived the Post Office 
Department of the services of experienced and efficient contractors 
who may be replaced by new contractors who are not as well qualified 
but who must be awarded the contracts because of lower bids. The 
cost of readvertising, preparation of bids, and related work alone is 
estimated to be over $59,000 each 2 years, a large part of which would 
be saved by approval of this legislation and the resultant decrease in 
the number of advertisings required. 

Approval of this legislation is expected to eliminate a great deal of 
unnecessary work in the Post Office Department, with resultant 
savings, while continuing all necessary authority and facilities for the 
proper handling of the contracts:in the public interest. 

The committee also recommends that the Postmaster General take 
such steps as are appropriate to prevent sale of postage by any con- 
tractor for a contract postal station, in competition with such station, 
on the premises wherein the contract station is located. The com- 
mittee has been informed that this recommendation will be carried 
out administratively by the Post Office Department. 

The official request of the Acting Postmaster General follows: 


OFFICE OF THE PosTMASTER GENERAL, 
Washington, D. C., January 11, 1957. 
Hon. Sam Raysvrn, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: There is transmitted herewith for considera- 
tion by the Congress a legislative proposal relating to contracts for 
the conduct of contract postal stations, and for other purposes. 

Under the present law embodied in section 161 of title 39, United 
States Cade, the Postmaster General is authorized “to enter into con- 
tracts for the conduct of contract stations for a term not exceeding 
2 years.” “Such contracts.are now secured by this Department for @ 
2-year period, beginning July 1 of each year, alternately, with con- 
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tracts in the eastern half of the United States being secured in even 
years, and in the western half in odd years. Contract stations estab- 
lished after July 1 are on the basis of the remaining portion of the 
2-year period. 

At this time, there are approximately 5,074 contract stations in 
operation, with total annual contract rates amounting to approxi- 
mately $6,192,000. The annual stamp sales at these contract stations 
amount to many millions of dollars. 

Under the program now followed, each year this Department, and 
postmasters in one-half of the country, must go through the program 
of readvertising all contract stations, the awarding of contracts, and 
inaugurating the service in all instances in which there is a change in 
the contractor. This system involves a tremendous amount of time 
and expense on the part of postmasters, and this Department. This 
Department believes that it is advisable and desirable to make a’ 
change in the present practices. Under the present system, the 
postmaster may terminate the contracts on 24-hour notice to the 
contractor, and the contractor may ‘terminate the contract by giving 
the postmaster 30 days’ notice. 

The legislative proposal would authorize the Postmaster General to 
enter into contracts for the conduct of contract postal stations for 
terms not in excess of 3 years each and, at the expiration of any such 
term, to renew any such contract at the same or a lower contract 
price unless (1) he shall find that such renewal is not in the interest of 
the United States, or (2) not later than 90 days before the end of such 
contract term the Post Office Department receives a written request 
that the contract be opened for competitive bidding at the end of such 
term. If the Postmaster General makes such finding, or receives such 
a written request, with respect to any contract entered into as provided 
by this legislation, he will advertise for bids for the conduct of the 
contract postal station involved in accordance with existing laws relat- 
ing to the advertising and award of public contracts. 

The enactment of the proposed legislation will, it is believed, tend 
to result in decreased expenditures by this Department, but there is 
not available sufficient information upon which to base an estimate 
as to the amount of such reduction in expenditures. This Depart- 
ment urges early enactment of the legislation. 

The Bureau of the Budget has advised that there would be no objec- 
tion to the submission of this legislative proposal to Congress. 

Sincerely yours, 
Maurice H. Srans, 
Acting Postmaster General. 


CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


23010°—58 H. Rept., 85-1, vol. 2—— 82 
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Section 15 or THE Act or May 18, 1916 (39 U. S. C. 161) 


[Sec. 15. That hereafter the Postmaster General may enter into 
contracts for the conduct of contract stations for a term not exceeding 
two years. ] 

Sec. 15. The Postmaster General may enter into contracts for the 
conduct of contract stations for a term not exceeding three years. Any 
such contract may be renewed by the Postmaster General, at the same or a 
lower contract price, for additional terms not exceeding three years each 
unless (1) the Postmaster General finds that such renewal is not in the 
interest of the United States, or (2) not later than ninety days before the 
end of any contract term the Post Office Department receives a request in 
writing that the contract be opened for competitive bidding at the end of 
such term. Upon any such finding by the Postmaster General, or upon 
receipt of any such request, the Postmaster General shall terminate the 
contract, with respect to which such finding has been made or such request 
has been eae at the end of the current term and shall advertise for 
bids thereon in accordance with existing laws relating to the advertising of 
public contracts and the award thereof on the basis of competitive bidding. 
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EXEMPTING FROM TAXATION CERTAIN PROPERTY OF THE NA- 
TIONAL TRUST FOR HISTORIC PRESERVATION IN THE UNITED 
STATES IN THE DISTRICT OF COLUMBIA 


June 20, 1957.—Committed to the Committee of the Whole House and ordered 
to be printed 


Mr. McMittan, from the Committee on the District of Columbia 
submitted the following 


REPORT 


[To accompany S. 1264] 


The Committee on the District of Columbia, to whom was referred 
the bill (S. 1264) to exempt from taxation certain property of the 
National Trust for Historic Preservation in the United States in the 
District of Columbia, having considered the same, report favorably 
ae without amendment and recommend that the bill S. 1264 

0 pass. 

The purpose of this bill is to exempt from taxation certain property, 
now known as lot 46 and lot 809, in square No. 167 in the District of 
Columbia, being premises No. 748 Jackson Place NW., known as 
Decatur House, owned by the National Trust for Historic Preserva- 
tion in the United States. 

The National Trust for Historic Preservation is a charitable, 
educational, and nonprofit corporation chartered by act of Congress, 
approved October 26, 1949. Tits purpose is to receive donations of 
sites, buildings, and objects significant in American history and 
culture, to preserve and administer them for public benefit, to accept, 
hold, and administer gifts of money, securities, or other A wat in 
connection with carrying out the preservation program. e national 
trust anticipates keeping Decatur House open as an educational 
museum during normal daily visiting hours every weekday, as any 
other historic house museum. 

The assessed value of the 2 lots involved is $293,212, and, at the 
current rate of tax of $2.30 per hundred, the tax loss to the District 
of Columbia would be $6,743.88 annually. 
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EXEMPTING THE SALE OF MATERIALS FOR CERTAIN 
WAR MEMORIALS IN THE DISTRICT OF COLUMBIA 
FROM THE DISTRICT OF COLUMBIA SALES TAX ACT 


June 20, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. McMittan, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany S. 1576] 


The Committee on the District of Columbia to whom was referred 
the bill (S. 1576), to exempt the sale of materials for certain war 
memorials in the District of Columbia from the District of Columbia 
Sales Tax Act, having considered the same, report favorably thereon 
without amendment and recommend that the bill do pass. 

The purpose of this bill is to amend section 128 of the District of 
Columbia Sales Tax Act, as amended (Public Law 76, 81st Cong.), so 
as to exempt from sales tax, sale of materials to be incorporated 
permanently in any war memorial authorized by Congress to be 
erected on public grounds of the United States. This exemption 
shall apply ouly with respect to sales taking place on and after January 
1, 1957. 

The District of Columbia Sales Tax Act provides that a “semipublie 
institution means any corporation, and any community chest, fund, 
or foundation organized exclusively for religious, scientific, charitable, 
or educational purposes, including hospitals, no part of the net earnings 
of which inures to the benefit of any private shareholder or individual. 
For the purpose of this title an organization or institution which does 
not embrace the generally recognized relationship of teacher and stu- 
dent shall be deemed not to be operated for educational purposes.” 
There is no provision in the Sales Tax Act for the exemption of a trans- 
action made between two nonexempt parties because the transaction 
takes place on Government ground or because the property involved 
may be located on Government ground. 

The Office of the Assessor, Sales, and Use Tax Division, has deter- 
mined that these organizations do not comply with the Sales Tax Act 


86006 











2 EXEMPT SALE OF MATERIALS FOR MEMORIALS FROM D. C. TAX 


as organizations organized exclusively for religious, scientific, chari- 
table, or educational purposes, and therefore they would have to pay 
a sales tax on the sale of materials to be used for war memorials in the 
District of Columbia. This bill would exempt such sales from the 
District of Columbia Sales Tax Act. 

The loss in revenue to the District of Columbia is so small that it 
was impossible to estimate what it would really amount to. 

The bill has the approval of the Board of Commissioners of the 
District of Columbia. 


CHANGES IN EXISTING LAW 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, 
as introduced, are shown as follows (existing law proposed to be 
omitted is enclosed in black brackets, new matter is printed in italic, 
existing law in which no change is proposed is shown in roman): 


(63 Stat. 112) 


Sec. 128. Gross receipts from the following sales shall be exempt 
from the tax imposed by this title: 

(a) Sales to the United States or the District or any instrumentality 
thereof, except sales to national banks and Federal savings and loan 
associations. 

(b) Sales to a State or any of its political subdivisions if such 
State grants a similar exemption to the District. As used in this 
subsection, the term ‘State’? means the several States, Territories, 
and possessions of the United States. 

(c) Sales to a semipublic institution: Provided, however, That such 
sales shall not be exempt unless (1) such institution shall have first 
obtained a certificate from the Assessor stating that it is entitled to 
such exemption, and (2) the vendor keeps a record of the sales price 
of each suc: separate sale, the name of the purchaser, the date of 
each such separate sale, and the number of such certificate. 

(d) (1) Repealed. 

(2) Repealed. 

(e) Sales of motor-vehicle fuels upon the sale of which a tax is 
imposed by the Act entitled “‘An Act to provide for a tax on motor- 
vehicle fuels sold within the District of Columbia, and for other pur- 
poses’, approved April 23, 1924, as amended or as may be hereafter 
amended. 

(f) Sales of property purchased by a utility or public-service com- 
pany for use or consumption in furnishing a commodity or service: 
Provided, That the receipts from furnishing such commodity or service 
are subject to a gross-receipts or mileage tax in force in the District 
during or for the period of time covered by any return required to be 
filed by the provisions of this title. 

(g) Sales of newspapers and publications of semipublic institutions 
as defined in section 118. 

(h) Casual and isolated sales ‘by a vendor who is not regularly 
engaged in the business of making sales at retail. 

(i) Sales of livestock, poultry, seeds, feeds for livestock and poultry, 
fertilizers, lime, and land plaster used for agricultural purposes. 
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(j) Sales of food or beverages of any nature if made in any car 
composing a part of any train or in any aircraft or boat operating 
within the District in the course of commerce between the District 
and a State. 

(k) Sales of goods made pursuant to bona fide contracts entered 
into before the date of approval of this Act: Provided, That there is 
a contract in writing signed by the purchaser and vendor which 
imposes an unconditional liability on the part of the purchaser to buy 
the goods covered thereby at a fixed price and without escalator clause, 
and an unconditional liability on the part of the vendor to deliver 
a definite quantity of such goods at the contract price. 

(1) Sales of natural or artificial gas, oil, electricity, solid fuel, or 
steam, directly used in manufacturing, assembling, processing, or 
refining. 

(m) Md which a State would be without power to tax under the 
limitations of the Constitution of the United States. 

(n) Sale of motor vehicles and trailers which are subject to the 
provisions of title III of the District of Columbia Revenue Act of 
1949. 

(o) Sales of medicines, pharmaceuticals, and drugs whether or not 
made on prescriptions of duly licensed physicians and surgeons and 
general and special practitioners of the healing art. 

(p) Sales of crutches, wheel chairs for the use of cripples and 
invalids, and, when designed to be worn on the person of the purchaser 
or user, artificial limbs, artificial eyes, and artificial hearing devices; 
sales of false teeth by a dentist and the materials used by a dentist 
in dental treatment; sales of eyeglasses, when especially designed or 
prescribed by an ophthalmologist, oculist, or optometrist for the per- 
sonal use of the owner or purchaser; and sales of artificial braces and 
supports designed solely for the use of crippled persons, 

(q) Sales of cigarettes. 

(r) Sales of material to be incorporated permanently in any war 
memorial authorized by Congress to be erected on public grounds of the 
United States. 

O 
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PROVIDING FOR THE APPOINTMENT OF AN ADDITIONAL 
JUDGE FOR THE JUVENILE COURT OF THE DISTRICT 
OF COLUMBIA 


Junge 20, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. McMittan, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany H. R. 7785] 


The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 7785) to provide for the appointment of an additional 
judge for the Juvenile Court of the District of Columbia, havin 
considered the same, report favorably thereon with amendments om 
recommend that the bill H. R. 7785 do pass, 

The amendments are as follows: 

On page 1, line 11, strike the word “or” and insert “and”. 

On page 4, at the end of section 5, add a new section 6: 


Src. 6. Appropriations for expenses necessary for carrying 
out the purposes of this Act, including personal services, are 
hereby authorized. 


The purpose and need for this legislation is shown in a letter under 
date of June 3 from the President of the Board of Commissioners of 
the District of Columbia to the chairman of the House District 
Committee, which is herewith made a part of this report. 


The Commissioners have for report H. R. 7785, a bill to 
rovide for the appointment of an additional judge for the 
Fuvedité Court of the District of Columbia. 

At the present time the juvenile court has one judge. The 
bill would authorize an appointment of a second judge for 
the court. In the opinion of the Commissioners a second 
judge for the court is urgently needed to carry on the work 
of the court. 

In 1938 the number of cases heard by the court was 2,500. 
In 1948 the number rose to 3,000. In 1953 the court heard 
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approximately 10,000 cases, and in the fiscal year 1956 the 
number of court hearings was in excess of 16,000. 

The jurisdiction of the court includes all children under the 
age of 18 years who are charged with violations of law, who 
are beyond parental control, who are truant from home or 
school, who are engaged in conduct endangering their own 
health, morals, or safety, or the health, morals, or safety of 
others, or who are without adequate parental care. The 
court also has original and exclusive jurisdiction in cases 
involving the paternity of children born out of wedlock, 
adults charged with violation of the child labor and com- 
pulsory education laws, and with contributing to the delin- 
quency of minors. The court also has concurrent jurisdiction 
with the United States District Court for the District of 
Columbia in criminal cases involving nonsupport of wife or 
children. 

It should be noted that a great many of the cases are of 
the felony type, i. e., cases involving offenses which, if com- 
mitted by an adult, would be within the exclusive jurisdic- 
tion of the United States District Court for the District of 
Columbia. Cases of this kind before the juvenile court are 
now running about 2,000 a year. 

The need for the bill is strongly indicated by the recom- 
mendations for its favorable consideration from the following: 

The Law Enforcement Council of the District of Colum- 
bia; the Bar Association of the District of Columbia; the 
Washington Criminal Justice Association; the Metropolitan 
Washington Chapter, National Association of Social Workers, 
and the present judge of the juvenile court. 

The Commissioners, therefore, urgently recommend the 
enactment of the bill. 

Time does not permit ascertainment of the views of the 
Bureau of the Budget as to the relationship of this report 
to the program of the President. 


At a public hearing held by the Judiciary Subcommittee of the 
House District Committee on June 10, 1957, the United States attor- 
ney for the District of Columbia, Hon. David Karrick, a member of 
the Board of Commissioners for the District of Columbia, the chief 
judge of the Municipal Court for the District of Columbia, the present 
juvenile court judge for the District of Columbia, the chairman of the 
Council on Law Enforcement for the District of Columbia, the presi- 
dent of the District of Columbia Bar Association, and Inspector John 
E. Winters of the Youth Aid Division of the Metropolitan Police De- 
partment all appeared and testified as to the urgent need for an addi- 
tional judge in the juvenile court of the District of Columbia. 

The cost of this legislation has been estimated at approximately 
$35,000. 

CHANGES IN EXISTING LAW 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 
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District or Cotumsta Cope 11-920 (52 Srar. 601, cn. 309; 69 Srat. 
290, cu. 302) 


[The judge of the court shall be appointed by the President of the 
United dtates, by and with the consent of the Senate, for a term of 
6 years, or until his successor is appointed and confirmed. To be 
eligible for appointment as judge a person must be a member of the 
bar, preferably of the District of Columbia, and have a knowledge 
of social problems and procedure and an understanding of child 
psychology. The judge shall, before entering upon the duties of his 
office, take the oath prescribed for judges of courts of the United 
States. The salary of the judge shall be $17,500 per annum.J 

Sec. 19. The juvenile court of the District of Columbia shall consist 
of two judges learned in the law and appointed by the President, by and 
with the advice and consent of the Senate. Each judge appointed after 
the effective date of this amendatory Act shall serve for a term of ten 
years or until his successor is appointed and qualified. To be eligible 
for appointment as judge of the juvenile court a person must, for at least 
five years immediately preceding his appointment, have been a member 
of the bar of the District of Columbia and a resident of the District of 
Columbia or of the metropolitan area of the District, and have a knowledge 
of social problems and procedures and an understanding of child psy- 
chology. Each judge shall before entering upon the duties of his office, 
take the oath prescribed for judges of the courts of the United States. 
The President shall designate one of the judges to be the chief judge of 
the juvenile court. The chief judge shall serve as the chief administrative 
officer of the court. During the temporary absence or disability of the 
chief judge the associate judge of the juvenile court shall act as the chief 
administrative officer of the court. The salary of the chief judge shall be 
equal to the salary of the chief judge of the municipal court for the District 
of Columbia and the salary of the associate judge shall be equal to the 
salary of an associate judge of the municipal court for the District of 
Columina. For the purpose of this Act the term “Metropolitan Area 
of the District’? means Montgomery and Prince Georges Counties in 
Maryland and Arlington and Fairfax Counties and the cities of Alez- 
andria and Falls Church in Virginia. 


District or CotumBia Cope 11-921 (52 Strat. 601) 


In cases of sickness, absence, disability, or death of [the] either 
judge of the juvenile court, the chief justice or acting chief justice of 
the District Court of the United States for the District of Columbia 
shall designate one of the judges of the municipal court of said District 
to discharge the duties of said judge of the juvenile court until such 


disability be removed or vacancy filled. 


District or CotumBiaA Cope 11-904 (52 Srat., 596 cH. 309) 


Said court shall be a court of record. The court shall have a seal, 
and the [judge] judges or acting [judge] judges thereof shall have 
power to administer oaths and affirmations. 
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District or CoLtumBia Cope 11-928 (52 Strat. 603, cH. 309) 


Suitable quarters shall be provided by the commissioners for the 
District of Columbia, for the hearing of cases and for the use of 


the [judge] judges and the probation department and employees of 
the court. 


District or Cotumpia Cope 11-923 (52 Strat. 602, cH. 309) 


Under the administrative direction of the chief judge, the director 
of social work shall have charge of all the social work of the court; and 
shall, in association with other social agencies of the District of 
Columbia, study sources and causes of delinquency and assist in 
developing and correlating community-wide plans for the prevention 
and treatment of delinquency. 


District or CotumBia Conk 11-925 (52 Stat. 602, cH. 309) 


The clerk shall give bond, with surety, and take the oath of office 
prescribed by law ‘for clerks of District Courts of the United States. 
He shall have power to administer oaths and affirmations; shall keep 
accurate and complete accounts of money collected from persons under 
the supervision of the probation department, give receipts therefor, 
and make reports thereon as the chief judge may direct; and shall 
perform such duties and keep such records as may be prescribed 
by the chief judge of said court. 


District oF Cotumpia Cope 11-906 (52 Srar. 596, cH. 309) 


(a) This Act shall apply to any person under the age of eighteen 
years— 
(1) Who has violated any law; or who has violated any ordi- 
nance or regulation of the District of Columbia; or 
(2) Who is habitually beyond the control of his parent, 
custodian, or guardain; or 
(3) Who is habitually truant from school or home; or 
(4) Who habitually so deports himself as to injure or endanger 
himself or the morals or safety of himself or others; or 
(5) Who is abandoned by his parent, guardian, or custodian; 
or 
(6) Who is homeless or without adequate parental support or 
care, or whose parent, guardian, or custodian neglects or refuses 
to provide support and care necessary for his health or we lfare; or 
(7) Whose parent, guardian, or custodian neglects or refuses 
to provide or avail himself of the special care made necessary by 
his mental condition; or 
(8) Who associates with vagrants, vicious, or immoral persons; 
or 
(9) Who engages in an occupation or is in a situation dangerous 
to life or limb or injurious to the health or morals of himself or 
others; or 
(b) When used in this Act— 
(1) The words “the court’? means the juvenile court of the 
District of Columbia; 
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(2) The word “judge” means [the] @ judge of the juvenile 
court. 
(3) The word ‘‘child” means a person under the age of eighteen 
years; 
(4) The word “adult”? means a person eighteen years of age or 
older. 


District or CotumBiaA Cope 11-914 (52 Srar. 599, cu. 309) 


If a child sixteen years of age or older is charged with an offense 
which would amount to a felony in the case of an adult, [the] a judge, 
after full investigation, may waive jurisdiction and order such child 
held for trial under the regular procedure of the court which would 
have jurisdiction of such offense if committed by an adult; or such 
other court may exercise the powers conferred upon the juvenile 
court in this act in conducting and disposing of such case. 


District or CotumsBi1a Cope 11-927 (52 Stat. 602, cn. 309) 


No child under eighteen years of age shall be placed in or committed 
to any prison, jail, or lock-up, nor shall such child be taken into 
custody, detained, or transferred from place to place, where he may 
be brought in contact or communication with any adult convicted 
of crime or under arrest and charged with crime: Provided, That a 
child sixteen years of age or older, whose habits or conduct are deemed 
such as to constitute a menace to other children, may, with the con- 
sent of [the] a judge or director of social work be placed in a jail or 
other place of detention for adults, but in a room or ward separate 
from adults. 

The Board of Public Welfare of the District of Columbia shall make 
adequate provision for the temporary detention of children within 
its jurisdiction in a detention home or in boarding homes selected for 
purposes of such detention. 


District or Cotumsia Cope 11-937 (52 Star. 604, Cx. 309) 


At least ten days before the term of service of said jurors shall begin, 
as herein provided for, such jurors shall be drawn as hereinbefore 
directed, and at least twenty-six names so drawn shall be certified by 
the clerk of the District Court of the United States for the District of 
Columbia to the said juvenile court for service as jurors for the then 
ensuing term. Deficiencies in any panel of any such jury may be 
filled according to the law applicable to jurors in said Supreme Court, 
and for this purpose [the] @ judge of said juvenile court shall possess 
all the powers of a judge of said Supreme Court and of said court 
sitting as a special term. No person shall be eligible for service on a 
jury in said juvenile court for more than one jury term in any period 
of twelve consecutive months, but no verdict shall be set aside on such 
ground unless objection shall be made before the trial begins. The 
marshal of said District, by himself or deputy, shall have charge of 
said jury, and may appoint a deputy for that purpose. 
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District or Cotumpia Cope 11-924 (52 Srat. 602, cH. 309) 


The supervisor of probation, under the direction of the director 
of social work, shall organize, direct, and develop the work of the 
probation department of the court. 

The probation department of the court shall make such investiga- 
tions as the court may direct, keep a written record of such investiga- 
tions and submit the same to [the judge] a judge or deal with them 
as he may direct. The probation department shall use all suitable 
methods to aid persons on probation and bring about improvement in 
their conduct and condition; keep informed concerning the conduct 
and condition of each person under its supervision and report thereon 
to [judge as he may direct and keep full records of its work] the court 
as it may direct and such Department shall keep full records of its work. 
The probation officers shall have such duties as may be assigned to 
them in the course of performing the functions of the probation de- 
partment. Probation officers for the purpose of this Act shall have 
the power of police officers. 


District or CotumsBia Cope 11-929 (66 Strat. 134, Cu. 417) 


(a) The court shall maintain records of all cases brought before the 
court. Such records shall be withheld from indiscriminate public 
inspection but shall be open to inspection only by respondents, their 
parents or guardians and their duly authorized attorneys, and by any 
institution or agency to which a child may have been committed 
pursuant to section 14 of this Act. Such records may, pursuant to 
rule of court or special order of the court, be inspected by other 
interested persons, institutions and agencies. As used in this subsec- 
tion, the word “‘records” includes notices filed with the court by arrest- 
ing officers pursuant to section 11 of this Act, the court docket and 
entries therein, the petitions, complaints, informations, motions and 
other papers filed in any case, transcripts of testimony taken in any 
case tried by the court and findings, verdicts, judgments, orders and 
decrees, and other writings filed in proceedings before the court, other 
than social records. 

(b) The records made by officers of the court pursuant to sections 
7 and 23 of this Act; referred to in this section as social records, shall 
be withheld from indiscriminate public inspection except that such 
records or parts thereof shall be made available by rule of court or 
special order of court to such persons, governmental and private 
agencies, and institutions as have a legitimate interest in the protec- 
tion, welfare, treatment, and rehabilitation of the child, and to any 
court before which any such child may appear. [The judge may also 
provide by rule]. The court may also provide by rule or a judge may 
provide by or special order that any such person or agency may make or 
receive copies of such records or parts thereof. No person, agency, 
or institution which has received records or information under this 
section may publish or use them for any purpose other than that for 
which they were received. 

(c) It shall be unlawful, except for purposes for which records, parts 
thereof, or information therefrom have been released pursuant to 
section 23 of this Act or except for purposes thereafter permitted by 
special order of court, and in accordance with any applicable rules of 
court, for any person or persons to disclose, receive, or make use of, or 
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authorize, knowingly permit, participate in, or acquiesce in the use of 
any information concerning any juvenile before the court, directly or 
indirectly derived from the records, papers, files, or communications 
of the court, or acquired in the course of the performance of official 
duties. 

(d) Any person or persons who shall violate subsection (c) of this 
section shall be guilty of a misdemeanor, and upon conviction thereof, 
be punished by a fine of not more than $100 or by imprisonment for 
not more than ninety days, or by both. Prosecutions for violations of 
subsection (c) of this section shall be brought in the name of the 
District of Columbia in the Municipal Court for the District of 
Columbia by the Corporation Counsel or any of his assistants. 


District or CotumBia Cope 11-942 (52 Srar. 605, cH. 309) 


The [judge and other] officers holding office on June 1, 1938, shall 
continue in office until the terms for which they were appointed shall 
expire and until their successors are duly appointed and qualified. 


District or CotumBia Cope 11-922 (52 Srar. 602, cu. 309) 


The [judge] court shall appoint from eligible lists of the Civil 
Service Commission a director of social work, a supervisor of proba- 
tion, probation officers, [a clerk, a deputy clerk,] and such other 
employees as may be necessary, at such salaries as may be fixed in 
accordance with the Classification Act of 1923, as amended (U.S. C., 
title 5, § 673), and with such qualifications as may be prescribed by 
the Civil Service Commission pursuant to said act or acts. The court 
shall also have power to appoint a clerk and a deputy clerk who shall hold 
office at the pleasure of the court. 


O 
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INCREASING THE AUTHORIZATION FOR APPROPRIA- 
TIONS FOR THE HOSPITAL CENTER AND FACILITIES 
IN THE DISTRICT OF COLUMBIA 


June 20, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. McMittan, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


(To accompany H. R. 7835} 


The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 7835) to increase the authorization for appropriations 
for the Hospital Center and facilities in the District of Columbia, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill, H. R. 7835, do pass. 

The purpose of this legislation is to amend the act of August 7, 1946 
(60 Stat. 896) as amended (65 Stat. 657), providing “for the establish- 
ment of a modern, adequate, and efficient hospital center in the Dis- 
trict of Columbia” and to “‘provide proper approaches thereto, utilities 
and procure necessary material, supplies, articles, equipment, and 
machinery and do all things in connection therewith to carry out the 
provisions of this act.” 

Three hospitals of the District entered into an agreement with the 
Government whereby they surrendered their hospital properties to the 
Government in return for an appropriation of $21,700,000 for the con- 
struction of a hospital center. Under the act as amended 50 percent 
of the amount appropriated was to be repaid by the District of Colum- 
bia over a 30-year period. The three hospitals entered into agreement 
for the center are Garfield Memorial Hospital, Episcopal Eye, Ear, 
and Throat Hospital, and the Central Dispensary and Emergency 
Hospital. 

Although authorized in 1946 there were many delays until the site 
was selected on the grounds of the United States Soldiers Home in the 
District of Columbia. Due to rising costs it was necessary to redesign 
the center and reduce the scope of the undertaking originally contem- 
plated. To stay within the authorized limit of cost, the hospital was 
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reduced in size from 1,000 beds to 804 beds (it had previously been 
reduced from 1,500 beds to 1,200 beds). Contracts for construction 
of the center were awarded in October 1953, with completion sched- 
uled for May 1957. $1,700,000 (after all other costs were met) was 
allocated for the purchase of equipment, supplies and furnishings to 
start operation of the hospital. This amount was arrived at without 
the benefit of a standard or base on which to predict equipment costs 
as no comparable hospital had been erected in recent years. This 
amount was further reduced by $460,000 when it was realized that 
air conditioning of the nursing school and dormitory had not been 
provided for. 

It is of great significance to emphasize that there has been no 
standard or base from which to predict cost of equipment for the 
Washington Hospital Center as its size, function, oa utilization is 
entirely different from any hospital constructed in recent years. 
The average 200-bed Hill-Burton hospital is considerably more 
limited in facilities and service to the patient. It must be remembered 
that complete diagnostic and treatment facilities cannot be obtained 
for the same percentage of cost per patient bed as this complete facility. 
The controller of the George Washington University Hospital has 
advised that the total cost of equipment purchased for that hospital 
was $1,100,000, this equipment being purchased in the year 1948. 
Applying a construction cost index (cost rise since 1948) to this figure 
of 1.4107 makes the original cost equivalent to $1,551,770 or a per bed 
cost (400 beds) of $3,879. In comparison, the equipment for the 
Washington Hospital Center exclusive of the nursing school is $3,019,- 
000 or a per bed (804 beds) cost $3,755. 

One of the features of the Washington Hospital Center which has a 
most important bearing on the cost of equipment, is an out-patient 
department designed with facilities for the diagnosis and treatment of 
400 patients per clinic day. This is not an extravagant estimate of 
the requirements for this department as at the time the hospital was 
designed the 3 merging hospitals were treating over 300 outpatients 
per clinic day. The patients coming to this department will present 
problems in diagnosis and treatment covering the broad range of the 
medical specialties. 

In designing and equipping the Washington Hospital Center the 
following method was employed. The physicians affiliated with the 
three participating hospitals were assembled in a conference and 
assigned according to specialty, in the field of medicine to common 
groups of medical endeavor. Committees were then established for 

each specialty in medical practice. The requirements for each 
spe scialty were then submitted to a general committee and reviewed. 
This review was then submitted to GSA for their further considera- 
tion, design studies, and cost estimates. These were then resubmitted 
to the general committee of physicians and by them to the particular 
spec ialty committees and necessary revisions made. The estimates of 
the facilities revised by the physicians were then reviewed and again 
revised on the basis of the projected estimate of patients to be accom- 
modated by the hospital, both inpatients and outpatients. By con- 
stant revision and elimination, taking into consideration usable facil- 
ities and equipment in the three hos itals, the estimate was reduced to 
the present amount. The hospita requirements as so determined, 
represent a considered opinion of the medical staffs of the three 
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merging hospitals as to their minimum requirements for their normal 
inpatient and outpatient care according to standards of medical prac- 
tice prevailing in this community. 

One of the important adjuncts of this new hospital is its nursing 
school which will accommodate a capacity of 288 students. This school 
will be able to increase the number of graduate nurses for the commu- 
nity each year more than one-third above the number now being 
produced. In view of the fact that we had been directed by General 
Services to be prepared to occupy the hospital this spring, we have 
been making a concentrated effort toward the recruitment of a class 
of 100 student nurses for this September. This is approximately 65 
more than Garfield Hospital, which is the only one of the three opera- 
ting a school, has been enrolling each fall. Results have been more than 
satisfactory and it now appears that we will obtain our goal. How- 
ever, if sufficient funds are not made available to open the hospital, 
it will be necessary to reduce the class to 35 students because Garfield 
cannot accommodate any more than that number. Likewise, there 
have been several new faculty members employed for the instruction 
of this larger class and if the school cannot open, it will therefore be 
necessary to terminate their employment. This creates an extremely 
serious problem as it is common knowledge there is a tremendous short- 
age of nurses throughout the country and in this community. If it is 
necessary to break our contracts with the anticipated students and 
faculty members who have been employed, it is doubtful if these losses 
could be recovered in several years because prospective students and 
faculty members would be very chary of becoming involved with an 
institution with a reputation of breaking its promise. In fact, it is 
quite doubtful that we could recover the faculty members for although 
nurses are in short supply, faculty members are even more critical. 

Somewhat the same situation applies to the young resident and in- 
tern physicians who have been contracted to serve the next year begin- 
ning July 1, 1957. Through the desire of these young men to serve 
in a new and modern institution we have been quite fortunate in filling 
our requirements by attracting a large group of high caliber American 
men. The competition for these young physicians is quite intense as 
there are actually two internships available for every doctor eligible. 
If it becomes necessary to break contracts with these young physicians 
it is doubtful if this hospital could fill its quota for many years because 
there would always be the basic distrust on the part of these young 
doctors that our institution was a bad risk and one might never be 
sure that his appointment was firm. 

As the construction of the hospital progressed, attention was cen- 
tered on the development of equipment lists for the building. When 
purchase of this equipment and furnishings began, it was apparent 
that the great increase in price levels and technical advances in medical 
equipment not only made a new cost estimate necessary but also 
made most of the equipment now in the three participating hospitals 
obsolete. It is understandable that despite careful planning in such 
a complex undertaking in a large modern hospital that estimates 
might not match the necessities, particularly in a rising market. It 
was determined by GSA that an additional $2 million would be re- 
quired. Although this is a large figure—it must be remembered 
that this is less than a 10-percent increase over a period of 11 years 
when the law was enacted. There are few, if any, projects which 
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can be constructed today for only 10-percent more than they would 
have cost in 1946. Even the Budget Bureau has stated that equip- 
ment costs have risen 45 percent since 1953. 

When the General Services Administration submitted their estimate 
for a supplemental appropriation of $2 million to the Bureau of the 
Budget, this agency reduced this amount to $500,000 plus an addi- 
tional amount. of $290,000 still unallocated from the original Hospital 
Center Act. 

The following figures indicate the major elements of cost of the 
center, including acquisition of the site: 
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Requested to complete purchase of equipment_-_--.__---------- 2, 000, 000 
Unallocated funds for hospital construction, District of Columbia_-_-_ 290, 000 


1, 710, 000 













Amount requested to complete hospital_._........-...----. 


CHANGES IN EXISTING LAW 











In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, 
as introduced, are shown as follows (existing law proposed to be 
omitted is enclosed in black brackets, new matter is printed in italic, 
existing law in which no change is proposed is shown in roman): 









(60 Stat. 897; 66 Strat. 288) 





Sec. 6. For carrying out the purposes of this Act, including adminis- 
trative expenses, there is hereby authorized to be appropriated during 
the period ending [June 30, 1957] June 30, 1958, the sum of 
[$35,000,000] $36,710,000 to be appropriated at such times and in 
such amounts as the Congress shall determine. 
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AMENDING THE DISTRICT OF COLUMBIA INCOME AND 
FRANCHISE TAX ACT OF 1947, AS AMENDED 


JuNE 20, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. McMrittan, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


(To accompany H. R. 8256] 


The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 8256) to amend the District of Columbia Income and 
Franchise Tax Act of 1947, as amended, to exclude social-security 
benefits and to provide additional exemptions for age and blindness, 
and to exempt from personal property taxation in the District of 
Columbia boats used solely for pleasure purposes, and for other 
purposes, having considered the same, report favorably thereon with- 
out amendment and recommend that the bill, H. R. 8256, do pass. 

On May 6, 1957, a bill, H. R. 7265, was introduced and referred to 
the House District Committee which would amend the District of 
Columbia Income and Franchise Tax Act of 1947, as amended, to 
exclude social-security benefits and to provide additional benefits for 
age and blindness. 

The Commissioners of the District of Columbia in reporting to this 
committee on this legislation recommended that this legislation be 
enacted but also made recommendations for certain other changes in 
existing District of Columbia tax laws for the purposes of more nearly 
conforming District procedure to that now existing under Federal 
income taxation and to bring about greater equity and to improve 
the administration of taxation in the District of Columbia. These 
recommendations are set forth in a letter under date of June 19, 
1957, from the Acting President of the Board of Commissioners to 
the chairman of the House District Committee, which is herewith 
made a part of this report. 

On May 28, 1957, the Commissioners submitted a report on H. R, 
7265, 85th Congress, Ist session, entitled a bill “To amend the Dis- 
trict of Columbia Income and Franchise Tax Act of 1947, as amended, 
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to exclude social-security benefits and to provide additional exemp- 
tions for age and blindness.” This report contained recommenda- 
tions for certain other changes in existing District of Columbia tax 
laws for the purpose of more nearly conforming District procedure to 
that now existing under Federal income taxation and to bring about 

reater equity and to improve the administration of taxation in the 
District of Columbia. 

The Commissioners, in their report, indicated that they would at 
an early date, submit a proposed revision of the law pertaining to the 
licensing of persons engaging in or conducting a trade, business, or 
profession i in the District of Columbia who are exempted by definition 
from the unincorporated business franchise tax. This part of the 
May 28 report referred to above is as follows: 


Section 15 of title I of the District of Columbia Revenue 
Act of 1956 (Public Law 460, 84th Cong., ch. 154) amended 
section 1 of title XIV of the District of Columbia Income 
and Franchise Tax Act of 1947, as amended (sec. 47-1591, 
D. C. Code, 1951), by requiring persons not subject to the 
unincorporated business tax, but who as an individual, sole 
proprietor, partner, associate, or joint venturer, engage in or 
conduct a trade, business, or profession, other than that of a 
registered nurse or practical nurse, in the District of Co- 
lumbia, to obtain an annual revenue license for a fee of $25 
Certain problems have arisen in the administration of the 
trade, business, or professional license required under the 
provisions of the District of Columbia Revenue Act of 1956 
to which the Commissioners have given extensive considera- 
tion. ‘The Commissioners are of the opinion that amend- 
ment of the law governing this license is desirable, both from 
tie standpoint of the administration of the law, as well as to 
conform it, in general, with the existing standards for the 
license required of unincorporated businesses in the District 
of Columbia. The Commissioners will, at an early date, 
submit a proposed revision of the aforementioned statutory 
requirements pertaining to the licensing of persons engaging 


in or conducting a trade, business, or profession in the 
District of Columbia. 


The $25 revenue license measure was initiated by the joint Fiscal 
Committee in order to require some payment from those persons 
engaged in a trade, business, or profession in the District of Columbia 
who are exempted by definition from the unincorporated business 
franchise tax. 


Section 15, of title I of Public Law 460, 84th Congress, approved 
March 31, 1956, reads as follows 


Sec. 15. Section 1 of title XIV of said Act (D. C. Code, 
sec. 47-1591) is amended by inserting “(a)” immediately 
after ‘Src. 1.’”’ and by adding at the end thereof the following 
new subsection: 

(b) Trapr, Bustness, oR PROFESSIONAL LICENSE.— 
Every person, other than a corporation, who as an indivi- 
dual, sole proprietor, partner, associate, or joint venturer 
shall engage in or conduct a trade business, or profession, 
other than that of registered nurse or practical nurse, in the 
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District of Columbia which is excluded from the imposition 
of the District of Columbia tax on unincorporated businesses 
under the definition set forth in section 1 of title VIII of this 
article, shall apply for and obtain an annual revenue license. 
Applications for licenses shall be filed with the Assessor prior 
to December Ist of each year for licenses for the succeeding 
calendar year upon forms prescribed and furnished by the 
Assessor, and each application shall be accompanied by a fee 
of $25. The first calendar year to which this annual revenue 
license shall be applicable is 1957. Every such person who 
commences to engage in or conduct a trade, business, or 
profession, other than that of registered nurse or practical 
nurse, which is excluded from the imposition of the District 
of Columbia tax on unincorporated businesses under the 
definition set forth in section 1 of title VIII of this article, on 
or after January 1, 1957, shall obtain a license within sixty 
days after the date of commencement of such trade, business, 
or profession in the District of Columbia. 


The many problems encountered in the application of this Jaw 
make efficient administration practically impossible. The three 
major areas which cause an undue amount of difficulty are as follows: 

(1) The determination of whether a person engages in or conducts 
a trade, business, or profession in the District of Columbia within the 
meaning of the law. 

(2) The determination of whether a person is an employee and 
thereby exempt. 

(3) The determination of whether the activity engaged in is so 
casual or intermittent as not to constitute engaging in business. 

It is next to impossible to establish comprehensive policies that will 
definitely classify all persons concerned as to their taxable status. 
Also, existing law is not consistent with certain provisions of the 
unincorporated business franchise tax law. This law grants a specific 
exemption of $5,000 in computing the net amount subject to taxation, 
and does not require even the payment of the $10 unincorporated 
business license fee if gross receipts are less than $5,000. Conse- 
quently, many persons who operate unincorporated businesses actually 
have no tax lability and do not pay the $10 license fee. However, a 
person who is exempted from the unincorporated business franchise 
tax but who is subject to the revenue license, must pay the $25 fee 
regardless of his gross receipts or net income, and regardless of the 
fact that if he were subject to the unincorporated business franchise 
tax he would have no tax liability and would not be required to pay 
the $10 license fee. 

The main complaint against the $25 revenue license is made by 
persons who casually or intermittently engage in an activity covered 
by the exemptions in the unincorporated business franchise tax law. 
A Government lawyer, for instance, may practice his profession on a 
small scale outside of his official office hours and may earn a few 
dollars per year. Another complaint is made by professional persons 
whose offices are in Maryland or Virginia and she may have a few 
regular clients in the District of Columbia or who occasionally bring 
patients to District hospitals. There are complaints from other 
groups, but a detailed list is unnecessary. 
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Our understanding of the intention of Congress in enacting the 
revenue license law is that those who, generally speaking, are exempt 
from the unincorporated business tax and licensing requirements 
should pay the $25 license fee. The estimate of the probable revenue 
of $175,000 from the revenue license included only those professional 
and other persons who, except for the exemptions in the law, would be 
liable for the unincorporated business franchise tax, and required to 
obtain an unincorporated business license. 

The problems of administration of the present law have been the 
subject of extended discussion by various officials of the District 
government. The disproportionately high cost of administration in 
relation to potential revenue is a matter of fact. (The Commissioners 
are of the view that amendment of the existing law is desirable as a 
matter of equity and as a means of practical administration. The 
amendment proposed herein would not change the original revenue 
estimate of $175,000 per year, because of the basis upon which the 
original estimate was made. 

The proposed amendment includes the following principal features: 

1. The obtaining of a $25 revenue license would not be required if 
the gross receipts of a trade, business, or profession in the District of 
Columbia are $5,000 or less per year. This change would recognize 
the specific exemption of $5,000 authorized in the unincorporated 
business franchise tax law, ‘and would, for the most part, eliminate 
those who casually or intermittently engage in or practice a trade, 
business, or profession in the District of Columbia. 

2. Only those members of a partnership, association, or joint venture 
who conduct the activities of such businesses in the District of Colum- 
bia would be required to apply for and obtain an annual revenue 
license. 

3. Employees and officers of the Government of the United States 
and the Government of the District of Columbia, and other govern- 
ments and employees of private business, would be exempt from the 
licensing requirements. 

In view of the conclusions of the Commissioners concerning amend- 
ment of the present statutory requirements relating to the ‘licensing 
of persons engaging in a trade, business, or profession in the District 
of Columbia, other than as an unine orporated business, the Commis- 
sioners recommend that, in addition to the matters contained in 
their report on H. R. 7265, 85th Congress, concerning substantive 
changes in existing law, an additional section be added to H. R. 
7265, ae and reading as follows: 


Src. 7. Subsection (b) of section 1 of title XIV of the 
District, of Columbia Income and Franchise Tax Act of 1957, 
as amended (sec. 47-1591 (b), D. C. Code, 1951, Supp. V) 
is amended to read as follows: 

“(b) TrapE, Business, oR PRoFEssionAL LicENSE.— 
Every person, other than a corporation, who, as an individ- 
ual, sole proprietor, partner, associate, or joint venturer 
shall, in the District of Columbia, engage in or conduct a 
trade, business or profession which is excluded from the 
imposition of the District of Columbia tax on unincorporated 
businesses under the definition set forth in section 1 of title 
VIII of this article, shall file with the Assessor prior to 
December 1st of the calendar year 1957 and prior to Decem- 
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ber 1st of each calendar year thereafter, an application for 
a trade, business or professional license, accompanied by a 
license fee of $25, which license, upon issuance, shall 
entitle such person to engage in or conduct a trade, business 
or profession in the District of Columbia during | the next 
ensuing calendar year; Provided, That no license shall be 
required under this subsection to be obtained by any indi- 
vidual or sole proprietor engaging in or conducting a trade, 
business or profession in the District of Columbia whose 
annual gross receipts from such trade, business or profession 
in the District of Columbia were, during the prior calendar 
year, less than $5,000, and no partner, associate or joint 
venturer shall be required to obtain a license where the 
annual gross receipts of the partnership, association, or joint 
venture in the District of Columbia were, during the prior 
calendar year, less than $5,000; And provided further, That 
every person who, during any calendar year commences as 
an individual, sole proprietor, partner, associate, or joint 
venturer, to engage in or conduct a trade, business, or pro- 
fession in the District of Columbia without having so en- 
gaged in the prior calendar year, shall within 15 days after 
the date in said year on which such trade, business, or pro- 
fession, accumulates gross receipts of $5,000, make ‘applica- 
tion to the Assessor accompanied by a license fee of $25, for 
the license required by this subsection for the calendar year 
during which the trade, business or profession was com- 
menced. 
_ No license shall be required of any registered nurse or prac- 
‘al nurse for the purpose of engaging in or conducting a 
loka, business or profession of registered nurse or practical 
nurse in the District of Columbia, and no officer or employee 
of the Government of the United States, the Government of 
the District of Columbia, and no individual in private or 
ublic employment whois compensated for services performed 
be him as an employee for his employer shall, for such em- 
ployment, be required to obtain a license and, in the case of 
a partnership, association, or joint venture, no license shall 
be required by any partner, associate, or joint venturer who 
does not himself engage in or conduct the trade, business or 
professional activities of the partnership, association, or joint 
venturer in the District of Columbia. 


The Commissioners’ report on H. R. 7265, at page 6, recommended 
that section 3, of H. R. 7265, be renumbered and amended to read as 
follows: 


Sec. 7. The amendments made by sections 1, 2, 3, 4, and 5 
of this Act shall be applicable to taxable years beginning after 
December 31, 1956. The amendment made by section 6 of 
this Act shall be effective on July 1st next following the date 
of approval of this Act. 


In view of the additional change suggested by the Commissioners in 
this report, the Commissioners recommend that, in lieu of the proposal 
as to section 3 of H. R. 7265, as contained in their earlier report 
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section 3, of H. R. 7265, be renumbered and amended to read ag 
follows 


Ssc. 8. The amendments made by sections 1, 2, 3, 4, and 5 
of this Act shall be applicable to taxable years beginning after 
December 31, 1956. The amendment made by section 6 of 
this Act shall be effective on July 1 next following the date 
of approval of this Act. The amendment made by section 7 
of this Act shall be applicable to the calendar year 1958 and 
subsequent calendar years, 


Time does not permit the securing of advice from the Bureau of the 
Budget as to the relationship of this report to the program of the 
President. 

At a hearing before the Fiscal Affairs Subcommittee of the House 
District Committee on June 19, 1957, it was testified that the total 
loss of revenue to the District of Columbia under this bill would 
amount to approximately $300,000 per annum. 


CHANGES IN EXISTING LAW 


In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, as 
introduced, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


(61 Stat. 331, D. C. Code, 47-1557a(b)) 


Tirte I[1]—Ner Incomsz, Gross INcome anv Exciusions 
THEREFROM, AND DepuctTions 


Src. 1. Nerv Income.—For the purposes of this article and wherever 
appearing herein, unless otherwise required by the context, the words 
‘net income” mean the gross income of a taxpayer less the deductions 
allowed by this article. 

SEC. 2. Gross Income and Exctusions THEREFROM.—(a) The 
words “gross income” include gains, profits, and income derived 
from salari ies, Wages, or compensation for personal services of what- 
ever kind and in whatever form paid, including salaries, wages, and 
compensation paid by the United States to its officers and employees 
to the extent the same is not exempt under this article, or income 
derived from any trade or business or sales or dealings in property, 
whether real or personal, other than capital assets as ‘defined in this 
article, growing out of the ownership, or sale of, or interest in, such 
property; also from rent, royalties, interest, dividends, securities, 
or transactions of any trade or business carried on for gain or profit, 
or gains or profits, and income derived from any source whatever. 

(b) The words “gross income” shall not include the following: 

(1) PRocEEDS OF LIFE-INSURANCE POLICIES.—The proceeds of life- 
insurance policies paid by reason of the death of the insured, whether 
in.a single sum or otherwise (but if such amounts are held by the 
insurer under an agreement to pay interest thereon, the interest pay- 
ments shall be included in gross income). 

(2) ANNUITIES, AND SO FoRTH.—(A) Amounts received (other than 
amounts paid by reason of the death of the insured and interest pay- 
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ments on such amounts and other than amounts received as annuities) 
under a. life-insurance or endowment contract, but if such amounts 
(when added to amounts received before the taxable year under such 
contract) exceed the aggregate premiums or consideration paid 
(whether or not paid during the taxable year), then the excess shall 
be included in gross income. Amounts received as an annuity under 
an annuity or endowment contract shall be included in gross income; 
except that there shall be excluded from gross income the excess of the 
amount received in the taxable year over an amount equal to 3 per 
centum of the aggregate premiums or consideration paid for such 
annuity (whether or not paid during such year), until the aggregate 
amount excluded from gross income under this title in respect to such 
annuity equals the aggregate premiums or consideration paid for such 
annuity. In the case of a transfer for a valuable consideration, by 
assignment or otherwise, of a life-insurance, endowment, or annuity 
contract, or any interest therein, only the actual value of such con- 
sideration and the amount of the premiums and other sums subse- 
quently paid by the transferee shall be exempt from taxation under 
subsection (1) or this subsection. This subsection and subsection 
2 (b) (1) of this title shall not apply with respect to so much of a 
payment under a life-insurance, endowment, or annuity contract, or 
any interest therein, as, under section 3 (a) (10) of this title, is 
includible in the gross income of the recipient. 

(B) Emptoyrers’ anNurities.—If an annuity contract is purchased 
by an employer for an employee under a plan with respect to which 
the emplover’s contribution is deductible under subsection 3 (a) (11) 
of this title, the employee shall include in his income the amounts 
received under such contract for the year received except that if the 
employee paid any of the consideration for the annuity ,the annuity 
shall be included in his income as provided in subsection 2 (b) (2) 
(A) of this title, the consideration for such annuity being considered 
the amount contributed by the employee. In all other cases, if the 
employee’s rights under the contract are nonforfeitable except for 
failure to pay future premiums, the amount contributed by the 
employer for such annuity contract on and after such rights become 
nonforfeitable shall be included in the income of the employee in the 
year in which the amount is contributed, which amount together with 
any amounts contributed by the employee shall constitute the consid- 
eration paid for the annuity contract in determining the amount of 
the annuity required to be included in the income of the employee 
under subsection 2 (b) (2) (A) of this title. 

(3) Girrs, BEQUESTS, AND DEvisES.—The value of property acquired 
by gift, devise, or inheritance (but the income from such property 
shall be included in gross income). 

(4) TAX-FREE INTEREST.—Interest upon (a) the obligations of a 
State, Territory of the United States, or any political subdivision 
thereof, or the District of Columbia; and (b) obligations of the 
United States, its agencies, or instrumentalities. 

(5) CoMPENSATION FOR INJURIES OR SICKNESS.—Amounts received, 
through accident or health insurance or under workmen’s compensa- 
tion or employer’s liability acts, or by way of damages for personal 
injuries, whether by suit or agreement. 

(6) IN THE CASE OF MINISTERS.—The rental value of a dwelling 
house and appurtenances thereof furnished to a minister of the gospel 
as part of his compensation, 
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(7) INCOME EXEMPT UNDER TREATY.—Income of any kind to the 
extent required by any treaty obligation of the United States. 

(8) INCOME OF FOREIGN GOVERNMENTS. 

(9) PAYMENTS MADE UNDER LAWS RELATING TO VETERANS.—Pay- 
ments of benefits made to or on account of a beneficiary under any of 
the laws relating to veterans. 

(10) INcoME FROM UNINCORPORATED BUSINESS.—In the case of any 
person entitled to a share in the net income of any unincorporated 
business subject to tax under the provisions of title VIII of this article, 
an amount equal to the proportionate share of such person in such 
part of such net income as is in excess of the exemption provided in 
section 4 of said title VIII: Provided, however, That such part so ex- 
cluded from the gross income of such person shall be reported by and 
taxed against the unincorporated business under the provisions of 
title VIII of this article. 

(11) Caprrat Gains.—Gains from the sale or exchange of any 
capital asset as defined in this article. 

(12) Personat services.—If at least 80 per centum of the total 
compensation for personal services covering a period of thirty-six 
calendar months or more (from the beginning to the completion of 
such services) is received or accrued in one taxable year by an individ- 
ual or a partnership, the tax attributable to any part thereof which is 
included in the gross income of any individual shall not be greater 
than the aggregate of the taxes attributable to such part had it been 
included in the gross income of such individual ratably over that part 
of the period which precedes the date of such receipt or accrual. 

(13) Income derived from the sale of tangible personal property to 
the United States by corporations and unincorporated businesses having 
their principal places of business located outside the District, which 
property is delivered from places outside the District for use outside 
the District: Provided, however, That the taxpayer shall furnish to 
the Assessor a statement in writing of the amount of gross sales so 
made and, if required by the Assessor, a list of the names of the agen- 
cies of the United States through which such property was sold. 

(14) Dues and initiation fees in the case of any club organized and 
operated exclusively for pleasure and recreation, no part of the net 
earnings of which inures to the benefit of any private individual or 
share holder. As used in this subsection, the word ‘dues’ means only 
sums paid or incurred by members on a monthly, quarterly, annual, 
or other periodic basis for the privilege of being members of such club 
and any pro rata assessment made against the members as such; the 
word ‘dues’ does not include any sums paid or incurred by members 
or their guests for food, beverages, or other tangible personal property 
purchased or for the use of the club’s social, athletic, sporting, and 
other facilities; and the term ‘initiation fees’ includes any payment, 


contribution, or loan, required as a condition precedent to membership, 
whether or not any such payment, contribution, or loan is evidenced 
by a certificate of interest or indebtedness. 

(15) Socrat security BeNeEFITS.—Insurance benefit payments re- 
ceived under section 202 (a), (b), (ce), (d), (e), (fF) (g), (A), (2), of title I 
of the Social Security Act, as amended. 
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(D. C. Code 47-1567a, Sec. 2, Title VI, 70 Stat. 69) 


Sec. 2. Persona Exemprions.—There shall be allowed to resi- 
dents the following credits against net income: 

[(a) An exemption of $1,000 for a single person or a married per- 
son not living with husband or wife. 7 

(a) (1) An exemption of $1,000 for a single person or a married person 
not living with husband or wife. 

(2) An additional exemption of $500 for the taxpayer if he has attained 
the age of sixty-five before the close of his taxable year, and an additional 
exemption of $500 for the spouse of the taxpayer if a separate return is 
made by the taxpayer, and of the spouse has attained the age of sixty-five 
before the close of such tarable year, and, for the calendar year in which the 
taxable year of the tarpayer begins, has no gross income and is not the 
dependent of another taxpayer. 

(3) An additional exemption of $500 for the taxpayer if he is blind at 
the close of his taxable year, and an additional exemption of $500 for the 
spouse of the tarpayer if a separate return is made by the taxpayer, and 
if the spouse is blind and, for the calendar year in which the taxable year 
of the tarpayer begins. has no gross income and is not the dependent of 
another tarpayer. For purposes of this subsection, the determination of 
whether the spouse is blind shall be made as of the close of the tatable year 
of the tarpayer; except that if the spouse dies during such taxable year, 
such determination shall be made as of the time of such death. For 
purposes of this subsection, an individual is blind only if his central 
visual acuity does not exceed 20/200 in the better eye with correcting lenses, 
or if his visual acuity is greater than 20/200 but is accompanied by a 
limitation in the fields of vision such that the widest diameter of the visual 
field subtends an angle no greater than twenty degrees. 

[(b) An exemption of $2,000 for a head of a family or a married 
person living with husband or wife. A husband and wife living 
together shall receive but one personal exemption of $2,000, but if 
such husband and wife make separate returns the personal exemption 
may be taken by either or divided between them.} 

(b) An exemption of $2,000 for a head of a family or a married person 
living with hushand or wife. A husband and wife living together shall, 
in addition to the exemptions for age and for blindness allowed by sub- 
paragraphs (a) (2) and (a) (8) above, receive but one personal exemption 
of $2,000, but if such husband or wife make separate returns, the personal 
exemption of $2,000 may be taken by either or divided between them. 


(D. C. Code 47-1557 (a) (b) (9), 61 Stat. 335 


Sec. 2. Gross Incomn anp Exctusions THererromM.—(a) The 
words “gross income” include gains, profits, and income derived from 
salaries, wages, or compensation for personal services of whatever 
kind and in whatever form paid, including salaries, wages, and com- 
pensation paid by the United States to its officers and employees 
to the extent the same is not exempt under this article. or incon 
derived from any trade = business or sales or dealings in property, 
whether real or personal, other than capital assets as defined in this 
article, growing out of “tp ownership, or sale of, or interest in, such 
property; also from rent, royalties, interest, dividends, securities, 
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or transactions of any trade or business carried on for gain or profit, 
or gains or profits, and income derived from any source whatever, 

(b) The words “gross income’”’ shal! not include the following: 

(1) PRocEEDS OF LIFE-INSURANCE POLICIES.—The proceeds of life- 
insurance policies paid by reason of the death of the insured, whether 
in a single sum or otherwise (but if such amounts are held by the 
insurer under an agreement to pay interest thereon, the interest pay- 
ments shall be included in gross income). 

(2) ANNUITIES, AND SO FoRTH.—(A) Amounts received (other than 
amounts paid by reason of the death of the insured and interest pay- 
ments on such amounts and other than amounts received as annuities) 
under a life-insurance or endowment contract, but if such amounts 
(when added to amounts received before the taxable year under such 
contract) exceed the aggregate premiums or consideration paid 
(whether or not paid during the taxable year), then the excess shall 
be included in gross income. Amounts received as an annuity under 
an annuity or endowment contract shall be included in gross income; 
except that there shall be excluded from gross income the excess of the 
amount received in the taxable year over an amount equal to 3 per 
centum of the aggregate premiums or consideration paid for such 
annuity (whether or not paid during such year), until the aggregate 
amount excluded from gross income under this title in respect to such 
annuity equals the aggregate premiums or consideration paid for such 
annuity. In the case of a transfer for a valuable consideration, by 
assignment or otherwise, of a life-insurance, endowment, or annuity 
contract, or any interest therein, only the actual value of such con- 
sideration and the amount of the premiums and other sums subse- 
quantly paid by the transferee shall be exempt from taxation under 
subsection (1) or this subsection. This subsection and subsection 
2 (b) (1) of this title shall not apply with respect to so much of a 
payment under a life-insurance, endowment, or annuity contract, or 
any interest therein, as, under section 3 (a) (10) of this title, is 
includible in the gross income of the recipient. 

(B) Empioyees’ ANNuITIES.—If an annuity contract is purchased 
by an employer for an employee under a plan with respect to which 
the employer’s contribution is deductible under subsection 3 (a) (11) 
of this title, the employee shall include in his income the amounts 
received under such contract for the year received except that if the 
employee paid any of the consideration for the annuity, the annuity 
shall be included in his income as provided in subsection 2 (b) (2) 
(A) of this title, the consideration for such annuity being considered 
the amount contributed by the employee. In all other cases, if the 
employee’s rights under the contract are nonforfeitable except for 
failure to pay future premiums, the amount contributed by the 
employee. In all other cases, if the employee’s rights under the con- 
tract are nonforfeitable except for failure to pay future premiums, 
the amount contributed by the employer for such annuity contract 
on and after such rights become nonforfeitable shall be included in the 
income of the employee in the year in which the amount is contributed, 
which amount together with any amounts contributed by the employee 
shall constitute the consideration paid for the annuity contract in 
determining the amount of the annuity required to be included in the 
income of the employee under subsection 2 (b) (2) (A) of this title. 
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(3) Grrrs, BEQUESTS, AND DEVISES.—The value of property acquired 
by gift, devise, or inheritance (but the income from such property shall 
be included in gross income), 

(4) TAX-FREE INTEREST.—Interest upon (a) the obligations of a 
State, Territory of the United States, or any political subdivision 
thereof, or the District of Columbia; and (b) obligations of the United 
States, its agencies, or instrumentalities. 

(5) COMPENSATION FOR INJURIES OR SICKNESS.—Amounts received, 
through accident or health insurance or under workmen’s compensa- 
tion or employer’s liability acts, or by way of damages for personal 
injuries, whether by suit or agreement. 

(6) IN THE CASE OF MINISTERS.—The rental value of a dwelling 
house and appurtenances thereof furnished to a minister of the gospel 
as part of his compensation. 

(7) INCOME EXEMPT UNDER TREATY.—Income of any kind to the 
extent required by any treaty obligation of the United States. 

(8) INCOME OF FOREIGN GOVERNMENTS. 

[(9) PAYMENTS MADE UNDER LAWS RELATING TO VETERANS.—Pay- 
ments of benefits made to or on account of a beneficiary under any of 
the laws relating to veterans.] 

(9) PAYMENTS TO VETERANS AND oTHERS.—(A) Payments, under 
any of the laws relating to veterans, of benefits made to or on account of a 
beneficiary, to the extent such payments are not subject to taxation under 
the Internal Revenue Code of 1954. 

(B) Amounts received as a pension, annuity, or similar allowance for 
personal injuries or sickness resulting from active service in the armed 
forces of any country or in the Coast and Geodetic Survey or the Public 
Health Service to the extent such amounts are excluded from gross income 
under section 104 (a) (4) of the Internal Revenue Code of 1954. 

(10) INCOME FROM UNINCORPORATED BUSINESS.—In the case of any 
person entitled to a share in the net income of any unincorporated 
business subject to tax under the provisions of title VIII of this article, 
an amount equal to the proportionate share of such person in such part 
of such net income as is in excess of the exemption provided in section 
4 of said title VIII: Provided, however, That such part so excluded from 
the gross income of such person shall be reported by and taxed against 
the unincorporated business under the provisions of title VIII of this 
article. 

(11) Caprrat Garns.—Gains from the sale or exchange of any 
capital asset as defined in this article. 

(12) Prrsonau sEervices.—lIf at least 80 per centum of the total 
compensation for personal services covering a period of thirty-six 
calendar months or more (from the beginning to the completion of 
such services) is received or accrued in one taxable year by an indi- 
vidual or a partnership, the tax attributable to any part thereof 
which is included in the gross income of any individual shall not be 
greater than the aggregate of the taxes attributable to such part had it 
been included in the gross income of such individual ratably over 
that part of the period which precedes the date of such receipt or 
accrual. 

(13) Income derived from the sale of tangible personal property to 
the United States by corporations and unincorporated businesses 
having their principal places of business located outside the District, 
which property is delivered from places outside the District for use 
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outside the District: Provided, however, That the taxpayer shall 
furnish to the Assessor a statement in writing of the amount of gross 
sales so made and, if required by the Assessor, a list of the names of 
the agencies of the United States through which such property was 
sold. 

(14) Dues and initiation fees in the case of any club organized and 
operated exclusively for pleasure and recreation, no part of the net 
earnings of which inures to the benefit of any private individual or 
shareholder. As used in this subsection, the word ‘dues’ means 
only sums paid or incurred by members on a monthly, quarterly, 
annual, or other periodic basis for the privilege of being members of 
such club and any pro rata assessment made against the members as 
such; the word “dues” does not include any sums paid or incurred 
by members or their guests for food, beverages, or other tangible 
personal property purchased or for the use of the club’s social, athletic, 
sporting, and other facilities; and the term “initian fees” includes any 
payment, contribution, or loan, required as a condition precedent to 
membership, whether or not any such payment, contribution, or loan 
is evidenced by a certificate of interest or indebtedness. 

(c) ApsusTED GRoss INcoME.—The words ‘‘adjusted gross income” 
as used in this article means gross income less deductions allowed 
under section 3 (a) of this title: Provided, however, That such de- 
ductions were directly incurred in carrying on a trade or business: 
And provided further, That in determining adjusted gross income, no 
deductions shall be allowed for charitable contributions, alimony 
payments, medical and dental expenses, an optional standard deduc- 
tion, losses of property not connected with trade or business, or for 
an allowance for salaries or compensation for personal services of the 
person or persons liable for the tax. 


(D. C. Code 47-1557 (h) (a) (13), 70 Stat. 69) 


[(13) oprioNAL STANDARD DEDUCTION.—In lieu of the foregoing 
deductions, any resident may elect to deduct for the taxable year an 
optional standard deduction of 10 per centum of the adjusted gross 
income or $500, whichever is lesser; in the case of joint returns ‘filed 
by husband and wife, living together, the standard deduction of each 
shall be 10 per centum of the adjusted gross income of each or $500 
for each, whichever is lesser; in case of separate returns by busband 
and wife, living together, the standard deduction of each shall be 10 
per centum of the adjusted gross income or $500 for each, whichever is 
lesser. Such election shall be arent for the taxable vear for 
which such election is made and specific deductions may not be later 
used: Provided, That the option oreridad j in this paragraph shall not 
be permitted on any return filed for any period less than a full calendar 
or a full fiscal year: Provided further, That in the case of husband and 
wife living together, the standard deduction shall not be allowed to 
either if the net income of one of the spouses is determined without 
regard to the standard deduction.J 

(13) OprioNAL STANDARD DEDUCTION AND IRREVOCABLE ELECTION.— 
In liew of the foregoing deductions, any resident may elect to deduct for 
the taxable year an optional standard deduction of 10 per centum of ‘the 
adjusted gross income or $1,000, whichever is lesser; in the case of joint 
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returns filed by husband and wife living together, the combined standard 
deduction shall be limited to 10 per centum of the adjusted gross income of 
both, or $1,000, whichever is lesser; in the case of separate returns by 
husband and wife, living together, the standard deduction of each spouse 
shall be limited to 10 per centum of the adjusted gross income of that 
spouse or $500, whichever is lesser, but the standard deduction shall be 
allowed to neither if the net income of one of the spouses is determined by 
itemizing the deductions. The option provided wn this paragraph shall 
not be permitted on any return filed for any period less than a full calendar 
or full fiscal year. 

“The election to claim the optional standard deduction, or to itemize 
deductions, shall be irrevocable for the taxable year for which the election is 
made, 





(D. C. Code 47—1567 (b), 61 Stat. 344, 70 Stat. 70) 


Sec. 3. Imposition and rates of tax. 

There is hereby annually levied and imposed for each taxable 
year upon the taxable income of every resident a tax at the following 
rates: 

Two and one-half per centum on the first $5,000 of taxable income. 

Three per centum on the next $5,000 of taxable income. 

Three and one-half per centum on the next $5,000 of taxable income. 

Four per centum on the next $5,000 of taxable income. 

Four and one-half per centum on the next $5,000 of taxable income. 

Five per centum on the taxable income in excess of $25,000. 

Sec. 4. (a) Oprionan Metuop or Computation.—In lieu of the 
method of computation prescribed by section 3 of this title, a resident 
reporting on a cash basis for any full calendar year who does not claim 
credit for taxes paid by him to any State or Territory of the United 
States or political subdivision thereof under the provisions of section 
5 of this title on the whole or any part of his income for such calendar 
year and, if his gross income for such calendar year is [$10,000] 
$5,000 or less, and is derived solely from salaries, wages, dividends, 
and interest, may elect to pay the tax in accordance with a table to be 
included in regulations. 

(b) In applying such table, to determine whether the taxpayer is 
entitled to the personal exemption of $1,000 or $2,000, his status on 
the last day of his taxable year, as defined in this article, shall control. 

(c) An individual not living with husband or wife on the last day 
of the taxable year for the purpose of this article, shall be considered 
as a single person. 

(d) The election given by this section as to the computation of 
tax due shall be considered to have been made if the taxpayer files the 
return prescribed for such computation and such election shall be 
final and irrevocable 

(e) If the taxpayer for any taxable year has filed a return com- 
puting his tax without regard to this section, he may not thereafter 
elect for such year to compute his tax under this section. 

(f) This section shall not apply to any fiduciary or to any married 
resident living with husband or wife at any time during the taxable 
year whose spouse files a return and computes the tax without regard 
to this section or section 3 (a) (13) of title III of article I, as amended. 


23010°—58 H. Rept., 85-1, vol. 2—— 8&4 
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(g) If a husband and wife living together file separate returns, 
each shall be treated as a single person for the purposes of this section, 





(D. C. Code 47-1208, 68 Stat. 112) 


The following personal property shall be exempt from taxation. 

First. The personal property of all library, benevolent, charitable, 
and scientific institutions incorporated under the laws of the United 
States or of the District of Columbia and not conducted for private 
gain. - 

Second. Libraries of nonprofit organizations and household belong. 
ings located in any dwelling house or other place of abode, or in stor- 
age, and boats [(to the extent of the first $1,000 of their value)], not 
held for sale or rent and not held for use or used in any trade or busi- 
ness. For the purposes of this section, the words “household belong- 
ings” shall include all libraries, schoolbooks, wearing apparel, family 
portraits, pictures, furniture, furnishings, rugs, silverware, china, 
glassware, muscial instruments, radios, television sets, refrigerators, 
food, photographic equipment, bicycles, tools, clocks, watches, jewelry, 
and other articles of personal adornment, and other tangible personal 
property (excluding automobiles and other motor vehicles) ordinarily 
kept and used or held for use by the occupant of any dwelling house 
or other place of abode for the ordinary purposes of life. For the 
purposes of this section, the words “trade or business” shall include 
the engaging in or carrying on of any trade, business, profession, voca- 
tion, calling, rental of property, commercial activity, and any other 
activity carried on or engaged in for livelihood or profit. 

Third. [Repealed] 

Fourth. [Repealed] 

Fifth. Any motor vehicle or trailer registered in accordance with 
the provisions of sections 40-101 to 40-105, and not comprising any 
part of the stock in trade of a merchant: Provided, That any motor 
vehicle or trailer comprising all or part of the stock in trade of any 
merchant shall continue to be taxed as provided by law: Provided 
further, That special equipment mounted on a motor vehicle or trailer 
and not used primarily for the transportation of persons or property 
shall be taxed as tangible personal property as provided by law. 


D. C. Code 47-1591 (b) 61 Stat. 357, 63 Stat. 133, 70 Stat. 79) 


Sec. 1. (a) RequirEMENT.—No corporation or unincorporated busi- 
ness, except such corporations or unincorporated businesses as are 
expressly exempt under the provisions of title II of this article, shall 
engage in or carry on any trade or business in the District without a 
license so to do issued under this article in addition to all other licenses 
and permits required by law, except as hereinafter provided. For 
the first calendar year to which this article is applicable, no license 
shall be required of any corporation licensed under the provisions 
of the Act of July 26, 1939, as amended. Every corporation not so 
licensed and every unincorporated business shall obtain such license 
within sixty days after the approval of this Act. Every corporation 
or unincorporated business which commences to engage in or carry 
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on any trade or business in the District after the passage of this Act 
shall obtain a license under this article within sixty days after the 
date of the commencement of such trade or business in the District. 
Applications for licenses shall be filed with the Assessor prior to 
January 1 of each year upon forms prescribed and furnished by the 
Assessor, and each application shall be accompanied by a fee of $10. 

[(b) Travz, Bustnuss, or Proresstonat Licznse.—Every person, 
other than a corporation, who as an individual, sole proprietor, part- 
ner, associate, or joint venturer shall engage in or conduct a trade, 
business, or profession, other than that of registered nurse or practical 
nurse, in the District of Columbia which is excluded from the imposi- 
tion of the District of Columbia tax on unincorporated businesses 
under the definition set forth in section 1 of title VIII of this article, 
shall apply for and obtain an annual revenue license. Applications 
for licenses shall be filed with the Assessor prior to December 1st of 
each year for licenses for the succeeding calendar year upon forms 

rescribed and furnished by the Assessor, and each application shall 
be accompanied by a fee of $25. The first. calendar year to which this 
annual revenue license shall be applicable is 1957. Every such person 
who commences to engage in or conduct a trade, business, or profes- 
sion, other than that of registered nurse or practical nurse, which is 
excluded from the imposition of the District of Columbia tax on unin- 
corporated businesses under the definition set forth in section 1 of title 
VIII of this article, on or after January 1, 1957, shall obtain such a 
license within sixty days after the date of commencement of such 
trade, business, or profession in the District of Columbia.] 

(6) Trapre, Business, or Proresstonat License.—Every person, 
other than a corporation, who, as an individual, sole proprietor, partner, 
associate, or joint venturer shall, in the District of Columbia, engage in or 
conduct a trade, business, or profession which is excluded from the imposi- 
tion of the District of Columbia tax on unincorporated businesses under 
the definition set forth in section 1 of title VIII of this article, shall file 
with the Assessor prior to December 1st of the calendar year 1957 and 
prior to December 1st of each calendar year thereafter, an application for a 
trade, business, or professional license, accompanied by a license fee of 
$25, which license, upon issuance, shall entitle such person to engage in or 
conduct a trade, business of profession in the District of Columbia during 
the next ensuing calendar year: Provided, That no license shall be required 
under this subsection to be obtained by any individual or sole proprietor 
engaging in or conducting a trade, business or profession in the District of 
Columbia whose annual gross receipts from such trade, business or pro- 
fession in the District of Columbia were, during the prior calendar year, 
less than $5,000, and no partner, associate, or joint venturer shall be re- 
quired to obtain a license where the annual gross receipts of the partner- 
ship, association, or joint venture in the District of Columbia were, during 
the prior calendar year, less than $5,000 and provided further that every 
person who, during any calendar year commences as an individual, sole 
proprietor, partner, associate, or joint venturer, to engage in or conduct a 
trade, business, or profession in the District of Columbia without having 
so engaged in the prior calendar year, shall, within fifteen days after the 
date in said commencement year on which such trade, business, or profes- 
sion attains gross receipts of $5,000, make application to the Assessor, 
accompanied by a license fee of $265, for the license required by this sub- 
section for the calendar year during which the trade, business, or profession 
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was commenced, and any person who, during the prior calendar year, 
although engaged in a trade, business or profession, did not attain gross 
receipts of $5,000, shall, within fifteen days after the date within the 
calendar year on which such trade, business or profession attains gross 
receipts of $5,000, make application to the Assessor, accompanied by a 
license fee of $265, for the license required by this subsection for the cal- 
endar year during which such trade, business or profession, attained gross 
receipts of $5,000. 

No license shall be required of any registered nurse or practical nurse 
for the purpose of engaging in or conducting a trade, business, or pro- 
fession of regisiered nurse or practical nurse in the District of C ‘olumbia. 
and no officer or employee of the Government of the United States, or the 
government of the District of Columbia, and no individual in private or 
public employment who is compen: sated for services performed by him as 
an employee for his employer shall, for such employment, be required to 
obtain a license and, in the case of a partnership, association, or joint 
venture, no license shall be required of any partner, associate, or joint 
venturer who does not him self engage in or conduct the trade, business, or 
professional activities of the partnership, association, or joint venturer 
an the District of Columbia. 

O 
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85rH CONGRESS } HOUSE OF REPRESENTATIVES { Report 
1st Session No. 589 
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AUTHORIZING THE COMMITTEE ON THE DISTRICT OF COLUMBIA 
TO CONDUCT AN INVESTIGATION AND STUDY OF THE OPERA- 
TION, ADMINISTRATION, AND ENFORCEMENT OF THE DISTRICT 
OF COLUMBIA PUBLIC WORKS ACT OF 1954, THE DISTRICT OF 
COLUMBIA REVENUE ACT OF 1956, AND THE ORGANIZATION, 
MANAGEMENT, OPERATION, AND ADMINISTRATION OF THE 
DISTRICT OF COLUMBIA DEPARTMENT OF PUBLIC HEALTH 


Jung 20, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. TrimBe, from the Committee on Rules, submitted the following 


REPORT 


[To accompany H. Res. 251] 


The Committee on Rules, having had under consideration House 
Resolution 251, reports the same to the House with the recommenda- 
tion that the resolution do pass, with the following amendments: 

Page 1, line 3, strike out “and directed’’. 

Page 2, line 5, strike out “is in session,”’. 

Page 2, line 10, change the semicolon to a period, strike the balance 
of line 10 and all of lines 11, 12, and line 13 through the word ‘“‘House.” 
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CONSIDERATION OF H. R. 7963 


June 20, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. O’Naitt, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 283] 


The Committee on Rules, having had under consideration House 
Resolution 283, reports the same to the House with the recommenda- 
tion that the resolution do pass. 
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CONSIDERATION OF H. R. 5728 
JUNE 20, 1957.—Referred to the House Calendar and ordered to be printed 


Mr. Bourne, from the Committee on Rules, submitted the following 
REPORT 
[To accompany H. Res. 284] 


The Committee on Rules, having had under consideration House 
Resolution 284, report the same to the House with the recommenda- 
tion that the resolution do pass. 


O 
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DISTRICT OF COLUMBIA APPROPRIATION BILL, 1958 
JuNE 20, 1957.—Ordered to be printed 


Mr. Ranaut, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 


[To accompany H. R. 6500] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H. R. 6500) 
making appropriations for the government of the District of Columbia 
and other activities chargeable in whole or in part against the revenues 
of said District for the fiscal year ending June 30, 1958, and for other 
purposes, having met, after full and free conference, have agreed to 
recommend and do recommend to their respective Houses as follows: 

That the Senate recede from its amendments numbered 25, 30, 34, 
and 35. 

That the House recede from its disagreement to the amendments of 
the Senate numbered 2, 3, 7, 8, 9, 11, 14, 15, 17, 18, 19, 21, 24, 26, 29, 
32, and 33, and agree to the same. 

Amendment numbered 4: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 4, and agree to the same with an amendment as 
follows: 


In lieu of the sum proposed by said amendment insert $370,930; 
and the Senate agree to the same. 
Amendment numbered 5: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 5, and agree to the same with an amendment as 
follows: 


In lieu of the sum proposed by said amendment insert $4,540,000; 
and the Senate agree to the same. 
Amendment numbered 6: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 6, and agree to the same with an amendment 
as follows: 


86006 
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In lieu of the sum proposed by said amendment insert $1,207,500; 
and the Senate agree to the same. 


Amendment numbered 12: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 12, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $18,150,000; 
and the Senate agree to the same. 


Amendment numbered 13: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 13, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $1,960,000; 
and the Senate agree to the same. 


Amendment numbered 16: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 16, and agree to the same with an amendment as 
follows: 

In lieu of the matter stricken out and inserted by said amendment 
insert but not more than $900 per annum for each automobile; and the 
Senate agree to the same. 


Amendment numbered 22: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 22, and agree to the same with an amendment as 
follows: 

In lieu of the matter stricken out and inserted by said amendment 
insert not exceeding 6 per centum of appropriations for such construction 
projects; and the Senate agree to the same. 


Amendment numbered 23: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 23, and agree to the same with an amendment 
as follows: 

in lieu of the sum proposed by said amendment insert $/,862,000; 
and the Senate agree to the same. 


Amendment numbered 27: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 27, and agree to the same with an amendment 
as follows: 

In lieu of the sum proposed by said amendment insert $784,000; 
and the Senate agree to the same. 


Amendment numbered 31: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 31, and agree to the same with an amendment 
as follows: 

In lieu of the sum stricken by said amendment insert $646,000; 
and the Senate agree to the same. 
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The committee of conference report in disagreement amendments 


numbered 1, 10, 20, and 28; 


Louis C. Rasavrt, 
Orro E. Passman, 
Wiiuiam H. Nartcuer, 
CLARENCE CANNON, 
Eart WItson, 

Ben F. James, 

JOHN TABER, 


Managers on the Part of the House. 


Joun O. Pastore, 
Joun L. McCie.uan, 
Lynpon B. Jounson, 
ALAN BIBie, 

J. ALLEN FRxEAR, Jr., 
Everett M. Dirksen, 
Irvine M. Ivzs, 

J. GLENN BEALL, 


Managers on the Part of the Senate. 








STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendments of the Senate 
to the bill (H. R. 6500) making appropriations for the government of 
the District of Columbia and other activities chargeable in whole or 
in part against the revenues of said District for the fiscal year ending 
June 30, 1958, and for other purposes, submit the following statement 
in explanation of the effect of the action agreed upon and recommended 
in the accompanying conference report as to each of such amendments, 
namely: 

Freprerat Payment to District or CoLuMBIA 


Amendment No. 1: Reported in disagreement. 

Amendments Nos. 2 and 3: Increase the loan authorization to the 
highway fund by $510,000 to finance the construction of a bridge on 
Park Road over Piney Branch as proposed by the Senate. 


OPERATING EXPENSES 


Amendment No. 4—Executive office: Appropriates $370,930 instead 
of $362,500 as proposed by the House and $378,200 as proposed by 
the Senate. 

Amendment No. 5—Department of General Administration: Appro- 
priates $4,540,000 instead of $4,525,000 as proposed by the House 
and $4,545,000 as proposed by the Senate. 

Amendment No. 6—Regulatory agencies: Appropriates $1,207,500 
instead of $1,200,000 as proposed by the House and $1,215,000 as 
proposed by the Senate. 

Amendment No. 7—Department of Occupations and Professions: 
Appropriates $294,800 as proposed by the Senate instead of $287,000 
as proposed by the House. 

Amendments Nos. 8 and 9—Public schools: Authorize $408,666 for 
development of vocational education as proposed by the Senate 
instead of $375,598 as proposed by the House; and appropriate 
$37,246,050 as proposed by the Senate instead of $37,160,000 as 
proposed by the House. 

Amendment No. 10—Public schools: Reported in disagreement. 

Amendment No. 11—Recreation Department: Appropriate $2,161,000 
as proposed by the Senate instead of $2,145,000 as proposed by the 
House. 

Amendments Nos. 12 and 13—Metropolitan Police: Appropriate 
$18,150,000 instead of $18,100,000 as proposed by the House and 
$18,201,000 as proposed by the Senate; and provide that of the sum 
appropriated $1,960,000 shall be payable from the highway fund 
instead of $1,952,850 as proposed by the House and $1,969,000 as 
proposed by the Senate. 
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Amendment No. 14—Department of Vocational Rehabilitation: 
Appropriates $208,500 as proposed by the Senate instead of $200,000 
as proposed by the House. 

Amendment No. 15—Courts: Appropriates $4,534,600 as proposed 
by the Senate instead of $4,488,500 as proposed by the House. 

Amendments Nos. 16, 17, and 18—Department of Public Health: 
Increase the limitation on annual allowance for dairy inspectors’ 
privately owned automobiles from $840 as proposed by the House to 
$900 in lieu of language proposed by the Senate authorizing the Dis- 
trict Commissioners to establish the limitation ; appropriate $28,229,300 
as proposed by the Senate instead of $28,130,000 as proposed by the 
House; and increase the in-patient per diem rate for medical care 
rendered to indigent patients by contract hospitals to $18 as proposed 
by the Senate instead of $16 as proposed by the House. 

Amendment No. 19—Public welfare: Appropriates $13,136,000 as 
proposed by the Senate instead of $12,450,000 as proposed by the 
House. 

Amendment No. 20—Public welfare: Reported in disagreement. 

Amendments Nos. 21 and 22—Depariment of Buildings and Grounds: 
Appropriate $2,010,000 as proposed be the Senate instead of $2,000,000 
as proposed by the House; and increase the percentage limitation on 
the amount that may be spent for construction services to 6 percent 
instead of 4 percent of the first $2,000,000 and 3% percent of amounts 
in excess of $2,000,000 as proposed by the House and language pro- 
posed by the Senate authorizing the District Commissioners to ad- 
ministratively determine such amount. 

Amendment No. 23—Department of Licenses and Inspections: 
Appropriates $1,862,000 instead of $1,840,000 as proposed by the 
House and $1,885,700 as proposed by the Senate. 

Amendment No. 24—Department of Vehicles and Traffic: Appro- 
priates $1,438,000 as proposed by the Senate instead of $1,350,000 as 
proposed by the House. 

Amendment No. 25—Motor Vehicle Parking Agency: Appropriates 
$519,000 as proposed by the House instead of $602,900 as proposed 
by the Senate. 

Amendment No. 26—Washington Aqueduct: Appropriates $2,322,000 
as proposed by the Senate instead of $2,250,000 as proposed by the 
House. 

Amendment No. 27—WNational Zoological Park: Appropriates 
$784,000 instead of $770,000 as proposed by the House and $798,000 
as proposed by the Senate. 

Amendment No. 28—Personal services, wage-scale employees: 
Reported in disagreement. 


CapitaL OUTLAY 


Amendments Nos. 29, 30, and 31—Public building construction: 
Appropriate $10,733,000 as proposed by the Senate instead of $10,- 
496,000 as proposed by the House; and authorize $646,000 for con- 
struction services instead of $569,475 as proposed by the House and 
language proposed by the Senate authorizing the District Commis- 
sioners to determine such amount. 

Amendments Nos. 32 and 33—Department of Highways: Appro- 
priate $15,301,000 as proposed by the Senate instead of $14,791,000 
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as proposed by the House; and provide that of the sum appropriated 
$14,901,000 shall be payable from the highway fund as proposed by 
the Senate instead of $14,391,000 as proposed by the House. 

Amendment No. 34—Washington Aqueduct: Deletes language for 
continuing construction of a flocculation-sedimentation basin at 
Dalecarlia as proposed by the Senate. 

Amendment No. 35—Washington Aqueduct: Appropriates $190,000 
as proposed by the House instead of $958,000 and language as pro- 
posed by the Senate. 

Louis C, Rasavt, 
Orro E. PassMAn, 
WiutiaM H. Natcuer, 
CLARENCE CANNON, 
Eart WILson, 
Brn F. Jamus, 
JOHN TABER, 
Managers on the Part of the House. 


O 








od 
ry 


or 
at 


00 
0- 


gira Concnnss HOUSE OF REPRESENTATIVES Ruvonr 
1st Session No. 602 





PROVIDING REIMBURSEMENT TO THE TRIBAL COUNCIL 
OF THE CHEYENNE RIVER SIOUX RESERVATION IN 
ACCORDANCE WITH THE ACT OF SEPTEMBER 3, 1954 


June 21, 1957—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 





Mr. Burpick, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 5810] 


The Committee on the Judiciary to whom was referred the bill 
(H. R. 5810) to provide reimbursement to the Tribal Council of the 
Cheyenne River Sioux Reservation in accordance with the act of 
September 3, 1954, having considered the same, report favorably 
thereon without amendment and recommend that the bill do pass. 

This proposed legislation was submitted to the Speaker of the 
House of Representatives by the Department of the Army and 
referred to this committee for consideration. After a careful review 
of the evidence your committee concurs in the recommendation of the 
Department of the Army, and recommend favorable consideration 
of the bill. The executive communication is as follows: 


DEPARTMENT OF THE ARMY, 
Washington, D. C., February 28, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives. 

Dear Mr. Speaker: There is forwarded herewith a draft of 
legislation to provide reimbursement to the Tribal Council of the 
Cheyenne River Sioux Reservation in accordance with the act of 
September 3, 1954. 

The submission of this legislation is in accordance with procedures 
approved by the Secretary of Defense. The Bureau of the Budget 
has advised that it has no objection to the submission of this proposal 
for the consideration of the Congress, and the Department of the 
Army recommends its enactment. 


23010°—58 H. Rept., 85-1, vol. 2 85 
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PURPOSE OF THE LEGISLATION 


The purpose of this proposed legislation is to provide for reimburse- 
ment to the Tribal Council of the Cheyenne River Sioux Reservation 
for expenses incurred by it and caused by or incident to the negotia- 
tions for the acquisition of certain Indian lands for the Oahe Dam on 
the Missouri River, S. Dak. Authorization for reimbursement is 
contained in the act of Congress approved September 3, 1954 (68 Stat. 
1191), an act to provide for the acquisition of lands by the United 
States required for the reservoir created by the construction of Oahe 
Dam on the Missouri River and for rehabilitation of the Cheyenne 
River Sioux Reservation, S. Dak., and for other purposes. Section 
XIII of that act provides: 

“The United States agrees to reimburse the said Tribal Council 
for expenses incurred by it and caused by, or incident to, the nego- 
tiations which have led up to the making and ratification of ‘this 
agreement: Provided, That such reimbursement expenses do not exceed 
in the aggregate $100,000, of which not more than $50,000 shall be 
payable as attorney fees. The Tribal Council shall send a statement 
to the Secretary of the Army setting out said expenses up to the date 
of the proclamation to be issued by the Secretary of the Interior 
declaring that the Act of Congress approving this agreement is in 
full force and effect. The Secretary of the Army shall forward said 
statement to the Congress for appropriation together with his recom- 
mendations.” 

The agreement between the United States and the tribal council 
was thereafter ratified and the Secretary of the Interior on April 6, 
1955, issued a proclamation declaring that the agreement contained 
in the act of September 3, 1954, had been ratified and approved in 
writing by three-quarters of the adult members of the Indians of the 
Cheyenne River Reservation in South Dakota, as shown by the tribal 
rolls of said reservation and that April 6, 1955, was the effective date 
of the act. 

In accordance with the agreement of the United States to reimburse 
the tribal council for its expenses, a statement has been submitted 
showing that the council incurred expenses in the total amount of 
$119,802.43. A copy of the statement dated April 10, 1956, submitted 
by the Cheyenne River Sioux Tribal Council, to the district engineer, 
Omaha district, Corps of Engineers, United States Army, is forwarded 
herewith in accordance with the provisions of the act of September 3, 
1954. Of the sum expended, $45,998.82 was for expenses other than 
attorney fees or expenses of the tribal attorney, $1,581.41 represents 
expenses of the tribal attorney, and the balance of $72,222.20 repre- 
sents attorney fees. 

In accordance with the limitations contained in the act of September 
3, 1954, the enclosed draft bill would authorize and direct the Secretary 
of the Treasury to pay to the Cheyenne River Sioux Tribal Council 
$97,580.23 (expenses, other than attorney’s fees or expenses, 
$45,998.82; expenses of tribal attorney $1,581.41; and attorney fees 
$50,000). 
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COST AND BUDGET DATA 


If enacted, this legislative proposal will involve an expenditure of 
$97,580.23. This amount has not been included in any estimate for 
appropriations. 

Sincerely yours, 
Wiser M. Brucker, 
Secretary of the Army. : 


CuHEYENNE River Sioux Trisat Councn, 
Cheyenne Agency, S. Dak., April 10, 1956. 
District ENGINEER, 


Omaha District, Corps of Engineers, 
United States Army, Omaha, Nebr. 
(Attention: Robert D. Brown, Jr., Corps of Engineers, 
Executive Officer.) 

My Dear Coronet Brown: Transmitted herewith, in accordance 
with section XIII of Public Law 776, 83d Congress, are two copies 
each of sheets No. 1 to No. 27, inclusive, listing expenses incurred 
from June 28, 1945, to April 5, 1955, inclusive, as a result of the 
Oahe Dam and Reservoir project, totaling $119,802.43. This total 
includes expenses of local tribal personnel as well as payment of per 
annum salary and contingent bonus to tribal attorney, Ralph H. Case. 

Sheets No. 1 to No. 25, inclusive, cover payment of per diem only 
to members of the tribal council for 1 day’s attendance at sessions of 
the council at which the matter of the Oahe settlement consumed 
1 full day’s work; payments of per diem and mileage, where required, 
to members of the claims and legislation committee for services ren- 
dered in connection with the Oahe settlement including, but not 
limited to, preparation of a contract agenda, checking Hart appraisal 
for possible errors, checking land descriptions, checking timber cruises, 
making field inspections, reclassification of lands in the taking area, 
evaluation of improvements omitted from Hart appraisal, and re- 
evaluation of certain buildings on which the appraisal was deemed too 
low, all in cooperation with representatives of the Corps of Engineers 
and the Bureau of Indian Affairs, checking county records for records 
of comparable sales in the area, preparation of supporting evidence for 
contract negotiations, and later negotiations with the Congress. 

The said sheets also include payments of per diem and mileage to 
members of the claims and legislation committee and the Oahe nego- 
tiating committee for travel on tribal business in connection with the 
Oahe settlement, trips to Omaha, Billings, Mont., Elbowoods, N. Dak., 
Aberdeen, S. Dak., and Washington, D. C., for conferences with 
representatives of the Corps of Engineers and the BIA, and for in- 
spection of damages to other reservations incurred as a result of 
reservoirs constructed on those reservations. These payments in- 
cluded in addition to per diem and transportation, living expenses 
while away from home, and incidental expenses; also allowances to 
those members of the committee not on regular salary for support of 
their families during their absence, and a business allowance to the 
chairman of the committee for expenses, other than personal, incurred 
in connection with the said trips. 

Also included in the items listed on these sheets are other mis- 
cellaneous expenses such as reimbursement to individuals for telephone 
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calls made in connection with the Oahe settlement, purchase of office 
supplies, purchase of materials required for construction of office 
furniture to take care of maps, appraisal sheets and other data required 
in work performed on this settlement. 

Not included, however, are salaries of officers and staff members of 
the tribal council, regularly employed. Much of their time and effort 
during the years covering the Oahe negotiations was devoted to the 
Oahe settlement but it would not be possible to separate these from 
other duties performed. 

Sheets Nos. 26 and 27 cover the payment of per annum salary and 
contingent bonus to tribal attorney Ralph H. Case under contract 
No. I-i-ind 42023. 

Transmitted also are photostatic oo of supporting evidence in 
the form of vouchers for payment of such expenses, of contracts 
between the tribe and its attorney, Ralph H. Cass of Washington 
D. C., and the original and 1 carbon of the certification of the tribal 
treasurer, dated February 27, 1956. 

If further evidence in support of this claim is required, or explana- 
tion of the data transmitted herewith is required, we shall be happy to 
supply same to the best of our ability and knowledge. 

Sincerely, 
Frank DucHEenEeAux, Chairman. 


CHEYENNE River Sioux Treat Counci, 
Cheyenne Agency S. Dak., April 20, 1956. 
District ENGINEER, 
Omaha District, Corps of Engineers 
Inited States Army, Omaha, Nebr. 
(Attention: Mr. Willots.) 


Dear Str: Reference is made to your telephone call of April 18 in 
which you requested certain information relative to the expense 
account submitted by us for reimbursement in accordance with 
section XIII of Public Law 776, 83d Congress. 

You requested information as to the number of days spent in Wash- 
ington on 9 trips made by the committee, and 2 trips by me in 1954. 
We have checked the reports made to the tribal council and the people 
on these trips and find as follows: 

cssshricd 1948 delegation: Voucher No. 199 exhibit 4-48, 20 
day 

March 1949 delegation: Voucher No. 1011 exhibit 2-49, 22 
days. 

June 1949 delegation: Voucher No. 3106, exhibit 1-49, 17 days. 

May 1950 delegation: Voucher No. 4684, exhibit 1-50, 26 days. 

December 1951 delegation: Voucher No. 1268, exhibit 10-51, 
27 days. 

November 1952 delegation: Voucher No. 2462, exhibit 60-52, 
30 days. 

January 1953 delegation: Voucher No. 2703, exhibit 3-53, 17 


ays. 
June 1953 delegation: Voucher No. 3316, exhibit 29-53, 30 


days. 
April 1954 delegation: Voucher No. 4975, exhibit 16-54, 31 
days. 
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Frank Ducheneaux, July 1954: Voucher No. 5536, exhibit 
33-54, 47 days. 
Frank Ducheneaux, November 1954: Voucher No. 6679, 
exhibit 55-54, 10 days. 

We are a little late getting this information to you for which I 
apologize. I was out of town when your call came in, and we started 
getting the data yesterday. It involves going through rather volumi- 
nous records dating back over some 8 years, and necessarily consumes 
quite a little time. 

I hope that this gives you the information you require. 

Sincerely, 
FRANK DucHENEAUX, Chairman. 


CHEYENNE River Sioux Tripat Councn, 
Cheyenne Agency, S. Dak., February 27, 1956. 


CERTIFICATION 


I hereby certify that the foregoing is a true, accurate, complete and 
correct list of all expenditures made by the Cheyenne River Sioux 
Tribe in connection with its Oahe Dam and Reservoir negotiations, 
and that all vouchers and other supporting papers are on file in the 
office of the treasurer of the Cheyenne River Sioux Tribe at Cheyenne 
Agency, S. Dak. 

Percy E. Pumps, 
Treasurer, Cheyenne River Sioux Tribal Council. 


Subscribed and sworn to me, a Notary Public residing at Cheyenne 
Agency, S. Dak., this 27th day of February 1956. 


[SEAL] Maraie L. Samira, Notary Public. 
My commission expires December 14, 1959. 


O 
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AMENDING THE ACT KNOWN AS THE “DISTRICT OF 
COLUMBIA REVENUE ACT OF 1937,” APPROVED 
AUGUST 17, 1937 


JunE 21, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. McMuxan, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany H. R. 6259] 


“ The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 6259) to amend the act known was the “District of 
Columbia Revenue Act of 1937,” approved August 17, 1937, having 
considered the same, report taviietty thereon without amendment 
and recommend that the bill, H. R. 6259, do pass. 

The District of Columbia Marine Insurance Act of 1922 (Public 
Law 162, 67th Cong.; act of March 4, 1922, 42 Stat. 402, ch. 93) was 
an act complete within itself for the regulation of marine insurance 
in the District and changed the method of taxation of marine-insurance 
companies from a premium receipts basis to an underwriting profits 
basis for the purpose of fostering the development of the marine- 
insurance business in this country as an adjunct to a strong American 
merchant marine by placing American marine underwriters on a parit 
with their foreign competitors, which were taxed (and are still taxed) 
on the basis of underwriting profits. This act imposed an annual 
license fee of $200 on every company writing marine insurance in the 
District if its assets exceeded $5 million (35 D. C. Code, sec. 1113) 
and fixed the annual tax at 5 percent of the annual underwriting 
oe of the companies on marine insurance written within the 

istrict (35 D. C. Code, secs. 1108 and 1109). This method of 


taxation of marine-insurance companies was thereafter adopted by 
a number of the States where a large volume of marine insurance is 
written. It was adopted by New York in 1927, Pennsylvania in 1927, 
Rhode Island, Oregon, and the State of Washington in 1929, California 
in 1931, and Massachusetts in 1946. 
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In 1937 the District of Columbia Revenue Act of 1937 was enacted. 
Sections 1 and 6, title II of this act, as originally introduced, provided, 
respectively, for an annual license fee of $25 and an annual premium 
tax of 2 percent on all lines of insurance (47 D. C. Code, secs. 1801 and 
1806). At the request of the counsel for the American marine- 
insurance industry the following provision was added in section 6 
in order to continue the taxation of marine-insurance companies on 
the basis of underwriting profits rather than on the basis of premiums: 


Nothing contained in this section or in sections 1 or 7 of 
this title shall apply with respect to marine insurance written 
within the said District and reported, taxed, and licensed 
under the provisions of the Act entitled “An Act to regulate 
marine insurance in the District of Columbia, and for other 
purposes,” approved March 4, 1922, as amended. 


(This provision now appears as the last sentence of title 47, D. C. 
Code, sec. 1806.) It is clear that the Revenue Act of 1937 made no 
change with respect to the Marine Insurance Act of 1922 imposing 
an annual license fee of $200 and an annual tax of 5 percent of under- 
writing profits. 

In 1940 Congress passed the Fire and Casualty Act (Public Law 824, 
76th Cong., 3d sess.), a regulatory, not a revenue statute (35 D. C, 
Code, secs. 1301 through 1350). Section 46 of the act provides: 

All laws or parts of laws, insofar as they relate to the busi- 


ness affected hereby, and are in conflict with any of the provi- 
sions of this Act, are hereby repealed. 


(The wording of sec. 46 now appears in a compiler’s note after sec, 


35-1349.) 

An examination of the hearings and reports (including those of this 
committee) on the bills which became the Fire and Casualty Act 
discloses that neither the proponents of the Fire and Casualty Act, 
nor the Superintendent of Insurance, nor the Congress or its com- 
mittees, had any intent or idea that the enactment of the provisions 
of the Fire and Casualty Act would affect, modify, or repeal the pro- 
visions of the Marine Insurance Act relating to the taxation of marine 
insurance which had then been in effect for 18 years. 

In 1953 the Superintendent of Insurance requested the opinion of 
the Corporation Counsel as to the rate of taxation applicable to marine- 
insurance companies in the District of Columbia. On August 11, 1953, 
the Corporation Counsel advised the Commissioners that as marine- 
insurance companies were licensed under the Fire and Casualty Act, 
the exclusion provision of the 1930 Revenue Act with respect ‘to 
marine insurance written within the said District and reported, taxed, 
and licensed” under the provisions of the Marine Insurance Act were 
in the conjunctive, and as marine-insurance companies were no longer 
licensed under the Marine Insurance Act, they lost the benefit of the 
exclusion provision of the 1930 Revenue Act and were therefore taxable 
under the provisions of that act on the basis of premium receipts. 

The reasons which led Congress to tax marine-insurance companies 
on the basis of underwriting profits—to foster the development of the 
marine-insurance business in this country by taxing American marine 
underwriters on the same basis as their foreign competitors—are as 
valid today as when Congress enacted the Marine Insurance Act in 
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1922 and when it reconsidered the problem at the time it passed the 
1937 Revenue Act. 

Restoration of the tax to the underwriting profit base will not 
necessarily reduce the amount of tax payable to the District. A 
relatively small amount of marine insurance is written in the District 
of Columbia, and the Marine Insurance Act of 1922 imposes an annual 
license fee of $200 and fixes the annual tax at 5 percent of the annual 
underwriting profits of the companies on marine insurance written 
within the District, whereas the Revenue Act of 1937 only imposes 
an annual license fee of $25 and an annual premium tax of 2 percent. 

As the foreign marine-insurance companies with whom American 
marine insurance must compete are still taxed on the basis of under- 
writing profits, the committee believes that marine-insurance com- 

anies doing business in the District of Columbia should be taxed on a 
ike basis. 
CHANGES IN EXISTING LAW 





In compliance with paragraph 3 of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill, 
as introduced, are shown as follows (existing law proposed to be 
omitted is enclosed in black brackets, new matter is printed in italics, 
existing law in which no change is proposed is shown in roman): 











(47 Srat. 1806; 50 Srar. 676, ch. 690; 52 Srat. 358) 


«“* * * All such companies, including companies which issue an- 
nuity contracts, shall also pay to the collector of taxes of the District 
of Columbia a sum of money as taxes equal to 2 per centum of their 
policy and membership fees and net premium receipts or consideration 
received on all insurance and annuity contracts on risks in the District 
of Columbia, said taxes to be paid before the Ist day of March of 
each year on the amount of such income for the year ending December 
31, next preceding. Such tax shall be in lieu of all other taxes except 
(1) taxes upon real estate and (2) fees and charges provided for by the 
insurance laws of the District including amendments made to such 
laws by this title. 

“ ‘Net premium receipts or consideration received’ means gross 
premiums or consideration received less the sum of the following: 

“1, Premiums received for reinsurance assumed and premiums or 
consideration returned on policies or contracts canceled or not taken. 

“2. Dividends paid in cash or used by the policyholders in payment 
of renewal premiums. 

“Nothing contained in this section or in section 1 or 7 of this title 
shall apply with respect to marine insurance written within the said 
District [and reported, taxed, and licensed under the provisions of the 
Act entitled ‘An Act to regulate marine insurance in the District of 
Columbia, and for other purposes’, approved March 4, 1922, as 
amended.], which shall be taxed under the provisions of the Act entitled 
‘An Act to regulate marine insurance in the District of Columbia, and 
for other purposes’, approved March 4, 1922, as amended (35 D. C. 
Code, 1951 edition, secs. 1101 to 1132).” 
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INTRODUCTION 


Tue CONGRESSIONAL Purpose—A Nationwipr CoMPErTITIVE 
System OF BROADCASTING 


Television, in the short space of 10 years, has become a profound 
social force. This new dimension in electronics, synchronizing visual 
with aural communication to bring entertainment, education, culture, 
news, public affairs and sports into the home, has captured the i imagi- 
nation of the American people to an extent rarely heretofore equalled. 
Reaching 90 percent of the Nation’s population, the universality of 
its appeal is demonstrated by the more than 37 million television sets 
in American homes,’ which represent an investment of over $14 billion. 

Television is today perhaps the most vital and influential of all 
media of communications and its emergence in this role means that 
those controlling its broadcasting and programing have great power 
to influence American public opinion. It means that monopolistic 
control of television broadcasting, should it exist, would enable a 
handful of individuals to use the airwaves, which ‘belong to all the 
American people, to determine what opinions, what educational and 
entertainment programs would be broadcast to the American home. 
Monopoly in television broadcasting, in short, would negate the 
principle, fundamental to communication in a ’ democratic society, 
that ‘‘* * * the widest possible dissemination of information from 
diverse and antagonistic sources is essential to the welfare of the 
public.” ? 

A primary purpose of the Communications Act of 1934%, the basic 
statute regulating radio and television broadcasting, was to guard 
against this possibility. In adopting this act Congress “moved un- 
der the spur of a widespread fear that in the absence of governmental 
control the public interest might be subordinated to monopolistic 
domination in the broadcasting field.” * Unlike other regulated 
industries, broadcasting is not subject to governmental control of 
rates, prices, and finances.’ Congress proceeded upon the premise 
that, subject to technical limitations of spectrum space, maximum 
private enterprise competition, rather than detailed regulation, would 
best promote the public interest by providing a wide diversification 
of cultural, educational, and entertainment program sources; a market 

1 Unless otherwise noted, figures used in this report are based on testimony given at hearings before the 
subcommittee. According to Broadcasting-Telecasting for January 21, 1957, total television receiving set 
circulation had reached 3944 million by August 1956. 

2 Associated Press vy. United States, 326 U.S. 1, 20 (1945). 

347 U. 8. C., secs. 151 et seq. (1952). 

4 Federal Communications Commission v. Pottsville Broadcasting Co., 309 U.S. 134, 137 (1940). Fora brief 


summary of the history of Federal regulation of radio communication see National Broadcasting Company 
v. United States, 319 U S 190, 210-214 (1943). 


§ The Communications Act prohibits station operation unless a license is received from the Federal Com- 
munications Commission (47 U, 8. C., see. 301 (1952)). No such requirement is applicable to networks. 
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place for the interplay of ideas and opinions; and a means for com- 
munity self-expression.* It proceeded on the premise, basic in the 
American system of broadcasting, that ‘‘there can be no proprietary 
right in any frequency or ch annel, that the spectrum is a natural 
resource belonging to the entire national public, and that the value to 
be derived from this concept would be destroyed by uncontrolled 
private exploitation.” 7 

These principles are evidenced in various provisions of the Com- 
munications Act which, among other things, makes the antitrust laws 
specifically and fully applics able to broadcasting. Thus, section 313 of 
the Communications Act specifies that— 


all laws of the United States relating to unlawful restraints 
and monopolies and to combinations, contracts, or agree- 
ments in restraint of trade are hereby declared to be appli- 
cable to * * * interstate and foreign radio communications. ® 


That section also provides that in actions brought under the antitrust 
laws, the court may, as an additional form of relief, direct the revoca- 
tion of station licenses held by a party found guilty of antitrust 
violations. In addition, section 311 of the Communications Act 
directs the Commission, in such cases, to refuse further station license 
to any person whose license has been revoked by the court.® 

To help assure competition in the broadcasting field, the Attorney 
General and the Federal Trade Commission have statutory responsi- 
bility to enforce the antitrust laws within their respective jurisdictions. 
The Federal Communications Commission, on the other hand, has no 
antitrust enforcement responsibility, except with respect to mergers 
of common carriers engaged in radio or wire communications.” 
However, the Commission is obligated to administer its regulatory 
activities in a manner consistent with the purposes of the antitrust 
laws and to maintain a system of broadcasting compatible with these 
laws. In a licensing proceeding, for example, the Commission must 
consider competitive factors in determining whether the public in- 
terest, convenience, and necessity would be served by the requested 
grant." It is announced Commission policy in such a proceeding 
to consider whether the applicant company has been involved in 
violations of the antitrust laws and whether there is a likelihood that 
the company will engage in monopolistic practices if granted a 
license.” 

Also, in recognition of the necessity of maintaining a system of 
broadcasting compatible with the antitrust laws, the Commission has 
promulgated regulations governing contractual arrangements between 
stations and networks and has limited the number of stations any 
person may own in any broadcast service throughout the United 
States. 


6 See Federal Communications Commission v. Sanders Bros. Radio Station, 309 U.S. 470, 474-475, (1940) 
where the Court said ““* * * the act recognizes that the field of broadcasting is one of free competition. 
The sections dealing with broadcasting demonstrate that Congress has not, in its regulatory scheme aban- 
doned the principle of free compe tition, as it has done in the case of railr¢ ads, in respect of which regula- 
tion involves the suppression of waste ful practices due to competition, the regul: ation of rates and charges, 
and other measures which are unnecessary if free competition is to be permitted.” 

? Hearings before the Antitrust Subcommittee of the House Committee on the Judiciary, 84th Cong., 
2d sess., Serial No. 22, pt. 2 on Television, vol. 1, pp. 3762-3763. Vol 1 contains pp. 3107 through 3965, 
vol. 2 contains pp. 3967 through 4674, vol. 3 contains pp. 4675 through 5625, vol. 4 contains pp. 5627 through 
6448. Hereinafter cited as hearings, 1, 2, 3 or 4. 

847 U. 8. C., sec. 313 (1952). 

* Id., ae. = 

1015 U. , sec. 21 (1952). 

11 The icince Court stated in Federal Communications Commission v. Radio Corporation of America, 
346 U. 8. 86, 94 (1953): ““There can be no doubt competition is a relevant factor in weighing public interest.”’ 

a Hearings 1, p. 3181, 3298. 
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It is against this background that the Antitrust Subcommittee held 
extensive hearings in June, July, and September, 1956, dealing with 
antitrust and monopoly problems in the broadcasting industry. 
These hearings were part of the committee’s overall study of anti- 
trust problems in industries subject to the jurisdiction of Federal 
regulatory agencies. 

In the course of these hearings, the committee received 3332 pages 
of evidence from witnesses representing various points of view, in- 
cluding members of the Federal Communications Commission; the 
former and present heads of the. Antitrust Division, Department of 
Justice; the president of each of the television networks; officials of 
independent television film production companies; representatives of 
UHF organizations; UHF and VHF station licensees; officials of 
network-affiliated stations; network advertisers; representatives of 
music licensing organizations; songwriters; and. other persons familiar 
with various aspects of the broadcasting industry. 

The committee’s study and hearings on broadcasting encompassed 
the following matters, among others: the development of television 
broadcasting; the present structure of the industry; the UHF problem; 
the economic and financial position of television networks; network 
practices; relationships between networks and stations; the manner 
in which the Federal Communications Commission and the Depart- 
ment of Justice have discharged their antitrust responsibility in 
important areas of broadcasting; regulation by the Federal Com- 
munications Commission of coaxial cable and microwave relay rates 
and of private intercity relay systems, and joint activities by broad- 
casters In music licensing. 








CHAPTER I 
THE UHF PROBLEM AND COMPETITIVE TELEVISION 


THE DEVELOPMENT OF TELEVISION 


Nature of the medium 


Necessity for statutory regulation of television arises in part from the 
nature of the radio spectrum employed. Television broadcasting uses 
two bands of differing frequency ranges. The VHF (very high fre- 
quency) band is defined to include the lower portion of the spectrum 
in the frequency range 30 to 300 megacycles. VHF television is 
allocated the portion of the band between 54 and 216 megacycles, 
The UHF (ultra high frequency) band is defined to include the upper 
portion of the spectrum in the frequency range 300 to 3,000 mega- 
eycles. UHF television is allocated the portion of the band between 
470 and 890 megacycles. A total of 82 television channels has been 
authorized—12 in the VHF and 70 in the UHF band. VHF is broad- 
cast on channels 2 through 13; UHF on channels 14 through 83. 

In the present state of technology, a single television channel re- 
quires spectrum space of 6 megacycles (6,000 kilocycles), as compared 
to the single megacycle (540 to 1,600 kilocyeles) used by all the AM 
radio channels. The spectrum, in short, is a limited natural resource 
in whose efficient allocation there is a vital public interest. 


Growth of broadcasting 


Commercial television was originally authorized in 1941 when the 
Federal Communications Commission allocated 18 channels in the 
VHF band. Because of the war, the industry did not develop to a 
significant extent until 1945. In fact, by 1945 only 9 stations were 
operating, 6 on a commercial basis, and 3 on an experimental basis. 

In May 1945, the Commission adopted an allocation plan for tele- 
vision service in the then available VHF band. This allocation plan 
involved the assignment of 13 VHF channels to the 140 largest metro- 
politan districts in the United States and authorized a total of 406 
station assignments.! 

At the same time it was apparent that the VHF channels allocated 
for television were insufficient for a nationwide competitive system 
of visual broadcasting. For example, under the allocation plan, in 
the 100 most populated markets in the country, 17 communities had 
no local commercial station; 17 communities had only 1 station, and 
29 communities had 2 stations. The Commission recognized that if 
there were to be an adequate number of station outlets to provide a 
nationwide competitive system and meet the need for multiple and 
local expressions, the UHF portion of the spectrum would have to be 
utilized. 

Beyond this, operating experience demonstrated that in a number 
of instances the Commission had made channel assignments too close 


1 Channel 1 was subsequently removed from television for use by other services. 
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together. In actual practice station signals did not radiate in ac- 
cordance with theoretical calculations by the Commission’s technical 
staff and a number of stations interfered with each other and degraded 
the quality of their reception. This situation became so acute that 
in May 1948 the Commission instituted a rule-making proceeding to 
amend its table of assignments and to provide for wider separation 
between channels. Evidence adduced in the course of this proceed- 
ing indicated the necessity not only for wider separation but also for 
the revision of the entire allocations plan. For these reasons the 
Commission, in Saptember 1948, issued a freeze order providing that 
no new or pending applications for the construction of new stations 
would be acted upon by the Commission. However, applicants who 
had already received construction permits before September 1948 
were allowed to go ahead with construction. 

Initially the Federal Communications Commission contemplated 
that the freeze would last for about 90 days. Instead it was con- 
tinued in effect for almost 4 years, until July 1952. 

Prolongation of the freeze, the Commission contends, was made 
necessary because of two major problems: first, the Commission 
had to divote an extensive amount of time to consideration of color 
television which it was then believed might need wider frequency 
bands available only in the UHF portion of the spectrum; second, 
it was constrained to evaluate the testimony of bundreds of experts 
and thousands of exhibits.? 

In these circumstances, it was not until April 1952 that the Com- 
mission promulgated its so-called sixth report and order which for 
the first time authorized the operation of commercial television in the 
UHF portion of the spectrum. That report and order provided for 
12 VHF and 70 UHF channels and made a total of 1,875 commercial 
assignments to various communities in the United States; 1,319 of 
these assignments were in the UHF band and 556 in the VHF band. 
Three months later, in July 1952, the Commission announced that it 
would commence acting on applications for these assignments. 

During the freeze period from September 1948 to July 1952, com- 
mercial television experienced phenomenal growth. At the beginning 
of the freeze there were only 36 VHF stations on the air in 19 cities, 
reaching about one-third of the population of the United States. 
When the freeze was ended in July 1952, 108 VHF stations in 63 cities 
were on the air, reaching more than two-thirds of the Nation’s popu- 
lation. At the beginning of the freeze only 1 million VHF television 
receivers had been marketed. When the freeze was ended, 17 million 
VHF sets were in the hands of the viewing public. 

This overall growth has continued up to the present time and 
there are now in operation throughout the Nation some 455 com- 
mercial television stations, of which 361 are in the VHF band and 94 
in the UHF band. 

Despite this growth, it is particularly significant that of the 1,875 
channel assignments authorized by the Commission, over 1,400 are 
unused—1,225 of these being in the UHF band. It is equally signifi- 
cant that of the more than 37 million television sets that have been 
marketed, only 7 million are equipped to receive both UHF and VHF, 
while over 30 million can receive VHF signals only. The following 

1 Hearings 1, p. 3208. 
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section of this chapter contains an examination of the scope of the 
allocations problem highlighted by these figures. 


ALLOCATIONS—THE UHF DILEMMA 


Scope of the problem 


In its sixth report and order of April 1952, the Federal Communica- 
tions Commission set itself the following priorities as a guide in making 
the channel allocations provided by that action: 


Priority No. 1: To provide at least one television service 
to all parts of the United States. 

Priority No. 2: To provide each community with at least 
one television broadcast station. 

Priority No. 3: To provide a choice of at least two televi- 
sion services to all parts of the United States. 

Priority No. 4: To provide each community with at least 
two television broadcast stations. 

Priority No. 5: Any channels which remain unassigned 
under the foregoing priorities will be assigned to the various 
communities depending on the size of the population of each 
community, the geographical location of such community, 
and the number of television services available to such 
community from television stations located in other com- 
munities. 


Four years of operation under the allocation plan of 1952 have 
produced some substantial achievements toward realization of the 
regulatory goals set for television in the sixth report and order. 
As the result of a fourfold increase in the number of operating stations, 
the portion of the population able to receive the program of at least 
1 station has risen from 67 percent in 1952 to 90 percent, and 75 
percent of the people are in the position to receive the programs of two 
or more stations—a marked advance toward a nationwide service. 

Less progress has been made in the diversification of program 
sources. Fewer than 300 of the 1,260 communities to which the 
allocation plan assigned at least 1 station have 1 or more stations in 
operation. And only slightly more than 100 of the 348 communities 
to which 2 or more stations were assigned have 2 or more stations on 
the air. Yet these figures also reflect a net gain by this dynamic new 
industry over the situation in 1952 when a total of 108 operating 
stations were shared by only 63 communities. 

A breakdown of these statistics, however, showing the relative 
progress of UHF and VHF stations, reveals the existence of a crisis 
threatening the existence of UHF broadcasting and discloses the 
failure up to now of the Commission’s allocation plan as a framework 
for a nationwide competitive system. The progress of VHF television 
has been virtually unchecked. A trebling in the number of operating 
VHF stations (from 108 to 361) utilizes almost two-thirds of the 556 

rojected VHF assignments. Demand for VHF licenses appears to 

e insatiable; mortality among operating VHF stations is negligible.* 

UHF presents a very different picture. In the same 4-year period, 
153 UHF stations went on the air (about 12 percent of the 1,319 


3In a letter to the committee dated January 25, 1957, the Chairman of the Federal Communications 
Commission reports that of 276 VHF stations going on the air since July 1952 only 4 had ceased operations, 











THE TELEVISION INDUSTRY 7 


assignments projected in the allocation plan). Of these, 59 failed and 
were required to cease operation, a mortality of 38 percent. The per- 
centage of failure was even higher among UHF stations in whose com- 
munities new VHF stations ‘began to broadcast. Of 31 such UHF 
stations, 16, or over 50 percent, went off the air after the advent of 
new VHF competition. 

Of the 94 remaining UHF stations,* which utilize less than 8 percent 
of the channels assigned to UHF by this allocation plan, many are 
operating at losses and hover on the brink of failure. 

Equally alarming in their implications for the survival of UHF 
broadcasting are the statistics on circulation and manufacture of all- 
channel receiving sets capable of receiving a UHF signal. At its in- 
ception in 1952 UHF was faced with an existing circulation lead of 
17 million VHF-only receivers. By 1956 this disparity had almost 
doubled. The total set circulation was about 37% million, of which 
7 million or less were capable of receiving a UHF signal. For a time 
in 1953 all-channel receivers accounted for almost one-third the total 
receiving set manufacture. By latest estimates, the current propor- 
tion of all-channel sets to the total being manufactured has shrunk 
to less than 20 percent.® 

In the face of the hazards involved in UHF broadcasting, 130 of 300 
successful applicants for UHF licenses have surrendered their construc- 
tion permits and others are delaying the construction of authorized 
stations. 

At an estimated investment of between $250,000 and $500,000 per 
station, the capital loss already entailed by UHF station failures 
aggregates hetwesin $15 and $30 million, with an additional threatened 
loss of between $23 and $47 million unless the situation is drastically 
changed. 

3ut the disappearance of UHF broadcasting would mean more than 
financial loss to station licensees. It would frustrate the achieve- 
ment of a nationwide and competitive television system for the fore- 
seeable future. First, it would mean that the objective of diverse, 
multiple-program sources in as many communities as possible would 
have to be abandoned. For if television is limited to VHF there are 
simply too few available frequencies. Most American communities 
would have to give up the idea of ultimately having their own local 
television stations for the discussion of local problems, the dissemina- 
tion of local news, and the development of local talent. 

Second, the failure of UHF television would sound the death knell 
of educational television. Of 268 channels now reserved for educa- 
tional use, two-thirds are UHF channels. UHF channels have been 
set aside for educational purposes in 10 of the first 20 metropolitan 
areas: New York, Philadelphia, Los Angeles, Detroit, Baltimore, 
Cleveland, Washington, Buffalo, Cincinnati and Kansas City. De- 
velopment of this new dimension in education clearly depends upon 
the survival of UHF.® 

Third, the loss of UHF would mean still further concentration of 
power in the television industry by making it impossible for more 
than two truly nationwide networks to flourish. The inadequacy of 
VHF alone to supply sufficient outlets for a fully developed system, 
snake cording to a letter from the Chairman of the Federal Communications Commission dated January 25, 


, this number had further declined to only 91 operating UHF stations by December 31, 1956. 
5 See Broadcasting-Telecasting, January 21, 1957, p. 61. 


There are 23 educational television stations on the air today, operating on 18 VHF and 5 UHF channels, 
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which the Commission has repeatedly reaffirmed, is graphically illus- 
trated by the VHF assignments made in the allocation plan. Only 7 
of the Nation’s first 100 markets have 4 or more VHF assignments; 
26 have 3; 32 have 2; and 19 only 1.7. This means that, if UHF were 
not employ ed, it would be theoretically possible for 1 network to have 
outlets in as many as 84 of the first 100 markets; a second network 
could have no more than 65; a third would be restricted to 33, and a 
fourth network would be limited to 7. In other words, without 
UHF, only 2 networks would have access to more than half the first 
100 markets. This would compound the present situation which 
prevents the American Broadcasting Co. network from operating fully 
competitively. 

Paucity of present station outlets 


Present insufficiency of station outlets has meant that rival networks 
cannot get into a sufficient number of important markets to operate 
on a scale fully competitive with the National Broadcasting Co. or 
the Columbia Broadcasting System. The great majority of the 
VHF stations have a primary affiliation with NBC or CBS. with the 
result that other networks cannot ordinarily attain access to these sta- 
tions except on a delayed basis during fringe viewing hours. This 
affiliation situation had its origin in radio broadcasting. Many of the 
existing VHF stations were organized by groups that owned radio 
stations affiliated with the CBS or NBC network. When such a 
group was licensed to operate a television station, it naturally gave 
first call on its television facilities to the same network with which 
it had a radio affiliation. 

A study made in 19548 illustrated this disparate competitive sitva- 
tion under which ABC must function. NBC was then clearing time 
in 82 of the top 100 markets, utilizing 62 VHF and 20 UHF stations. 
Of the UHF stations, 15 were in single- or dual-station markets in 
which it is more nearly possible for a UHF station to compete. CBS, 
at the same time, was clearing 76 of the top 100 markets, also utilizing 
20 UHF stations, of which 14 were located in single- or dual-station 
markets. Incontrast, ABC was clearing only 51 of the top 100 markets 
and, in order to achieve this clearance, was forced to utilize 31 UHF 
stations of which 14 were in single- or dual-station markets but 17 
were in markets having 3 or more stations, where UHF cannot com- 
pete effectively with VHF. 

At that time the DuMont Network’s regular clearance consisted of 39 
markets with a total of 16 VHF and 23UHF stations, But only 12 of 
the UHF stations were in single- or dual-station markets. Indeed, 
DuMont’s inability to obtain adequate station outlets was a major 
reason why it was forced to discontinue network operations in Sep- 
tember 1955. 

This competitive disadvantage has been aggravated by the Fed- 
eral Communications Commission’s failure to take prompt action in 
making a final disposition of VHF station applications in a number of 
important markets. It is true that this inaction of the Commission 
resulted primarily from the unprecedented number of applications 
which followed the ending of the freeze in 1952. At the time of the 
committee hearings the Pittsburgh area had been assigned three 





? Hearings 1, p. 3267. 
8 Hearings before the Communications Subcommittee of the Senate Committee on Interstate and Foreign 
Commerce on Status of UH F and Multiple Ownership of TV Stations, 83d Cong., 2d sess., p. 251. 
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VHF stations under the allocation plan. Only 1 was on the air, 
with applications for the other 2 still pending. So, in Miami, Boston, 
St. Louis, and Indianapolis, of 3 assigned VHF stations, only 2 were 
operating, and in New Orleans only 1 of 2 assigned ‘stations was 
operating, the remaining station gr ant in each case awaiting action 
by the Commission. 

In sum, after 4 years of operation under the Commission’s 1952 
allocations plan the problem of spectrum utilization was largely un- 
solved, with UHF broadcasting in a critical economic condition and 
too few broadcast outlets in operation to afford more than 2 full- 
fledged national networks. 


The heart of the problem—Receiving set incompatibility 

The committee believes that receiving set incompatibility lies at 
the heart of the UHF problem. Faced from the beginning with a 
VHF circulation lead of over 17 million sets, UHF has never caught 
up but on the contrary has fallen further behind. In communities 
in which a UHF station is the sole television outlet, or is 1 of only 2 
outlets, experience has been favorable to survival. In so-called 
intermixed areas, however, where both UHF and VHF stations are 
assigned to the same community and adequate VHF programs are 
available, the public has been slow to purchase the more expensive 
all-channel sets or to incur the cost of set conversion. The reason 
is that UHF stations, except where they have a primary network 
affiliation, are not able to compete programwise with their VHF rivals. 
The networks, impelled by economic considerations, have generally 
tended to extend primary affiliation to VHF stations because they 
command better coverage. A member of the Federal Communi- 
cations Commission testified to the existence of a trend on the part 
of the networks to withhold such affiliation from existing UHF stations 
in areas in which an additional VHF station was contemplated.’ In 
consequence, UHF stations have been unable to present the high 
quality programing needed to improve set circulation. 

Whatever physical, technological, and regulatory factors may have 
contributed to the present dilemma, the result is an economic impasse 
in which many independent UHF stations cannot develop all-channel 
set circulation because they are unable to present sufficiently attrac- 
tive programs and cannot obtain first-rate programs because they lack 
sufficient set circulation to attract high priced advertising. 


Contributing causes—Physical and technological 


Certain physical and technological factors must be borne in mind in 
appraising the causes which contributed to the present crisis in tele- 
vision station allocations. 

The nature of the television spectrum itself creates an initial com- 
petitive disparity between VHF and UHF in that the lower (VHF) 
frequencies afford wider geographical coverage and require less power 
to propagate a distinct signal. This gives a VHF station a greater 
receiving area and a potentially larger “viewing audience than a UHF 
station with identical transmitter power. 

A second advantage, flowing naturally from the first, is that prac- 
tical telecasting began in the VHF band, with the result that the 
technology of VHF broadcasting is considerably more developed than 
that of UHF. High-powered UHF transmitters, which are needed 


® Hearings 1, p. 3250. 
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to make the younger service technically competitive with VHF, were 
not perfected as Tapidly or as fully as was hoped by the Federal 
Communications Commission at the time it issued its sixth report 
and order; all-channel receiving sets remain more expensive and per- 
haps somewhat less efficient than VHF-only receivers; converters for 
enabling VHF sets to receive UHF programs have sometimes displayed 
the imperfections characteristic of a new technology. 

From the standpoint of the viewing audience, however, there is 
little to choose between the propagation characteristics of the two 
methods of telecasting. In hilly terrain and in metropolitan centers 
where there are many tall buildings, VHF is superior, being relatively 
more free than UHF from so-called white areas where reception is 
spotty or wholly absent. On the other hand, the UHF picture is 
said to be as good as the VHF picture and is described as “crisper” 
and having less “ghost.’”” UHF also has an advantage over VHF in 
being less susceptible to manmade electrical interference. Under 
normal conditions, it is generally agreed, UHF gives satisfactory 
service technically on a par with VHF. 

Review of FCC regulation 

From the beginning, the Federal Communications Commission has 
stated that the development of UHF broadcasting is essential to a 
truly nationwide and competitive television system.’® Against the 
background of this consistently reiterated policy, highlights of the 
Commission’s regulation of frequency allocations may be reviewed. 

(1) Effect of the “freeze’’.—The unexpected duration of the 1948-52 
freeze itself played a profound part in promoting VHF broadcasting 
and placing the yet untried UHF method at a critical competitive 
disadvantage. It gave VHF the opportunity to multiply in station 
outlets and set cover: age without competition from UHF stations. 
It also enabled NBC and CBS which had been the dominant radio 
networks to senediak network affiliation with most of the 108 VHF 
stations, many of which were owned by groups operating radio sta- 
tions that were already affiliated with these networks in radio broad- 
casting. The freeze thus served not only to entrench VHF stations 
against competition but also to assure the two leading radio networks 
an impregnable competitive position in the field of television net- 
working. 

(2) The sixth report and order of April 1952.—In the proceedings 
culminating in the sixth report and order of April 1952, parties 
before the Commission had proposed to solve the ailock tone problem 
by increasing the number of VHF outlets; others proposed to restrict 
all broadcasting to the UHF band; others objected to the Commis- 
sion’s proposal to intermix VHF and UHF stations within identical 
areas. 

When the report and order was finally issued, the Commission 
stated that it could find no basis for withdrawing VHF frequencies 
from other Government and non-Government services for the purpose 
of creating additional VHF television channels," and that it had— 


10 In its report of May 25, 1945 (Docket No. 6651), in which it made the first comprehensive allocation of 
VHF frequencies, the Commission expressed the hope “* * * that all persons interested in the future of 


television will undertake comprehensive and adequate experimentation in the upper portions of the spec- 
trum. The importance of an adequate program of experimentation in this portion of the spectrum cannot 
be overemphasized, for it is obvious from the allocations which the Commission is making for television 
below 300 megacycles that in the present state of the art the development of the upper portion of the specs 
trum is necessary for the establishment of a truly nationwide and competitive television system.”’ 

11 Federal Communications Commission sixth report and order, April 14, 1952, par. 21. 
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* * * always recognized that even with an extensive scat- 
tering of VHF assignments, the 12 channels are not sufficient 


to meet the objective of providing television service to all the 
people.” 


In response to the contention that a shift of all broadcasting to the 
UHF band would obviate “economic and competitive problems” 
caused by the expansion of broadcasting to the ultra-high frequencies, 
the Commission replied merely that the proponents of this view had 
failed to adduce evidence “‘to support the large scale reallocations 
and reassignments which would thereby be required.” * 

During the course of the proceedings, on March 22, 1951, the 
Commission had issued a third notice of further proposed rulemaking 
in which it apparently recognized that “receiver problems” would 
have to be overcome in order to enable UHF stations to compete in 
intermixed markets.'* The Commission, nevertheless, proposed to 
intermix in order to enable the greatest theoretical number of outlets 
and because it did not wish arbitrarily to exclude VHF stations, with 
their greater geographical coverage, from areas to which UHF stations 
were assigned. Despite warnings that UHF might be unable to com- 
pete, the Commission adhered to its determination to intermix, saying: 


* * * Present equipment and economic problems may tem- 
porarily handicap operations in the new UHF band and 
place certain communities at a disadvantage. Such im- 
mediate considerations, however, cannot be allowed to 
obscure the long-range goal of a nationwide competitive 
service, in which stations in both the UHF and VHF bands 
will constitute integral parts. 


At the same time as the sixth report and order intermixed VHF 
and UHF assignments in identical areas, it authorized new maximum 
radiated power, which VHF stations were able to achieve immediately 
but of which UHF stations could not take advantage because of the 
lack at that time of high power UHF transmitting equipment. This 
increase in power thus provided an additional advantage to VHF 
stations. 

It is pertinent to note the dissenting views of two members of the 
Commission. Commissioner Jones observed in part: '® 


The Commission recognizes the economic problems which 
will be faced by UHF broadcasters where VHF broad- 
casting exists (par. 189) and expresses (par. 197) the pious 
hope that “UHF stations will eventually compete on a 
favorable basis with stations in the VHF.” But, by giving 
excessive cochannel protection to VHF stations and imade- 
quate protection to UHF stations the Commission has 
arbitrarily and adversely affected the ability of UHF sta- 
tions to compete. 

d., par. 67. 

i., par. 25. 

1. at par. 189. 

1., pars. 197 and 200. 

i., dissent of Commissioner Jones. 
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Commissioner Hennock said in part: ” 


By granting increases in power and antenna height the 
Commission, in my opinion, has unduly and unnecessarily 
enhanced the VHF at the expense of the UHF. As the 
UHF is the new and heretofore experimental portion of the 
spectrum containing 85 percent of all television channels, 
and its use is so clearly necessary to a national system, the 
Commission should not hinder its development by adding to 
the advantage held by the already highly developed 
ve - 

There are serious economic problems facing the develop- 
ment of the UHF against presently existing or future VHF 
service, basic to a determination of this question of powers 
and heights, which the Commission apparently has mini- 
mized or disregarded. Even the briefest consideration 
makes clear the difficulties confronting a potential UHF 
operator in a community now receiving no VHF service or 
only marginal VHF service, which community is subse- 
quently flooded by reliable, multiple VHF signals from far 
off, larger cities. First, the VHF sets purchased in the area 
which may number in the tens of thousands and even ap- 
proach “saturation,” will not be able to receive local tele- 
casts over UHF, without being converted. (It should be 
noted that the efficiency and convenience of UHF converters 
has not yet been proved. In view of the difficulties previ- 
ously had with other converters, in FM and television, this 
remains a serious problem for existing TV sets.) Further- 
more, the VHF operations in the larger cities in all likeli- 
hood will, if established practices are continued, obtain 
exclusive rights to network affiliations and operations in 
the area, thus securing for themselves a large body of highly 
popular TV programing. In addition, the major national 
and regional advertisers who provide much of the necessary 
economic base for television operations will tend, for practical 
business reasons, to gravitate toward those existing VHF 
stations with extensive coverage. Thus, the potential UHF 
operation will predominantly be forced back upon new UHF 
and converted sets and upon local programing resources and 
local advertisers, which alone may not provide sufficient 
support for a television station. 

The Commission’s experience with FM, where the set 
problem was so crucial, should make it clear beyond question 
that practical economic considerations cannot be left largely 
to chance in the establishment of a new service. 


(3) Results of 2 years of intermizture—By May 1, 1954, after 2 
years of operation under the intermixed allocations plan provided by 
the sixth report and order, the forebodings of the dissenting Com- 
missioners had already been partly realized and the UHF picture bore 
portents of worse to come. 

It is true that 127 UHF stations, as against 250 VHF stations, were 
operating on that day, but 64 other UHF permit holders, including 
10 licensees of operating stations, had given up their authorizations. 





17 Id., dissent of Commissioner Hennock. . 
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Of 120 UHF construction permits still outstanding, moreover, 60 


percent were more than 8 months old, a circumstance giving rise to 
concern whether these contemplated stations would ever go on the 
air—particularly the 49 stations scheduled to enter areas which had 
been open to television since before the freeze. 

The financial picture of UHF operators was no more encouraging. 
In the first quarter of 1954, 37 percent (33 in number) of the postfreeze 
VHF stations were operating at a profit, as against only 15 percent 
(13 in number) of the UHF stations. 

The critical receiving set situation had also deteriorated. Although 
an estimated 2 to 3 million UHF sets had been acquired by the publie, 
VHF-only set circulation had jumped to 30 million. More disturbing 
still, the production and sale of all-channel sets, which had been on 
the increase until 1953, had taken a downward turn between autumn 
of that year and the spring of 1954. 

Commissioner (then Chairman) Hyde of the Federal Communica- 
tions Commission, defending the Commission’s policy in adopting 
intermixture and rejecting a shift to UHF-only broadcasting before 
the Senate Communications Subcommittee on May 9, 1954, acknowl- 
edged the decisive effect of intermixture in the absence of UHF set 
circulation and the vicious circle in which neither set circulation nor 
program quality could be improved except through the improvement 
of the other. 

With respect to intermixture, however, he expressed the belief that 
the difficulties in the development of UHF would have been even 
greater had the Commission failed to intermix, because then there 
would have been even less incentive to the manufacture of UHF 
equipment. 

Of particular interest, in the light of later Commission action, is 
Mr. Hyde’s testimony bearing on the feasibility of all-UHF telecasting. 
Asked by the subcommittee chairman, Senator Potter, why the 
Commission had not met the UHF problem during the freeze, rather 
than ‘loosen up” on the VHF channels, Commissioner Hyde replied: ® 


At the time of the freeze, it was already too late. Also, 
and here are some of the reasons why I say it was too late, 
we still did not have the equipment that would give the public 
the service they were demanding and for which they had au 
taste by reason of the operation of the limited number of 
stations in VHF. If the Commission at that time had 
undertaken to move all television into UHF, they would have 
had a public reaction that would have compelled us to give 
up the planning, and all you would have accomplished 
would have been a tremendous disruption in the TV service. 
Objections to go to UHF were made, but the weight of the 
evidence indicated it would not be in the public interest to 
do it, taking into consideration the matters which I have 
mentioned and others which are set out in the allocation 
report. It was not feasible to make the big shift in 1952, 
in the judgment of the Commission. 

Now we are looking at it with the benefit of hindsight. 


18 Hearings before the Communications Subcommittee of the Senate Committee on Interstate and Foreign 
Commerce, on Status of UHF and Multiple Ownership of TV Stations, 83d Cong., 2d sess., p. 132. 
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Mr. Hyde thought that these considerations were even more 
conclusive against a shift to UHF in 1954 than they had been in 1952, 
saying:’* 


* * * the impact upon the public and the industry of a 
move of all stations to the UHF would be far greater now 
than it was 2 years ago, for since the lifting of the freeze 
the number of VHF receivers has increased from approxi- 
mately 15 million to 30 million. And the number of stations 
operating on VHF channels has increased from 108 to 250. 
Similarly, the investment of the industry, including broad- 
casters, manufacturers, service and repair people, has 
increased severalfold. Here, too, the disruption and disloca- 
tion, the uncertainty and confusion, make this proposal 
unfeasible and impracticable. 


’ 

Mr. Hyde summarized the difficulties besetting UHF broadcasting 
in terms of three limitations: low UHF set ownership, inferior range 
of UHF transmitters, and inadequate programing of UHF stations. 
He then reviewed the proposals of the Commission and others for 
their solution. 

With respect to set circulation which he believed to be of major 
significance, Mr. Hyde, in behalf of the Commission, proposed that 
manufacturers should turn out all-channel sets exclusively, adding 
that the Commission had virtually no authority in this area. He 
also referred to a proposed change in the Commission’s multiple- 
ownership rule, since adopted, which would add 2 UHF stations to 
the existing maximum of 5 stations which might be owned by any 
group, as calculated to encourage VHF set conversion and all- channel 
set manufacture to the extent that it would be availed of to broad- 
cast regular network programs over UHF.” Also, Mr. Hyde en- 
dorsed the idea of legislation exempting all-channel sets from the 10 
percent Federal excise tax. 

(4) The 1955 deintermizture cases.—Spurred by ever worsening pros- 
pects for survival under the existing allocations plan and threatened 
by the impending addition of new VHF stations in their respeetive 
areas, UHF broadcasters in five intermixed markets (Peoria, Evans- 
ville-Hatfield, Madison, Hartford, and Albany-Schenectady-Troy) 
filed requests with the Federal Communications Commission for the 
deintermixture of their communities by the elimination of commercial 
VHF channel assignments. The proposals were to reserve the affected 
channels for educational use, to shift them to other communities, or 
to delete them altogether. In four of the areas involved, the V HF 
channels proposed for re -moval had not yet been granted but were the 
subjects of comparative proceedings. In the ‘fifth area (Albany- 
Schenectady-Troy), one VHF station was in operation and the addi- 
tion of another, at Vail Mills, N. Y., had been proposed and was the 
subject of a pending proceeding. 

The Commission issued notices of proposed rulemaking in the five 
deintermixture cases in March and April 1955 and heard oral argument 
in June. By the time of the Commission’s decision disposing of the 
proceedings, similar requests involving 15 other communities had been 


19 Td., p. 141. 

2” This change was subsequently made, and NBC and CBS, as well as Storer Broadcasting Corp., a large 
nonnetwork multiple-station operator, have acquired or applied to acquire two UHF stations. ABO is 
exploring the possibility of similar acquisitions. 
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filed with it. In a report and order dated November 10, 1955, the 
requests for deintermixture in all the cases were denied. 

The Commission acknowledged the familiar difficulties encountered 
by UHF in competing with VHF and the argument that the proposed 
deintermixture would insure greater local service and healthy competi- 
tion in the affected areas. But it declined to act affirmatively on the 
petitions because it concluded that they presented only limited seg- 
ments of the overall problem and doubted whether the requested 
relief would “be meaningful with respect to the general problem.” 

Refusing to follow an ad hoe approach to proposals to alter the exist- 
ing intermixed system of channel assignments, the Commission initi- 
ated a new, general rulemaking proceeding in which it planned to 
consider proposals and comments relating to overall solutions on a 
nationwide basis. It stated that the dismissal of the deintermixture 
petitions would be without prejudice to any action taken in the new 
proceedings. With the dismissal of the principal proceedings, mo- 
tions to stay the VHF licensing proceedings, and additional requests 
for deintermixture were also swept aside. 

The Commission’s meticulous refusal to grant partial relief to UHF 
operators, because to do so would constitute a piecemeal approach to 
an overall problem, did not deter it, in the same report and order, from 
approving the proposed addition, or “drop in’, of a new VHF channel 
in Vail Mills, N. Y., to service the Albany-Schenectady-Troy area. 
This “drop in” was found by the Commission to be consistent with 
existing allocations policy and spacing requirements. A second VHF 
outlet was thus added to this already intermixed area. 

Commissioner Hyde dissented, saying: ‘What the Commission has 
done today may deal a deathblow to UHF television service.” He 
argued that to dismiss individual petitions addressed to specific sit- 
uations because action on the individual petitions would not solve 
the overall problem was strange reasoning and constituted an abrupt 
change in Federal Communications Commission procedure. He ob- 
jected that in dismissing the proceedings the Commission had failed 
to consider the merits of the individual cases but had taken into 
consideration matters outside the record which the petitioners were 
unable to appraise or controvert. He believed that the proposed 
general rulemaking proceeding provided a mere semblance of due 
process for a procedural step by which the Commission enabled itself 
to make immediate additional VHF grants in intermixed areas with- 
out passing upon requests for deintermixture.2! 

Commissioner Bartley also dissented from the Commission’s failure 
to dispose of the deintermixture petitions separately upon their indi- 
vidual merits, believing that such action would have provided stability 
and promoted confidence. Both he and Commissioner Webster, in 
addition, disagreed with the majority’s action in authorizing a new 
VHF station at Vail Mills. 

(5) The report and order of June 26, 1956.—Seven months after the 
dismissal of the deintermixture petitions, and just 1 day before the 
scheduled commencement of hearings by this committee, the Federal 
Communications Commission on June 26, 1956, issued its next report 


21 In testimony before the Senate Committee on Interstate and Foreign Commerce in 1956, Commissioner 


Hyde characterized the Commission’s statement that its action was ‘‘without prejudice’’ to the contentions 
of the UHF operators as inaccurate because the action enabled rival interests to become vested. Hearings 
before the Senate Committee on Interstate and Foreign Commerce, on the UHF-VHF Allocation Prob- 


lem, 84th Cong., 2d sess., p. 22. 
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and order upon national television allocations problems. On the basis 
of its study and evaluation of the proposals and comments submitted 
by the parties pursuant to the November 1955 notice of rulemaking, 
the Commission stated the following general conclusions: 

1. No solution of the allocations problem is to be found on the basis 
of additional VHF frequencies or an all-VHF system, nor by closer 
spacing of VHF stations. 

2. Deintermixture of UHF and VHF broadcasting is not practical 
in a sufficient number of communities to provide significantly enhanced 
opportunities for a fuller utilization of UHF broadcasting on a nation- 
wide basis. 

3. The proposal to shift all or a substantial portion of all television 
broadcasting to the UHF band (which had been declared contrary 
to the public interest by Commission spokesmen as of 1952 and 1954) 
should be studied and the Commission’s “effort to find a solution 
to the nationwide television allocation problem should not be con- 
cluded without a careful and thorough exploration of this approach.” 
To this end, the Commission instituted a program of research and 
development to determine the feasibility of such a move, saying: 


If suitable means could be found to overcome the difficul- 
ties inherent in so major a frequency reallocation as moving 
television to UHF, and if UHF could be sufficiently developed 
to permit the elimination of VHF channels without loss of 
service, a number of basic advantages would result.” 


The advantages primarily envisioned by the Commission from such 
a@ move were a technically competitive service and the simplification 
of equipment. It invited the comments of all interested parties. 

Careful to disclaim ability to control the technical and economic 
factors upon which it said successful broadcasting was dependent, and 
to refrain from stating any conclusions concerning the feasibility of a 
shift to UHF, the Commission said: 


When we learn the results [of the proposed program of re- 
search and development], we will be better able to ascertain 
the full practical capabilities of UHF. On that basis we will 
then be able to evaluate UHF’s capacity to supplant VHF 
broadcasting without loss of service.” 


4. The Commission adopted notice of proposed rulemaking for 
the selective deintermixture of 13 areas, including the 5 that had 
been involved in the November 1955 report and order. This was 
done not as an overall solution, but as “implementation of interim 
revisions of the table of assignments.” 

(6) Deintermizture orders of February 1957. —On February 26, 1957, 
after the close of the hearings before this committee, the Commission 
took decisive action in a number of the deintermixture proceedings 
initiated by its report and order of June 26, 1956, granting deinter- 
mixture in 6 areas (Albany-Schenectady-Troy, N. Y.; Evansville, 
Ind.; Fresno, Calif.; Springfield, Ill.; Peoria, Il.; and Elmira, N. Y.) 
and denying it in 2 (Hartford, Conn., and Madison, Wis.). The six 
deintermixed areas will be exclusively UHF. 

Especially significant is the action of the Commission in requiring 
licensees of operating VHF stations to show cause why they should 


22 Federal Communications Commission report and order of June 26, 1956, par. 18. 
% Id., par. 22. 
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not be required to convert to UHF. Under these rulings, station 
WRGB, channel 6, Schenectady, a prefreeze station of the General 
Electric Co., is slated for channel 47;~ station WTVW, channel 7, 
Evansville, goes to channel 31;* and station WFRE, channel 12, 
Fresno, to channel 30.° In addition, conditional licensees of stations 
WMAY, channel 2, Springfield,” and WIRL, channel 8, Peoria,* will 
be assigned UHF channels. Deintermixture of Elmira was accom- 
plished by removal of unused channel 9.” 


Summary of FCC regulation of frequency allocations 


Any evaluation of the effectiveness of spectrum utilization in tele- 
vision allocations must acknowledge the herculean task faced by the 
Federal Communications Commission. The fast-growing technology 
of television presents ever-changing technical considerations and cre- 
ates ever-new economic problems which must all be integrated into 
regulatory policy. Every agency decision of general applic ation, 
however wise it may be, will necessarily have adverse effects on some 
locality or on some interests. Moreover, the passage of time without 
solution aggravates the ultimate impact of changes in regulatory 
direction. 

The many difficulties inherent in effective regulation do not, how- 
ever, excuse inaction. ‘Though it is not the function of regulation to 
guarantee success to all entrants in the industry or to subsidize weak 
or inefficient members at the expense of the strong and efficient or of 
the public, the very existence of regulation implies recognition that 
there are problems in whose solution there is a publie interest. The 
Commission has laid down clear perspectives for a nationwide and 
competitive service and has declared the wide use of the UHF portion 
of the spectrum to be essential to their realization. Almost from the 
beginning, also, the Commission has clearly perceived the inability 
of UHF to compete on terms of equality ‘with VHF broadcasting. 
From these virtually unchallenged premises flows the inescapable 
conclusion that the development of UHF must be given vigorous and 
effective regulatory support if the national objectives are to be 
realized. It would be inconsistent with this conclusion to expect to 
achieve total avoidance of inconvenience to all members of the tele- 
vision community. Maintenance of the status quo will serve merely 
to entrench the senior, stronger service and to guarantee the ultimate 
disappearance of the junior, weaker one, thus frustrating the clearly 
envisioned regulatory purpose. 

When the Federal Communications Commission’s regulation of 
television frequency allocations is examined in the light of these 
premises, it is clear that, despite its complete awareness of the nature 
and extent of the existing obstacles, the Commission has, until 
recently, failed to advance its well-defined objectives. For many 
years, the Commission not only failed to encourage the development 
of UHF, but on the contrary, its every regulatory act further strength- 
ened and entrenched VHF. Indeed, one result of the Commission’s 
regulation of allocations was to permit the development of not more 


% Channel 10, the “drop in” at Vail Mills, N. Y., was also deleted from the Albany-Schenectady-Troy 
area (Federal Communications Commission Docket No, 11751). 

2% Federal Communications Commission Docket No. 11757. 

2% Federal Communications Commission Docket No. 11759. 

27 Federal Communications Commission Docket No. 11747. 

28 Federal Communications Commission Docket No. 11749. 

2 Federal Communications Commission Docket No. 11758. 
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than two full-fledged national networks and immeasurably to strength- 
en the influence and the dominance of NBC and CBS in the television 
industry. 

The first body blow to the full utilization of the UHF band in 
television was the duration of the 1948-52 freeze itself. Having 
stated its recognition of the ultimate necessity of using the higher 
frequencies as early as 1945, the Commission nevertheless permitted 
the freeze, originally expected to last only 90 days, to drag on almost 
4 years. During this period VHF stations increased by 72, and 
VHF. only set circulation by 16 million, creating a formidable lead 
over the newly authorized, but untried UHF service. 

Though cognizant of the competitive disadvantage facing UHF 
by virtue of its lack of set circulation, the Commission in 1952 sub- 
jected the new service to the deadly effects of intermixture with 
VHF. At the same time it enhanced the competitive advantage of 
VHF by authorizing increases in permissible antenna heights and 
power maxima which only that service was in a technical position to 
achieve. The result was to enable VHF stations to blanket their 
UHF competitors in many areas. 

Although in recent years the Commission has urged Congress to 
adopt legislation to encourage all-channel manufacture, it failed, 
during, and for a considerable period after the freeze, to give leader- 
ship in stinnitlating the manufacture of all-channel sets, or in educating 
the public to the desirability of purchasing or converting to all- channel 
sets. 

Even after 2 years of postfreeze experience had already demon- 
strated the hope lessness of UHF survival under intermixed allocations, 
the Commission continued to defend its 1952 errors, to deny petitions 
for deintermixture, and to permit the “drop-in” of VHF stations. 

The temporizing of the Commission is graphically portrayed by 
the history of its attitude toward what are now the two principal 
facets of its regulatory policy on allocations; namely, a large-scale 
shift to the UHF band and selective deintermixture. In 1952, 
according to Commissioner Hyde, when operating VHF stations 
did not exceed 108 in number and VHF-only receiver set circulation 
stood at about 17 million, it was “already too late” to shift to UHF 
because the disruption involved in such a move rendered it not in 
the public interest. In 1954, when there were 250 operating VHF 
stations, 30 million VHF-only receivers in circulation, and the in- 
vestment in VHF had increased severalfold, Mr. Hyde testified that 
the impact on the public and the industry of a move to UHF would 
be far greater, and that the disruption, dislocation, uncertainty, and 
confusion entailed rendered such a proposal infeasible and impracti- 
cable. Finally, in 1956, with VHF stations at a new high of over 
350 and VHF-only receiver circulation topping 30 million, the Com- 
mission proposes a program of research and development designed to 
determine whether the expedient it had twice rejected under far less 
unfavorable conditions may, after all, be feasible. Whatever the 
merits of a major shift to the ultrahigh frequencies—and there appear 
to be many—public confidence is necessarily impaired by the Com- 
mission’s longstanding unwillingness to consider this expedient. It is 
also impaired by the fact that “what is offered is not a solution but 
merely the continued search for one, and by the circumstance that 
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the Commission made its proposal in the shadow of congressional 
investigations. 

Similar vacillation attended the Commission’s treatment of deinter- 
mixture as a solution. The Commission rejected deintermixture in 
1952 and continued to reject it in 1954. By March 1955, a brief change 
of heart resulted in the issuance of notices of proposed rulemaking in 
five selective deintermixture proceedings and their processing to the 
verge of decision. In November of the same year, however, in an 
abrupt reversal of procedural policy, the Commission dismissed the 
individual proceedings and others that had been instituted but not 
yet processed, ostensibly because their decision on the merits would 
constitute a piecemeal attack on the problem and would yield no 
overall solution. At the same time, by the “drop in” of a VHF sta- 
tion at Vail Mills, N. Y., the Commission gave notice that it would 
continue its adherence to the 1952 allocation plan until some overall 
solution was found feasible. 

Selective deintermixture reemerged, however, in the Commission’s 
June 1956 report and order, as “implementation of interim revisions 
of the allocations plan.’”’ The 1955 deintermixture proceedings were 
then restored to vitality at a procedural stage less advanced than 
that at which they stood on November 10, 1955. 

Moreover, at the time of the issuance of its June 1956 report and 
order the Commission had yet, in any instance whatsoever, to order 
the removal of a single existing VHF broadcasting station from the 
airwaves. 

By its numerous public statements that UHF is deemed necessary 
to the effectuation of national regulatory goals and by opening the 

ultrahigh frequencies to commercial television, the Commission has 
he ld out to prospective entrepreneurs, not that they will necessarily 
succeed if they enter the field, but that the United States has an 
important stake in their having a fair competitive chance at success. 
As has been demonstrated, no such competitive chance ever actually 
existed. More and more interests reached the conclusion that little, 
if anything, was going to be done about this and dropped out of the 
field. Meanwhile, also, all-channel sets came to play a less and less 
important role in the production schedules of manufacturers. 

The Commission’s most recent actions, in the deintermixture cases, 
are a most constructive step toward reversing this trend. Without 
expressing approval or disapproval of any particular decision, the 
committee commends the Commission for having, in those actions, 
manifested the capacity to act decisively in the public interest in 
the face of infinitely complex and conflicting technological and eco- 
nomic factors. 


Recommendations 


It is incumbent upon the Commission to sustain this new regulatory 
tempo. There is too much at stake to permit the failure of the project 
as the Commission has repeatedly defined it. The American public 
is entitled to the fulfillment of the promise of television as a medium 
that will enable many communities to produce their own local pro- 
grams, a medium that will provide the widest possible expression and 
exchange of ideas and information from multiple, diverse and even 
antagonistic sources. It is entitled to a national television system 
that will not be dominated by two all-powerful networks. It is 
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entitled to a system that will foster the growth of several competing 


national networks whose competition will assure that control of the 
channels of communication and the attendant power to dictate what 
the American public shall see and hear will never be concentrated in 
the hands of a few. 

The committee recommends that, pending the outcome of the pro- 
posed program of research and development concerning the feasibility 
of a major shift to UHF, the Commission vigorously press forward in 
its program of selective deintermixture, of which its reports and orders 
of February 26, 1957, are a partial result. The Commission should 
broaden this program to include many more markets, if feasible in the 
public interest, and should continue to order the removal or conversion 
of existing stations where the public interest requires. The committee 
will follow closely the pace and progress of the Commission’s deinter- 
mixture program. 

The committee further recommends that the Commission couple its 
deintermixture program with a national educational campaign spear- 
headed by the agency itself. The public must be made to realize that 
a substantial portion of the television system will ultimately utilize 
UHF and that all-channel receivers are essential equipment. 

Finally, the committee recommends that Congress give favorable 
consideration to legislation that will spur the production of all-channel 
sets. Existing proposals to exempt all-channel receiver manufacture 
from the 10 percent Federal excise tax would, if adopted, bring the 
cost of the two types of receivers close to parity and would thereby 
stimulate the sale of sets capable of receiving UHF signals. An alter- 
nate proposal which should be explored would achieve price parity 
without diminishing revenue by increasing the tax on VHF-only sets. 





CHAPTER It 
THE NETWORK ROLE IN TELEVISION 
THE FUNDAMENTALS OF TELEVISION BROADCASTING 


Three national television networks are today engaged in originating 
and transmitting audiovisual programs for simultaneous broadcast 
by stations throughout the United States: the Columbia Broadcasting 
System, Inc. (CBS), the National Broadcasting Co., Inc. (NBC), and 
American Broadcasting-Paramount Theatres, Inc. (ABC). A fourth, 
the DuMont Network, went out of existence in September 1955. 

Although each network owns and operates a number of stations! 
located in key market areas and although some nonnetwork interests ” 
own and operate several stations, the great majority of stations carry- 
ing network programs are independently owned and are associated 
with one or more of the networks by means of affiliation contracts. 

Network service, like all broadcasting activity in the country, is 
supported by advertisers who use television as a means for promoting 
the sale of products or services. The economic interest of the net- 
work advertiser is in having the program he sponsors carry his com- 
mercial message to the largest possible viewing audience at the lowest 
price, a price which includes talent and programing costs and station 
time charges. The latter are the aggregate of the time charge of each 
station carrying the program as shown in the network’s “rate card,” 
less certain quantity discounts. The network compensates the sta- 
tion for broadcasting the program in an amount equaling approxi- 
mately 30 percent of the station’s “network” time rate. 

Network programs are transmitted live and on film. Some pro- 
grams as discussed later in this report are produced by the network 
itself while others are produced by motion picture companies and 
their affiliates, independent producing organizations, and advertising 
agencies. In some cases the network enters into an agreement with 
the independent producer or packager which provides for participa- 
tion by the network in the producer’s or the program’s profit. 

Affiliated stations not only broadcast network programs, but also, 
during certain hours, originate live and film programs of their own 
which they seek to sell for sponsorship by national, regional or local 
advertisers. The stations also sell spot announcements which are 
usually broadcast during a network “station break” or before or after 
a particular program. ‘Time sold by a local station directly to a 
national advertiser is referred to in the industry as a national spot 
sale. 

During the early days of television, virtually all films programed 
by local stations were reruns of films originally produced by motion- 


! Federal Communications Commission rules limit such multiple ownership to 7 stations, not more than 
fof which shall be VHF. 


2 E. g., Storer Broadcasting Corp. and Time and Life, Inc 
3 As of October 1956, about 27 percent of all network program time was on film, with CBS using film for 


20 percent of its program time, NBC 16 percent, and ABC 63 percent. See Broadeasting-Telecasting, De- 
cember 17, 1956, pp. 28-30. 
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picture studios in Hollywood for theater exhibition. Not only are 
a considerable number of such films still being broadcast,‘ but many 
films are now being made especially for television by numerous pro- 
ducing organizations and sold to networks and network advertisers. 
They are also “syndicated” to local stations by mail or express for 
broadcast at a specified time. 

Despite the availability to the individual broadcaster of a variety 
of programs from diverse sources, a network affiliation is virtually 
indispensable to the success of a television station. Indeed, with the 
exception of a few outlets located in the larger cities, stations unable 
to secure a substantial amount of network programing have found 
survival difficult if not impossible. These are the reasons: 

In the first place, network-originated programs have gained wide 
public acceptance and attract the largest viewing audiences. The 
popularity of network programs, it is fair to say, is due in large measure 
to the pioneering efforts, the imagination, and the creative energies of 
the network organizations, who, when television was still unproved, 
were willing to invest hundreds of millions of dollars in its future and, 
at enormous loss to themselves, to bring to the American viewing 
audience a widely varied sc hedule of entertainment, public affairs, 
news, and sports programs. 

A second reason why a network affiliation is regarded as indispens- 
able is that the station carrying a commercial network program shares 
in the revenues obtained from the sale of station time and is saved 
the expense and necessity of developing its own programing. 

Third, when a station carries a popular network program and 
thereby attracts a large audience to its channel, this in turn makes 
adjacent time periods and station time breaks more attractive to 
national and local spot advertisers. 

These considerations account for the fact that all but 38 of the 
Nation’s 455 commercial television stations have a network affiliation 
of one kind or another, * and that in 36 of the top 50 markets and in 
80 of the top 100 markets, all commercial television stations are 
affiliated with 1 or more networks.® 


DESCRIPTION OF THE NETWORKS 


The Columbia Broadcasting System 

The Columbia Broadcasting System television network is a division 
of Columbia Broadcasting Sy stem, Inc., which was organized in 1927. 
The Columbia Broadcasting System i is ‘engaged i in the operation of a 
radio as well as a television network, the ownership and operation 
of radio and television stations, the production and distribution of 
radio and television programs, the syndication of films for television, 
and the operation of music-publishing firms. The company is a 
leading producer of phonograph records and electrical transcriptions 
and manufactures radio and television tubes. It has, in the past, 
also manufactured radio and television sets, but recently discontinued 
these activities. 

The radio network of CBS comprises 235 affiliated stations, 6 of 
which are owned and operated by CBS: WCBS, New York City; 


4In the past year major motion-picture producers have made available to television their pre-1948 film 
catalogs for an estimated aggregate price of $100 million. 

5 A substantial number of these 38 nonaffiliated stations have “per program’’ network arrangements. 

* The average station devotes about 51 percent of its total hours on the air to network programs. Broad- 
casting-Telecasting, December 17, 1956, pp. 28-29. 
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WEEI, Boston; WBBM, Chicago; KMOX, St. Louis; KNX, Los 
Angeles; KCBS, San Francisco. 

The CBS television network consists of 191 affiliated stations. 
CBS itself owns and operates 3 VHF and 2 UHF stations which reach 
about 24 percent of all the television sets in the United States. Its 
VHF stations are: WCBS-TV, New York City; WBBM-TV, Chicago; 
and KNXT, Los Angeles. Its UHF stations are: WXIX, Mil- 
waukee; and WHCT, Hartford. CBS is also an applicant in a 


comparative hearing before the Federal Communications Commission 
for a VHF station in St. Louis, Mo. 


The National Broadcasting Co. 


The National Broadcasting Co. was organized in 1926 and is a 
wholly owned subsidiary of the Radio Corporation of America (RCA). 

RCA is a vast corporate enterprise engaged in a great variety of 
activities in the field of electronics. It is a leading manufacturer of 
television and radio receivers, tubes, broadcast transmitters, an- 
tennas and tower equipment, television cameras, and studio appara- 
tus. It is also a leading manufacturer of motion-picture recording 
and reproduction equipment and phonograph records. It controls 
about 10,000 patents covering radio and television transmitting and 
receiving equipment, tubes, and other broadcasting apparatus.’ And 
it operates an international radio- telegraph communications service 
with circuits to almost every country throughout the world. 

Through its subsidiary, NBC, RCA operates a radio and a television 
network; owns and ope! rates radio and television stations; produces 
and distributes programs for radio and television and sy ndicates films 
for television. 

Until October 12, 1943, NBC operated two radio networks, the 
Red and the Blue Networks. On that date, with Federal Communica- 
tions Commission approval, it divested itself of the Blue Network 
after the Commission in its chain broadcast report found that NBC 
ownership of two networks was not in the public interest. This finding 
was based on the conclusion of the Commission’s Chain Broadcasting 
Committee in 1941 that— 


The operation by National of 2 distinct networks with 
separate service to 2 stations in each of many cities is evidence 
of the complete domination of the licensee stations exercised 
by the chains through the network-outlet contract. It is 
also one of the most inequitable byproducts of these con- 
tracts. The contracts which stations have with National do 
not specify to which of its chains the outlet is to be linked. 
The outlet station is only informed that it is a part of the 
National network. By virtue of this factor, National has the 
power to determine the economic fate of any of its outlets by 
arbitrarily assigning it to the prosperous Red Network or to 
the unprofitable Blue Network. These two networks have 
not been operated as competing units, with the benefit of 
competition accruing to the outlet station and the listening 
public, but as two parts of the National system with advan- 
“7 An antitrust complaint filed by the Attorney General on November 19, 1954, alleges that RCA since 
about 1952 has monopolized the radio-television patent-licensing business by means of various agreements. 
The complaint alleges that these agreements have restrained the radio-television patent-licensing business 


and the manufacture, sale, and distribution of radio-television products and devices. RCA denies the 
harges. See United States v. Radio Corporation of America, Civil No. 97-38 (S. D. N. Y.). 
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tages to National only. The dual-network system has been 
utilized by National to prevent competing stations and other 
networks from entering communities served by it.® 


The present radio network of NBC comprises 196 affiliated stations, 
6 of which are owned and operated by NBC: WRCA, New York City; 
WRCYV, Philadelphia; WRC, Washington, D. C.; WMAQ, Chicago; 
KNBC, San Francisco; and WKNB, a daytime radio station in 
New Britain, Conn. 

The NBC television network comprises 201 affiliated stations, 
NBC itself owns and operates 5 VHF stations and 2 UHF stations, 
which reach about 27 percent of all the television sets in the United 
States. NBC’s VHF stations are: WRCA-TV, New York City; 
WRCV-TYV, Philadelphia; WRC-TV, Washington, D. C.; WNBQ, 
Chicago; and KRCA, Los Angeles. Its UHF stations are: WBUF- 
TV, Buffalo, and WK NB-TY, New Britain, Conn. 

American Broadcasting-Paramount Theatres 

The American Broadcasting Co., originally the Blue Network of the 
National Broadcasting Co., began the operation of a television network 
in 1948. In February 1953 the Federal Communications Commission 
approved a merger between ABC and United Paramount Theatres, 
Inc. The latter company was organized in 1949 to take over the 
motion picture theater properties of Paramount Theatres Co., Inc. 
which was dissolved in December 1949 under a reorganization plan 
that provided for separation of the company’s motion picture and 
theater divisions. This reorganization plan was placed into effect in 
accordance with a consent decree approved by the court in March 1949 
which terminated an antitrust suit brought by the Department of 
Justice against that company. 

At the present time American Broadcasting-Paramount Theatres 
operates some 605 theaters in the United States.° Beyond these 
activities the company operates a radio and a television network; 
owns and operates radio and television stations; syndicates films for 
television; and manufactures phonograph records. 

The radio network of ABC consists of approximately 340 affiliated 
stations, 4 of which are owned and operated by ABC: WABC, New 
York City; WXYZ, Detroit; KABC, Los Angeles; and KGO, San 
Francisco. It also has a 40 percent interest in radio station WLS, 
Chicago. 

The ABC television network comprises some 220 affiliated stations. 
ABC itself owns and operates 5 VHF television stations which reach 
about 19 percent of all the television sets in the United States. These 
are: WABC-TY, New York; WX YZ-TV, Detroit; WBKB, Chicago; 
KABC-TYV, Los Angeles; and KGO-TY, San Francisco. 


ECONOMIC POSITION OF THE NETWORKS 


Information supplied by the Federal Communications Commission 
indicates that the 4 national networks operating in 1955 and the 16 
stations then owned by them accounted for 50 percent of the broad- 

8 See FCC Report on Chain Broadcasting (Docket No. 5060), appendix B, p. 100 (hearings 1, p. 3634). 
See also id. pp. 70-73 (hearings 1, pp. 3696-309). 


® In November 1956 A BC-Paramount Theatres publicly announced its intention to engage in the produc- 
tion of motion picture films through a subsidiary company. 
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cast revenues and 45 percent of the broadcast income ™ of the 
entire television industry. In that year CBS, NBC, and the 9 sta- 
tions then owned by these networks accounted for 42 percent of the 
broadcast revenues of the industry and reaped broadcast income aggre- 
gating 43 percent of the total industry income and substantially ex- 


ceeding their investment in tangible broadcast properties. Detailed 
discussion of these data follows: 


Broadcast revenues 


In 1955 the four television networks, CBS, NBC, ABC, and Du 
Mont," plus the 16 stations they owned and operated, had broadcast 
revenues of $374,040,762. This constituted 50.23 percent of the 
broadcasting revenues enjoyed by the entire industry, comprising 
over 450 television stations. 

Of this amount, CBS and NBC and the 9 stations owned by them 
reported revenues of $312,658,470 which constituted 83.6 percent of 
the broadcast revenue of the 4 networks and 41.99 percent of the 
entire industry broadcast revenue. 

In contrast, ABC and DuMont plus their 7 stations had broadcast 
revenues of $61,382,292 in 1955 which represented only 16.4 percent 
of the business done by all the networks and 8.24 percent of the 
business done by the entire industry. 

Considering broadcast revenues of the networks separately, CBS 
and its 4 stations reported revenue of $153,614,317 in 1955, an amount 
representing 41.1 percent of total network revenue and 20.63 percent 
of the revenue obtained by the entire broadcast industry. 

In the same year, NBC plus its 5 stations grossed $159,044,153 from 
broadcast operations, which equaled 42.5 percent of total network 
revenue and 21.36 percent of the total industry revenue. 

ABC and its 5 stations, on the other hand, reported broadcast 
revenue of $53,906,480 for 1955, a sum comprising 14.4 percent of 
total network revenue and 7.24 percent of the industry revenue. 

Turning to broadcast revenue solely from network operations 
excluding station operations, Federal Communications Commission 
reports show that the 4 networks grossed $282,404,930 in 1955, or 
37.92 percent of the entire industry revenue. CBS and NBC ac- 
counted for $246,307 ,443 of this amount, which represented 87.2 per- 
cent of the revenue enjoyed by the 4 networks and 33.08 percent of 
the entire industry revenue. This compared with $36,097,487 which 
ABC and DuMont grossed from network operations, an amount 
representing 12.8 percent of the revenue obtained by the 4 national 
networks and 4.8 percent of entire industry revenue. 

The details as to the broadcast revenues of the 4 television net- 
works in 1955, 1954, and 1953 are set forth in the following tables: 


10 Broadcast revenues are revenues obtained from network and station sale of time, talent and production 
services. 


11 Broadcast income is broadcast revenue less broadcast expense. 
122 DuMont discontinued network operations on September 15, 1955, 


93576—_57——_3 
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Broadcast revenues of 4 TV networks 
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Broadcast income before Federal taxes 


Reports of the Federal Communications Commission show also that 
in 1955 the 4 television networks and their owned and operated sta- 
tions had total broadcast income of $68,069,020. This accounted for 
45.4 percent of the entire industry’s broadcast income. 

Of this amount, CBS and NBC and their 9 stations reported broad- 
cast income of $65,050,186—a figure representing 43.4 percent of the 
industry’s broadcast income and 95.4 percent of the broadcast income 
enjoyed by all national networks. 

ABC and its stations had broadcast income of $5,589,452 in 1955, 
which comprised 3.7 percent of entire industry income, while Du 
Mont suffered a loss of $2,570,618. 

By way of comparison, CBS and the stations it owned and operated 
enjoyed broadcast income of $34,870,837 in 1955 which constituted 
23.2 percent of the entire industry broadcast income while in the same 
year the broadcast income of NBC and its stations was $30,179,349— 
an amount equal to 20.1 percent of the total industry figure. 

As for network operations alone, excluding station operations, CBS 
and NBC had aggregate broadcast income of $34,968,194 in 1955, 
comprising 23.3 percent of the entire industry income. CBS’s income 
from these activities was $20,365,378 or 13.6 percent of the total 
industry income. NBC’s broadcast income was $14,602,816, which 
represented 9.7 percent of the total industry broadcast income. 

ABC netted only $481,138 from its network broadcast operations, 
equal to 0.3 percent of total industry income, while DuMont lost 
$1,521,865 in the network phase of its business. 

Turning to income of network owned stations, CBS’s 4 television 
stations reported broadcast income of $14,505,459 in 1955. This 
constituted 12.5 percent of the broadcast income of all television sta- 
tions in the United States. In the same year the 5 television stations 
owned by NBC reported broadcast income of $15,576,533 which was 
equivalent to 13.4 percent of the income of all television stations. 

ABC’s 5 television stations had broadcast income during 1955 of 
$5,108,314, equivalent to 4.4 percent of the broadcast income of all 
television stations, while DuMont’s 2 television stations suffered a 
loss of $1,048,753. 

The data regarding 1955, 1954, and 1953 broadcast income of each 
of the four television networks appear in the following tables: 
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Broadcast income (before Federal income tar) of 4 TV networks 
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16 network-owned TV stations-_----- 31, 466, 455 100. 00 37. 04 3A. 91 
CBS (3 TV stations)_-.........-- 12, 276, 443 39. 00 14, 45 13. 62 
NBC (5 TY stations) -_------- 12, 018, 304 38. 20 14.15 13. 34 
ABC (5 TV stations) _......--- 7 4, 318, 823 13. 70 5. 08 4.79 
DuMont (3 T’V stations) - ---- 2, 852, 795 9. 10 3. 36 3.16 
CBS and NBC plus 8 owned stations 41, 413, 902 A Eh oases cn a 45. 95 
4 TV networks plus 16 networkowned TV 
IN i cdteetenin stick dondncecocesce rs 36, 622, 374 Gh nateeeka-~- 40. 64 
CBS plus 3 TV stations__.......- 25, 377, 612 61. 40 28. 16 
NBC plus 5 TV stations--.-_--- 16, 036, 290 8 17.79 
ABC plus 5 TV stations. ---- S U6 Ge cedekccc chia ALAS 
DuMont plus 3 TV stations__-...- ‘ Fs SE EE cand hs Aeneas peed bcichie otis Geib nate 
1953 rr 
CBS and NBC network snONan.. nea - hoo Wee , enna 4. 31 
4 TV network operations..-.---- (2, 931, 927) 100. 00 iB (4. 23) 
ih Dei ent dt nacihaaat 4, 877, 123 92. 73 ‘ 7.17 
CGE Mctiéenanitnacapectones 382, 111 20 too . 56 
ABC.. , SEN aE cutis dsin sae Tuhceee biked aga tebalt 
DuMont. paves (3, 807, 362) | Le aleliiiadte es SiR eiidpvaia ‘ * 
=| eerie —— ————— 
CBS and NBC owned stations_..........--.- 15, 472, 252 83. 83 21. 83 22. 75 
16 network-owned T'V stations_........--.-- 20, 939, 270 10u. 00 29. 54 29. 46 
CBS (3 TV stations) .__- 7, 008, 030 33. 41 9.89 10. 30 
NBC (5 TV stations) ------ 8, 464, 222 40. 42 11.94 12. 45 
ABC (5 TV stations) -_-.-- 2, 478, 078 11.83 3. 50 3. 64 
DuMont (3 TV stations)_- ‘ 2, 988, 940 14, 34 4. 21 4.39 
OBS and NBC and 8 owned stations 20, 731, 486 | EMR riduiies 30. 49 
4 TV networks plus 16 networkowned TV 
oo Se 18, 007, 343 ae 26. 48 
CBS plus 3 TV stations_..---.-.--.-------- 11, 885, 153 WEGee lsemaccsews 17. 48 
NBC plus 5 TV stations-- “ 8, 846, 333 | 42. 67 |.. 13. 01 
ABC plus 5 T'V stations--.--.-_-- paienies Se BE inkneeescncstes lntdceecanawas pamab iam e a dae 
DuMont plus 3 TV stations...-..........- UE Ranga iccdchalndahesnidounds [ocaeneemewnee . 
| 
1 DuMont ceased network operations on Sept. 15, 1955. 
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Ratio of broadcast income to investment in tangible property 


A general picture of the profitable character of television network 
operations is afforded by the Federal Communications Commission’s 
data on the ratio of broadcast income “ earned by the networks to 
their investments in tangible property. 

In 1955, before Federal taxes, CBS and its 4 stations enjoyed a 
return of broadcast income amounting to 129 percent of its invest- 
ment in tangible property. NBC and its 5 stations had broadcast 
income before Federal tax amounting to 133 percent of investment. 
In the aggregate, the broadcast income before tax of CBS and NBC 
and their 9 owned stations equaled 131 percent of their property in- 
vestment in 1955. ABC and its 5 owned stations, in the same year, 
had a net income before tax from broadcast operations aggregating 
85 percent on property investment." 

From network operations alone, CBS in 1955 earned 93 percent on 
investment, and NBC 80 percent on investment.” However, network 
return from station operations was far higher. Thus, in 1955 CBS’ 4 
television stations yielded broadcast income of 282 percent compared 
to investment, and NBC’s 5 stations, 323 percent. 

The following tables reflect the ratio of each network’s broadcast 
income to the property investment in 1955, 1954, and 1953: 


RATIO OF 1955 INCOME TO TOTAL INVESTMENT IN BROADCAST PROPERTY 
AS OF DEC. 31, 1954! 














Investment Ratio 
OBS and NBO moetwerd cperatiang oon concn conic ec ctacccteccsnsusuneteat $40, 094, 681 0. 87 
i ee i ri ne 
Cn ca snusntgen-ceccthsvetencsteubehenatnaacneen suena a eeeenann 21,811, 298 | * . 8 
NBC jikaocumeoschsebhencun a omelet Oodle Gaiee tarde cocker oa 18, 283, 383 .80 
ABC ‘ iwlaiidtn coaches clastic est ssuesiohel Manan eos a eabaies cO at Th selene 
ERE Pacnnsreccuncpclonecececctucdatanusantheaheehtbkaaeada aan ar 7S) ) Eivawenenenaie 
CBS- and NBC-owned stations- - - -- a sensemdedathiahguaikersat-angieietaeaee 9, 973, 056 3.07 
Te are Gee 2. PRIUS. . «5 nn. cen nccenessaanssaegaaeaseanenennen Gy oT Ee icckdaaaeene 
CBS (4 TV stations) ---..---- = wish od kine bens san snes ep peedpa eae a 5, 146, 981 2.82 
NBC (5 TV stations) - soanns anagem 4, 826, 075 3. 23 
ABC (5 TV stations) cn cekduinagausaneatenbabene 6, 571, 627 -73 
RPE Fe 0 SN «6s cinncnnneusacseddumbaamuadinenesnemaneeareuae Oe *". Di ccateunnense 
OBS ant NBO Wie Smee CRASS... <n on eck cv ennncennsscbgesnnenebene, 50, 067, 737 1.31 
4 TV networks plus 16 network-owned T'V stations__.....-.......-....-----.- oe” - * Rebhsacestpinte 
CBS plus 4 TV stations. --- noth 6c onerina samme dimsialb pete «kone inaareae 26, 958, 279 1.29 
NBC plus 5 TV stations___.-.-- Keseutebuneucuudupadubpaminnaanaiaden 23, 109, 453 1.33 
ABC plus 5 TV stations___.--.-- pedeatddaeadaksebuteniehesan initia aia 6, 571, 627 -85 
Sees Des S'S VS c ccc cccncccnenceyeceuessssdugednusboien bass oh nananeetelgben 





1 DuMont ceased network operations on Sept. 15, 1955, 
2 Not available. 


18 Broadcast income is broadcast revenue less broadcast expense. 
14 Corresponding data in 1955 for Du Mont and its owned stations are not available, 
16 Similar data for ABC and DuMont network operations are not available. 
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RATIO OF 1954 INCOME TO TOTAL INVESTMENT IN BROADCAST PROPERTY 
AS OF DEC. 31, 1953! 






































Investment Ratio 
OBS and NBO network operations................ ssi lec! $34, 338, 095 0. 50 
ee OIE i 5 tins ic ctinncnckuddec tia cnbsncnmmcdeedaabentel 1 35, 690, 325 -14 
DRS adie b i nabunatbtdacvtiiidanbbhnbaatipintadctdttiaddedsataccbowsdeict 20, 036, 723 . 65 
hn cP anak nl ich ecsniaseh bia eeres <naaweiiain Mama aoanaeae aamedaed 14, 301, 372 .B 
Res tet Sonim kins uslke those buunnsksbbel deus nipniehded usta ie epee! ie Bad liensdgekees 
i et re ee Eh si wcle co kc ow eninn sect arena By UE Etesuneumensecae 
Pees DEINE GUIS ois denn ba cecbbauedseccusabacadhbessbuases 7, 372, 943 3. 30 
ne cecum qin salbaonamee comanantaad end 14, 710, 885 2.13 
ed a racbeedaoeuenbieiodl 3, 322, 023 3.70 
ne ee ene eae cai nrdeeniad sadn ae oe 4, 050, 920 2.97 
ee 2 da dandbs paciadanaehies oawueeanee 5, 781, 282 . 75 
i oss ccs nes hace tmsemagh nine clara deaii bani aretmraretane 1, 556, 660 1.83 
CBS and NBC plus 9 owned stations.______._____-.--------------eee enone 41, 711,038 | 99 
4 TV networks plus 16 network-owned TV stations......................-.-- 50, 401, 210 73 
el sal ees seeps ear oa aE 23, 358, 746 1.08 
ST IOI od on ca tokid sina chboneiepiladibakcneebenbbuewe= 18, 352, 292 87 
I ET Buveoacanesseis 
ge gg RC ee Ee ei CO ONO Toon clanceakee 
1 DuMont ceased network operations on Sept. 15, 1955. 
2 Not available. 
RATIO OF 19583 INCOME TO TOTAL INVESTMENT IN BROADCAST PROPERTY 
AS OF DEC. 31, 1952 
Investment Ratio 
en On ees CE, CURIS... 5 wand cudisneebeddsbissdbinnsaweboeens $32, 393, 855 0. 16 
ee ee, Sc nach na canncnntaacnncedsenddaytkieined basareniosdone ot 
DE atte ettehis dade ile nda ancemhdisteacs neues aibwtinnaentdeacmuneaane 18, 949, 305 . 25 
el areal nl dean. ck mak en nephrons ose ONT oda ho ae DEA 13, 444, 550 . 03 
DE. in dig bedniniectWGtbunnts smanekdcdnes pe Adnal eens mn pmumpeamnnb ew Ce Beoraenaainien 
EL. RMR dnakclinsnnecanasaueanbnenssbu> wenden asaecncebeased Rs PT Teneyesembtuas 
er oo nconinnconnnanseohsieiiptalesncmeacisciuboies 6, 470, 479. Py 2.39 
16 network-owned TV stations.........-.-.- enced mare geaedie Sopaesde a ntarons Ss uonaen 15, 589, 385 1.34 
a adi allah nance wy screen scheinin die Will wie revista tetas = 3 3, 101, 822 2. 26 
8S ho ee ene a a 3, 368, 657 2. 51 
is rene merical 6, 0:7, 829 41 
ne ie RE ee eee 3, 031, 077 . 99 
Sr Pe rn SARC no no onannccscmabdesinnaenmenmanaaniie 38, 864, 334 Cig 583 
TV networks plus 16 network-owned TV stations......................---- 47, 983, 235 .37 
oN 8 a 3 22, 051, 127 . 54 
a 6 igs ok velo nm nm aN IO 16, 813, 207 . 52 
i nn 1. cnesnaanenanenemunneeabeusaaeeaaawe rede nen RGM Bettina howe unanick 
EI Or OUR op ninsindnndndnaesteaaabababounnassuesnantn od 6» ae 





1 ABC and DuMont property assigned to stations. 

2 Property assigned to stations. 

* includes $1,552,985 net investment in broadcast property for WBBM-TV, Chicago, acquired Feb. 9, 
1953, but reported by previous owners at $104,621 as of Dec. 31, 1952. 
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Individual network stations yielded a higher rate of return than 
these composite figures indicate. For example, CBS’ station in New 
York City, WCBS-TV, earned, before Federal tax, an amount equal 
to 2,290 percent of property investment in 1955; 1,834 percent in 
1954; and 1,053 percent in 1953. 

NBC’s station WRCA-TV in New York City earned broadcast 
income equal to 857 percent of property investment in 1955, 1,646 
percent in 1954, and 2,135 percent in 1953. 

ABC’s station WXYZ in Detroit earned 466 percent in 1955, 520 
percent in 1954, and 404 percent in 1953. 

DuMont’s station WDT'V in Philadelphia, which was later sold to 
Westinghouse Broadcasting Co., earned 1,097 percent compared to 
investment in 1954, and 737 percent in 1953. 

The following tables show the ratio of broadcast income before 
Federal tax to investment for each network-owned station in 1955, 
1954, and 1953: 


1955 broad- | Net invest- 
cast income | ment in tan- 
(before gible broad- Ratio of 

















Network-owned stations Federal cast property | col. 1 to col. 2 
income tax) | Dec. 31, 1954 
()) (2) 
1955 

ABC: 
RADO-2F - cccsuscsonseewes Seuss dtbb inwenatidehestmand $534, 766 $1, 161, 007 0. 46 
AMOR © J2.cnLi tn dudcnpcee beet ielnhsnndsaccdaneaaal 624, 368 1, 366, 583 . 46 
We OND VW id cSicncn cuisidcadsscccebidastenssdesasieaene 740, 590 2, 793, 990 .27 
WBKB-TV. sie saqpncignese ceed emamameniamediameal 1, 668, 516 919, 568 1.81 
Wee a FW ocesscsce inbns duetuncdsdocescseademunedoan 1, 540, 074 330, 479 4. 66 
EGR, © GME ao. otis dv cmnnosmasdanacseanbaaee 5, 108,314 6, 571, 627 73 

CBS: 
KNXT ST aCe eae arene ines sb Hwee aucshanh teammee 2, 324, 091 1, 268, 334 1.83 
WBBM...--. pages tenneaeeneindeade Labeedeesceseeed 2, 935, 671 3, 469, 163 . 85 
Se oe eee ma conthaeentbmtasnadhnwghananeedel 9, 375, 339 409, 484 22. 90 
py EAR AREER S- mesa dtninys ah ws ibook eid aba (129, 642) Oe Eibeedccaeeie 
ee 6 PE, © 5 ok kdikd . cdtcednn cde nevededcoinchae 14, 505, 459 5, 146, 981 2.82 

DuMont: 

WABD....-.- iGie i ceccebhpeebdbdiaauseddadann (797, 716) 8 OU, 198 biccdékesmegune 
Wate nti tes al nte Aneiaainnaed Siacitin aitlialatintaeetsannianticnle (251, 037) Sue, OH bo cgcemescenvs 
Oe: 2 ee... « cxeenep<aecdas » lap are Salita acnanaeain (1, 048, 753) 2 30R, Bee bv ceeperns<xtan 

NBC: 
PCs di dcncccskesbssdacsouonace jadisicscedaaeess 1, 817, 767 809, 775 2.24 
We FREI: co tasnnancaucsedapecagulehh ah hdthieban$sencduteal 3, 329, 656 1, 456, 167 2. 29 
RI. Croan ea nua seeeteaeie : seudugpevenbes 1, 948, 434 1, 308, 586 1. 49 
We EFAs dns kcdcnqdondicttbavebbbamoatinel :aeane<tiieahhaien 1, 220, 421 404, 819 3. 01 
TEE BCRP. W nniscentnreiiendbtiguisndilin ns ocubstiidnsstehallmeiae 7, 260, 255 846, 728 8. 57 
Tubal, § GI bink céasrctangitaccapitinics wield ~weetine 15, 576, 533 4, 826, 075 3. 23 


1 Not available. 
2 Estimated by network. 


Source: FCC Annual Financial Report, form 324. 
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Network-owned stations 











1954 broad- | Net invest- 


cast income | ment in tan- 

(before gible broad- 

Federal cast property 

income tax) | Dec. 31, 1953 
(1) (2) 





Ratio of 
col, 1 to col. 2 



































1954 
ABC: 
OE © ow nnticncnncagaadnnsdsdbdviichuconwaddseteoers $109,373 | 1 $1, 320, 646 0. 08 
Tt ie 474, 044 1 442, 038 1.07 
ree on ee ee eS ee hea paatomen att 642, 379 1 3, 437, 876 .19 
TE bth sere, tx na nccaannsbipttdnel tin oti 1, 849, 441 1 341, 722 5. 41 
Mn it dae en nnndoberbadacsdockoke<aphe% 1, 243, 586 239, 000 5. 20 
RN a asin Snihlt. cb nn beedadiiitein so watiebed 4, 318, 822 5, 781, 282 .75 
CBS: % | hevauied 
a 1, 589, 813 1, 321, 618 1.20 
WE dddatwle «ok ue a . 2, 480, 214 1, 552, 985 1. 60 
FIs netic enh a naltieninn alse tiinbenndonphiiede oti 8, 206, 416 447, 420 | 18. 34 
EE NE iia ss ated ibabkaomkinmninanngenatmanete 12, 276, 443 3, 322, 023 3. 70 
DuMont: = tee ee 8 a 
amen (56, 897) PO Ba iia ceca dices 
Cf 4 a ae. 3 3, 025, 875 275, 815 10. 97 
We 2 2 aGi uci 3 2 (116, 183) | 447, 424 |__ ‘ 
eth: 4 atetiowss sccs..ciseeser~.., 2, 852, 795 | 1, 556, 660 | 1. 83 
NBC: a nN eng i. 
Pee. 110 - Gahanna ‘ a ak ao a ae eee 1, 040, 864 715, 562 | 1. 45 
i le a hs ia nc Ainlesislaiactitachanhaindt aeacoatoi 2, 790, 696 1, 492, 236 1. 87 
Rn a tp incl ite cetaceans aed ae 1, 339, 924 1, 030, 475 1.30 
oe a 760, 297 | 442, 77 1.72 
ee es ete ts eke > ee 6, 086, 613 | 369, 873 16. 46 
PPE, IN 5 ai dsd bat bl actrnn}usdneuniesasinneea 12, 018, 394 4, 050, 920 2. 97 
1 Does not include fully depreciated assets which were written off in 1953. 
2 Estimated by network. 
Source: FCC Annual Financial Report, Form 324. 
1953 broad- | Net invest- 
cast income | ment in tan- 
(before | gible broad- Ratio of 


Network-owned stations 





Federal 


| cast property | 
come tax) 


Dec. 31, 1952 


col. 1 to col. 2 


























(1) (2) 
ABC: 
KECA. ($615, 571) $1, 431, 942 
KGO ‘ . 490, 137 | 468, 221 1.05 
WABC.___. ; (478, 478) | 3, 443, 624 | 
Wren ....... : | 1, 636, 459 | 386, 143 4.24 
WXYZ..-. , ~~ 4 . 1, 445, 531 357, 899 4.04 
Total, 5 stations _--__-_- Stes site 2, 478, 078 6, 087, 829 41 
CBs: | es ae! ‘aera, eng 
er... : 569, 081 | 1, 019, 926 | . 56 
WCBS ‘ 5, 571, 777 | 528, 911 10. 53 
WBBM_. . 867,172 
Total, 3 stations. --___- : 7, 008, 030 1, 548, 837 | 4. 52 
DuMont: rena ; | caer ee S¥" a * 
0 ES ee ee eS 34, 246 | 2, 097, 012 02 
c= i ‘ nadiict acs | 2, 978, 342 | 404, 141 7. 37 
ac igen 23, 648) | 529, 924 |...-- 
Total, 3 stations. ___-_.....--___-.-- heel 2,988,940 | 3,031,077 99 
NBC: == dee Rone SE ae 
De acre : * ; —_ on 260, 088 | 768, 620 . 34 
ck a aes 738, 866 | 711, 304 1.04 
na acti ain Seana deanna ades Gls 2, 230, 414 1, 439, 095 1. 55 
i =e oe 4, 898, 047 | 1 229, 434 21. 35 
WNBW.._. ae COLOR Ae eee ae ee ae 336, 807 220, 204 1. 
Wa: 6 ON sss cecncuctaeicaneees aie | 3, 368, 657 2.51 


1 Includes ownership and operation, administration and spot-sales departments. 
Source: FCC Annual Financial Report, Form 324, 
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The foregoing data reveal that as of December 31, 1954, CBS plus 
its four stations had total investment in tangible broadcast property 
of $26,958,279, and that its 1955 broadcast income from network and 
station operations before Federal taxes was $34,870,837. They also 
reveal that as of December 31, 1954, NBC and its five stations had 
an investment of $23,109,458 in tangible property and that in 1955 
its broadcast income before Federal taxes was $30,179,349. Finally, 
they show that ABC and its five stations enjoyed broadcast income 
before tax of $5,589,452, in 1955, as against investment in tangible 
property of $6,571,627. 

The networks argue that the measure of profits as a percent of 
return on tangible property is inapplicable in the field of broadcasting 
where physic al investment plays a relatively minor part. This same 
argument, it may be noted, was made by CBS and NBC before the 
Federal Communications Commission in 1940 to defend rates of return 
from radio broadcast operations which were considerably lower than 
the present return from television broadcast operations. The argu- 
ment was rejected by the Commission which pointed out that: 


When the tremendous returns on investment which each 
has received, amounting in 1938 alone to 80 percent of the 
investment in tangible property in the case of NBC and 71 
percent in the case of CBS, are pointed out, both defend such 
rates of return by insisting that networks are service enter- 
prises in which profits are not a function of investment. 
They can hardly argue simultaneously that their invest- 
ment, already returned many times over, is an essential 
element in radio broadcasting which deserves to be protected 
by monopolistic rights. 

The established position of NBC and CBS in the industry 
is a reason against, rather than for, permitting them to con- 
solidate that position by restrictive covenants or by owner- 
ship or operation of stations. Their financial resources, 
diversified activities, trade contacts, and established listener 
goodwill impose handicaps, difficult enough to overcome, 
upon any rival in the field of network operation.'® 


The networks also argue that even if such a standard is accepted, 
network profits as a percent of return on investment in tangible prop- 
erty are neither abnormal nor immodest when compared to the 
profits in creative industries, such as magazine-publishing enterprises, 
or when compared to the profits in certain manufacturing industries. 

This attempted analogy overlooks several basic considerations. It 
overlooks the fact that the networks unlike publishers or manufac- 
turers are using a public property—the airwaves—which belongs to 
all the people of the United States and not to any one group. It 
overlooks the fact that the networks occupy a favored competitive 
position by virtue of natural limitations of spectrum space and the 
artificial scarcity of station facilities. No magazine publisher or an 
manufacturing enterprise occupies such a sheltered competitive posi- 
tion; the degree to which they are exposed to the rigors of competition 
is limited only by the capital resources a potential rival may = at 
his disposal. Nevertheless, the committee recognizes that the net- 





1 FCC Report on Chain Broadcasting (Docket No. 5060) (hearings 1, p. 3586). 
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works are entitled, without Government regulation, to realize profits 
comparable to those of other non-regulated creative industries. 


Dominance of CBS and NBC 


In summary, the data relating to the economic position of CBS 
and NBC since 1953, indicate that these two networks today occupy 
a dominant position in television broadcasting. For 1955 alone the 
CBS and the NBC networks and the 9 stations they owned and 
operated accounted for about 42 percent of the total broadcast 
business done by the entire broadcast industry—an industry which 
included 4 networks and over 450 television stations. CBS and 
NBC also accounted for 84 percent’ of the total broadcast revenue of 
all national networks. 

In addition, in 1955 CBS plus its 4 stations had broadcast revenues 
which amounted to approximately 23 percent of the entire industry 
broadcast revenue while NBC and its 5 stations grossed around 20 
percent of the total industry broadcast revenue. 

It is equally significant that during 1955 broadcast income of CBS 
and NBC and the stations they owned and operated constituted 43 
percent of total industry income and 95 percent of all national net- 
work broadcast income. In short, while the entire broadcasting in- 
dustry consisted in 1955 of 4 networks and some 450 stations, with a 
net income before Federal taxes of $148,885,221, $65,050,186 of this 
amount represented income to CBS, NBC, and their 9 stations. 
The balance, $83,835,035, was shared by ABC and the other 441 
television stations throughout the United States, with DuMont 
showing a loss. 

Furthermore, the 9 television stations owned and operated by CBS 
and NBC, aggregating less than 2 percent of the Nation’s 450 televi- 
sion stations, accounted for approximately 26 percent of the broad- 
cast income earned by all television stations in the United States. 

Beyond this, networks have utilized their natural competitive 
advantage to exercise control over stations and station time through 
affiliation arrangements with 417 of the Nation’s 455 television sta- 
tions. As Judge Victor R. Hansen, Assistant Attorney General in 
charge of the Antitrust Division, Department of Justice, testified, 
there is a— 





striking similarity between TV industry structure and that 
movie pattern condemned in Paramount (United States v. 
Paramount Pictures, Inc., 334 U.S. 131 (1948)) * * * net- 
works’ control over the Nation’s TV stations dwarfs the 
movie majors’ power over theaters condemned in Para- 
mount." 


Network ownership of stations: The multiple ownership rule 


The networks have buttressed their dominance of television by the 
ownership and operation of broadcasting stations in key market areas 
of the country. Such ownership is permitted by the Federal Com- 
munications Commission’s multiple ownership rule which authorizes 
any person to have an interest in not more than 7 stations provided 


1? Hearings 2, p. 4139. 
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that not more than 5 are VHF stations and provided that no 2 of the 
stations serve substantially the same market area."* 


Ownership of stations by networks, the FCC concluded in 1941— 


renders such stations permanently inaccessible to competing 
networks. Competition among networks for these facilities 
is nonexistent, as they are completely removed from the 
network-station market. It gives the network complete con- 
trol over its policies. This bottling up of the best facilities 
has undoubtedly had a discouraging effect upon the creation 
and growth of new networks. 

Furthermore, common ownership of network and station 
places the network in a position where its interest as the 
owner of certain stations may conflict with its interest as a 
network organization serving affiliated stations. In dealin 
with advertisers, the network represents its own stations in 
a proprietary capacity and the affiliated stations in something 
akin to an agency capacity. The danger is present that the 
network organization will give preference to its own stations 
at the expense of its affiliates.’ 


Station ownership also affords the network an opportunity to sup- 
press competition by rival program sources seeking to gain access to 
the network station. For one illustration, reference is made to a case 
discussed elsewhere in this report (infra, pp. 52 et seq.) where NBC’s 
Chicago station denied clearance to a film program distributed by a 
company competing with an NBC subsidiary and gave preference in- 
stead to a film program syndicated by the NBC organization. 

In essence, Commission limitation on the number of stations any 
one interest may own was intended to promote maximum diversifica- 
tion of program sources and to prevent undue concentration of eco- 
nomic power. Diversification of media of mass communications, the 
Court of Appeals for the District of Columbia pointed out on March 
14, 1957 in Sunbeam Television Corp. v. FCC, has— 


* * * long (been) considered important because of the 
public interest in non-concentration of control over, and of 
the sources of, media of communication. (P. 6, Slip. Op.) 


The court also observed (p. 4) that: 


it is desirable for local television stations and network 
organizations to be independent of each other, and thus to 
assure that networks can freely compete for affiliation with 
local stations, and local stations freely compete for network 
affiliation. 


As the Federal Communications Commission stated in November 
1953: 


One of the basic underlying considerations in the enact- 
ment of the Communications Act was the desire to effectuate 
the policy against the monopolization of broadcast facilities 


18 Pt. 3, FCC Rules and Regulations, sec. 3.636. The present rule was adopted in September 1954 when 
the Commission amended the previous rule so as to increase the number of television stations any one inter- 
est could own from 5 to 7, provided that no more than 5 of the 7are VHF. The amendment was designed 
to attract more multiple station licensees to UHF. It will be noted that the rule does not prohibit a net- 
work from using its power to obtain control of what it considers the most desirable stations in the country. 
See details concerning NBC-Westinghouse exchange of stations discussed elsewhere in this report. The 
development of the Commission’s chain broadcast regulations is traced at pp. 72-77, infra. 

1# FCC Report on Chain Broadcasting (Docket No. 5060), p. 67 (hearings 1, p. 3603). 
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and the preservation of our broadcasting system on a free 
competitive basis. (See Federal Communications Commission 
v. Sanders Brothers Radio Station, 309 U. S. 470.) This 
Commission has consistently adhered to the principle of 
diversification in order to implement the congressional policy 
against monopoly and in order to preserve competition. 
That principle requires a limitation on the number of broad- 
cast stations which may be licensed to any person or to 
persons under common control. It is our view that the 
operation of broadcast stations by a large group of diversified 
licensees will better serve the public than the operation of 
broadcast stations by a small and limited group of licensees. 
The vitality of our system of broadcasting depends in large 
part on the introduction into this field of licensees who are 
prepared and qualified to serve the varied and divergent 
needs of the public for radio service. Simply stated, the 
fundamental purpose of this facet of the multiple ownership 
rule is to promote diversification of ownership in order to 
maximize diversification of program and service viewpoints 
as well as to prevent any undue concentration of economic 
power contrary to the public interest. In this connection, 
we wish to emphasize that by such rules diversification of 
program services is furthered without any governmental 
encroachment on what we recognize to be the prime responsi- 
bility of the broadcast licensee. (See sec. 326 of the Com- 
munications Act.) It is to effect this purpose that the fore- 
going specific limitation on the number of stations that may 
be owned, operated, or controlled by any person, has been 
included in the multiple ownership rules.” 


Concerning possible relaxation or liberalization of this rule, Judge 
Victor R. Hansen, Chief of the Antitrust Division, testified before 
this committee 


* * * eradication of the numerical limitation may tend 
to increase the trend toward concentration. Such concentra- 
tion is undesirable, whether vested in networks or in other 
single interests. 

The Commission itself, in its report on chain broadcasting, 
1941, said that it would oppose network ownership of sta- 
tions if it were deciding the matter ab initio. 

It justified continuation of network station ownership only 
because substantial interest had developed in reliance on its 
tolerance of the situation. The Commission deplored the 
trend toward concentration of ownership and control of 
radio stations. The same trend has been observed with 
respect to television. Ownership of a large number of sta- 
tions by a single interest raises real antitrust problems. 
Such owners would be in a position to use tactics similar to 
to those of the Griffith, Schine, and Crescent motion-picture 
circuits by capitalizing on mass purchasing power and by 
combining their outlets in single-station markets with their 
outlets in multiple-station markets. 





20 See FCC report and order, docket No. 8967, In the Matter of Amending the Rules and Regulations Relat- 
Sunerehlo of AM, FM, and Television Broadcast Stations (November 27, 1953). 
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We have received complaints that these tactics have al- 
ready been employed by multistation owners who obtain 
preferences in network affiliations over single-station owners, 
and who obtain preferences in the purchase of important 
packages of feature film. 

As a result, it is my considered opinion that the multiple- 


ownership rule should be, if anything, tightened, not 
relaxed.” 


Beyond this, Dean Roscoe L. Barrow, Director of the FCC Net- 
work Study Group recently submitted to the Commission a careful 
and cogent study of the operation of the multiple-ownership rule 
in the television industry.” In this study he pointed out that: 


The multiple-ownership rules are an important mold in 
shaping the structure of the broadcast industry to serve the 
public interest. Any change ia the rules should be made only 
after a full understanding of the impact of the change on 
broadcasting service and on the industry. 

Over the years, the Commission has sought to achieve for 
broadcasting stations the character of local institutions with 
a “crassroots” interest in the service and program needs 
of the community. The importance of diversity of owner- 
ship of stations as a means of providing diversity of view- 
points and program services and a forum for community 
civic activities has been frequently reiterated. However, 
effectuation of other Commission policies has limited the 
diversity principle. The current multiple-ownership rules 
are the product of a balancing of various policies. 

Notwithstanding the limitations imposed by the Com- 
mission, multiple ownership bas grown greatly. In most 
of the large, prosperous markets, there is no television 
station owned by a person whose roots are in the com- 
munity served. Multiple owners may derive substantial 
advantages over sole station owners in compensation rates and 
other terms in bargaining with networks, station representa- 
tives, and program producers. This makes it difficult for the 


sole station owner to compete with the multiple owner.® [Em- 
phasis supplied.] 


21 Hearings 2, pp. 4122-4123, 


22 See memorandum, January 7, 1957, from Director, Network Study Group to the Federal Communica- 
tions Commission concerning operation of the multiple-ownership rules in the television industry. Hear- 
ings 1, p. 3761. 

23 See hearings 4, pp. 5628-5629, where the following colloquy occurred: 

“CounsEt. Is it or is it not a fact that multiple-station owners do obtain a preference in dealing with CBS 
in network affiliations over single-station owners? 


“Mr. STANTON. A preference, if you want to state it that way, based on the merits of operation, * * * 
not on the basis of multiple-ownership alone. 

“COUNSEL. Do multiple-station owners receive a preference in terms of compensation from CBS? 

“Mr. STANTON. I believe that there are some multiple-owners who have higher percentage payments 
than nonmultiple owners, but I think that you have to examine that almost on a market-by-market basis. 
In some cases I think you would do the same thing, even if those stations, instead of being owned by a multi- 
ple owner, were owned by an individual living in the particular community. 

> 


“COUNSEL. * * * Let me ask you this: The Storer Broadcasting Co. is a multiple-station owner of tele- 
vision stations: is it not? 
“Mr. STANTON. Yes; I think it is the largest. 


““CouNSEL. And how many Storer stations are affiliated with the Columbia Broadcasting System? 

“Mr. STANTON. CBS television has affiliations with Storer stations in Detroit, Toledo, Cleveland, Atlanta 
ond em, and Mr. Storer’s company owns, I think, two additional stations which are not affiliated 
with us. 


“COUNSEL. Would you say in general the Storer stations get better terms from CBS for carrying network 


programs than other stations affiliated with CBS? This is just a general question; we will come to the 
specifics later 


‘ “Mr. STANTON. All right. If you will come to the specifics later, I think in general that is probably 
rue.”’ 
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Dean Barrow added that— 


A high percentage of the multiple-owned stations are ac- 
quired through purchase from other licensees, without the 
public interest determining value of a comparative hearing 
and without the addition of new stations to the industry. In 
1956 there was a record number of purchases and sales of 
television stations. ‘The major film-producing companies are 
now laying plans to enter the television industry and it ap- 
pears that they may desire to acquire the maximum number 
of stations permitted by the Commission’s rule. Other large 
interests, such as investment banking firms, are moving into 
the television industry. It appears that, to the extent the 
Commission’s television multiple-ownership rule permits, 
concentration of ownership in the hands of multiple owners 
will proceed rapidly during the next few years. 

This development is being noted with concern by the indus- 
try, including the present multiple owners. In this study of 
multiple ownership rules, the top managements of seven of the 
largest multiple owners were interviewed. Four of the seven 
were asked whether they favored relaxation of the present 
multiple ownership rules and 3 of the 4 were opposed to relax- 
ation. While the reason for this is not clear in all cases, it was 
indicated in one case that the recent upsurge of interest in tel- 
evision-station ownership by organizations such as the major 
film producers, having the financial strength and program 
facilities to engage in formidable competition, is a matter of 
concern to the present multiple owners. The growing inter- 
est of powerful groups new to broadcasting in acquiring 
ownership of the maximum number of stations permitted has 
also been noted by interested committees of the Congress 
and by the Department of Justice. 

The trend in multiple ownership indicates that in the 
future there will be substantial problems of undue concen- 
tration of control, in the absence of limitations imposed by 
the Commission. Interest in television ownership by or- 
ganizations with powerful financial support is growing. As 
multiple ownership increases, single-station ownership de- 
creases. The single-station owner is at a bargaining disad- 
vantage and may not be able to compete effectively with 
multiple owners. To the extent that the multiple ownership 
rules permit, it is possible that the broadcasting industry will 
become a multiple-unit industry and the character of a tele- 
vision station as a community institution will be lost. This 
is the core of the problem which the Commission must solve 
in reappraising the multiple-ownership rules. The solution 
may well require further limitation, rather than relaxation, 
of the existing rules. 

xe * o a * 


* * * Strict limits on multiple ownership substantially 
lessen the opportunity for a multiple-station licensee to 
impose various tie-in arrangements, such as (1) the refusal 
to sell time on one of his stations to a national spot advertiser 
unless all of his stations are ordered; (2) the refusal to clear 
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some of his stations for a network program unless the national 
advertiser orders all of his stations; (3) the refusal to purchase 
film from a syndicator for all or several of his stations unless 
given a highly favorable pricing arrangement. The fore- 
going and other practices which can result from the use of 
the leverage of combination may give stations of multiple 
owners in particular markets an undue competitive advan- 
tage over singly owned competitors in such markets. 


It thus appears that the multiple ownership of stations has had a 
recognized anticompetitive influence in the broadcasting field, which 
may lend itself to the abuses of concentration and tie-ins, and may 
produce incalculable competitive advantages for multiple owners and 
a degree of conflict of interest on the part of networks. It further 
appears that the Commission has continued to permit this practice 
only because substantial interests developed in the wake of its earlier 
tolerance. 

The committee concludes that the Commission should give these 
antitrust and other factors emphatic consideration in any change in 
the multiple-ownership rules. 








CHAPTER III 
NETWORK PROGRAMING AND TIME SALES 


Television programing involves the assembly of three prerequisites— 
& program, a sponsor, and station time. In the absence of artificial 
restraints, producers of programs would compete for sponsorship by 
advertisers; advertisers and stations would compete for programs. 
Program excellence would provide the touchstone of the success of 
producers and advertisers in clearing station time and of the success 
of stations in attracting a following. The public would be the 
arbiter and the entire process would be characterized by diversity 
and multiplicity of choice. 

By the use of time options, however, discussed at page 87, infra, 
the networks preempt the most desirable broadcast hours of all but a 
few stations to the service of those advertisers who can afford to pay 
for network time. Furthermore, by exercising responsibility to deter- 
mine what programs will be broadcast over the networks, they 
reserve to themselves power in large measure to say what the American 
people may see and hear. 

In addition, the networks have entered the field of program pro- 
duction where they exercise the choice as to acceptance between their 
own programs or ones in which they have an interest, and competing 
programs.’ The first section of this chapter desc ribes the network 
programing process in the context of testimony before the committee 
that the networks frequently demand and obtain profit participation 
as a condition of the acceptance of independently produced programs 
for broadcast, tend to favor programs in which they have a financial 
interest, and “‘tie sales of television network time to sales of network 


9 


owned or controlled shows * * *,’’? 


NETWORK PROGRAMING 
Program sources 


Production of a television network program may be undertaken by 


an independent producer, by the network itself, or by a producer in 
some way affiliated with the network organization.® 





1 In this the networks have been encouraged by the Commission which, in ‘‘ Public Service Responsi- 
bility of Broadcast Licensees,’’ March 1946, stated: 

“Experience has shown that in general advertisers prefer to sponsor programs of news and entertain- 
ment. There are exceptions; but they do not alter the fact that if decisions today were left solely or pre- 
dominantly to advertisers, news and entertainment would occupy substantially all of the time. The 
concept of a well-rounded structure can obviously not be maintained if the decision is left wholly or pre- 
ponderantly in the hands of advertisers in search of a market, each concerned with his particular half hour, 
rather than in the hands of stations and networks responsible under the statute for overall program balance 
in the public interest 

** 4 device by which some networks and stations are seeking to prevent program imbalance is the ‘package’ 
program, selected, written, casted and produced by the network or station itself, and sold to the advertiser 
as a ready-built package, with the time specified by the station or network. In order to get a particular 
period of time, the advertiser must take the package program which occupies that period. This practice, 
still far from general, appears to be a step in the direction of returning control of programs to those licensed 
to operate in the public interest * * *.’’ See hearings 3, pp. 5196, 5197. 

The foregoing statement, in its time, referred primarily to radio. There can be no quarrel with the state- 
ment to the extent that it endorses network responsibility for program acceptability. However, to the 
extent that it encourages networks to tie sales of time to sales of programs serious antitrust problems are 
presented. See pp. 50-54. infra. 

2 See testimony of Victor R. Hansen, Assistant Attorney General in charge of the Antitrust Divi- 
sion, Department of Justice (hearings 2, p. 4137). 

+ In addition some of the larger advertising agencies have expanded the services performed for their clients 
~ neers the production of complete network shows. At present, however, few programs are produced 

this way. 
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The wholly independent producer assembles the program ‘‘package”’ 
without financing, affiliation, or profit participation on the part of the 
network and attempts to license its show for network broadcast either 
to an advertiser or to the network itself. 

When the network performs the producer function, it puts the 
entire show together, assembling all essential elements, such as tech- 
nical staff, writers, talent and facilities. 

When the network is not the producer, however, it frequently has 
an initial financial interest in the program, in the producer, or in both. 
Such network-program interest or network-producer interest takes a 
variety of forms. The producer may put the show together for the 
network for a fixed price or for a percentage of the profits to be derived 
by the network from broadcast ;* the producer may be a separate cor- 
poration in which the network owns a substantial stock interest,® or 
the network may bring its own program package into the studio of a 
producer and pay him a fixed fee under a facilities contract for stage 
space and technical services.® 

The extent of network participation, direct and indirect, in the 
production of programs may be illustrated by the following information 
submitted by CBS, NBC and ABC: 

CBS submitted the following information concerning its fall 1956 
schedule: 





| Percent of 
| Percent of all | prime eve- 
programs | ning hours 
programs 
a me ee oa ~~ } 
Pregrame wholly owned by OBS .3 sii ds nok ds dake ce ee 29. 6 18.8 
Other programs in which CBS had a financial interest........_....---------- 28.0 31.7 
ee 
Total programs in which CBS had a financial interest..............._- 57.6 | 50. 5 
Programs from wholly independent sources...................-...----.--.-.- 42.4 | 49.5 
|_————_——_ 
MIE vos nee pontecpuanic-aneel-bensiaadaedanniinedinaesaaeee | 100. 0 | 100.0 





NBC’s programing during the ‘‘composite’’ week of March 25-31 
re Sa > , 
1956, broke down as follows: 





Number of Percent of 

















programs total 
— —_— _— vr _— 
Progrems produced. yy BEC... on nn+ cic en en hase) els deenebeneh tee bie od 23 28.4 
Programs from non-N BC sources in which NBC hada financial interest... __- 15 18.5 
Total programs in which NBC has some financial interest--_.-........- 38 46.9 
Programs in which NBC had no interest. ..............-..-.-.-..---.-.-...- 43 53.1 
Watt: ~cnrninatiarnadiidts'idielsheatbbhes DOEMbiedAas< ibd <abesld | 181 | 100.0 


1 This total ineludes alternating-week programs which, although not broadcast during the sample week, 
were a regular part of the season schedule (hearings 4, pp. 6028, 9). 


Information submitted by ABC concerning its 1955 schedule 
indicates that the network and its owned stations together produced 
23.3 percent of the programs broadcast and that ABC had a financial 
interest in an additional 4.5 percent of the programs, which were 
produced by others, 

4 Hearings 2, p. 3981. 


$Id. 4, p. 5916. 
# Id. 2, p. 3983. 
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Program charges 


Production of television network shows entails large costs, known 
in the industry as “program charges.” These involve creation, or 
“‘above-the-line” costs, and physical production, or “below-the- line” 
costs. The former comprise such elements as compensation of the 
producer, director, program staff, story editor and staff, script writers, 
music scorers, and cast. The latter include such items as scenery 
design and construction, costume design, stage hands, makeup, 
lighting supervision, technicians (cameramen, audio engineers, dolly 
operators, etc.), s sound effe cts and film production. 

Most independently produced network television programs are 
today licensed directly to national advertisers who purchase network 
time for their broadcast. The remaining productions are sold to the 
networks who seek advertising sponsorship, failing which they may 
broadcast the programs as “sustaining” programs at their own cost.’ 

For commercially sponsored programs, the advertiser pays the 
program charges directly to the owner, be it an independent producer 
or a network. In many instances program charges for a half-hour 
network show exceed $30,000. Some programs of longer duration 
entail charges in excess Of $100,000. These costs are additional to 
and separate from the time charges which the advertiser pays for broad- 
casting the program.® 

Program charges for network-owned shows for which the network 
seeks * or finds no sponsor are, in the first instance, absorbed by the 
networks. This means, of course, that they are ultimately defrayed 
out of time charges. 

Programing activities of the networks are said not to be profitable per 
se. Dr. Stanton, president of CBS, testified ‘‘ * * * for the most 
part we do not make a profit on these programs.” Mr. Robert 
Sarnoff, president of NBC, testified that in 1955 the commercial 
programs broadcast over that network cost it $8.6 million more than 
was received from advertisers and that, including sustaining programs, 
“the cost of the program operations resulted in unrecovered program 
costs of $24 million.””"' Asked by counsel, in the light of this de- 
ficiency, where NBC made its profit, Mr. Sarnoff replied ‘Time 
sales”? He added: 


We could cut our costs by tens of millions of dollars a year 
if we abandoned the function of developing, producing and 
acquiring programs. * * * But if we did do this, we would 
not be able to offer the sort of network program service the 
public receives today. 


It is evident that network advertisers ultimately pay all program 
costs. Directly, they pay the program charges on th 1e show they 
agree to sponsor. Indirectly, the time charges paid by advertisers 
cover the production costs of network public service and sustaining 


programs, plus any unrecovered network cost of commercial pro- 
graming. 


? A third alternative market for a filmed program involves what is called syndication. Here the producer 
licenses the program to sponsors or to stations for local as opposed to network broadcast. The cost of pro- 
ducing a good film program is so high that a substantial number of stations must take it before the producer 
can recover his investment. 

8 Time charges are discussed at pp. 21, supra, and 61-62, infra. 

* Such as news, educational, religious and other programs carried by networks as & public service. 

10 Hearings 4, p. 5697. 

1 Id, at p. 6024. 

2 Id. at p. 6025. 

43 Id, at pp. 6025-6026. 
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Profit participation 


Independent producers often encounter difficulties in getting their 
shows on a network. They advance two principal reasons for this, 
They contend that when they attempt to sell a program directly to a 
network they are met by demands for so large a profit participation 
that the transaction becomes financially infeasible. They also con- 
tend that networks tend to give preference to programs in which they 
have a financial interest. 

The exploitation of a network program offers three potential oppor- 
tunities for profit. First, of course, the amount received from the 
sponsor may exceed the cost of production. Second, the sponsor 
usually pays for the right to broadcast the program on television for 
the first time, leaving the owner free in case of filmed programs 
(including live programs that have been filmed) to sell to other inter- 
ested parties the right to rerun all or part of the program on television 
after the first run. Third, profits also inhere in subsidiary or mer- 
chandising rights in some programs. These rights involve exploita- 
tion of the popularity of the program by licensing the use of its name, 
or the name or likeness of its star and/or other members of the cast, 
to manufacturers and distributors of commercial products. 

In selling programs to networks, independent producers prefer to 
license the first-run exhibition rights and retain the rerun and sub- 
sidiary rights."* Under such an arrangement, the network’s potential 
profit from the program would lie in its time charges and in the excess, 
if any, over cost for which the network sold the program to a sponsor, 
leaving the producer free to sell rerun and merchandising rights to 
others. 

The networks, however, tend to demand more than the mere right 
of broadcast. At times, there is little or no profit from the first run 
of a network program because the cost of the program is so great that 
it is difficult to increase its price to a sponsor sufficiently to include a 
substantial profit. The networks recognize that profits from a pro- 
gram sometimes hinge on rerun and subsidiary rights and conse- 
quently, in dealing with an independent program producer, they seek 
to insure maximum return on investment by bargaining for participa- 
tion in all profits that may be derived from the program in question. 

In this bargaining between networks and independent program 
producers, the position of the networks is far stronger than that of 
the producers. First of all, since a program has a better chance of 
success if televised during a prime broadcasting period, the producer 
hopes to have his program placed in such a period. Controlling the 
best station time through option time agreements with their affiliated 
stations, the networks are in the position to schedule the program 
during a preferred time period. Secondly, the paucity of television 
outlets and networks greatly limits the number of purchasers to whom 
independent producers can sell their programs and hence tends to 
create a “buyer’s market.” Finally, the networks have their own 
departments or subsidiaries for producing programs and are not de- 
pendent on the independent producers. 

With these bargainiag advantages, networks sometimes demand 
profit participation ranging from 25 to 50 percent of all categories of 
profits that may be realized from the program. Frequently the inde- 

4 See hearings, 2, pp. 4021-4022. 
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pendent producer feels that he cannot afford to accept such terms. 
He may, for example, have already alloted such a share of the profits 
to the talent that acceptance of the network’s demands would leave 
little or no profit for him.” 

The networks contend that they are justified in demanding profit 
participation in programs they purchase from independent producers, 
by virtue of the services they render. 

To take a typical case, assume an independent film producer wants 
to sell a series of half-hour programs to a network. He first pro- 
duces a pilot film, covering a one-half hour episode in the program 
series, which pilot may cost in the neighborhood of $30,000. He 
then makes the film and information concerning the program avail- 
able to the network executives responsible for purchasing program 
material. If these executives decide to purchase the program series, 
they frequently offer to finance all or part of the series, find a sponsor 
for the program, and have the program exhibited during favorable 
broadcast hours. They may also offer services in connection with 
the exploitation of rerun and subsidiary rights, and suggest ways of 
unproving the program. In return, the network seeks participation, 
ranging from 25 to 50 percent, in all profits that might be realized 
from the program. 

While the network considers such a transaction fair, the independent 
producer much prefers to finance his own program; license the first 
run rights of that program to a network; and retain the often very 
profitable rerun and merchandising rights.’"* Although the networks 
deny that they insist on profit participation as a condition of permit- 
ting a program to be broadcast, independent producers faced with 
the networks’ superior bargaining power must often either accept 
network terms or lose the sale.!” 

The committee notes that this network practice of seeking and 
obtaining a participation in the profits of television programs broad- 
cast over network facilities appears to have no counterpart in the 
practices of motion picture theatres or of individual television 
stations. 

At the committee’s request each network submitted data illustrative 
of the extent of its participations in the profits from television pro- 
grams. The following chart and list, respectively, show the profit 
participations of CBS and the wholly owned and produced programs 
broadcast by CBS in its fall 1956 schedule: 


18 Hearings 2, pp. 4068-4069, 


16 See testimony of Mr. Ralph M. Cohn, vice president and general manager of Screen Gems, Inc., a subsid- 


jary of Columbia Pictures (hearings 2, pp. 4021, 4022). 
17 Hearings 2, pp. 4068-4070. 
18 Id. at pp. 3991-3992. 
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ProGRAMS WHOLLY OWNED AND Propucep By CBS 


Bandwagon 1956 Let’s Take a Trip 
Bob Crosby Show Look Up and Live 
Camera Three Mighty Mouse 


CBS Sunday News 1 p. m. network news 
Chrysler series (Climax and Shower of} Our Miss Brooks 


Stars) Pick the Winner 
Doug Edwards and the News Playhouse 90 (live) 
Eye On New York Saturday News 
Face the Nation Studio One 
Football Roundup Sunday news special 
Ford Star Jubilee ! The Ed Sullivan Show 
Good Morning The Heckle and Jeckle Show 
Gunsmoke You Are There 


Lamp Unto My Feet 


1 This is a CBS-conceived program which from time to time uses outside packages with varying degrees 
of control in CBS. 


NBC furnished the following material bearing on that network’s 
financial interest in programs broadcast by it: 


Programs provided by non-NBC organizations in which NBC had a financial interest 
or rerun righis 
(Based on composite week, Mar. 25-31, 1956] 

















Name of program Produced or supplied by— Type of interest 
American Forum of the Air... -. Theodore Granik.__............-.| Package_-.---- Rerun. 
Armstrong Circle Theater__....| Batten, Barton, Durstine & | None.---.---- None. 
Osborn, Inc.; Andrew TV. 

ts BOW coos. cn ddisaxdneine Sagebrush Enterprise, Inc___..-_-.|_....do..--_---- Do. 

WE DONE we cn ck acta cussssisedan Sullivan, Stauffer, Colwell & |.....do..__---- Do. 
Bayles, Inc. 

Bie WIS cs kk cnet cie Weiss & Geller, Inc.; Norman, |_....do.------ Do. 
Craig & Kummel. 

Dig TOW ccs. ccctcccavee Sullivan, Stauffer, Colwell & |_..-. bocaaeks Do. 
Bayles, Inc.; Mark Stevens 
Productions. 

Boxing Bouts............-.-- ....| Maxon, Ine.; International Boxing |_....do-_------- Do. 
Club of New York, Inc.; Madi- 
son Square Garden Corp. 

Ooegees Bat ii oc cnopemsndininn BT GI itch cctinnais tel, OR asin Rerun 

Captain Gallant-............--- I ec a tieniea diene. MES custecowe None. 

Children’s Corner. ........-..-.-.- Small World Enterprises..........| Package-.-.--- Rerun and mer- 
chandising. 

Choose Up Sides................| Goodson-Todman Productions....| None. ---.--.-- None. 

Perry Como Show.......-.-.-.---- Roncom Productions, Inc_------- alent.......- Rerun. 

Uncle Johnny Coons ...........| CNC Productions, Inc ......-.--- seieed ...----| Rerun and mer- 
chandising. 

pe kB ee Young & Rubicam, Inc. -_-_-.------ I None. 

Ps tas cdecccwke ica I, Ti iaticesecaccaetinnahd natant ‘ Rernn and syndi- 
eation. 

Father Knows Best_..........-- J. Walter Thompson Co----.-.---- I None. 

Feather Your Nest.......-...--. William Esty Co., Inc_.._......-.|...-- do Do 

Fireside Theater___.............| Compton Advertising, Inc. -- Do. 

Eddie Fisher... ....-- snueanede McCann-Erickson, Ine .........-.}-.--- Do. 

RD NG sn 5 sist She eT J. Walter Thompson Co.; Screen |_....do_......-- Do. 

Gems, Inc. 
PRES. i cepimiccntnnnenmiedaal Outpost Productions, Inc_........| Package_----.-- Rerun, syndica- 
tion, merchan- 
dising, and sub- 
sidiary. 
MMI, skin nathan sich pilinates oaioiel Benton & Bowles, Inc__....-.-.-- } None. 
George Gobel Show__.-.....-.-- Sees ||| SN Merchandising. 
Hallmark Hall of Fame_-.-..... Maurice Evans Productions_......| None_.-.....-- None. 
His Way, His Word---.....-... Kudner Agency, Inc. ._..........-|-..-- ee Do. 
Bob Hope Show. ..........--..- Hope Enterprises, Inc_............|..-..do........- Do. 
EOS GOR EAM. 2. .cccscccctcas OPO Baik w ili dh cet ccskky | En ceaes Rerun, syndica- 
tion, merchan- 
dising, and sub- 
sidiary. 
JON is indies cae ands M. H. Hackett Co.; Plaza Tele- | None_........- None. 
vision. 

Kraft Television Theater- ..-...-. J. Walter Thompson Co. .........|.....do.-....... Do. 

Pinky Lee Show................ Intervideo Productions, Inc.| Package_.....- Merchandising 
(weekdays); Oceanic Television and subsidiary. 
Productions, Inc. (Saturdays). 

Liebman Spectacular. ........-.- Max Liebman Productions, Inc._.| None-__......-.- None. 


ry 2’ | ? ee Hal Roach Studios................| Package....... NBC owned. 
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Programs provided by non-NBC organizations in which NBC had a financial interest 


Name of program 


Lux Video Theater--.--.-__--- 
Gordon MacRae Show 


ae ie ign hed ninindaceces 


Midwestern Hayride- ---.---- 
Modern Romances 
Robert Montgomery Present 


People Are Funny 
People’s Choice 
Princeton ’56_ - 
Professional Basketball. 
Queen for a Day_-_-.-....--..- 
Martha Raye Show 


Roy Rogers Show 


Screen Directors Playhouse 
eet DONE. «odes. ~-ccenccce 


Tennessee Ernie Ford Show-- 


Texaco Star Theatre-__._.._- 
This Is Your Life 
Tonight- 

Truth or Consequences. aa 
Paul Winchell-Jerry Mahone 
Mr. Ww izard 


Your Hit Parade. -.........-- 


Youth Wants To Know 
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or rerun rights—Continued 





Produced or supplied by— Type of 
contract 
...| J. Walter Thompson Co- -- -- «] OMB a ccecnc 
__.| Batten, Barton, Durstine & Os- |__-_- a 
borne, Inc.; Kintail Enter- 
prises. 
..-| Medic TV Productions- --.-.......- Package_-_--.-.-.- 
Crosley Broadcasting Corp-------- None ‘ 
..| Bryan Housten, Inc ; _ eae 
s..| Needham, Louis & Brorby. Inc.; | Talent_._____- 
| Neptune Productions, Inc. 
.--| People Are Funny Productions.__| Package 
| Young & Rubicam, Inc- -----...-- NOM. 2. 
| Princeton University galas cotta 
| National Basketball Association. - Boccneen 
.-| Raymond R. Morgan_-.- ‘ __.| Packs ORR. cous 
aaa] Melmar Productions, Inc... .._._- Talent. _...... 
i 
wig EE CEN eos hn aa hs owe a howtand Machen 
.--| J. Walter Thompson Co... ..- i: Meee.........- 
-_-| Batten, Barton, Durstine & Os- |__--- do 2 
borne, Inc.; 7 Walter Thomp- 
| son Co. 
SE «en ed ct i. eee 
.--| Kudner Agency, Inc. -...........-- None__- ‘i 
| Ralph & Barbara Edwards Tne cocs~ 
...| Bristad Enterprises, Inc__.......-- PUOMS. .. cabdaae 
| Lennen & Newell, Inc. .......-.-.|-----do-..--..... 
y- | Clara Productions, Inc.........-.-| Package... ._- 
..-| Herbert S. Laufman & Co_-_..-_-- |. os enacted 
---| Lewislor Enterprises. --....-..---- Talent___- 
...| Kenyon & Eckhardt, Inc.; Batten, | None_____---- 
Barton, Durstine & Osborne, 
Inc. 
aiila| COO CORI ctecietcshs swath ainen hee a 





| 
| 


| None. 








; 

: 

: 

} 

Type of interest 

None. | 
Do. | 

: 

: 


Rerun, syndica- 
tion, merchan- 
dising, and sub- 
sidiary. 


Do. 
Rerun. 


Syndication. 
None. 

Do. 

Do. 
Merchandising. 
Participation in 

net profits from 
film series if 
ordered by 
NBC. : 
Rerun aad syndi- 
cation. 
None. 
Do. 


ee 


Merchandising. : 
None. : 
Rerun. 
None. 
Do. 
Rerun. 
Do. 
Rerun, syndica- 
tion, merchan- 
dising and sub- 
sidiary. 


| None. 


Do. 





Detail of NBC financial interest in non N BC-produced programs listed in composite 


Name 


Senbeet 
Frontier 


George Gobel Show 


It’s a Great Life:............ 


Pinky Lee Show--.-.-.------- 
Medic 


People Are Funny-- 
Queen for a Day_.-.-....-.--- 
Martha Raye Show_.-.-.---- 


Roy Rogers Show---... 
Tennessee Ernie Ford Show. 
Loretta Young Show-.-.-.-.--- 





week, Mar. 25-31, 1956 


Type of NBC interest 


| Handling mere ae cooita. ch esd 


— do S6S566066000800S08S0SHS08O0OSESOCOCS 


P FERRIS CYT oi pen casinwcpaseuccdecs 

| Handling syndication; participation in syndi- 
cation, merchandising and subsidiary reve- 
nues (pooled with NBC profits from net- 
work program sale). 

Participation in merchandising and subsidiary 
revenues (pooled with NBC profits from 
network program sale). 

Handling syndication; participation in syndi- 
cation, merchandising and subsidiary reve- 
nues (pooled with NBC profits from net- 
work program sale). 

| Participation in merchandising and subsidiary 

revenues. 

| Handling syndication; participation in syndi- 
cation, merchandising and subsidiary reve- 
nues (pooled with NBC profits from net- 
work program sale). 

TROGINIS BIDOMIIME,. . db wnecnscntasonnscccs 

Participation in merchandising revenues ----- 

Participation in net profits from film series if 
ordered by NBC, 

Handling syndication.-...........-...-........ 

| Handling certain merchandising..___.....-...- 

Participation in syndication, merchandising 
and subsidiary revenues (pooled with NBC 
profits from network program sale). 








Extent of NBC interest ' 


50 percent of net profits. 
0 


30 percent of net profits. 


40 percent of gross receipts. 
50 percent of net profits. 


33% percent of net profits. 


35 percent of gross receipts. 


4244 percent of net profits. 


35 percent of gross receipts. 
20 percent of net profits. 


35 percent of gross receipts. 
33% percent of net profits. 
50 percent of net profits. 


30 percent of net profits. 
50 percent of net profits. 
Do. 
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The profit participations of ABC are detailed by it as follows: 


ABC has had six film series in which there has been a 
percentage residual interest in future profits granted to the 
network after ABC made an initial investment by way of a 
guaranty or financing a pilot film. In several instances 
ABC exercised an option for the production of a film series 
for a full season prior to complete sponsorship having been 
obtained by the network. It was only through the exercise 
of such an option or through a long-term guaranty commit- 
ment that ABC was able to obtain a residual interest. In 
order to be on a competitive level with other networks, 
management decided in many cases to underwrite film costs 
without sponsorship so that properties could be obtained. 


Title of property or ABC investment in pilot film and/or guaranty of production 
series: cost pitor to sale 

Adventures of Ozzie Basic 10-year contract; underlying guar- 

and Harriet. anty, and commitment for film series for 


1 season obligated ABC to a sum upward 
of $2,500,000. 

Danny Thomas_._. Basic 2-year firm contract; cost of pilot and 
2-year guaranty is upward of $400,000; 
this year ABC ordered production of films 
prior to obtaining sponsorship. This 
commitment involved more _ than 
$1,400,000. 

Ray Bolger_...---- The contract for this film series and prop- 
erty came to an end August 1955; how- 
ever, cost of pilot plus basic 2-year firm 
guaranty during term of agreement was 
in excess of $450,000. 

Adventures of Pilot cost and commitment for production 

Wyatt Earp. of films for 1 season prior to commercial 
sale involved monetary obligation in 
excess of $1,300,000. 

Jim Bowie__..----- Initial cost for pilot and advances for other 
production and script costs prior to sale 
totaled more than $60,000. 

Wire Service__..... ABC ordered production of film for full 
season on basis of only one-half sponsor- 
ship and ABC commitment for remaining 
half unsold and cost of pilot is upward of 
$1,400,000. 
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Percent | Extent 
of ABC | of ABC 


owner- profit 
Name of show Producer ship in | partici- Extent of ABC profit participation in 
producer tion rerun rights and subsidiaries 


corpora- uring 
tion, if | term of 
any contract 


Percent 
Adventures of Ozzie | Ozzie Nelson... None 40 | Under basic contract ABC acquires 40- 
and Harriet. percent interest in all profits accruing 
from the use of television films pro- 
duced during the term of the agree- 
ment. The term “profits” is deemed 
to apply only to net ome from all 
television usage whether the profits 
accrue from reruns on the network or 
syndication at a later date. ABC does 
not acquire any interest in proceeds 
from merchandising or other rights and 
the profit participation does not attach 
to any films produced by Ozzie Nelson 
after the term of the agreement even if 
the same format and characters are 
utilized. 
Danny Thomas. -.-.---- Materto Pro- None 334%4| The ABC profit participation is limited 
ductions. to 44 of net proceeds arising from 
Ray Bolger (no longer | V. & R-__-_-- None 334% network rerun or syndication of the 
on ABC), films in the United States and Canada 
only. Ownership of all rights in the 
films outside of the United States and 
Canada remain with the producer of 
the program. All merchandising and 
allied property rights to any character 
in the film series are vested in the show 
roducer. 
Wyatt Earp. ........-- Wyatt Earp None 50 | ABC’s profit participation rights relate 
Enterprises. to net profits arising from use of films 
Ee EIS. csp mice ule 616 Corp.---.-.--- None for rerun purposes as well as for syndi- 
Wire Service..._....--- Wire Service None cation and profits from merchandising 
Productions, and other allied rights. In this in- 
Ine. stance, the profit participation is not 
limited to revenues derived only from 
United States and Canadian sources, 
but is worldwide. 


Ss 








j | 

NotTe.—It is relevant to mention that a profit participation in syndication or merchandising revenues, 
for example, are subject to numerous deductions before either the film producer or the network realizes 
any monetary gain. Each dollar in gross revenue taken in from syndication is subject to a deduction of 
approximately 10 cents for the cost of prints and other miscellaneous items, 35 to 40 cents as a distribution 
fee to the syndicator or distributor, 5 to 10 cents to the agent for the producer, with the balance then being 
divided between the film producer and the broadcaster in whatever proportion is agreed to. It is therefore 
very possible that out of each dollar of gross revenue in syndication, network’s share, even on a 50-50 
arrangement, could not exceed 20 to 25 cents. Similarly, in merchandising arrangements, a merchandise 
distributor handles the property and receives, as a rule, 50 cents out of each dollar of gross revenue and 
with other miscellaneous expenses and the talent agent for the film producer, the share to be distributed 
between the producer and the broadcaster is considerably smaller than initially contemplated. There has 
also been a marked tendency to have to pay percentages of residual rights to star performers, writers, and 
other creative talent. These miscellaneous costs could very easily reduce the maximum of 25 cents that 
a broadcaster might expect out of each dollar of syndication or merchandising revenue closer to 15 cents. 
Particular stress is being made of this in order to present all the facts to the committee and to show that a 


50-percent interest, whether for the film producer or a broadcaster, is in no sense a true 50 percent of all 
revenue. 


Alleged tendency of networks to favor their own programs 


Because the networks retain the right to determine what programs 
they will televise, sales of network programs by faidiaiael beak pro- 
ducers to advertisers are made subject to network approval. Several 
independent producers have taken the position that when a network 
and an independent producer both wish to sell the advertiser a pro- 
gram for the same time period, there is a tendency on the part of the 
network to disapprove the independent’s production on some such 


osters as the requirements of “good programing” or “the public 
interest. 





1” Hearings 2, p. 4066. 





| 
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One of a number of alleged instances of this tendency brought to 
the committee’s attention o independent producers involved a pro- 
gram called You Can’t Take It With You, produced by Screen Gems, 
Inc., and based on the Kaufman and Hert Pulitzer prize-winning 
play and Academy Award winning motion picture of the same name. 
Mr. Ralph M. Cohn, vice president and general manager of Screen 
Gems, testified that in the late spring of 1955 his company com- 
pleted the initial program of a proposed series and interested Carter 
Products and its advertising agency, Sullivan, Stauffer, Colwell & 
Bayles in the series. Carter Products had been sponsoring a program 
on CBS called Meet Millie. According to Mr. Cohn, the sponsor 
had been quite satisfied with the show but had been notified by CBS 
that it would have to be discontinued. Carter, free to bring in any 
other program for consideration by CBS, submitted You Can’t Take 
It With You. CBS informed the advertiser that this program was 
not acceptable. 

Thereafter, Mr. Donald D. Stauffer, of the advertising agency, 
submitted scripts of future episodes in the series to CBS in an effort 
to induce CBS to change its mind. Executives of Screen Gems met 
with executives of CBS for the same purpose. However, CBS 
continued to refuse to accept the program. 

CBS planned to fill the Carter Products time period with a CBS- 
owned program entitled “Joe and Mabel.’”’ Having refused to allow 
Carter Products to continue Meet Millie and having rejected You 
Can’t Take It With You, CBS offered Carter Products Joe and Mabel, 
which the advertiser accepted. 

Mr. Cohn further testified that shortly before air date, CBS execu- 
tives finally saw the first few episodes of Joe and Maiel, ‘the program 
they had chosen, and realized for the first time that “it was unfit for 
human consumption.” ” As a consequence, Meet Millie, which it 
may be observed is also a CBS-owned show, was brought back on the 
air. 

Defending CBS programing practices, Dr. Stanton testified that 
You Can’t Take It With You was rejected because CBS thought its 
story line inadequate to a sustained series of presentations. Dr. 
Stanton said, “The difficulty that we thought that this program 
suffered from was that it used up all of the material in the very first 
broadcast. My concern is never how good is the first pilot, what 
I want to see is the sixth or seventh show of the series.”’ * 

A second instance in which an independently produced program 
was rejected in favor of a show in which a network was financially 
interested involved Four-Star Playhouse, a film series of half-hour 
dramas featuring Dick Powell, David Niven, Charles Boyer, and Ida 
Lupino, and sponsored alternately by Singer Sewing Machine Co. and 
Bristol-Myers. The program won a number of awards; its audience 
ratings were good, and the sponsors were most happy with it. 

In February 1956, when Four-Star Playhouse had been on CBS 
for 4 years, Young & Rubicam, the advertising agency, notified the 
network that the sponsors w anted to renew the show for another 
year. CBS replied that Four-Star Playhouse was no longer accept- 
able because the network was planning to program a series of dramatic 


* Id. at p. 4001. 
2) Hearings 4, p. 5711. 
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shows to be called Playhouse 90 that would last an hour and a half 
and would absorb the half-hour slot that was occupied by Four-Star 
Playhouse. Despite the advertisers’ dissatisfaction, CBS offered 
them the alternative of joining in sponsorship of Playhouse 90, or 
losing their time period. Faced with this choice, the advertisers 
accepted sponsorship of the new program.” 

It may be noted the live portions of Playhouse 90 are produced by 
CBS, which also shares in all profits from the film portion which is 
produced by Screen Gems, Inc.” 

Dr. Stanton testified that Four-Star Playhouse was removed from 
the network solely because the network wanted to strengthen its 
Thursday evening programing schedule with a 90-minute dramatic 
show.*% Notwithstanding Dr. Stanton’s explanation for the CBS 
rejection of You Can’t Take It With You and its removal of Four- 
Star Playhouse, the fact remains that both shows had been independ- 
ently produced and that both were put aside in favor of network- 
owned properties over the objection of advertising sponsors. 

The minutes of a special program planning meeting of the Columbia 
television division, held on February 25, 1956, seem significant in this 
context. These minutes indicate that the purpose of the meeting was 
to select new programs for the fall 1956 schedule and that 27 proposed 
programs were presented for consideration. Fifteen of these were 
CBS programs; 12 were programs of outside producers. The minutes 
further show that not one of the 12 programs in preparation by outside 
producers was selected by the meeting for CBS programing, whereas 
several of the programs in preparation by CBS were proposed for 
placement in the schedule.* 

Dr. Stanton, in his testimony, pointed out that the decisions of 
the February 25, 1956, meeting were tentative only, and that the 
fall 1956 schedule finally adopted did include several of the inde- 
pendently produced programs there considered. 


Alleged tendency of network-owned or affiliated stations to favor network- 
owned programs 

Closely related to alleged network discrimination in favor of the 
broadcast of network-owned programs is the alleged practice by indi- 
vidual network-owned or affiliated stations of giving preference to 
network-owned programs during nonoption time. This may be illus- 
trated by two instances brought to the committee’s attention by 
Television Programs of America, Inc. (TPA), an independent 
producer. 

The first instance involves station WNBQ, the NBC-owned and 
operated outlet in Chicago.”* In September 1955, TPA arranged to 
license its program Susie to Drewry’s Beer for telecast in Chicago 
over station Mes faa The station informed Drewry’s through its 
agency, MacFarland, Aveyard & Co., that it preferred to fill the 
available time period with The Great Gildersleeve, an NBC property, 
produced and distributed by the NBC film division. The agency and 
the sponsor made it clear that they wanted Susie, not the NBC prop- 
erty. Nevertheless, the station insisted that if Drewry’s wanted 


22 Hearings 2, p. 4067. 

23 Id. 4, p. 5916. 

% Td. pp. 5722-24. 

38 Id. pp. 5703-5707. 

% Hearings 2, pp. 4032-4036. 





a a SN 
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the time period, it would have to buy The Great Gildersleeve. Be- 
yond that, the station by letter canceled the agency’s contract for 
the time period. In the circumstances, Drewry’s had no alternative 
but to accept The Great Gildersleeve, whereupon the contract was 
reinstated. 

Mr. Robert W. Sarnoff, president of NBC, testified that the princi- 
pal reason why WNBQ refused to accept Susie was that it was a 
rerun of a show that had already been seen in the Chicago area. 
As The Great Gildersleeve was a new series, WNBQ felt that it was 
more appropriate for the period in question. It was Mr. Sarnoff’s 
view that a station in deciding which programs should be included 
in its schedule should not be guided solely by the desires of the ad- 
vertiser.” 

Mr. Sarnoff’s further testimony makes clear, however, that in this 
instance the desires of the advertiser were not consulted at all. 
He testified that in September 1955, at a regular meeting held by 
WNBQ, attended by Mr. Charles Denny, NBC vice president in 
charge of NBC owned and operated stations, it was decided to 
purchase The Great Gildersleeve from the NBC film division for 
broadcast at the time in question. Drewry’s was notified of this 
decision and given first opportunity to continue in the time period 
with the new program, but its sole alternative to losing the desired 
time was acquiescence in the program selected by WNBQ.* 

Mr. Sarnoff emphasized two aspects of NBC policy involved in 
this situation. He testified (1) that WNBQ, like any other broadcast 
licensee, must decide for itself which programs are to be included in 
its schedule, and (2) that the NBC television film division (from 
which WNBQ licensed The Great Gildersleeve) is operated separately 
from the NBC-owned stations, and competes equally with other 
film syndicators in attempting to license its products to all stations.” 

The force of these assertions is somewhat impaired, however, by a 
memorandum in evidence from which it appears that at least one 
top NBC executive engaged in forceful missionary work to induce 
the NBC-owned Chicago station to program NBC-produced shows. 
Dated October 1, 1952, and addressed by Mr. Charles Denny to Mr. 
Harry Kopf, late manager of station WNBQ, the memorandum reads 
in part: 

Harry: I have a report from Syndicated Film Sales showing 
the status of their film properties in each of the O. and O. 
markets. In Chicago I note with great disappointment that 
Hopalong Cassidy ison WENR. It just does not make any 
sense to have an established and successful NBC property 
building up a competing station. I wish you would look into 
this and see if there is any way to get the show on WNBQ at 
some future time when the current contract expires. Also I 
note that Dangerous Assignment ison WENR. I think that 
you should look into this one, too. [Emphasis supplied.] 


It will be recalled that the writer of this memorandum was the NBC 
vice president in charge of NBC owned and operated stations who 
attended the September 1955 meeting of WNBQ at which that station 


7 Id. 4, p. 6055. 

28 pp. 6055, 6059, 6068-6069. 

Td. at p. 6055. 

®Id.atp.6074. “O. and O.” in the memorandum has reference to NBC owned and operated stations. 
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decided to purchase The Great Gildersleeve from the NBC film 
division. 

This memorandum is significant in several respects. First, it 
evidences a state of mind on the part of a top official of NBC that 
outlets competing with NBC-owned stations should not have the 
benefit of NBC-syndicated film programs or stated otherwise that 
NBC should use its integrated position as a film syndicator and 
station owner to exclude competition by a rival station. 

Second, the memorandum negates Mr. Sarnoff’s testimony that the 
NBC film division has policies separate and distinct from those of the 
NBC network. It also negates his testimony that the NBC film 
division competes equally with other syndicators in licensing programs 
to NBC-owned stations. On the basis of the memorandum, it would 
appear that NBC-owned stations are under pressure to give preference 
to NBC syndicated films for broadcast during nonoption hours.* 


Conclusions 


The question before the committee, not completely resolved by the 
record, is whether the television networks tie sale of network and 
network-owned station time to the sale of network owned or con- 
trolled programs. The disparate bargaining power enjoyed by the 
networks by virtue of their control of network time, places them in a 
position where they can demand and obtain substantial financial con- 
cessions from independent producers. These concessions consist not 
only of participation in any profits from initial broadcast. They often 
include a share in rerun and subsidiary rights. They sometimes 
include stock interest in the producing entity itself. 

Practices such as these, which indicate use of control of network 
time as a lever for obtaining a financial interest in programing, can 
have dangerous anticompetitive consequences. They tend to deny 
independently produced programs access to the national networks 
unless the network is given financial interest. They tend to afford 
programs in which the networks have a financial interest an artificial 
advantage over competing programs. They tend to deprive ad- 
vertisers of access to independently produced programs and ‘thus 
limit them in the exercise of program selection. 

Existence of such practices would take on some of the characteristics 
of conditions condemned by the Supreme Court in the Paramount 
Pictures case.**? There, major motion-picture-producing organiza- 
tions through strategic theater control obtained immeasurable com- 
petitive advantage over rival film producers. Such conditions led the 
Court to require divorcement of the defendants’ production operations 
from their theater operations.* 

In these circumstances the committee believes that the Antitrust 
Division should continue its investigation of the practices here under 
discussion. 





31 Corollary to the problem of network-owned stations discriminating in favor of network-owned programs 
is the question shane network affiliates are excluding independently produced shows in favor of network 
oe. Relevant in this respect is an incident involving station WGR, the NBC affiliate in Buffalo, 
Y. In 1954, the Genesee Brewing Co. leased a TPA-produced program called Star Show Case for use in 
its markets, subject to time clearances. The manager of station WGR agreed to make a desirable time 
riod available to the brewery, but not for Star Show Case. The time would be available if the brewery 
eased from WGR a program called Badge 714, distributed by NBC’s film subsidiary. Genesee accepted 
Badge 714 and advised TPA that it would not be able to use Star Show Case in Buffalo (hearings 2, pp. 4052, 3) 
82 United States v. Paramount Pictures, Inc., 334 U. 8. 131 (1948). 
83 United States v. Paramount Pictures, Inc., 85 F. Supp. 881 (D. C., 8. D. N. Y. 1949.) 
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TALENT 


To meet their extensive programing needs, CBS and NBC keep a 
large number of performers under long-term contract. These per- 
formers include news commentators and analysts,** speakers, actors, 
musicians, comedians, and announcers. The committee considered 
essential to its investigation examination of these contracts because of 
receipt of complaints that the networks unfairly discriminate in favor 
of certain artists and interfere with competition among businesses 
seeking to make use of this kind of talent. The networks were reluc- 
tant to make talent contracts available to the committee since they 
contain information personal to the artists and since publication would 
prove embarrassing to the networks and disruptive of their talent- 
procurement activities. Accordingly, the committee agreed to accept 
copies of these contracts after they had been edited to remove all 
identifying references to the artists involved. In this form certain 
talent contracts were reproduced in the record of the hearings.* 

The committee’s study of these talent contracts reveals that many 
of them contain exclusivity provisions that tend to restrict the busi- 
ness activities of competitors in the radio and television industry and 
even of noncompeting enterprises in the nightclub, theater, lecture, 
concert, and related fields. Some of these restrictive provisions may 
perhaps be justified by competitive conditions in the industry; others 
are of doubtful legality, and some, especially a few provisions in the 
NBC talent contracts, raise most serious questions under the antitrust 
laws. 

Restrictive features of network talent contracts fall into two main 
classes: (1) clauses requiring that the artist devote all of his radio 
and television services exclusively to the network over long periods of 
time; and (2) various specific reservations and prohibitions that permit 
the network to control the artist’s activities outside radio and tele- 
vision. 

Long-term exclusive contracts 


CBS has currently in effect 77 talent contracts, 39 of which exclu- 
sively reserve all radio and television services and extend for 5 years 
or more®* NBC has a total of 53 long-term talent contracts, 43 of 
which contain exclusive clauses and extend for 5 years or more. 
ABC has only four performers under contract; in each case, the con- 
tract reserves to the network exclusive rights to the artist’s radio and 
TV services. wg phe shortest term is 5 years; each of the other 3 extends 
for 10 years.® 

The prolonged duration of network talent contracts combined with 
the ability of the networks—derived from their financial resources— 
to pay dearly for talent, makes it extremely difficult, if at all possible, 
for other program producing enterprises to secure the services of these 
artists.* Independent producers and local stations are thus fore- 

4% The president of CBS explained to the subcommittee that his network does not employ news “com- 
mentators’’ but only news “‘analysts’’ because the network believes a reporter should not comment or 
editorialize on news developments (hearings 4, p. 5728). 

35 Hearings 4, pp. 5928-6009, 6183-6319. 

6 Td. at p. 5758. 

Id. at p. 6124. 

% Id. 3, at pp. 4737-4738. 

3% Some indication of the prices paid by television networks for their talent is given by the following: 
ABC pays its 4 performers approximately $650,000 to $700,000 per year, an average of over $165,000 apiece 


CBS pays each of 11 of its 77 performers (14 percent) more than $100,000 per year. NBC pays each of 15 of 
its 53 performers (28 percent) more than $100,000 per year. See hearings 3, p. 4738, 4, pp. 5758, 5915, 6124-6126. 
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closed in large measure from using top quality talent, with the result 
that their program-producing potential and the appeal of their pro- 
graming products suffers. In his testimony before the committee 
Dr. Stanton stated: 


* * * there is nothing to keep the independent producers 
from going out and signing up talent. If he has confidence 
in the talent and confidence in the program vehicle, he can 
do the same thing we do, because they sell those programs 
to the same advertisers we sell our programs to.” 


This, however, overlooks the dual problems of the independent 
producer (a) in matching the huge capital resources of the networks 
so as to meet the prices paid by them for the kind of talent that they 
find suitable for network programing; and (6) in piercing the barrier 
raised by exclusivity provisions of the kind here discussed. 

Not only do these long-term high-priced contracts injure the inde- 
pendent producers, they also reduce the mobility of artists for appear- 
ing on different networks. Once such a contract is signed, it is rare 
indeed that the artist is permitted to appear on a different network— 
except for isolated guest appearances—for many years to come. 
ABC, the smallest of the three networks, has suffered most from this 
immobility. 

One of the most economically wasteful features of the long-term 
contracts is an oft-included clause that requires of the artist, first, 
the performance of services exclusively for the network for a relatively 
brief period of time and, second, the observance of an exclusive period 
during which the artist is not required to perform any services but 
is not permitted to perform services for any other network valess 
the contracting network agrees. For example, in one CBS contract “ 
extending for 10 years, the artist agrees, during a 5-year ‘“Employ- 
ment Period,” to perform specified broadcast services for CBS at 
a minimum guaranteed annual salary of $300,000; during a suc- 
ceeding 5-year period, the so-called “Restricted Period, ” the artist 
is required to perform no services for CBS but agrees that if he does 
perform any radio or television services or permits his name to be used 
in connection with any such services, it will be—with only minor 
exceptions— exclusively ‘‘in connection with * * * programs which 
are to be broadcast or telecast exclusively over one or more radio 
stations owned by or affiliated with Columbia and/or over one or 
more of Columbia’s network television stations.” * In return for 
agreeing to this exclusive hold upon his services during this second 
5-year period, the artist is to receive from CBS $100,000 per year. 
Thus, the network pays the artist nearly $2,000 per week for not 
working. Another é ‘BS contract reproduced in the record “ contains 
similar provisions requiring 7 years of active service for compensation 
of $176,000 per year to be followed by a 13-year restricted period for 
payment, again, of $100,000 per year. 

Hearings 4, p. 5764. 

41 CBS talent contract No. 64, (hearings 4, pp. 5947-5991). 

42 Most contracts with top level talent contain complicated provisions for compensation. These provi- 
sions often include several compensation scales sometimes providing for payment on a per-program basis 
as well as on a broadcast time basis plus compensation for expenses. Sometimes additional bonus percent- 
ages are added for various purposes. For example, see NBC talent contract No. 8, hearings 4, pp. 6258 
th agate In most cases, as in the CBS contract discussed above, there is a minimum guaranteed 


43 Hearings 4, p. 5961. 
4 CBS talent contract No. 53 (hearings 4, pp. 5936-5947), 
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This kind of provision also appears in NBC talent contracts. One 
such contract “ requires performance of services by the artist for a 

5-year period at a guaranteed annual salary of not less than $195,000 
per year and then observance of a 10-year exclusive period, during 
which the artist is to make only isolated guest appearances for NBC 
at compensation of $50,000 per year. 

Another of NBC’s talent contracts “* contains a somewhat less 
severe variant of this kind of clause. In that contract, the artist 
agrees to perform exclusively for NBC for a 15-year period, and to 
make specified broadcasts during the first 10 years of that period. 
The network reserves the right to cancel that part of the agreement 
calling for specific broadcast services during the first 10 years, but 
the rest of the agreement, providing for compensation to the artist 
and requiring that any radio or television performance be exclusively 
for NBC, remains in effect. In the event the specific broadcast 
services part of the agreement is canceled, the artist is free to sell his 
services directly to sponsors; however, if he does so, the contract 
requires him to use his best efforts to prevent the sponsor from securing 
broadcast time on a different network.” 

In justifying the long-term, high-priced contract—and especially 
clauses that do not require performance of services but limit the 
artist’s services solely to the contracting network if any services are 
performed—the presidents of both major networks testified that 
these provisions are inserted into the contracts to accommodate 
the needs and wishes of top-level artists. They explained that these 
artists demand that the contracts be written to guarantee them 
greater financial security for a longer period of time, and to afford 
tax advantages by spreading income beyond the actual period of 
service. Although there may be merit to these contentions, the 
committee believes that the desired objectives should be met without 
imposing such restrictions on the competitive activities of other 
businesses having need of top-name talent. Furthermore, it should 
be remembered that the mere fact that a contracting artist consents 
to the terms of a restrictive agreement does not justify conduct 
objectionable from an antitrust standpoint. 

Restrictive practices affecting other industries 

Although the long-term exclusive contract discussed above indi- 
rectly affects efforts ‘of all entertainment media to secure the services 
of talent, its more immediate impact is upon the domestic radio and 
television industry. It does not prevent artists actively engaged in a 
television career from simultaneously pursuing other careers outside 
radio and television. However, other clauses used in network talent 
contracts directly affect other industries in which the networks do 
not compete, and hence are more serious in their antitrust impli- 
cations. 

(1) Artist placement services—As noted elsewhere in this report 
(p. 76, infra), in December 1941 the Department of Justice brought 
suit against the major radio networks for violation of the antitrust 
~ 4 NBC talent contract No. 8 (hearings 4, pp. 6257-6267). 


46 NBC talent contract No. 3 (hearings 4, pp. 6215-6226). 
4? Hearings 4, pp. 6135 §136, 6218. 
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laws. Its suit against NBC charged, inter alia, that NBC had entered 

into— 
management contracts, either directly or through affiliated 
companies, with many artists, including a substantial num- 
ber of the best known and the most popular broadcasting 
artists in the United States. Such contracts usually pro- 
vide that the managing company shall have the exclusive 
right to determine the use to be made of the services of such 
artists and that the managing company shall receive a speci- 
fied percentage of the revenue paid for the artists’ services 
from any and all sources, including services not related to 
radio broadcasting. The artists have submitted to the terms 
of such management contracts and have refused to con- 
tract with so-called independent concerns or artist manage- 
ment agencies because of defendant’s power to popularize 
talent through performance over radio networks to a degree 
not enjoyed by any other management services. 


The complaint further charged that the effect of this practice was to 
block ‘unknown thousands of individuals in the United States, pos- 
sessing talent of a unique nature, many of whom would no doubt rise 
to national prominence if given an equal opportunity for popularization 
over the radio” and “that the number and importance of talent-man- 
agement services existing in the United States 1s gradually diminishing 
because of the competitive advantages in the talent management 
field enjoyed by defendants through the joint operation of talent 
management services and radio network services.”’ * 

After these suits were filed, both major networks sold all their 
interests in artist and concert bureaus. The suits were then dismissed, 
in part because of such action by the networks.” Thus, the issue of 
the lawfulness of these artist-management services under the antitrust 
laws was never adjudicated. However, the fact that the bringing 
of the suits forced the networks to dispose of their interests in such 
management companies, and that the suit was dropped because this 
had been done, gives rise to some doubt as to their legality. 

Notwithstanding this history, texts of the current network-talent 
contracts indicate that the National Broadcasting Co., and perhaps 
the Columbia Broadcasting System as well,®' are currently engaging in 
the artist-management practices which in part prompted the 1941 
antitrust suit. NBC has inserted into certain of its talent contracts 
provisions such as the following: 


NBC will have the right, but not the obligation, to assign 
artist from time to time to perform services for and in night 
clubs, legitimate stage presentations, motion pictures pro- 
duced primarily for theatrical exhibitions, personal appear- 
ance tours, and any other form of entertainment designated by 
NEC. * * * NBC will be entitled to retain entirely as its 
own all forms of money and other things of value payable 
to or received by NBC by virtue of services of any kind or 
nature rendered by artist hereunder in television or in any 
medium of entertainment other than television during the term 





4 Par. 24 (s), complaint in United States v. Radio Corporation of America, Civil No. 3763 (N. D. Ill.) 
(hearings, p. 3417). 

49 Jd. at 3418-3419. 

8 Commerce Clearing House, The Federal Antitrust Laws, 1890-1951, pp. 274, 275. 

#1 CBS Talent Contract No. 53 (hearings 4, pp. 5768, 5942), 
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of this contract. The artist will not be entitled to any 
portion of such moneys or other things of value. [Emphasis 
supplied.] ” 


NBC’s president denied that such clauses enabled the network to 
perform the type of exclusive artist-management services decried by 
the Department of Justice in the 1941 suit, but explained rather that 


these clauses were part of a program to develop new talent. He 
testified : 


* * * one of the basic functions of a network is its pro- 
graming operation. And one of the biggest problems in 
maintaining that program operation is the development of 
talent, or the need for developing talent. We have under- 
taken to develop young, promising talent, to invest in 
training, script writing, guest appearances, tryout programs, 
pilots, a number of things, in order to develop them for the 
television medium. And since we are interested in their over- 
all development we want to be sure that they get the proper 
development, regardless of where they perform. * * 


Mr. Sarnoff and his counsel further explained that the function of 
NBC’s talent-development program is different from that of the 
artist bureaus sold by NBC after the 1941 suit in that: first, the net- 
work is under no obligation to perform management services for the 
artist and hence is not an agent; and, second, that, rather than 
receiving an agent’s commission for performing these services, in 
actual practice it pays the artist a salary and hence is really an 
employer. 

These distinctions are not persuasive. Though NBC is not required 
to perform the services, it does so; though it does not receive as a fee 
a percentage of the artist’s revenue from nonbroadcast services, in 
actual practice it collects and retains all of his earnings from nonbroad- 
cast services, while paying him a flat salary for broadcast services. 
It, thus, does receive compensation for services performed by the artist 
in nonbroadcast activities which may or may not exceed its salary cost. 

Moreover, Mr. Sarnoff agreed, upon interrogation, that under 
NBC’s talent-development program, the network has the exclusive 
right with respect to these fledgling artists to (1) search out and 
select for them appropriate entertainment media, (2) help them 
secure contracts for any and all professional performances, (3) collect 
and retain all their earnings for any entertainment services performed, 
and (4) generally supervise all their professional activities. NBC 
not only has the right to perform these services; it, in fact, does 
perform them. Thus, today, as well as in 1941 when the Department 
of Justice brought suit against the networks, NBC “enter[s] into 
management contracts * * * with many artists * * *” providing 
that it “shall have the exclusive right to determine the use to be 
made of the services of such artists and that [it] * * * shall receive 
* * * revenue paid for the artist’s services from any and all sources 
including services not related to radio broadcasting.” * If per- 


8 Hearings 4, pp. 6126-6130. 
53 Hearings 4, p. 6126. 


4 Par. 24 (s), complaint filed in United States v. Radio Corporation of America, Civil No. 3763 (N. D., 
Ol.) (hearings 1, p. 3417). 
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mitted to continue and grow, this practice could have serious and 
lasting deleterious effects upon the talent-management business. 

(2) ‘Nonbroadcast services reserved exclusively to the network. —A num- 
ber of contracts require the artist to make available his services 
in fields outside radio and television exclusively to the network. For 
example, one of NBC’s contracts * contains an agreement that, dur- 
ing the period of the contract, the artist will not— 


appear in motion pictures or on the living stage, for anyone 
other than us, or any person with whom we may contract for 
your services, ‘and that all of your services of any nature what- 
soever shall belong exclusively to us except, however, that you 
shall have the right to appear as a lecturer, write books, maga- 
zines, and newspaper articles.” (Emphasis supplied.) 


This clause restricts business activities well outside the competitive 
scope of a radio or television broadcasting network. Although this 
arrangement may be quite acceptable to the artist and to the network, 
it may unduly interfere with trade with which NBC has no business 
concern. 

The network explains that it does not have the right to require 
these artists to render services in other fields and that the relationship 
between the artists and NBC in these cases is one of employer and 
employee where the employee is required to work full time.® Again, 
these explanations are beside the point. Whether or not the network 
can require the artists to perform other services, this clause prevents 
competing businesses, and even noncompeting businesses that have 
use for the services of these artists from employing them. Moreover, 
whether or not these artists work for the network full time is imma- 
terial, since in no usual full-time employment relationship is the 
employee forbidden to pursue other gainful occupations that do not 
interfere with the main employment, 

(3) Reservation of broadcast services outside the geographical limits of 
the industry. —On occasion, the networks reserve the exclusive right 
to an artist’s services not only within the United States where the 
networks feans tion, but beyond the geographical limits of their own 
operations into forei ‘ign countries. For example, one CBS talent 
contract provides that— 


During the term of this agreement: (1) Artist will not 
work in radio or television shows @ nywhere in the world except 
pursuant hereto as placed by CBS Television.” (Emphasis 
supplied. ) 


This provision would prevent Britain’s Independent Television Au- 
thority or France’s RDF, for example, from employing this artist 
even in his spare time unless CBS chose so to permit. It is included 
in the contract notwithstanding the fact that CBS does not offer 
broadcast services “anywhere in the world” but only within the 
United States, its Territories and possessions, and the bordering 


88 It should he noted that the artist bureaus that were formerly owned by the networks were defendants 
in both criminal and civil antitrust actions brought by the Department of Justice in Octoher 1955. Along 
with the filing of te information and complaint in these cases, a consent judgment was entered, enjoining 


the defendants from anticompetitive practices. United Stites y. Columbia Artists Management, Inv. et al., 
Civil No. 101-165 (S. D., N. Y.). 

% NBC talent contract No. 11, hearings 4, pp. 6290-6295. See also NBC talent contract No. 2, hearings 
4, pp. 6200-6215, especially 6201, having similar provision, 

8? Hearings 4, p. 6292. 

58 FPearings 4, p. 6130 

8 CBS talent contract No. 53; (hearings 4, p. 5942). 
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countries of Canada and Mexico. Hence, once again this practice 


extends the competitive impact of the network into an area that is 
of no business concern to it. 


Conclusions 


Network practices with respect to talent raise grave questions of 
legality under the antitrust laws in several respects. NBC’s talent- 
development program seems little different in operation and effect 
from the concert and artist bureau it sold after institution of the 
Department of Justice antitrust suit in 1941. Provisions in the talent 
contracts of both major networks restrict business activities of talent- 
using enterprises outside, as well as within, the domestic radio and 
television industry. Accordingly, the committee believes it necessary 
for the Antitrust Division thoroughly to investigate these practices 
of the networks and determine whether the filing of a new antitrust 
suit is warranted. In such investigation special attention should be 
given to the problem of talent development and management. 


NETWORK TIME SALES AND DISCOUNTS 


The gross time charge billed the network advertiser is the aggregate 
of the network time rate of each of the stations used by the advertiser, 
less certain quantity discounts which are borne by the network and 
not by the affiliated station.” This station network time rate is fixed 
by the network and is set forth in the affiliation contract. Under that 
contract, the network may change the rate at any time, with the right 
reserved the station to cancel the affiliation if its rate is decreased.” 

In determining what the station rate should be, the network is 
guided principally by the television set circulation in the station’s 
unduplicated coverage area and ordinarily uses a rate curve to trans- 
late that circulation into a dollar rate. From time to time the network 
reviews the rate for appropriate adjustment in accordance with changes 
in circulation in the station’s coverage area. 

Wide differences in coverage have resulted in great variation in 
station time rates. The charge for an evening hour may range from 
$150 for a station in a small community to $7,500 for a station in 
New York City; the charge for a half hour of evening broadcast time 
may range from $90 to $4,500; for 15 minutes, from $60 to $3,000. 

Whether the fixing by a network of the affiliated station’s time rate 
for broadcasting a network program constitutes illegal price fixing 
under the antitrust laws is an open question at the present time. 
The head of the Antitrust Division testified: 


* * * each network fixes time rates charged, not only by its 
owned and operated television stations, but also by all its 
affiliated stations for those time periods which are sold to 
network advertisers. Our preliminary investigation aims to 
get the facts in order to determine whether this constitutes 
illegal price fixing.” 

6 As discussed elsewhere in this report, (infra p. 84 et seq.) an advertiser wanting to use the CBS or NBC 


network must take as a minimum certain specified stations whose aggregate gross hourly evening rate 


amounts to $70,950 and $74,100, respectively. For the ABC network the advertiser must take a sufficient 
number of stations, in addition to those owned by the network, to yield for an evening hour a gross rate 
of $50,000 

61 The chain broadcasting regulations of the Federal Communications Commission prohibit any agree- 
ment between station and network permitting the network to fix the station’s time rate for nonnetwork 
programs. Infra, p. 75. 

® Hearings 2, p. 4140. In antitrust suits filed by the Attorney General against CBS and NBC in 1941 
(infra, p. 76), it was alleged that a similar practice in radio broadcasting violated the Sherman Act. 
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In determining the amount of the time charge itself, the audience 
potential of time contracted for is, of course, an important considera- 
tion. Rates are highest for evening hours—that is, from 6 to 11 
p. m.—which are designated by the networks as class A time.” Rates 
for class B time “ are 75 percent of those for class A time; rates for 
class C time © are 50 percent of those for class A time. 


Discounts 


Each network allows advertisers a variety of quantity discounts, 
Thus, CBS allows, among other things, a station-hour discount, an 
annual discount, and an overall discount, up to a maximum of 25 per- 
cent of total eros billings. A station-hour discount, ranging from 
2% percent to 15 percent based on the number of station hours actually 
used, is granted an advertiser using network broadcasts for 26 or 
more consecutive weeks. 

In addition, an advertiser using the CBS network for 52 consecutive 
weeks is entitled to a discount of 10 percent of total gross time charges, 
while an advertiser using the network consecutively for 26 alternate 
weeks is entitled to a discount of 5 percent of total gross time charges, 

In lieu of a station-hour and annual discount, CBS allos fs an adver- 
tiser buying a minimum of $100,000 of station time for 52 consecutive 
weeks an overall discount of 25 percent on his total time charges. 

NBC also allows an advertiser a weekly and annual discount which 
can amount in the aggregate to 25 percent of the advertiser’s gross 
billings. The weekly discount, from 5 percent to 15 percent of — 
gross time charge, depending on weekly broadcast time purchased, i 
granted an advertiser sponsoring one or more program periods for at 
least 26 consecutive or alternate weeks within a designated 52-week 
discount year. 

In addition, NBC grants an advertiser sponsoring a program for 52 
consecutive weeks, an annual discount of up to 10 percent of total 
gross billings based on weekly broadcast time purchased. In lieu of 
annual discount, an advertiser buying a minimum of two hours of 
network time per week for 52 consecutive weeks is entitled to a 10 
percent discount of the total gross time charges during the discount 
year. 

ABC grants discounts of up to 32% percent of gross billings on the 
basis of a weekly discount; a film discount; a firm 52-week discount; 
an annual rebate; and an overall discount. For example, an adver- 
tiser who sponsors a program for 26 or more consecutive weeks or for 
13 alternate weeks is allowed a weekly discount, based on broadcast 
time purchased, of from 2% percent to 12% percent. In addition, the 
advertiser is granted a 5 percent film discount on gross billings for 
film programs plus a 2% percent discount for we ekly or alternate 
week program sponsorship over a 52-week period. 

Further, ABC allows an advertiser sponsoring a program for 52 
consecutive weeks an annual rebate of 12 percent of station time for 
each station used without lapse during the year; an advertiser spon- 
soring a program every other week for 52 consecutive weeks is allowed 
a discount of 6% percent for each station used without lapse. 


68 On CBS and ABC, class A time includes 6 to 11 p. m., Monday through Saturday, and 5 to Ll p. m., 
Sunday; on NBC it is 6 to 11 p. m., Monday through Friday, and 5 to 11 p. m., Saturday and Sunday. 
Class B time includes 5 to 6 p. m., Monday through Friday, on CBS and NBC. The same holds 
true for ABC in certain markets. (For the purposes of this study, no distinction has eee made on this 
score for ABC.) Class B time also includes 2 to 6 p. m., Saturday, on CBS and ABC, 1 to 5 p. m., Satur- 
day on NBC, and 1 to 5 p. m., Sunday, on each of the 3 networks. 
£ * Class C time includes all time other than that classed as A or B time. 
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In lieu of all other discounts and rebates, an ABC advertiser using 
a minimum of $90,000 of gross time billings for 52 consecutive weeks 
during an established discount year, is allowed an overall discount of 
32% percent for film shows and 27% percent for live shows. 

There is no consistent policy among the networks respecting devia- 
tion from the discount formula set forth in the network rate card. 
CBS, for example, will not allow a discount or rebate beyond that 
specified in its rate card except in the most unusual case. NBC, on 
the other hand, will permit an excess allowance in a few cases where it 
is seeking to develop a time period which has not yet demonstrated its 
audience potential and which has been found unsalable for that 
reason. 

ABC, in comparison, has frequently sold time periods to sponsors 
at discounts far in excess of those specified in its rate card. During 
1955, for instance, advertisers, in a number of instances, were allowed 
discounts ranging ‘fr om 32 percent to 73 percent of the gross time rate 
although the maximum discount theoretically available was limited 
to 32% percent. It may be added, however, that excess discounts 
were far less common for ABC advertisers during the first 6 months 
of 1956. 

ABC has advised the committee that if it had not allowed discounts 
in excess of the rate card available, it could not have obtained adver- 
tisers for various important time periods, and would have suffered a 
considerable loss of revenue.” This situation, ABC advised, has 
been caused by its competitive disadvantage resulting from inability 
to obtain access to many important TV markets on an equal basis 
with the other two networks.® 

As to how the discount system of a particular network operates in 
in actual practice, the following testimony of Dr. Frank Stanton, 
president of CBS, is pertinent: 


CounsgEL. Now, on the basis of the CBS discount system, 
it is correct, is it not, that an advertiser who, for example, 
uses & W eekly minimum of | $100,000 gross billing for station 
time during 52 consecutive weeks of an established overall 
discount year receives a 25 percent overall discount? 

Mr. Sranton. In lieu of the other discounts. 

Counssu. He does? 

Mr. Stanton. Yes, sir. 

Counsge.. This overall annual discount would in effect be 
applicable to each of the several programs sponsored by the 
advertiser, whether the program appeared in class C time, 
class B time, or class A time; is that correct? 

Mr. Stanton. That is correct. 

CounsgE.. To illustrate, Dr. Stanton, how the discount 
system works, let us take the Procter & Gamble account in 
1955. Is it not correct that since that advertiser had over 
one-half million dollars in average weekly billings and can 
qualify for the 25 percent overall discount, it follows that 
Procter & Gamble received this 25 percent deduction for all 
its programs including, for example, Guiding Light, which 
runs for 15 minutes during the day in class C time, and for 


« Hearings 4. p. 6321 
6114. 3, p. 4767. 
8 Ibid, 
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Topper, which ran for 30 minutes in the evening in class A 
time; is that right? 

Mr. Stanton. That is correct. 

Counsex.. Therefore, on an overall basis, a large advertiser 
like Procter & Gamble would receive discount deductions of 
about $135 000 a week, 25 percent of $544,300; is that right? 
Mr. S1sn1cn. I do not quarrel with your computations. 

CounseL. They are taken from your computations. 

Mr. Stanton. Right. I did not think we gave you the 
dollar discounts. 

CounsEL. We worked out the amount of the discount our- 
selves. Would it be correct to say that there are at least a 
dozen such large corporations that received a 25-percent dis- 
count on their weekly gross billing in 1955, such as Kellogg, 
Pillsbury Mills, Westinghouse, Liggett & My ers, Lever Bros., 
General Mills, Bristol- Myers, R. J. Reynolds, Americ an 
Home Produc ‘ts, Colgate-Palmolive, Toni, and General 
Foods? 

Mr. Stanton. I would have to examine the list, but if you 
have done so I accept your word. At the present time I 
think there are six advertisers on the overall discount basis. 

CouNsSEL. It is also correct, is it not, that an advertiser 
with a smaller budget who wished to purchase a program 
that, let us say, ran for 26 alternate weeks, would, at best, 
be entitled to a discount of 5 percent? 

Mr. Stanton. Well, we can certainly come up with a 
hypothetical example that would satisfy that question. 
Yes. 

CounseL. The answer to that is ‘‘Yes” 

Mr. Stanton. That is correct. 

CounseL. And other small advertisers might qualify for 
only a 2% percent station-hour discount or, indeed, no 
discount at all? Is that right? 

Mr. Stanton. Yes, there are advertisers who got no 
discount during the period of the analysis you asked for. 

CouNSEL. Now, is it not a fact that the CBS network 
discount list for 1955 shows the following discounts as 
between competitors, and these examples are only illus- 
trative: First, that R. J. Reynolds received 25 percent 
discount as compared with 12% percent to Philip Morris; 
Bristol-Myers obtained a 25 percent discount as compared 
with 5 percent for Wildroot and 5 percent for Noxzema 
Chemical, 9.5 percent for Carter Products, and 15 percent 
for Yardley; 23 percent for National Dairy as compared with 
5 percent for American Dairy; is that correct? 

Mr. Stanton. If those are taken off the sheets, yes. 

CounsEL. Yes. 

Mr. Stanton. May I say, though, that some of those ad- 
vertisers had at earlier times earned a higher discount. 
There is nothing in the discount structure that discriminates; 
anyone who wants to buy the amount of business or the 
number of stations or the number of programs qualifies on 
the discount structure. 
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CounseEx. Well, there is no suggestion, Dr. Stanton, that 
CBS deviates in any way from its discount structure. I 
think the committee is aware of that fact. 

The CHarrMan. There is no doubt about that. You may 
have no qualms on that subject. 


From the foregoing, it is evident that each of the networks grants 
standard quantity discounts to all advertisers on equal terms and that 
ABC, in addition, grants special allowances to particular advertisers. 
It is also apparent that these quantity discounts are not geared or 
related to cost savings by the network. 

Iv light of these considerations the question presented is whether the 
network discount structure involves a violation of the Robinson- 
Patman amendment to section 2 of the Clayton Act,” one of whose 
principal purposes was to prohibit quantity discounts to mass buyers 
based merely on the volume of the purchases and unrelated to cost 
savings by the seller, where an injurious effect upon competition might 
result. As the Supreme Court stated in Federal Trade Commission v. 
Morton Salt Co. (334 U.S. 37 (1948)) 


The legislative bison of the Pobiineoih Patina Act makes 
it abundantly clear that Congress considered it to be an evil 
that a large buyer could secure a competitive advantage over 
a small buyer solely because of the large buyer’s quantity 
purchasing ability. The Robinson-Patman Act was passed 
to deprive a large buyer of such advantages except to the 
extent that a lower price could be justified by reason of a 
seller’s diminished costs due to quantity manufacture, 
delivery or sale, or by reason of the seller’s good faith effort 
to meet a competitor’s equally low price. 

Section 2 of the original Clayton Act had included a proviso 
that nothing contained in it should prevent ‘discrimination 
iii price * * * on account of differences in the grade, quality, 
or quantity of the commodity sold, or that makes only due 
allowance for difference in the cost of selling or transporta- 
tion. * * *” That section has been construed as permitting 
quantity discounts, such as those here, without regard to the 
amount of the seller’s actual savings in cost attributable to 
quantity sales or quantity deliveries (Goodyear Tire & Rubber 
Co. v. Federal Trade Comm’n, 101 F. 2d 620). The House 
committee report on the Robinson-Patman Act considered 
that the Clayton Act’s proviso allowing quantity discounts 
so weakened section 2 “as to render it inadequate, if not 
almost a nullity.” ” The committee considered the present 
Robinson-Patman amendment to section 2 ‘of great impor- 
tance.”’ Its purpose was to limit“ the use of quantity price 
differentials to the sphere of actual cost differences. Other- 
wise,”’ the report continued, “such differentials would become 
instruments of favor and privilege and weapons of competi- 
tive oppression.” ” The Senate committee reporting the bill 
emphasized the same purpose,” as did the Congressman in 


8°Td., 4, pp. 5741-5743. 

15'U.'S. C. ‘eee. 13 (a) (1952). 

nH, Rept. No. 2287, 74th Cong., 2d sess., p. 7. 
727d. at p. 9. 

7#8. Rept. No. 1502, 74th Cong., 2d sess., pp. 4-6. 
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charge of the conference report when explaining it to the 
House just before final passage.” * * * 


To accomplish this purpose of prohibiting quantity discounts in- 
jurious to competition, section 2 (a) of the Robinson-Patman amend- 
ment provides in part: 


It shall be unlawful for any person engaged in commerce, 
in the course of such commerce, either directly or indirectly, 
to discriminate in price between different purchasers of 
commodities of like grade and quality, where either or any 
of the purchasers involved in such discrimination are in com- 
merce, where such commodities are sold for use, consump- 
tion, or resale within the United States or any Territory 
thereof or the District of Columbia or any insular possession 
or other place under the jurisdiction of the United States, 
and where the effect of such discrimination may be sub- 
stantially to lessen competition or tend to create a monopoly 
in any line of commerce, or to injure, destroy, or prevent 
competition with any person who either grants or knowingly 
receives the benefit of such discrimination, or with cus- 
tomers of either of them: Provided, That nothing herein con- 
tained shall prevent differentials which make only due allow- 
ance for differences in the cost of manufacture, sale, or 
delivery resulting from the differing methods or quantities 
in which such commodities are to such purchasers sold or 
delivered. 


This provision, it will be observed, covers only tangible commodities 
and not services. This resulted from the fact that when the original 
act and amendment were considered in 1914 and 1936, discriminations 
that came to the attention of the Congress related exclusively to 
commodities. Failure to include the sale of services by independent 
contractors engaged in trade or commerce means that discriminatory 
pricing in wide areas of business activity, including in all probability 
the sale of TV network time,” are beyond the reach of section 2 of the 
Robinson-Patman amendment. This result follows even though, 
for many business establishments, the cést of independent contractors’ 
services represents an expense item at least as large as the cost of 
materials and notwithstanding that price discriminations between 
customers of the same seller of services, not supported by differences 
in the cost of serving them, have exactly the same competitive effect 
as a price discrimination by a seller of tangible merchandise. Jn the 
case of TV network time, for instance, it is not uncommon for an 
advertiser to receive a discount of $25,000 for a single program based 
solely on the advertiser’s aggregate time purchases, while a competing 
advertiser whose budget does not permit large network time purchases, 
may receive no discount at all for sponsoring a like program. Thus 
the large network advertiser secures a competitive advantage over the 





™ 80 Congressional Record, p. 9417. 

78 Cf. Times-Picayune Publishing Co. v. United States, 345 U.S. 594, 610, note 27 (1953). In that case the 
Supreme Court reserved the question whether advertising space in a newspaper is a “commodity” within 
the meaning of sec. 2 of the Robinson-Patman arrendment. See also Syracuse Broadcasting Corp. v. New- 
house, 236 Fed. (2d) 522, 527 (CA. 2, 1956). In 1937 the Federal Trade Commission ruled informally that 
advertising space in a magazine was not a commodity within the meaning of sec. 2 (a). 81 Cong. Rec. 
2336. See also Fleetway, Inc. v. Public Service Co., 72 Fed. 2d 761 (CA. 3, 1934) holding that ‘‘commodities’”’ 
as used in sec. 2 of the Clayton Act did not include rates of transportation of ee by bus. Cf. Me- 
Kinley Telephone Co. v. Cumberland Telephone Co., 152 Wis. 359, 140 N. W. 38 (1913) holding that the 
supplying of telephone service is the supplying of a “commodity of commerce.” 
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small advertiser solely because of the large advertiser’s quantity 
purchasing ability. If a commodity were involved, this very kind of 
practice w vould come under the ban of the Robinson-Patman amend- 
ment. Yet, for no reason other than that the activity apparently 
relates to services, immunity from the anti-price-discrimination 
statute seems to be provided. No logical basis is perceived for such 
statutory distinction. Indeed the Sherman Act, which the Clayton 
Act and the Robinson-Patman amendment thereto were designed to 
supplement, applies with equal force to trade and commerce in services 
as well as goods.” The Federal Trade Commission Act ” which 
also is designed to supplement the Sherman Act, makes no distinction 
between services and commodities. 

In view of the foregoing considerations it appears that the present 
dichotomy in legislation dealing with price discrimination is without 
basis. The committee, therefore, will consider possible amendment 
of the Robinson-Patman Act so as to make it applicable not only to 
the sale of goods but also to the sale of services by independent con- 
tractors engaged in trade and commerce. 

In addition, and for similar reasons, the committee will consider 
possible amendment of section 3 of the Clayton Act™ to make it 


applicable to services as well as commodities. That section now 
provides: 


It shall be unlawful for any person engaged in commerce, 
in the course of such commerce, to lease or make a sale or 
contract for sale of goods, wares, merchandise, machinery, 
supplies, or other commodities, whether patented or un- 
patented, for use, consumption or resale within the United 
States or any Territory thereof or the District of Columbia 
or any insular possession or other place under the jurisdiction 
of the United States, or fix a price charged therefor, or dis- 
count from, or rebate upon, such price, on the condition, 
agreement, or understanding that the lessee or purchaser 
thereof shall not use or deal in the goods, wares, merchandise, 
machinery, supplies, or other commodities of a competitor 
or competitors of the lessor or seller, where the effect of such 
lease, sale, or contract for sale or such condition, agreement, 
or understanding may be to substantially lessen competition 
or tend to create a monopoly in any line of commerce. 


In United States v. Investors Diversified Services (102 Fed. Supp. 645 
(D. Minn., 1951) ) the question involved was whether a tie-in sale of 
hazard insurance with a mortgage loan violated section 3 of the Clay- 
ton Act. In holding that the process of making mortgage loans or 
lending funds was not the sale of “commodities” the court stated: 


If Congress had desired synonymy between ‘‘commodities”’ 
and ‘‘commerce,”’ it could fate so indicated. Congress has 
not indicated such an intent by its language in Section 3 of 
the Clayton Act. On the contrary, it has specifically re- 


7% See United States v. National Association of Real F state Boards, 339 U.S. 485 (1950) (real estate brokerage 
services): United States v. Trane. Missouri Freight Association, 166 U. S. 290 (1897); and United States v. 
Joint Traffic Association, 171 U. 8. 505 (1898) (transpo rtation services); Atlantic Cleaners & Dyers, Inc. Vv. 
United States, 286 U. 8. 427 (1982) (cleaning, dyeing and renovating wearing apparel); Associated Press v. 
United States, 326 U. 8.1 (1945) (news services); American Medical Association v. United States, 317 U. 8. 
519 (1943) (medical and hospital services); United States v. Paramount Pictures, Inc., 334 U.S. 131 (1948) 
(distribution and exhibition of motion pictures). 

715 U. 8. C, sees. 44, et seq. (1952). 

15 U. 8. C., sec. 14 (1952). 
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quired that before the lease or sale of goods and other com- 
modities could be subjected to Section 3, the seller or lessor 
must be engaged in commerce and that the lease or sale of 
the goods and commodities must be made in the course of 
commerce. Such a requirement would become surplusage 
if the bare terms ‘‘goods, wares, merchandise . . . or other 
commodities’ were intended to be the equivalent of articles 
incommerce. That the broad terms and constructions of the 
Sherman Act cannot be transplanted automatically into 
Section 3 of the Clayton Act is evident. 


It is recognized that the Attorney General may now proceed under 
the Sherman Act against ‘‘tying’’ arrangements covering services if a 
substantial volume of commerce is actually restrained. However, 
amendment of the Clayton Act, as here suggested, would provide a 
far more effective weapon in dealing with arrangements that exclude 
competing sellers from a market. This is so because the Clayton Act 
requires proof only of a reasonable probability of a substantial lessen- 
ing of competition, whereas the Sherman Act requires proof that com- 
petition has actually been lessened unreasonably. Consequently, the 
amendment proposed would enable Federal enforcement agencies to 
deal with tying arrangements covering services well before they have 
obtained such effects as would justify a Sherman Act proceeding. 


THE ROLE OF THE ADVERTISING AGENCY IN THE SALE OF TIME 


Commercial network time is without exception purchased by an 
advertising agency on behalf of a sponsoring concern. The practice 
is for the agency to contract with the network in its own name and to 
assume sole legal and financial responsibility for payment of the 
account to the network. For its services the advertising agency is 
allowed by the network a 15 percent commission on the time charges 
billed to the advertiser after deducting all discounts. It is also 
allowed a 15 percent commission on any network charges to the 
advertiser for production services and facilities. 

No case has come to the attention of the committee where a pros- 

ective sponsor has sought to buy time directly from the network. 
Explaining this, the president of ABC testified that— 


the service supplied by an advertising agency is extremely 
real. The buying of time is very difficult in the sense of 
judging what shows can get the rating. * * * The selec- 
tion of shows is probably the most precarious occupation in 
the world. About 1 out of 10 are successful and 9 are not.” 


He stressed that— 
the advertising agencies supply the commercial treatment 
and the so-called creative approach to selling goods. * * * 


The advertising agency supplies services that the client needs 
and no one else can give him,” 


To like effect, the president of CBS testified that— 


the problem of handling a commercial television program is 
so complex that I do not know what you would do if you 





7” mages 3, p. 4723. 
© Ibid 
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would not have an advertising agency to participate in its 
handling. * * * (I)f an advertiser came direct somebody 
would have to prepare the promotion that goes with that 
program. Someone would have to prepare the commercial 
used on that program. Someone would have to select the 
market distribution of that particular advertiser. There 
are a hundred and one things that have to be done. (The 
network) is not organized to do that. * * ** 


Notwithstanding these considerations, it seems curious that no 
time sale is made by a network directly to an advertiser and that no 
advertiser has sought to buy time directly from a network. It must 
be remembered that it is the advertiser who pays the 15 percent 
agency commission—a commission which on the gross time charge 
alone often exceeds $15,000 per program. Without derogating from 
the value of the services rendered by an agency, the probabilities would 
suggest that some advertisers at least are, or aula be, equipped to 
perform a number of agency services and thus effect considerable 
saving in their television advertising budget. 

Possibly the network practice of selling time only to advertising 
agencies results from individual, voluntary choice i network and 
advertiser alike. In that case it is unobjectionable. But the possi- 
bility also exists that the practice stems from concerted action between 
network and agencies in contravention of the antitrust laws. For 
that reason the committee believes that the Department of Justice, 
as part of its investigation of television network broadcasting, should 
endeavor to ascertain whether there is any understanding, express 
or implied, between network and agencies that network time will 
be sold only to an agency and not directly to a sponsor. 

In view of the importance of the agency in network broadcasting, 
a study was undertaken by the committee staff to determine the 
position of the leading agencies in this field. Selected for study were 
the 15 top-ranking advertising agencies in the United States,® deter- 
mined on the basis of the highest dollar amount of television billings 
in the year 1955. Four representative weeks were designated for 
analysis: July 11 through 17, 1955; October 3 through 9, 1955; Janu- 
ary 9 through 15, 1956; and February 13 through 19, 1956. 

Turning first to a consideration of the prime evening hours of 
television broadcasting for which there is the greatest demand by 
advertisers, the study revealed that 10 of the top 15 advertising 
agencies surveyed accounted for about 50 percent of all sponsored 


8! Id. 4, at p. 5657. 

82 Id. 3, pp. 4576-4695. 

*§ The ranking agencies were: Young & Rubicam; J. Walter Thompson; Batten, Barton, Durstine & 
Osborn; McC inn-Erickson; Leo Burnett; Benton & Bowles; William Esty; Ted Bates; Kenyon & Eck- 


hardt; The Biow Co., Compton Advertising; Dancer-Fitzgerald-Sample; Foote, Cone & Belding; Lennen 
& Newell; Sullivan, Stauffer, Colwell & Bayles. 
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class A time on all the networks considered as a whole. Moreover, 
4 of these agencies had about 30 percent of all such time. 

Considered in their entirety, the top 15 agencies studied had 73.3 
percent of all class A time available on the CBS network; 6 of the top 
agencies dividing 48.9 percent of this time among them.®® With 
respect to the NBC network the top 15 agencies had 59.3 percent of 
all class A time. 

With respect to class B time, 7 ranking agencies had 50.3 percent 
of all the time of this quality on all the networks considered together.*? 

Considering next class C time, 5 of the top 15 agencies had 41.52 
percent of such time on all 3 networks. Four agencies of the 
top 15 considered had 52.7 percent of all class C time on CBS.” On 
this same network, the top 15 agencies had 78.3 percent of all class 
C time. 

From the standpoint of all television advertising time available (the 
totality of class A, B, and C time on the 3 networks), 5 of the ranking 
agencies had 31.30 percent of the total; ® 10 had 49.54 percent; *! a 


% The agencies are as follows: 
. J. W. Thompson 
. Young & Rubicam 
Batten, Barton, Durstine & Osborn 
McCann-Erickson 
. Benton & Bowles 
Kenyon & Eckhardt 
. William Esty 
. Sullivan, Stauffer, Colwell & Bayles 
. Lennen & Newell 
10. Biow 
8&5 The agencies are as follows: 
1. J. W. Thompson 
2. Young & Rubicam 
3. Batten, Barton, Durstine & Osborn 
4. McCann- Erickson 
% The agencies are as follows: 
1. Young & Rubicam 
2. McCann-Erickson 
3. Batten, Barton, Durstine & Osborn 
4. William Esty 
5. J. Walter Thompson 
6. Biow 
8? The agencies are as follows: 
. Dancer-Fitzgerald-Sample 
. Ted Bates 
McCann-Ericksom 
. Kenyon & Eckhardt 
. Young & Rubicam 
William Esty 
Sullivan, Stauffer, Colwell & Bayles 
8§ The agencies are as follows: 
1. Benton & Bowles 
2. William Esty 
3. Leo Burnett 
4. Biow 
5. Young & Rubicam 
8® The agencies are as follows: 
1. Benton & Bowles 
2. William Esty 
3. Leo Burnett 
4. Biow-Beirn-Toigo 
The agencies are as follows: 
1. Benton & Bowles 
2. Young & Rubicam 
3. J. W. Thompson 
4. William Esty 
5. Biow 
iThe agencies are as follows: 
Benton & Bowles 
. Young & Rubicam 
J. W. Thompson 
William Esty 
. Biow 
. Leo Burnett 
. Batten, Barton, Durstine & Osborn 
McCann-Erickson 
Dancer-Fitzgerald-Sample 
10. Kenyon & Eckhardt 
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the top 15 agencies had, in the aggregate, 57.94 percent of the total. 
In round numbers then it may be concluded that 5 of the rankin. 
agencies were able to secure almost one-third of all television networ 
time available and that the top 15 agencies by themselves accounted 
for almost three-fifths of this time. 

With respect to the comparative dollar volume of television network 
business handled by the 15 leading advertising agencies, the subcom- 
mittee staff study revealed that the leading 15 agencies had 48.64 
percent of the Nation’s total television billings. The study also 
showed that for the month of January 1956, the billings of the 15 
leading agencies had a gross dollar value of over $21 million and 
represented 54.58 percent, or more than one-half, of the television 
network billings of all advertising agencies in the Nation for that 
month. 

The foregoing suggests, as one publication put it, that “The Nation’s 
biggest advertising ayencies are not only getting bigger by the minute, 
but are also getting a bigger share of the overall business.” * Con- 
ceivably, if the trend toward greater and greater concentration in 
these top agencies is not stopped, a stupendous power for good or ill 
will reside in the officers of the agencies—a power that might involve 
serious political repercussions. The preemption of important prime 
hours on television can be much abused. <A grave responsibility rests 


upon these agencies to conduct their affairs with due regard to the 
public weal. 


% Business Week, March 3, 1956. 








CHAPTER IV 
THE NETWORK AND ITS AFFILIATES 


Because of the dominant role of the networks in television, the 
committee’s study of antitrust problems in this industry necessarily 
focused extensively upon network structure and functioning as 
reflected in the relations between the network and its component 
stations. The phenomenon of network broadcasting antedated tele- 
vision by many years and has long been the subject of Federal Com- 
munications Commission regulation and of intermittent concern by 
the Antitrust Division of the Department of Justice. 

Essential to an understanding of current intranetwork relations in 
television is the history of the regulatory guidance and antitrust 
litigation in which they have evolved. Accordingly the present chap- 
ter of this report first traces the development of the Commission’s 
Chain Broadcasting Regulations from their 1941 inception in the days 
of radio, through their application to television in 1945. Next, it 
describes the activities of the Commission’s Network Study Committee 
for which Congress provided a special appropriation in 1956. Finally, 
the chapter scrutinizes the operation of network affiliation agreements 
and practices in light of existing regulations. 


DEVELOPMENT OF CHAIN BROADCASTING REGULATIONS 


On March 18, 1938, the Federal Communications Commission 
authorized an immediate investigation “to determine what special 
regulations applicable to radio stations engaged in chain and other 
broadcasting are required in the public interest, convenience or 
necessity * * *’! The order directed that the following specific 
matters, among others, were to be included in the inquiry: the con- 
tractual rights and obligations of stations engaged in chain broad- 
casting under network agreeme nts; the extent of control over programs 
and advertising contracts exercised in practice by stations engaged in 
network broadcasting; duplication of network programs in the same 
areas; exclusive contracts restricting stations to 1 network service 
and network services to 1 station im a given area; the extent to 
which single networks have exclusive coverage in particular areas; 
the policies of networks with respect to character of programs, (ive .r 
sification, and accommodation to the requirements of areas served; 
the number of statioas licensed to or affiliated with each network and 
the amount of station time controlled and used by networks; rights 
and obligations of stations in relation to advertisers having network 
contracts; the nature of the service rendered by stations licensed to 
networks; competitive practices of stations engaged in network broad- 
casting; the effect of network broadcasting upon stations not engaged 
in network broadcasting; practices or agreements in restraint of trade 

1FCC Order No. 37. Chain Broadcasting is defined in sec. 3 (p) of the Communications Act as tbe 


“simultaneous broadcasting of an identical program by two or more connected stations.” 47 U.S.C., see 153 
(p.) (1952). 


72 








: 
« 





THE TELEVISION INDUSTRY 73 


or in furtherance of monoply in connection with network broadcast- 
ing; and the extent and effect of concentration of control of stations 
loca lly, regionally, or nationally, through contracts, common owner- 
ship, or by other means. 

On April 6 a committee of three Commissioners * was appointed to 
hold hearings and to make a report with recommendations to the 
Commission. 

National and regional networks, station licensees and transcription 
and recording companies were requested to appear and present evi- 
dence at hearings which were held between November 1938 and 
May 1939. Other persons requesting an opportunity to present 
evidence were also heard. 

On June 12, 1940, the committee submitted its report and recom- 
mendations to the Commission, based on its investigation. There- 
after, oral arguments were pr esented to the full Commission on behalf 
of the national networks and other interested parties. On May 2, 
1941, the Commission issued its report together with an order adopting 
eight so-called chain broadcasting regulations. At the same time 
the report deferred for 90 days the effective date of the regulations 
with respect to existing contracts and network-operated stations. 
Subsequently, the effective date was again postponed by the Com- 
mission pending action on a petition filed by the Mutual Broadcasting 
System seeking amendment of two of the proposed regulations. In 
September 1941 oral argument was held by the Commission on this 
petition and thereafter, on October 11, 1941, the Commission issued 
a supplemental report together with amendments to three of the 
regulations.* The effective date of the reculations respecting existing 
contracts and licensees of network-operated stations was postponed 
until November 15, 1941. 

On October 30, 1941, CBS, NBC and station licensees affiliated 
with NBC brought suit in the Federal district court in New York 
City to enjoin enforcement of the Commission’s regulations. Pending 
legal determination of the issues involved, the chain broadcasting 
regulations remained suspended until June 15, 1943. They went into 
effect after the Supreme Court, on May 10, 1943, upheld the statutory 
authority of the Commission to adopt regulations touching the rela- 
tions between licensed broadcasting stations, on the one hand, and 
network organizations furnishing programs to such stations, on the 
other (National Broadcasting Company v. United States, 319 U.S. 

190 (1943)) “ 

Turning to the background surrounding the formulation of these 
regulations, investigation by the special committee of the FCC dis- 
closed that the CBS and NBC network organizations held a dominant 
position in the broadcasting field as evidenced by the fact that the 
business done by these two organizations represented more than half 
of the entire business of the industry; that over 85 percent of the 
Nation’s total night time broadcasting power was available exclusively 
to these two network organizations; and that many of the most 
desirable stations were owned by CBS and NBC. The investigation 

2 Members designated to serve on the committee were Commissioners Brown, Walker, and Thompson, 
Chairman MecNinch served as an ex-officio member; his successor, Chairman Fly, did not. 

3 Two of the seven members of the Commission, Commissioners Case and Craven, dissented, 

‘FCC Supplements al Report on Chain Broadcasting, October 11, 1941. 

5 In that case the Supreme Court in a 5 to 2 decision affirmed a district court order granting the Govern- 
ment’s motion for simmary judgment. See National Broadcasting Company v. United States, 47 F. Supp. 
940 (S. D. N. Y., 1942). 


93576—_57——_6 








74 THE TELEVISION INDUSTRY 


disclosed that contractual provisions of 5-year affiliation arrange- 
ments prevented stations from exhibiting programs of any other 
network and prevented the network from furnishing its programs to 
any other station in the service area of its regular affiliate; that option 
time provisions in affiliation arrangements permitted these networks 
to control affiliated stations’ time and that this control was aggravated 
by network ownership of many of the most important stations in the 
country and by NBC’s operation of two radio networks. The con- 
clusion reached by the FCC committee was that the dominance of 
the CBS and NBC network organizations, coupled with restrictive 
practices of the type disclosed, presented “inherent dangers to the 
welfare of a country where democratic processes prevail.” 

Against this background the regulations were designed to remedy 
the competitive abuses disclosed by the investigation, by refusing a 
license to a station whose relationships with a network violated the 
principles enunciated in the report. 

Each of the chain broadcasting regulations will be discussed at this 
point.’ 

1. Exclusive affiliation of stations. ulation banned exclusiv- 
ity of station affiliation—that is, any arrangement between a station 
and a network preventing the station from broadcasting the programs 
of any other network. ‘The rule was directed against network agree- 
ments of NBC and CBS which contained a provision preventing their 
affiliated stations from broadcasting the programs of any other net- 
work. The Commission found that the effect of the provision was to 
hinder the growth of new networks, to deprive the listening public in 
many areas of service to which they were entitled, and to prevent 
station licensees from exercising their statutory duty of determining 
which program would best serve the needs of their community. Ban- 
ning exclusivity of station affiliation, the Commission believed, would 
at least afford an opportunity for rival and new networks to have 
access to station nfs 9m and station licensees would have freedom of 
choice to select programing believed most appropriate to the locality. 

2. Territorial exclusivity —Reason for this rule was the provision in 
network affiliation agreements whereby the network agreed not to 
make its programs available to a nonaffiliated station serving in the 
same area. That provision, it was found, deprived the area audience 
of network programs not carried by the affiliated station, even though 
other stations in the area were ready and willing to broadcast the 
programs. Accordingly, this regulation was designed to enable 
stations competing w ith the regular network affiliate to exhibit net- 
work programs rejected by the affiliated station. It proscribes any 
station-network agreement that prevents another station serving sub- 
stantially the same area from broadcasting any network program not 
taken by the affiliate, or that prevents another station ser ving a sub- 
stantially different area from broadcasting any network progrem. 
To make clear that the territorial exclusivity clause was unobjection- 
able where its only effect was to prevent duplication of prograrrs in 
the same area, the rule specifies that the affiliate may be given first 
call in its community on the programs of the network organization.® 








6 See FCC Report on Chain Broadcasting, May 1941 (docket No. 5060, appendix B pb. 99). 
7 See pt. 3, subpt. A, FCC Rules and Regulations, effective January 2, 1956, sees. 3.35, 3.131-3.129 for 
regulations applicable to standard broadcast stations. 
8 The Commission’s supplemental report on October 11, 1941, amended the regulation as originally p-o- 
posed (pp. 5-6) to make it clear that it was not intended to prohibit a regular affiliation contract where! yo 
network agrees to make a first offer of all its programs to one particular station in a community 
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3. Term of affiliation.—During the course of the Commission’s in- 
vestigation it was revealed that CBS and NBC affiliation contracts 
bound the station for a 5-year period while the network could termi- 
nate the affiliation upon a year’s notice. The Commission found that 
these long-term contracts deprived the public of the benefits of com- 
petition between stations for affiliation with existing networks and 
also of the advantages that might flow from the establishment and 
development of new networks. It also found that the contract de- 
prived the stations of the opportunity for biennial readjustments 
based on the comparative showings of networks and stations. To 
correct this situation the regulation prohibits the contractual affilia- 
tion of a station with a network for a term of more than 2 years.® 

4 and 5. Option time—right to reject programs.—The first of these 
two regulations which are discussed more fully below (p. 87) divides 
the broadcast day into four segments and prohibits any arrange- 
ment between station and network whereby more than 3 hours in 
each segment are subject to network option. ‘The second prohibits 
any station-network arrangement which prevents a station from 
rejecting a network program (1) which the station reasonably believes 
to be unsatisfactory or unsuitable; or (2) which in the opinion of 
the station is contrary to the public interest; or (3) which prevents 
the station from substituting a program of outstanding local or 
national importance. 

6. Network ownership of stations.—As originally formulated this 
regulation provided that no network organization might obtain a 
license for more than one station per service area, or for a station in 
a locality where the existing stations were so few and of such equal 
desirability that competition would be substantially restrained by 
such licensing. It was predicated on the Commission’s finding that 
stations owned by CBS and NBC, the most powerful and desirable 
in the country, were permanently inaccessible to competing networks; 
that competition among networks with these facilities was nonexistent; 
that bottling up of the best facilities had a discouraging effect upon 
the creation and growth of new networks; and that common owner- 
ship of network and station placed the network in a position where 
its interest as the owner of certain stations could conflict with its 
“eo as a network organization serving affiliated stations.” 

Dual network operation.—In order to eliminate restraints on 
coupetition resulting from ownership of two radio networks, the 
regulation denied license to any station affiliated with a network 
organization maintaining more than one network."' A proviso made 
the rule inapplicable if such networks were not operated simultane- 
ously, or if there was no substantial overlap in the territories served 
by the groups of stations comprising each such network. 

8. Control by network of siation rates—This regulation prohibits 
any agreement between station and network permitting the network 
to fix the station’s time rate for nonnetiwork programs. Adoption 





In its May 1y4l revort tre Comission limite1 a Tilistion contracts to 1 year. In its supplemental re- 
port tie Commission amende1 tie nronosal to permit a 2-year afiliution. 

® The Commissio1, ir its May 1941 ranort, state l that it woul limptement the regulation through exer- 
cise of its nowers with resnect to renewals of licenses hold by the network organizations, but did not thin! 
it advisable at that state to svecify a norecis2 miximimn fiz 1re for network ownership. On November 23, 
1943, the Commission adopted a multinie owners hip rule which as subsequently amended prohibits an 
party from havinz an interest in more than 7 stan lard broadcast stations and 7 FM stations. See FC 
Rules ant Revulation:, cited sunra, sees. 3.35 and 3.240. 

'! This regulation was susvended on October 11, 1941, in view of the fact it was believed that a separation 
f the Red ani Blue Networgs of NBC woali oceur witno zt t 1e spur of a legal mandate. 
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was considered necessary because of a clause appearing at one time in 
NBC’s affiliation contracts giving it the right to reduce the station 
network rate and station compensation from network commercial 
programs if the station established its nonnetwork rate at a figure 
lower than its rate for network programs. This had the effect, the 
Commission found, of decreasing the ability of the station to compete 
with the network for national business. 

The effectiveness of these chain broadcasting regulations was 
delayed by the fact, as will be recalled, that on October 30, 1941, 
CBS and NBC sued to enjoin their enforcement, and they remained 
suspended pending final Supreme Court disposition in 1943. 

On December 31, 1941, the Department of Justice filed separate 
suits against these two network organizations, in the Federal District 
Court for the Northern District of Illinois, charging each with violat- 
ing sections 1 and 2 of the Sherman Act.” 

The first alleged that the CBS and three of its officers were engaged 
in a conspiracy in restraint of, and had attempted to rho m 
interstate commerce in, radio broadcasting and electrical transcrip- 
tions. The complaint alleged that the defendants excluded others 
from national radio networks and suppressed competition in securing 
national radio advertisers; that radio stations affiliated with CBS 
were required to execute long-term affiliation contracts which pro- 
hibited the stations from accepting any program from any other 
national network and which contained option-time clauses giving 
CBS power to commit the stations’ time to radio advertisers; that 
CBS refused to furnish its network programs to unaffiliated stations 
even though the program would not be broadcast by any affiliated 
station in the same area. 

The second suit was filed against the Radio Corporation of America, 
NBC and five officers of these organizations, and alleged that they 
had engaged in a conspiracy in restraint of, and an attempt to monopo- 
lize interstate commerce in radio broadcasting, electrical transcriptions 
and talent. The complaint alleged that to suppress competition in 
national radio network operations, the defendants required radio sta- 
tions affiliated with NBC to execute affiliation contracts which pre- 
vented the stations from accepting any program from any other na- 
tional network and which contained option-time clauses giving to the 
network the option to use, upon 28 days’ prior notice, any part of 
specified hours of the affiliated stations’ time on the air. The com- 
plaint also attacked the ownership by NBC of two national networks 
and prayed that defendants be required to elect which of the two they 
desire to continue to operate. 

On motion of the Government in October 1943, both suits were dis- 
missed as moot, the Supreme Court having held that the Federal Com- 
munications Commission had authority to eliminate the allegedly 
restrictive option-time contracts. 

In the NBC suit the Government’s motion recited that an addi- 
tional reason for dismissal was that NBC had sold its artists’ bureau 
and that one of its networks had been sold to outside interests. 


12 United States v. Columbia Broadcasting System, Civil No. 3762; United States ¥. Radio Corporation o J 
America, Civil No. 3763. 
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On November 28, 1945, the Federal Communications Commission 


made the chain broadcasting regulations applicable to television broad- 
casting stations. 


NETWORK STUDY COMMITTEE 


After almost 15 years of operation of the chain broadcasting regulae 
tions without major change, Congress granted the Federal Communi- 
cations Commission an appropriation of $80,000 for fiscal year 1956 
and of $141,000 for fiscal year 1957 to make a comprehensive review 
of the entire network structure in both radio and television broad- 
casting, and of the adequacy of the Commission’s rules governing 
broadcasting. The Commission, by Delegation Order No. 10, issued 
on July 22, “195 5, placed the study under the direct responsibility of 
Commission Chairman McConnaughey, and Commissioners Hyde, 
Bartley, and Doerfer. <A special network study staff has been organ- 
ized under the direction of Roscoe L. Barrow, dean of the University 
of Cincinnati College of Law. The staff consists of 12 members, 
8 of whom are employed on a full-time basis and 4 on a part-time 
basis. Dean Barrow testified before this committee on the procedures 
and progress of the study." 

Dean Barrow pointed out that, while called a network study, the 
project is, in fact, a study of the entire broadcasting industry. He 
testified that the significance of networks lies in their service to sta- 
tions through programing and their service to advertisers by offering 
a nationwide medium of adv ertising, and that accordingly a study of 
networks involves their impact upon and relationships with all com- 
ponents in the industry.” 

The basic objective of the study ' is to determine whether the pres- 
ent operation of television and radio networks and their relationships 
with their affiliates and other components of the industry tend to 
foster or impede the growth and maintenance of a nationwide competi- 
tive television and radio broadcasting system. The information 
gathered to make that determination will also provide a basis for 
reappraising the chain broadcasting regulations. Such reappraisal is 
necessary in view of the expansion of radio and the rapid growth of 
television since the rules were put into effect in 1943. 

The Network Study Committee had made substantial progress by 
the time of this committee’s hearings. Its staff had reviewed various 
Commission files and records of congressional hearings for information 
concerning the broadcasting industry, and had also held conferences 
with representatives of the networks, American Telephone & Tele- 
graph Co., advertising agencies, affiliated and nonaffiliated stations, 

18 At that time, prior to the Administrative Procedure Act, the action was taken without formal rvle- 
making proceeding, and was merely recorded by minute entry and published in the Federal Register. See 
11 F. R. 33 (Jan. 1, 1946). So far as the Commission can ascertain at this tine, there was no order, report 


and order, or other document, which would reveal comments concerning the adoption of the rule. Chain 
broadcasting rules applicable to television are found in pt. 3 of the FCC Rules and Regulations, effective 
January 2, 1956, secs. 3.686, 3.658 (a)-(h). 

14 Hearings, 1, pp. 3724 et seq.. 

185 Dean Barrow stated that these components include: (a) the advertiser, (6) the advertising agency, 
(c) the network, (d) the independent program producer, (¢) the American Telephone & Telegrap 
which owns and leases to networks the coaxial cable and microwave relay facilities by which aitisted 
stations are linked, (f) the stations. (g) the station representatives, who act as agents for the stations in the 
sale to national and regional advertisers of portions of station time not used for network broadcasting; and 
(hk) the public. which owns the airways. 


16 The entire scope of the study is outlined in Network Study Committee Order No. 1, set forth at 1, 
p. 3746 of the hearings. 
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independent film producers, talent agencies, and organizations inter- 
ested in improving the television industry. 7" 

One primary purpose for holding these conferences was to provide 
the staff with necessary background to enable it to prepare detailed 
questionnaires on the various matters under study. By the time of 
this committee’s hearings, the Network Study Committee had directed 
3 questionnaires to the television networks and 1 questionnaire to the 
television stations. The first network questionnaire was designed to 
obtain basic factual data with respect to the contractual relations 
between stations and networks.* The second was directed to pro- 
graming activities of networks, and the clearances obtained from 
affiliates..° The third network questionnaire sought to elicit in- 
formation on network relations with affiliates, with advertisers, with 
sponsors, and with talent.”? The questionnaire sent to all television 
stations requested information relative to affiliation patterns, option 
time provisions, station revenues, access of local advertisers, station 
representation, and programing.” 

This committee has been advised that during the remainder of the 
study it is planned to send questionnaires to additional components 
of the industry; to have members of the staff observe component 
operations as an aid in the appraisal of the data collected; to survey 
2 or 3 selected markets with a view to obtaining public opinion on 
pertinent matters and information on access of local adver tisers; to 
evaluate the data collected; to reappraise the chain broadcasting 
regulations on the basis of the data collected; to decide whether 
rulemaking proceedings should be recommended and, if.so, in what 
respects the rules should be changed; to recommend legislation which 
may be deemed necessary; and to prepare a general report summarizing 
the data on the organization, functions, and economic base of the 
industry, the problems resulting from current operations, and any 
recommendations for change of ‘the Commission’s rules or the Com- 
munications Act. 

The committee believes that there was a great need for a compre- 
hensive study of the broadcasting industry by the Federal Communi- 
cations Commission. It is also of the opinion that the Network 
Study Committee’s staff under the direction of Dean Barrow is to be 
commended on the progress it is making with the study. However, 
it is most important that the committee complete its study and report 
as soon as possible. Every effort should be made not to extend the 
study beyond the present target date of June 30, 1957. Its results are 
urgently needed to help the Commission solve a number of pressing 
problems affecting the broadcasting industry. 


THE CONTRACT OF AFFILIATION BETWEEN NETWORK AND STATIONS 


Basic to an understanding of television broadcasting is the contract 
defining the relations between the network and its affiliated station. 
This contract is a cornerstone of broadcasting, materially affecting 
the financial well-being of network and affiliate alike. 

In these circumstances the committee considered careful study of 
these contracts to be essential to its investigation. ‘The committee 


17 See statement of Dean Barrow at 1, pp. 3734-3736 of the hearings. 
18 Hearings, 1, pp. 3737, 3748. 

19 Tbid. 

2% bid. 

21 Id. pp. 3737, 3754. 











THE TELEVISION INDUSTRY 79 


accordingly requested CBS, NBC, and ABC to make available to it 
copies of all existing affiliation contracts. The networks complied 
fully with this request. 

Contracts in use by the three networks are much alike in broad 
outline but differ in particular provisions, especially those governing 
financial arrangements with the affiliates. As the basis for their 
affiliation contracts, all three networks use standard printed or 
mimeographed forms from which, in numerous cases, individual 
variations are made. 

Essential elements common to most affiliation contracts of all three 
networks are: 

Agreement by the network that, at its own cost, it will offer to 
the station, through American Telephone & Telegraph Co. (AT&T) 
facilities, or by means of film, a variety of network programs for tele- 
vision broadcasting. The agreement specifies whether the oe 
will be “live” or filmed, sponsored or sustaining, or combinations 
thereof. Where the station is “interconnected” with the network by 
means of the AT&T transmission system, both live and filmed pro- 
grams are usually offered, but where the station is not “intercon- 
nected,” only filmed television recordings or kinescopes are offered. 

If the station is a “primary”’ affiliate,” a promise by the network 
to offer it first call for all network programs to be broadcast in that 
station’s community; 

3. Agreement by the network to pay the station for its services a 
specified percentage of the network time rate * charged to advertisers 
for programs broadcast on that station (usually 30 percent in ABC 
and CBS contracts and 33% percent in NBC contracts). Deductions 
are made for music license fees paid by the network to the American 
Society of Composers, Authors, and Publishers (ASCAP) and to 
Broadcast Music, Inc. (BMI). A further deduction usually in the 
form of a waiver of compensation for a fixed number of broadcasting 
hours is made to compensate the network for special services furnished 
the station including the use of AT&T lines; “spot” news coverage, 
and national public-interest programs. 

4. Agreement by the station to accept within a specified time limit 
and to broadcast all network sponsored programs offered during the 
enumerated “option hours,” subject to the station’s right of refusal 
to do so if it deems the program unsatisfactory, unsuitable, or contrary 
to the public interest, or if it substitutes another program of local or 
national importance. This right of refusal is in accordance with the 
Federal Communications Commission’s chain broadcasting regulations 
covering time options discussed later in this chapter. 

5. Limitation of the contract to a term of 2 years, the maximum 
duration permitted by the Commission’s chain broadcasting regu- 
ae 

. A provision which in effect permits termination by the network 


+ tl 1e event the affiliated station assigns the contract or undergoes 
change in ownership.* 


22 A “‘primary”’ affiliate is one that owes its basic and primary obligations to the network concerned and 
usnally reserves ‘‘option hours’’ for that network. See hearings 3, p. 4742; 4, p. 5745. 

. 23 The network time rate of an affiliated station is based on the importance and size of the market served. 
ee p. 61, supra. 

*% ABC affiliates agree not to assign without written consent of the network (hearings 3, p. 4784). CBS 
affiliates must notify the network of any application to the Commission for approval of any change of owner- 
ship, whereupon Cc BS may cancel on 10 days’ notice (hearings 4, p. 5791). NBC reserves the right to cancel- 
lation on 60 days’ notice in the event the affiliate assigns its broadcast license (hearings 4, p. 6361). 
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Contracts of the three networks differ, however, as to particulars. 
ABC usually charges its affiliates at the rate of $100 per hour (prorated 
for shorter periods) for sustaining programs; and NBC generally 
charges $75 per hour for recorded sustaining programs but does not 
charge for ‘‘live’’ ones; CBS, on the other hand, makes no charge for 
either filmed or live sustaining programs. 

Affiliation contracts of ABC and NBC specify the network time rate 
to be charged to advertisers for broadcasting programs over the facil- 
ities of the affiliate, with right reserved to the network to change this 
rate at any time; however, in the case of both networks the affiliate 
may terminate the agreement in the event the network rate is de- 
creased. CBS also fixes network rates for its affiliates, but such rates 
are not set forth in the affiliation contract. The network agrees, 
however, as part of that contract not to reduce the established network 
rate except in connection with a reevaluation of network rates of a 
substantial number of its affiliates, and, if that is done, the affiliate 
may terminate the agreement. 

In each case the networks use a three-part network rate with differ- 
ent charges for class A, B, and C time. As described at p. 62 of this 
report, A time comprises certain evening hours, B time falls on early 
evening hours on weekdays and on Saturday and Sunday afternoons. 
All other time is classed as C time. For all networks the B rate is 
75 percent, and the C rate is 50 percent, of the A rate. Charges for 

eriods of time less than 1 hour are computed on the basis of the 
ourly rate but are greater than proportional to the time used. 

All networks use the same method for deducting from payments 
made to their affiliates a proportional amount of the ASCAP and 
BMI music license fees paid by the network (a flat 4.225 percent of 
the affiliate’s share of charges to advertisers) but they differ slightly 
as to the basic formula used for the “network services’’ deduction. 
ABC affiliates generally waive compensation for 22 hours of network 
broadcasting per month; CBS affiliates agree to a “converted hour 
deduction” equivalent to the waiver of 5 hours of network broad- 
casting per week; NBC affiliates broadcast 24 free hours of network 
programs per month. 

The time charges paid by advertisers, as reduced by compensation 
of station affiliates and by commissions to advertising agencies, are 
retained by the network. These retentions represent a major part of 
network revenue. In 1955, $157.2 million was retained by the tele- 
vision networks out of total network time sales of $263.6 million, after 
agency commissions. NBC retained $68.1 million and CBS $71.2 
million. In addition, NBC paid to its owned and operated stations 
$10 million and CBS paid to its stations, $8.7 million.” 

Other less important differences exist in the basic forms used by each 
network. ABC contracts, for example, have a separate section deal- 
ing with “‘cut-in announcement services’ wherein the station agrees 
to permit the network to cut-in on any network commercial broadcast 
to make announcements of any kind (except live video) for which the 
network agrees to pay 7% percent of the pertinent hourly rate for each 
such announcement.** The NBC basic agreement has several mis- 
cellaneous provisions not appearing in those of the other networks, 
covering such matters as quantity discounts to advertisers, obligation 

% Hearings 1, p. 3479. 


% Id 3, pp. 4783-4. Of course the applicable hourly rate depends in part upon the time when the cut-in 
takes place; i. e., whether it is during class A, B, or C time. 
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to broadcast the NBC chimes at the conclusion of each network pro- 


gram *’ and procedure to be followed by the station in making delayed 
broadcasts.” 


In addition to differences among the networks in basic contract 
forms, there are many variations in the individual contracts of the 


affiliates of the respective networks. These variations usually appear 
in the following terms: 


(a) The percentage of network time rate charges to be paid to the 
station as compensation; *° 


(6) The number of hours’ compensation to be waived by the station 
as payment for network services (or, in the case of CBS, the size of 
the “converted hour deduction’’) ; *° 


(c) The existence of an additional fee for AT&T line charges; * 

(d) the existence and duration of option hours;*? 

(e) notice periods for obviating automatic renewal of the contract ;* 

(f) mutual right of termination by either party ;* 

(g) amount of notice required either to renew or to cancel.™ 

According to testimony before the committee by the three network 
presidents, some of these variations are due to special problems 
arising out of the operations of different affiliates. For example, 
although the networks normally assume telephone cable or microwave 
charges, the cost of unusually long connections required for linking 
a station with the network sometimes impels the network either to 
make an additional flat charge for this service, decrease the per- 
centage of time rate compensation to the station, or increase the 
number of free hours to be provided by the station.*® Conversely, 
where a station does not use AT&T facilities but has constructed 
its own microwave relay facilities or makes direct “off-the-air” pick- 
ups,*’ it may receive a larger percentage of the time rate compensation 
or be required to waive compensation for fewer, if any, broadcast 


7 Id 4, pp. 6359-60. 

28 Id at p. 6360. 

# E. g.. NBC pays KIVA-TV, Yuma, Ariz., 10 percent; pays KRBC-TV, Abilene, Tex., 20 percent; 
pays WBRZ, Baton Rouge, La., 30 percent, but pays most affiliates 3334 percent (hearings 4, pp. 6429, 
6366, 6372). 

%” E. g., ABC requires WBTV, Charlotte, N. C., to waive compensation for 1 hour of network broad- 
casting per week; requires WCNY-TV, Carthage-Watertown, N. Y., to waive 10 hours per month; requires 
KBTV, Denver, Colo., to waive 28 hours per month, but requires most affiliates to waive 22 hours per 
month (hearings 3, pp. 48°8, 4897, 4816). 

31 E. g., although most affiilates are not required to make such a payment, ABC’s KREM-TY, Spokane, 
Wash., must pay an additional $6,000 per month, and WFRV-TV, Green Bay, Wis., must pay ABC up 
to $6,400 per month (hearings 3, pp. 4870, 4828). 

82 E. g., CBS Norfolk affiliate, WTAR-TYV, is not required to furnish any ontion time although it is a 
primary affiliate (hearings 4, pp. 5745-5816). ABC contracts prescribe 7 or 8 different sets of option hours 
(hearings 3, pp. 4783, 4786). 

38 ABC normally does not provide for automatic renewal of its contracts (hearings 3, p. 4784) except in the 
case of its owned and operated stations (hearings 3, pp. 48°8, 4838, 4848, 4866). On the other hand, CBS and 
NBC normally provide for automatic renewal unless either party notifies the «ther to the evntrary no 
later than 6 months prior to termination (hearings 4, pp. 5791, 6361). The NBC clause, in effect, canses 
its contracts to extend for 2 years and 6 months since as soon as the notice time passes it becomes impossible 
to terminate the contract until the end of the new 2-year contract which does not beeome effective for anc ther 
6 months. This is not true in the case of CBS because of its provision for the ri¢ht of either party to ter- 
minate the contract with 12 months’ notice. This in effect makes the CBS affiliation contract a l-year 
agreement rather than 2 years. 

3% CBS normally provides for this mutual right (hearings 4, p. 5791), but that clause is deleted from the 
contracts of some affiliates (c. g., hearings 4, p. 4797). ABC usually does not provide for the right of either 
party to terminate but a standard variant of its contract does so provide and is in effect with a number of 
its affiliates (hearings 3, pp. 4784, 4786-4787). NBC, on the other hand, normally permits termination of 
the contract only at the expiration of its term except when it reduces the network rate or when the station 
changes ownership (hearings 4, pp. 6359-6361). 

3% E. g., CBS normally requires 12 months’ notice before terminating the contract (hearings 4, p. 5791), but 
the contracts of some stations require only 6 months’ notice and some provide for only 90 days’ notice. 
(E. g., hearings 4, pp. 5795-5796, 58)3, 5821). In addition, automatic renewal can be prevented by notifying 
the other party no later than 6 months before expiration of the agreement (hearings 4, p. 5791). 

86 Hearings 3, pp. 4749-4751; 4, p. 6156. 

37 Frequently a station can receive the broadcasting signal of another station “off the air,”’ and rebroadcast 
it with renewed strength without need for relays or telephone lines, If the distance is great, this method is 
usually not very satisfactory. (See hearings 2, pp. 4461-4462.) 
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hours.* Sometimes, too, by mutual agreement between the network 
and an “infant’”’ station, a new market or new station is developed at 
a sacrifice to the network, in which case a lower rate may be paid to 
the station or waiver of a greater number of free hours required.* 

In many cases, however, the differentials in network treatment of 
its affiliates are not ex <plained by considerations of economy or operat- 
ing efficiency. Often these differences are simply the result of bar- 
gaining between the network’s station relations staff and represen- 
tatives of the affiliate. In these negotiations the affiliates, especially 
the small ones, are often handicapped by ignorance of the terms being 
offered by the network to other affiliates in a like position. 

The Commission receives a copy of every affiliation contract 
executed, but examines each such contract only to insure that no 
provision violates the chain broadcasting regulations. It does not 
study them in order to evaluate differences or to ascertain whether 
such differences contravene public interest.” 

Under the present system for negotiating affiliation contracts, some 
larger station owners, especially those that control a number of sta- 
tions, receive many advantages not offered to the smaller operators. 
These multiple-station owners often receive larger percentages of 
their network time rates, suffer smaller free-hour deductions for net- 
work services, or enjoy other special considerations. For example, the 
president of CBS testified that the CBS affiliates owned by Storer 
Broadcasting Co., the largest multiple television station owner receive 
a higher rate of compensation than other affiliates.“ He also testified 
that other multiple-station owners receive similar favored treatment. 

A few other examples drawn from the CBS affiliation contracts “ 
will illustrate. Although most CBS affiliates receive compensation at 
the rate of 30 percent of network charges to advertisers, KPIX in 
San Francisco, Calif., owned by Westinghouse Broadcasting Co., one 
of the larger multiple-station operators, receives compensation at the 
rate of 33% percent. Another multiple-station owner, Mr. John E. 
Fetzer, who owns WKZO-TV in Kalamazoo, Mich., KOLN-TYV, 
Lincoln, Nebr., radio station WJCF in Grand Rapids, Mich., and a 
minority interest in WMBD, Peoria, Ill., also receives from CBS 
special considerations in the affiliation contracts for his two television 
stations.“ Under these arrangements, WKZO-TV receives com- 
pensation at the rate of 40 percent of advertisers’ charges and is 
required to furnish no free hours of network broadcasting to compen- 
sate the network for the usual network services and KOLN-TYV is 
compensated at the usual 30 percent rate but is likewise not required 
to furnish any free hours of network broadcasting. 

Examination of the contracts of the two other networks indicates 
that they, too, favor large station owners. For example, NBC’s 
Pittsburgh affiliate, KDKA-TV owned by Westinghouse Broadcast- 
ing Co., operates under a special simplified letter contract which re- 
quires Westinghouse to furnish no free hours of broadcasting although 
the station is accorded the same network services as other affiliates; 
and NBC’s Cleveland affiliate, KYW-TV, another Westinghouse- 





% Hearings 4, p. 5751. 
3% This is pat he agreed to by the network to develop a new market although it might be able to secure 
an affiliate in a nearby larger city (hearings 3, p. 4751). 
Hearings 1, pp. 3383-3384. 
41 Id. 4, p. 5749. 
42 See hearings 4, pp. 5786-5876. 
@ See hearings 4, p. 5832, 
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owned station, is paid class A time rates for broadcasts made during 
class B time. 

Comparison of the contracts of two small, similarly situated stations 
affiliated with NBC even more clearly illustrates the advantages that 
are sometimes given to multiple-station owners. NBC requires 
station KTIV in Sioux City, Iowa, to waive compensation for 43 
hours of network broadcasting each month.“ On the other hand, 
station KELO-TYV at Sioux Falls, S. Dak., which is farther away from 
the main AT&T cable but is served by NBC through AT&T con- 
nections terminating in Sioux City, lowa, where KTIV also receives 
its service, is required to waive no compensation whatsoever for net- 
work services. ‘Thus, although the AT&T charges to NBC are the 
same for both stations, the network requires one station to waive 
compensation for many more hours than the average and requires the 
other station to waive nothing. The record offers no explanation for 
this difference in treatment favoring KELO-TV other than the fact 
that the owners of that station also own KDLO-TYV in Florence, 
S. Dak., WLOL in St. Paul, and have been authorized to operate 
channel 6 in Reliance, S. Dak. 

ABC contracts similarly favor affiliates owned by multiple-station 
owners. For example, the television stations owned by Triangle 
Publications (controlled by Walter H. Annenberg and family) receive 
a number of special advantages. WNBF-TV, Binghamton, N. Y., 
receives compensation on a sliding scale requiring no waiver of 
compensation for network services and paying the affiliate 40 percent 
of network charges in excess of the first 30 hours. Triangle’s Altoona, 
Pa., station, WF BG—TYV, is also immune from furnishing free hours of 
broadcasting time, and Triangle’s WFIL-TV in Philadelphia is 
required to waive only 20 hours rather than the usual 22. 

The ABC affiliates owned by Mr. Darrold A. Cannan also waive 
compensation on fewer hours of broadcasting than is usually required 
of ABC affiliates. These stations, KFDM-—TV, Beaumont, Tex., and 
KFDX-TV, Wichita Falls, Tex., waive only 15 hours’ compensation 
in place of the usual 22. 

One of the reasons that ABC is required to give some of its affiliates 
special consideration is that in some cities—Boston, for example, 
where it pavs WBZ-—TYV, a Westinghouse-owned station, 50 percent of 
the network charges and requires no free hours—there are fewer than 
three TV outlets and, therefore, ABC is often required to offer extra- 
ordinary inducements to a station in order to secure even part-time 
access to the market.“ However, as explained by President Robert 
E. Kintner in his testimony before the committee, ABC is making 
rapid progress in eliminating deviations from the standard form in all 
of its affiliation contracts. Its task would be made much easier if 
the Federal Communications Commission would speed up action on 
pending applications for construction permits in the larger markets 
in order to permit the three networks equal access to those markets. 


44 This is 19 hours more than the usual requirement and, at a network rate of $400 per hour (the present 
class A hourly rate for KTIV), could amount to more than $60,000 per year. 

#} Although a difference of 2 hours per month in the waiver retimeak may appear minimal, at WFIL’s 
current network rate this difference could amount to over $20.000 per year. 

# This problem is not exclusively ABC’s. Dr. Stanton, president of CBS, testified that that network 
was required to agree to keep its St. Louis affiliate on the "must buy” list in order to maintain access to 
that market. Hearings 4, p. 5757. 
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Conclusions 


In light of the Commission’s mandate to facilitate a nationwide 
competitive broadcasting system, study of the terms of the individual 
affiliation agreements is an indispensable step toward determining 
the need, if any, for changes in existing rules affecting affiliation or 
for legislation directed toward affiliation practices. The committee’s 
study “of the agreements reveals the existence of widespread, arbitrary, 
and substantial differences in the terms accorded by each network to 
its individual affiliates, particularly in respect of station compensation 
for network broadcasting services. Further, these differences pri- 
marily favor larger, multiple-station licensees vis-a-vis small, inde- 
pendent operators. 

For small individual stations, network affiliation may spell the 
difference between survival and failure. Such applicants for affiliation 
are in the competitively inferior position of suitors for a valuable 
association. On the other hand, large, strategically placed stations 
and multiple-station operators are sometimes in a position to play 
the networks off against each other and to demand and receive con- 
cessions that can be justified, if at all, solely upon the basis of advan- 
tages inherent in their positions. In this struggle it is the small 
independent station that may suffer. 

Aspects of the overall compensation formula of each network 
facilitate this discrimination. Of 3 principal factors which go into a 
complicated compensation structure, only 1—the network time rate— 
is stable and reasonably susceptible of objective measurement. It 
alone affords the prospective affiliate a basis for knowing what it is 
being paid for. The other two—often involving upward or downward 
deviations from the prevailing percentage of the station’s network 
time rate that goes to the station and upward or downward deviations 
from the prevailing deduction for network services—serve po purpose 
other than to enable the network to give a name to arbitrary departures 
from uniform station compensation. Their very vagueness helps to 
conceal discrimination among affiliates based on considerations which 
play no proper part in the administration of a natural resource in the 
public interest. 

The committee believes that continued discrimination in the com- 
pensation of network affiliates based on consideration of their financial 
stature will lead to increased concentration in the television industry 
and will frustrate the objective of a competitively free system. 

The Commission should consider the advisability of making public 
all affiliation contracts filed with it. The Commission should also 
make detailed study of the affiliation agreements a part of its con- 
tinuing duties. It must assure itself that the vital public trust en- 
joyed by the networks is not being exercised in a manner that will 
increase concentration in the television broadcasting industry at the 
expense of the independent enterpriser. The committee believes that 
the voluntary action by ABC in making uniform, so far as possible, 
the terms of all its affiliation contracts is a desirable step that should 
be followed by the other networks. 


MUST-BUY POLICY 


Each of the three networks pursues a so-called must-buy policy 
which requires an advertiser, as a condition of getting on the network, 


. 





' 
: 
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to buy time for a specified group of stations.*’ CBS requires adver- 
tisers to order as a minimum the 5 CBS-owned stations plus 51 desig- 
nated stations which together constitute the so-called basic required 
group. For this minimum group of stations the gross time charge 
for an evening hour is $70,950; for a half hour, $42,570; and for 15 
minutes, $28,380. 

NBC requires the advertiser to order the 7 NBC-owned stations 
plus 50 designated affiliated stations. Minimum evening hourly rate 
for NBC network time is $74,100; for a half hour, $44,460; for 15 
minutes, $29,640. 

An advertiser wanting to purchase time on the ABC network must 
order the 5 stations owned by ABC plus such additional affiliated 
stations as the advertiser designates as will yield the network gross 
minimum time charges of not less than $50,000 for an evening hour. 

Sharp difference of opinion exists as to whether these requirements 
transgress the antitrust laws. The Department of Justice asserted 
before the committee that ‘must buy” standing by itself may tend to 
coerce advertisers into purchasing network television time on stations 
which they do not want, and hence may constitute a per se violation of 
the Sherman Act.* Television advertisers, it believes, presumably 
accept stations determined by the networks because of network con- 
trol through time options of prime telecasting time. 

The Department also asserted that “must buy’? may 


“unduly restrict the chance of the independent TV station, 
competing with the network affiliate, to sell his time to an 
advertiser already tied to the network affiliate. This power 
offers opportunity for special abuses in cities and towns 
having only 1 or 2 VHF-TYV stations. And a network is 
obviously tempted to use the dominant position its affiliates 
may hold to force the sale of time on affiliated stations in 
more competitive cases via ‘must buy’.” “ 


Counsel for an independent station operator goes beyond this and 
asserts that on the analogy of the motion-picture cases and particu- 
larly United States v. Griffith (334 U. S. 100 (1948)), “must buy” is 
in per se violation of section 1 of the Sherman Act.“ He argued that 
illegality arises from the fact that networks compel advertisers to pur- 
chase time on a must-buy list that includes both strong and weak 
stations. This allegedly operates to the detriment both of independ- 
ent stations competing with weaker network stations, and advertisers 
who cannot afford to pay for the prescribed market." 

Counsel further contended that under ‘‘must buy” the network in 
effect agrees with its affiliates that it will not sell time for any one 
station on the basic required list unless the advertiser buys time on 
all other stations on the list. Hence, it is concluded that “must buy” 
constitutes in effect a collective refusal to deal proscribed by the anti- 
trust laws. 

CBS and NBC, on the other hand, argue that “must buy’ is no 
different from any other minimum policy of a supplier and is reason- 


47 The must-buy practice is not covered by the chain broadcasting regulations; consequently it has neither 
Commission approval nor disapproval. 

48 Hearings 2, pp. 4130-4132, 4138-4140, 

49 Id., at pp. 4132-4140. 


3 See Memorandum Concerning Need for Amending the FCC’s Chain Broadcasting Regulations to 
P event Violations of Antitrust Laws in the Television Industry, supplement to statement of Richard A. 
Moore, president, KT TV, Inc., before Senate Committee on Interstate and Foreign Commerce, March 26 
1956. Hearings 3, pp. 5548-5549, 


41 Td., pp. 5575-5577. 
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ably related to the needs of the national advertiser seeking a. national 
market. They say that the function of a network is to provide nation- 
wide circulation as a single service and that the basic required stations 
as a group constitute the indivisible product the network assembles 
and sells. For this reason they conclude that there is no tie-in sale 
of different elements; only the sale of a single assembled service. 

CBS and NBC also point out that it is no more sensible to permit an 
advertiser who wants to secure network television to choose a few 
scattered markets and reject a substantial part of the network than it 
is to permit a national advertiser in a national magazine to buy space 
only in limited areas.” They state that ‘‘must buy” does not involve 
any collective agreement among affiliates or between the affiliates 
and the netw ork: for that matter it is denied that there is any agree- 
ment that any partic ‘ular affiliate or any particular market is to be 
included in a must-buy list. 

ABC contends that its requirement is designed to help it meet the 
staggering expense in supplying a weekly balanced program structure 
and has the effect of enabling all parts of the country to receive pro- 
graming comparable to that of the metropolitan centers. It states 
that its owned and operated stations are included in the must-buy list 
because those stations play the major share in enabling ABC to 
continue its network television operations. 

The committee, without expressing opinion as to the legality or 
illegality of “must buy” under the antitrust laws, thinks it clear that 
one of its effects is to deprive the national advertiser of untrammeled 
freedom of choice in colin those stations and markets where he 
desires to have his advertising message carried. Assume, for example, 
that an advertiser wants to sponsor a network program and wants 
that program to be carried by 70 stations affiliated with CBS or NBC, 
which he designates. Assume further that only 35 of these stations 
are on the must-buy list of the network. In this situation, the ad- 
vertiser, for the sake of getting the stations he wants, not only will 
have to buy far more than the minimum basic required group, he will 
have to buy time for some 25 stations which may be of little or no 
value to him. Advertiser acceptance of the requirement in these 
circumstances means in sum that the network has used its network 
position as a lever to require the advertiser to take not only stations 
that he wants but also stations that he does not want. In these cir- 
cumstances, only very large national advertisers are willing to use 
network television as a commercial medium, as evidenced by the fact 
that about 50 percent of the dollar volume of all network time sales is 
controlled by 25 concerns.™ 

Another effect of “must buy” is to place the independent station at a 
distinct competitive disadvantage vis-a-vis the network affiliate 
operating in the same market. Take a case where an independent 
station is preferred by the network sponsor over the basic required 
affiliate. Notwithstanding such advertiser preference, the inde- 
pendent’s opportunity to carry the program would be remote indeed, 

articularly if it is broadcast during network option time. If it is 
snake son during station option time, its availability would still be 
subject to the affiliate’s right of first refusal. 


82 The claimed analogy between a network and a national magazine is hardly apposite, owing to diffuse 
ownership of the network and affiliated stations as contrasted with the unitary ‘ownership of the magazine, 
It will be noted that for other purposes C BS analogizes services offered by a network to syndicated services 
offered to newspapers, such as news and picture service, national columnists and comic strips. 

83 Hearings 1, p. 3525. 
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In view of these considerations, the committee believes the Federal 
Communications Commission should consider issuance of a regulation 
prohibiting any network practice requiring an advertiser to buy 
designated stations as a condition of getting on the network. Com- 
mission power to issue such a rule seems clear especially since ‘‘must 
buy” involves an integral element of station-network relationships. 

To avoid any possibility of network fragmentation, the action by 
the Commission might well permit the network to prescribe a gross 
minimum time charge to the advertiser. It might further provide 
that the figure not be so high as to deprive the advertiser of real 
flexibility in station selection. Otherwise the network organization 
could fix a minimum so high as to enable it to accomplish indirectly 
what the proposed regulation would prohibit it from doing directly. 
However, this is not to say that the Commission should be given au- 
thority to prescribe what the figure should be. 

In the last analysis, modification of the present practice would 
benefit the advertiser and the independent station. Equally impor- 
tant, it would not impair a network’s ability to provide nationwide 
service. As a matter of fact, the networks themselves have pointed 
out that in actuality network advertisers almost universally order 
voluntarily far in excess of the basic required stations. This being 
the case, it is difficult to understand network need for “must buy,” 
or objection to its suggested modification. 


TIME OPTIONS 


Ability of a network to enforce ‘‘must buy” arises largely from its 
ability to control station time by means of the option time provision 
of the affiliation contract. Under that provision the station agrees, 
as a condition of network affiliation, that with certain exceptions it 
will carry commercial network programs during specified hours of 
the broadcast day. Stated otherwise, the station undertakes, as 
part of its affiliation arrangement, to broadcast during “network 
option time,”’ on not less than 56 days’ notice, all sponsored programs 
offered by the network. This arrangement is qualified by these ex- 
ceptions: the station reserves the right (1) to refuse to broadcast pro- 
grams which it reasonably believes to be unsatisfactory or unsuitable 
or contrary to the public interest; and (2) to substitute for the net- 
work program a program of outstanding local or national importance. 
It is also qualified by a prohibition against exercise of the time op- 
tion to oust the program of another network. 

Subject to these limitations, the option-time arrangement enables 
the network organizations to preempt for their commercial programs 
9 hours a day of the broadcasting time of over 400 stations through- 
out the country, including the prime evening hours of 7:30 to 10:30 
p.m. when the viewing audience is at its peak.™ 

Such preemption is permitted, by sections 3.658 (d) and (e) of the 
Federal Communications Commission chain broadcasting regulations, 
which provide that: 


4 Network option time periods are as follows: 

CBS—10 a.m. to 1 p.m.; 2 p.m. to 5:30 p.m.; 7:30 p.m. to 10:30 p.m. A program straddling network 
and station option time (i.e., an hour program broadcast from 10 p.m. to 11 p.m.) is not regarded by 
CBS as subject to preemption by the network. 

NBC—10 a.m. to 1 p.m.; 2:30 p.m. to 5:30 p.m.; 7:30 p.m. to 10:30 p.m. (On Saturday and Sunday 
afternoons, NBC network option time is 3 p.m. to 6 p.m.) 

ABC—10 a.m, to 1 p.m.; 2:30 p.m. to 5:30 p.m.; 7:30 p.m. to 10:30 p.m. 

The hours set forth above are expressed in New York City time for stations loeated in eastern and 
central time zones, and in local time for affiliates located in the mountain and Paeifie time zones, 
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No license shall be granted to a television broadcast station 
which options for network programs any time subject to call 
on less than 56 days’ notice, or more time than a total of 
3 hours within each of 4 segments of the broadcast day, a 
herein described. The broadcast day is divided into four seg- 
ments, as follows: 8 a.m. to 1 p.m.;1 p.m. to6 p.m.;6 p.m. to 
ll p.m.;llp.m.to8a.m. (These segments are to be deter- 
mined for each station in terms of local time at the location of 
the station, but may remain constant throughout the year re- 
gardless of shifts from standard to daylight saving time or 
vice versa.) Such options may not be exclusive as against 
other network organizations and may not prevent or hinder 
the station from optioning or selling any or all of the time 
covered by the option, or other time, to other network organi- 
zations.” 

(e) No license shall be granted to a television broadcast 
station having any contract, arrangement, or understanding, 
express or implied, with a network organization which (1), 
with respect to programs offered pursuant to an affiliation 
contract, prevents or hinders the station from rejecting or 
refusing network programs which the station reasonably be- 
lieves to be unsatisfactory or unsuitable; or which (2), with 
respect to network programs so offered or already contracted 
for, prevents the station from rejecting or refusing any pro- 
gram which, in its opinion, is contrary to the public interest, 
or from substituting a program of outstanding local or na- 
tional importance. 


It would appear that the option time provision may have the follow- 
ing effects: first, it may permit a network to substitute its own decision 
regarding television programing for the station licensee’s free selection 
of programs believed best suited to the needs of the community. 
Second, it may afford the network an opportunity to prevent com- 
peting programs from having access to station outlets during impor- 
tant hours of the broadcast day, thereby giving the network an 
artificial trade advantage. Third, it may place nonnetwork adver- 
tisers at a competitive disadvantage with network advertisers in ob- 
taining prime station time. Fourth, it may deprive the public of an 
opportunity to have supplied to it the widest possible choice of pro- 
grams that are and could be available in a free competitive market. 

Fundamental in the Communications Act is the concept that the 
station licensee has ultimate responsibility to operate his facilities to 
meet the local public interest. Hence, before an applicant is licensed 
for a broadcast station, he must satisfy the Federal Communications 
Commission that he will be able to serve the local programing and 
advertising needs of the community based on his independent judg- 
ment concerning these factors. But once the applicant is licensed 
to operate in the local public interest and becomes affiliated with a 
network, he finds that, from a practical standpoint, he has surrendered 
much of his freedom to select programs of his own choice; he finds 
that, by virtue of the option-time provision, he has actually delegated 


85 Sec. 3.658 (d) also states: ‘‘As used in this section, an option is any contract, arrangement, or under- 
standing, express or implied, between a station and a network organization which prevents or hinders the 
station from scheduling programs before the network agrees to utilize the time during which such pro- 
grams are scheduled, or which requires the station to clear time already cheduled when the network 
organization seeks to utilize the time.’’ 
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a large part of his programing responsibility to a network organization 
which has little or no community identification or concern. Thus, 
should the network offer a commercial program during prime evening 
time, the station ordinarily will consider itself obliged to broadcast 
that program even though the station had no responsibility for pro- 
gram selection, and little, if any, advance knowledge of its content. 
Indeed, each network regards programing as being within its exclusive 
authority, responsibility for which cannot be shared with any affiliated 
station notwithstanding frequent network reference to the affiliation 
arrangement as constituting an “agency” or “partnership” relation- 
ship. 

The time option is applicable even if the licensee may regard the 
network program as inferior to a nonnetwork program available 
for broadcast at that time. And it is applicable even if a national 
spot or local advertiser is willing to buy the nonnetwork program 
and pay the station its full-time rate rather than the 30 percent rate 
the station generally receives for broadcasting the network program. 
While it is true that the station has a limited right of rejection, 
threat of affiliation cancellation by the network for station failure 
to grant sufficient clearance in option time periods will insure against 
rejection becoming too frequent an occurrence. Nor is threat of 
cancellation a dim possibility. On the contrary, evidence before the 
committee shows that CBS and NBC each has canceled an affiliation 
because of insufficient clearance of network programs during the 
option time period.” 

What if the network does not offer a sponsored program during 
a segment of the option time period? In that case the station can, 
of course, sell the time to a national, regional or local advertiser. 
The difficulty, though, is that that advertiser can be ousted from the 
air on 56 days notice once the network desires the time for one of its 
commercial programs. Nonnetwork advertisers therefore hesitate to 
sponsor programs subject to network preemption, since the advertising 
value of a television program depends largely on its continuation for a 
sufficient period so that a regular audience can be built up familiar 
with the program and the time of broadcast. This means that the 
affiliated station is hampered in developing local programing for the 
more popular time periods when the audience is largest and is forced 
as a result to become increasingly dependent on the network as a 
program source. 

The network, on the other hand, through its control of station time 
can give an advertiser virtual assurance that his program, if carried in 
the option time period, will displace a nonnetwork program broadcast 
by an affiliated station and that it will continue to be broadcast by 
that station so long as it is on the network. The network can also 
give assurance that the program will not be displaced by the program 
of another network by virtue of the provision in the Commission’s 
rule preventing exercise of a network option to oust the program of 
another network. That provision quite properly was adopted so that 
one network should not restrain the competition of another network. 
Yet the rule permits the option-time device to be utilized by the net- 
work to restrain competition of affiliated stations seeking to sell time 
to nonnetwork advertisers. It permits the network to restrain the 
competition of independent TV producing organizations. And it 

5 See hearings 3, pp. 5054-5057; 4, pp. 6106-6109. 
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places national spot and local advertisers at a distinct competitive 
disadvantage with those willing to buy network time. In sum, the 
rule has the effect of discriminating in favor of networks and network 
advertisers as against affiliated stations and nonnetwork advertisers. 

There is little question that some national advertisers would prefer 
to sponsor a film program to be broadcast by affiliated stations in 
selected markets during prime evening hours rather than to sponsor 
a network show because of the network must-buy requirement, if for 
no other reason. Assuming an advertiser were able to contract di- 
rectly with an affiliate for prime evening time, not only could he reach 
those markets he is especially anxious to cover, he could avoid having 
to pay for the stations covering markets in which he has no interest. 
However, by virtue of the option time provision, that advertiser has 
little choice but to buy national network time or else be satisfied either 
with local spot announcements during station breaks or station time 
with less desirable hours. Local merchants wanting to use local sta- 
tion facilities to advertise their goods and services similarly are rele- 
gated to spot announcement or broadcasting hours not in prime view- 
ing periods. 

Another possible effect of time options is to restrict competitive 
opportunity of independent companies producing and syndicating 
television film programs. These programs compete with, and in 
many cases are at least of equal quality to, film programs broadcast 
by the network organization. As a matter of fact a number of net- 
work shows are produced by the same companies that syndicate film 
to stations for national spot or local sponsorship. Nevertheless, 
through exercise of time options the network is able to bar rival film 
Some from access to station outlets during the most preferred 

ours of the broadcasting day and thus to shield its own programs 
from the full rigors of competition. The principal result is to deprive 
the public of the opportunity to have supplied to it the widest shates 
of television programs that are and could be available and to make 
the public largely dependent, during prime viewing hours at least, on 
what the networks choose to offer. 

Network ownership of stations is limited in order to insure to the 
public the benefits flowing from diversification of television program- 
ing and to forestall concentration of program control in the hands of a 
few groups. This purpose may be largely defeated by permitting the 
networks, through exercise of options, to concentrate among them- 
selves in large measure control of what the American public will see 
and hear during a significant part of the broadcast day. 

Moreover, there appears to be marked similarity between time 
optioning and block-booking in the motion picture industry which 
the Supreme Court struck down in United States v. Paramount 
Pictures, Inc. (334 US 131 (1948)), as contrary to the antitrust laws.” 
As has been pointed out time optioning: 


is an even more virulent practice than block-booking for not 
only does it commit the station in advance to take a whole 
block of programing, but it is a combination or arrangement 
% The Supreme Court (334 U. 8. 156) described block-booking as ‘‘the practice of licensing, or offering 
for licensing one feature or group of features on condition that the exhibitor will also license another feature 


or group of features released by the distributors during a given period. The films are licensed in blocks 
before they are actually produced.”’ 
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between the networks and their affiliates to oust the programs 
of important competitors in order to honor the option.*’ 


It will be noted that the Commission on May 2, 1941, found after 
a 3-year study, that the time option provision so restricted the station 
licensee’s freedom as to require its abolition. ‘The Commission pointed 
out that: 


A station licensee must retain sufficient freedom of action 
to supply the program and advertising needs of the local com- 
munity. Local program service is a vital part of community 
life. A station should be ready, able, and willing to serve the 
needs of the local community by broadcasting such out- 
standing local events as community concerts, civic meetings, 
local sports events, and other programs of local consumer 
and social interest.™ 


The Commission then made the following finding: 


We conclude that national network time options have re- 
stricted the freedom of station licensees and hampered their 
efforts to broadcast local commercial programs, the pro- 
grams of other national networks, and national spot trans- 
scriptions. We believe that these considerations far out- 
weigh any supposed advantages from stability of network 
operations under time options. We find that the optioning 
of time by licensee stations has operated against the public 
interest.” 


Simultaneously it proposed a new regulation banning outright any 
option time arrangement between station and network. That regu- 
lation provided that: 


No license shall be granted to a standard broadcast sta- 
tion having any contract, arrangement, or understanding, 
express or implied, with a network organization which pre- 
vents or hinders the station from scheduling programs before 
the network finally agrees to utilize the time during which 
such programs are scheduled, or which requires the station 
to clear time already scheduled when the network organiza- 
tion seeks to utilize the time.* 


CBS and NBC filed vigorous protests against this proposal, as a 
result of which the Commission, on October 11, 1941, after rehearing, 


8 Memorandum on Television Network Regulation and the UHF Prublem, prepared by special counsel, 
Senate Committee on Interstate and Foreign Commerce, 84th Cong., Ist sess., p. 33. 

The antitrust suits filed by the Department of Justice in 1941 against CBS and NBC alleged that the 

option time clauses then in effect, among other things, suppressed competition between the network and its 
affiliated stations in securing commercial radio advertisers; prevented affiliated stations from entering into 
commitments with local radio sponsors or advertisers for the more desirable hours for periods longer than 
28 days; and suppressed competition between the networks and electrical transcription manufacturers in 
securing commercial radio advertisers for stations affiliated with the network. See hearings 1, pp. 3399, 
3429, 
%® FCC Report on Chain Broadcasting, May 1941 (docket No. 5060), (Hearings 1, p. 3601). CBS recognizes 
the underlying principle embodied in the Communications Act which places on the station licensee himself 
the responsibility for program determination. It advances this principle in arguing against proposals: (1) 
to forbid a VHF station in markets which have a lesser number of VHF stations than there are networks 
from carrying more than a specified percentage of programs from a particular network; and (2) te prohibit 
stations from devoting more than three-fourths of their time between 7:30 and 10:30 p. m. to network pro- 
grams. (See hearings 3, pp. 5091-5092, 5242-5243.) CBS apparently would have the same principle ignored 
when applied to tire options. Thus its position seems to come down to this: When a restriction upon the 
licensee’s freedom of choice has the effect of giving one network a competitive advantage uver another 
it must be deplored; when the restriction has the effect of giving a network a competitive ad vantage over 
competing nonnetwork organizations, it must be regarded as necessary. 

60 1Td., p. 3601. 

$ 1Id., p. 3628. 
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proposed an amended rule limiting time options to 3 hours within 
each segment of the broadcast day. The Commission stated in its 
opinion on rehearing that it was— 


not convinced by the contention of NBC and CBS that the 
optioning of time by networks is indispensable to network 
operations, partic ularly since the chain broadcasting regu- 
lations, neither in their original form nor as herein amended, 
place any restrictions on the bona fide purchase of station 
time by networks. 


It added that “networks have heretofore successfully operated without 


nian time.’”’ Limited time options were permitted on the basis 
that— 


some optioning of time by networks in order to clear the 
same period of time over a number of stations for network 
programs will operate as a business convenience. ™ 


The proposed amendment also met with strenuous objection by 
CBS and NBC. They argued that the effect in particular of the 
provision prohibiting a time option from being exclusive as against 
another network organization would be destructive of network broad- 
casting on the ground it would make virtually impossible time clear- 
ance for national network programs. 

The rule, it may be added, did become effective after the Supreme 
Court decision in the National Broadcasting case and in spite of dire 
predictions to the contrary, the networks not only survived, but pros- 
pered to an even greater degr ee. 

Similar predictions are now made by the television netw orks with 
respect to proposals to eliminate or curtail option time. hey argue, 
for instance, that without option time or its equivalent, networks 
would be faced with a real threat of destruction arising from inability 
to assure advertisers of national coverage on the basis of a single order. 
But in light of past developments these predictions must be viewed 
with some doubt. More important, if network survival depends upon 
curtailment of competition—if networks must perforce be insulated 
from normal market rivalry—that is clear admission that competition 
in television broadcasting cannot be an adequate regulator. In those 
circumstances comprehensive utility-type regulation ‘equivalent to that 
governing railroads, airlines, and telephone and telegraph systems 
would be necessary in order to safeguard the public interest. The 
committee does not believe that such legislative action is called for at 
this time. We think the preferable alternative by far under existing 
conditions is to utilize legislation already at hand, to remove artificial 
restrictions and give the forces of competition a chance to work. 

Nor are we pessimistic enough to believe that network operations 
would be crippled should normal competition be injected into the 
industry. Network organizations take great pride—and with justifi- 
cation—in the quality of the programing they bring to the American 
audience. In like vein, a large number of stations have testified to 
the superiority of network programs. In this context it is difficult 
to understand the apprehension expressed by the networks about their 
ability to secure station clearance for their programs in the absence 
of option time. Indeed, the networks have indicated that ordinarily 


62 Td. p. 3687. 
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network compulsion through exercise of option time plays no part in 
station selection of network programs. CBS for one has stated that 

“acceptance by stations of network programs has been based on the 
cooperation which is inherent in the basic partnership relation which 
exists between the network and its affiliates.” ® One can only deduce 
from this statement that the network in reality does not need option 
time at all to secure ample station clearance. 

In any event, it must be recognized that absence of time options 
would in no wise prevent a network from contracting in advance with 
a station for clearance of any program for the entire period that that 
program is to be broadcast by the network. There would be just one 
significant difference: the station could exercise freedom of choice in 
taking or in not taking the particular program in the first place. In 
sum, each program would be sold on its merits and not on the basis 
of compulsion, express or implied. True, a network might encounter 
some difficulty in obtaining clearance for inferior programing. That, 
however, is a natural consequence of the market struggle, a struggle 
based on the concept that the stimulus of competition will bring to the 
American consumer the best goods and services at the lowest possible 
price. On that concept free enterprise is based; it is on that concept 
that television broadcasting should be based. We cannot have laws 
binding one set of interests and not another. Equality before the law 
is still the keystone of our jurisprudence. 

Against this background, the committee concludes that it is neces- 
sary for the Commission to consider amending the option-time rule. 
In such consideration, particular weight must be given to the anti- 
trust principles discussed above, together with the networks’ conten- 
tion that option time is indispensable to their operations. Because 
of the importance of this matter from an antitrust standpoint, the 
committee will maintain a continuing interest with respect to the 
Commission’s actions in this area.* 


THE FIRST CALL RULE 


The chain broadcasting regulation which prohibits territorial ex- 
clusivity of network programs 85 expressly permits an affiliated station 
to be given first call in its community upon the programs of the 
network opsihinatini. This means that the affiliated station has 
a right of first refusal of the programs of its network. If the affiliate 
refuses the program the network can then make it available to other 
local stations. 

Little doubt exists that the first call privilege is abused when an 
affiliated station does not carry the program at the time of its net- 
work broadcast but exercises what amounts to a right of preemption 
by broadcasting a kinescope recording of the program at some later 
time. To give an example: the netw ork may broadcast the program 
during prime evening hours when viewing audiences are at a maximum. 
The affiliate, however, may prefer to fill those hours with a program 
of another network, and make its delayed broadcast of the first 
program at a time when very few persons are watching television. 

This practice contravenes the clear purpose of the rule against 
territorial exclusivity in a number of important respects. It enables 


8 Id. 3, p. 5207. 


6 See additional views of Messrs. Keating, McCulloch, and Miller pertaining to option time. infra, p. 147. 
6 Discussed at p. 74, supra. 
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the network affiliate to corner desirable network programs at the 
expense of other local stations. It increases the competitive ad- 
vantage of the affiliate over such other local stations. Further it aggra- 
vates the survival problem of UHF stations attempting to compete 
in intermixed areas by artifically restricting their potential program 
sources. Finally, by preventing local broadcast of the program 
during normal viewing hours, it deprives the local public of desir esirable 
network programs. 

The committee believes that the Federal Communications Com- 
mission should consider amending its chain broadcasting regulations 
to limit the conditions under which the first call privilege may be 
used to delay the broadcast of network television programs. Among 
the factors relevant to such limitation are: (1) the nature of the 
program substituted for the delayed program, whether local or net- 
work; (2) the relative desirability of the time period in which the 
deferred program was originally scheduled and the time period in 
which it is later broadcast; and (3) the length of the delay. 

Related to this problem is the question whether, when an affiliated 
station rejects a network program entirely, the incentive of the net- 
work to find another local outlet provides adequate opportunity for 
broadcast of the rejected program by some other station. ‘There is 
evidence before the committee that in such cases the network does 
make the program available to other stations.” On the other hand, 
there is also evidence of network objection to the use of network- 
owned programs in “building up” competition to network-owned 
stations. If this objection reflects network practice the access of 
network advertisers to local markets and the access of local viewing 
audiences and stations to network programs is being unduly restricted. 
The Commission, therefore, should also consider amending its rules to 
require a network, when its program is not broadcast by the local 
affiliate, to give appropriate notice of program availability so that 
other local stations may have opportunity to carry the program. 


% See ch. I, supra 
@ See, e. g., hearings 4, p. 5682. 
Pp. 53, supra. 











CHAPTER V 


THE ANTITRUST LAWS AND FEDERAL COMMUNICA- 
TIONS COMMISSION REGULATION 


Congress, as was indicated in the introductory section of this report, 
made the antitrust laws expressly applicable to broadcasting.’ It 
provided for revocation of the license of any broadcaster found guilty 
of violating those laws ? and for denial of a license to any person whose 
license has been so revoked.’ It clearly evidenced its intent that the 
broadcasting field be one of free competition.‘ 

Both the legislative history and the provisions of the Communica- 
tions Act make clear that Congress conceived the preservation of 
competition in broadcasting and the protection of the public interest 
as against private interests to be among the Federal Communications 
Commission’s major functions.’ The Commission has the responsi- 
bility of conforming “‘its regulatory activities with the letter and spirit 
of the antitrust laws.’’ ° 

Essential to the accomplishments of this objective is the main- 
tenance of effective liaison between the Commission and the Antitrust 
Division of the Department of Justice. The specialized experience 
of those charged with antitrust enforcement must be made available 
to the Commission with respect to antitrust problems that arise in 
connection with regulatory activity. Failure of such liaison may 
result in inadequate administrative consideration of antitrust prin- 
ciples. It has resulted in conflicting action by branches of the same 
Federal Government. 

The ABC-Paramount merger of 1951-53 and the NBC-Westing- 
house exchange of 1955 are examples of transactions approved by the 
Commission which involved serious antitrust implications. This com- 
mittee has accordingly examined the administrative handling of these 
cases with a view to determining (1) in what manner the Commission 
performed its function of preserving competition and protecting the 
public interest and (2) whether the liaison between the Commission 
and the Antitrust Division of the Department of Justice has been 
effective. 

THE ABC-PARAMOUNT MERGER 


It will be recalled that the American Broadcasting Co. came into 
existence in 1943 as a result of the Federal Communications Commis- 
sion’s report on chain broadcasting in which the Commission found 
that ownership by NBC of two radio networks (the Red and the Blue) 
adversely affected competition in the broadcasting industry. After 
publication of that report and the Commission’s chain broadcasting 

147 U. 8. C., sec. 313 (1952). 

2 Ibid. 
3Jd., sec. 311. 
4 See, e. g., 47 U. S.°C., sec. 314 (1952); Federal Communications Commission v. Pottsville Broadcasting 


Company, 309 U. 8. 134, 1387 (1940); Federal Communications Commission v. Sanders Bros. Radio Station, 
309 U. 8. 470, 474 (1940). 


5 See hearings 1, p. 3301. 
¢Id., at p. 3114. 


95 








06 THE TELEVISION INDUSTRY 


regulations, NBC’s Blue Network was sold to the independently 
owned American Broadcasting Co. 

United Paramount Theatres, Inc., was organized in 1949 as a result 
of a Federal antitrust suit, commenced in 1938, against Paramount 
Pictures, Inc. The consent decree entered in that suit required 
Paramount to divorce its motion-picture production operations from 
its theater ownership operations. United-Paramount took over the 
theater properties of Paramount. 

On May 23, 1951, ABC, seeking additional capital to strengthen its 
position in the broadcast field, entered into a formal agreement of 
merger with United Paramount. 

This merger required the approval of the Federal Communications 
Commission which, on May 27, 1951, designated the matter for hear- 
ing. At that time the Commission raised the following issues, among 
others, for consideration: (1) whether the merger agreement posed any 
conflict with the terms of the Paramount Pictures consent decree; (2) 
whether there had been any violation of the antitrust laws by any 
party to the proposed merger, and (3) whether the proposed merger 
might substantially lessen competition or tend to monopoly in any 
line of commerce in any section of the country. 

Because both parties to the merger agreement had been created to 
remedy restraints of trade and because of the proposed merger’s 
potential bearing on the Paramount consent decree and its potential 
effect under the antitrust laws, the Commission believed that the 
Department of Justice should be concerned with the merger and 
should formally participate in the hearing. On October 10, 1951, 
3 months before the hearing began, the Commission accordingly 
addressed a letter to Attorney General McGrath inviting the Depart- 
ment to participate in the hearing and assist the Commission’s counsel 
with the antitrust aspects of the case.’ 

By letter dated December 29, 1951, Assistant Attorney General 
H. Graham Morison, in charge of the Antitrust Division, replied that 
the Department would not participate in the proceedings, but would 
like to be heard at a later date if antitrust problems should arise at 
the hearings.® 

The hearing before an examiner opened on January 15 and closed on 
August 20, 1952, consuming 93 separate days. No Department of 
Justice representative participated, except as observer. Thereafter 
the record was closed, the hearing examiner rendered an initial 
decision, and the Commission heard oral argument. 

On January 7, 1953, more than 4 months after the hearing had 
closed, when nothing remained except final Commission decision, 
Attorney General McGranery wrote to Mr. Paul A. Walker, Chair- 
man of the Commission, suggesting that consummation of the pro- 
posed merger might substantially lessen competition in both the broad- 
cast and the motion-picture industry.® 

Chairman Walker replied by letter dated January 12, 1953, in 
which he pointed out that the Department of Justice had declined 
an invitation to participate in the hearing, that the record had been 
closed and an initial decision rendered by the examiner, and that the 
Commission could not, in its quasi-judicial capacity, consider matters 
outside the record.” 


71d. at p. 3242. 
8Id. at p. 3244. 
9 Id. at p. 3246. 
10 Td. at pp. 3246-3247. 
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Thereafter, on February 9, 1953, the Commission approved the 
merger by a 5 to 2 vote, basing its approval primarily on the con- 
clusion that the merger would not substantially lessen competition, 
but would, by strengthening the ABC network, enable it to compete 
effectively with NBC and CBS." 

Conclusions 


The committee expresses no opinion concerning the wisdom or lack 
of wisdom of the Commission’s approval of the ABC-Paramount 
merger. The foregoing recital without more, however, indicates that 
the Commission did express recognition of the various antitrust impli- 
cations of the proposed merger. It made them the subject of a public 
hearing and it gave adequate and timely notice and invitation to the 
Justice Department to participate in and assist at such hearing. The 
committee notes, moreover, that the Commission made the antitrust 
status of the parties one of the central points of inquiry. 

Liaison in this case was unsatisfactory because the Department of 
Justice failed either to accept the Commission’s tendered cooperation 
or to move independently to enjoin the merger. After declining the 
Commission’s invitation, it allowed a lengthy hearing to come to a 
conclusion and 4 additional months to pass before making even ex 
parte representations suggesting the illegality of the merger. Under 
Federal Communications Commission rules a Government agency or 
any person may file an amicus brief based upon a record even if the 
party filing such brief did not participate in the hearing. The Depart- 
ment of Justice filed no such brief. What is more, its letter of Janu- 
ary 7, 1953, came too late to be of help to the Commission. The 
committee concludes that the Department of Justice was derelict in 
this case; its conduct fell far short of that required in the administra- 
tion and enforcement of the antitrust laws. 


THE NBC WESTINGHOUSE EXCHANGE 


In 1953, Westinghouse Broadcasting Co., a wholly owned subsidiary 
of Westinghouse Electric Corp., purchased station WPTZ-TV in 
Philadelphia from the Philco Corp. for $8% million—at that time the 
highest priced station sale in history. Of the total purchase price, 
Westinghouse paid Philco $5 million for its NBC television affiliation, 
thus indicating the importance Westinghouse placed on NBC 
affiliation. 

In September 1954, less than 2 years after Westinghouse had paid 
this record price for station WPTZ, NBC sought to acquire the sta- 
tion for itself. Negotiations were initiated by NBC on or about 
September 28, 1954, and were completed on May 16, 1955,” when 
Westinghouse signed an agreement to exchange its radio and television 
stations in Philadelphia (KYW and WPT Z-TV) for the NBC broad- 
casting stations in Cleveland (WTAM, WTAM-FM and WNBK-TV) 
plus a payment of $3 million by NBC. 

The exchange required Federal Communications Commission ap- 
proval which was granted by the Commission, without a hearing, on 
December 21 and made public on December 28, 1955. 


11 Td. at p, 3241. 
12 Td., at p. 3183, 
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At this point the committee turns to a consideration of the nature of 
the information the Commission had before it when it decided to 
approve this transaction without hearing. 


Results of FCC staff investigation 


Before approving the NBC-Westinghouse exchange, the Com- 
mission instructed its staff to investigate and report on the facts and 
circumstances involved in the transaction. The results of this in- 
vestigation, together with the staff recommendations, were submitted 
to Members of the Commission in three memoranda, dated Septem- 
ber 14, September 26, and December 16, 1955, respectively." 

(a) Staff information as to coercion—The staff reported that NBC 
wanted the Westinghouse television station in Philadelphia because 
it wished to increase the income available to it for network operations. 
The acquisition in question would give it profitable wholly owned 
stations in the Nation’s four largest markets: New York, Chicago, 
Los Angeles, and Philadelphia. 

The staff further informed the Commission that NBC’s proposal 
had come as an unwelcome surprise to Westinghouse officials, who re- 
garded Philadelphia as their best television market, and were therefore 
reluctant to sell or exchange their station in that city. The followi ing 
items of information cathered and reported to the Commission by its 

staff indicated that Westinghouse officials resented the NBC proposal 
but felt compelled to accept it: 

(1) Within a day or two after the representatives of NBC and 
Westinghouse met, in September 1955, concerning NBC’s proposal, 
Mr. C. J. Witting, president of Westinghouse, personally called on 
Gen. David Sarnoff, chairman of the board of RCA, the corporate 
parent of NBC, and asked him whether this ‘“muscling job” was 
company policy. 


(2) Westinghouse files disclosed a confidential memorandum from 
Mr. Witting to Mr. E. V. Huggins, chairman of the Westinghouse 
board, which stated in part: 

Additional thoughts: 

(a) A possible affiliation with CBS at Pittsburgh, San 
Francisco, Boston, and ABC at Philadelphia. 

(6) Work up a proposal for CBS. 

(c) Seriously consider the severance of all relations with 
NBC since I doubt whether we can continue to live in mutual 


respect and trust which is necessary for mutual affilia- 
tion * * * 15 


(3) Mr. Joseph Baudino, a vice president of Westinghouse, told 
the investigators of the Commission that NBC had given encourage- 
ment to Westinghouse when the latter purchased WPTZ from Philco, 
and that he felt NBC should not have done that if it intended to 
acquire a station of its own in Philadelphia within a year or two. 

(4) Mr. Baudino also told the Commission’s investigators that 
Westinghouse faced a serious tax problem under NBC’s proposal, 
that he had urged Westinghouse to bargain for a tax-free deal, but 
that Westinghouse was unsuccessful in gaining this point from NBC. 
As a result, according to the staff, Westinghouse faced a problem on 

18 Td. at pp. 3182-3192; 3193-3196; 3197-3201. 
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the amortization of some $2 million which it had already deducted 
for 1953 and 1954, and on the amortization of the $3 million “‘boot”’ 
payment.'® 

(5) Finally, Mr. Baudino told the investigators that while NBC 
made no specific statement that it would withdraw all its affiliations 
with Westinghouse if the latter refused to sell, he felt a “‘veiled threat 
of such action was present in the discussion.” ” 

The Commission was, of course, aware that Westinghouse was 4 
multiple owner of television stations, that some of its stations were 
affiliated with the NBC network, and that these affiliations were very 
valuable to Westinghouse. The staff brought to the Commission’s 
attention that Westinghouse, in resolving the NBC proposal, had to 
consider not only its affiliation at Philadelphia but also the affiliation 
of its very profitable Boston station and of its newly acquired Pitts- 
burgh station for which NBC affiliation was greatly desired. Further- 
more, the staff advised the Commission that NBC had refrained from 
granting affiliation to the Westinghouse Pittsburgh station (KDKA- 
TV) until NBC received a letter from Westinghouse dated November 
15, 1954, assuring NBC that Westinghouse would proceed in good 
faith with negotiations concerning Philadelphia. 

The network affiliation problem facing Westinghouse as it weighed 
the NBC proposal is summarized in the following excerpt trom 
the report of the Commission’s staff, dated September 26, 1955: 


The vital force of a major network affiliation hung con- 
stantly over these negotiations, exerting its own pressure 
without ever expressly coming to the forefront. It was 
obviously in the minds of the Westinghouse representatives 
as they searched for feasible alternatives to acquiescence as to 
Philadelphia. It is inferrable from the whole record that 
Westinghouse might have held fast in Philadelphia even with 
the risks involved had it been able to consider that problem 
alone. But it had to consider its NBC affiliation in its 
very profitable Boston operation and its newly acquired 
KDKA-TV in Pittsburgh for which the affiliation was greatly 
desired. 


Moreover, the staff reported that NBC had convinced Westing- 
house that it (NBC) could acquire another television station in 
Philadelphia, namely, WFIL, owned principally by Mr. Walter 
Annenberg, if Westinghouse did not agree to the NBC proposal. 
Westinghouse concluded that this would spell the end of the NBC 
affiliation for its station WPTZ, and that operation of the station 
without such an affiliation would involve a loss in income and a most 
severe reduction in the value of the entire facilities. 

The Commission staff investigators reported that ‘‘this lever rested 
on a tenuous foundation,’ stating that while General Sarnoff had 
advised them that Mr. Annenberg had offered NBC the opportunity 
to purchase WF IL, Mr. Annenberg had told them that his discussions 
with General Sarnoff concerned only WFIL’s potential affiliation with 
the NBC network and that he had never had any intention of selling 

16Td., at p. 3192. 
7 Id. at p. 3121. 
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WFIL-TV. The staff investigators further reported to the Com- 
mission that Mr. Annenberg stated that if representations were made 
by NBC to Westinghouse or anyone else to the effect that NBC could 
have purchased WFIL-TV, they were not accurate. According to 
the staff, Mr. Annenberg indicated that he had talked generally with 
a person associated with Radio Corporation of America ” about ex- 
changing WFIL-—TYV for 400,000 or 500,000 shares of RCA stock which 
would make Mr. Annenberg the largest single stockholder in RCA and 
a real influence in the operation of the NBC network. However, ac- 
cording to the staff, there was no indication that any responsible per- 
son in RCA or NBC ever understood this, or that there was any 
possibility of the parties getting together on any such basis.”! 

(2) Staff information as to concentration of control and overlap 
of coverage.—In addition to the question of whether NBC forced 
Westinghouse into the Philadelphia-Cleveland exchange, the Com- 
mission faced another serious problem—that of concentration of 
control and overlap. At the time NBC acquired WPTZ-TV in 
Philadelphia, it already owned VHF stations in New York City and 
Washington, D. C., and had applications pending before the Com- 
mission for UHF stations in Buffalo, N. Y., and New Britain, Conn. 
Thus, NBC envisaged owning stations in the eastern part of the 
United States, in Buffalo, New Britain, New York City, Philadelphia, 
and Washington. This meant that if the Commission granted the 
NBC applications pending before it, NBC would have a substantial 
concentration of wholly owned stations in the middle Atlantic area. 
The problem that faced the Commission was whether such a concen- 
tration of stations would violate section 3.636, the Commission’s 
multiple-ownership rule, which provides in relevant part that: 


(a) No license for a television broadcast station shall be 
granted to any party * * * if: 


(1) such party owns * * * another television station 
which serves substantially the same area; or 

(2) * * * if the grant of such license would result in 
a concentration of control of television broadcasting, in 
a manner inconsistent with public interest, convenience, 
or necessity. In determining whether there is such a 
concentration of control, consideration will be given to 
the facts of each case with particular reference to such 
factors as the size, extent, and location of area served, 
the number of people served and the extent of other 
competitive service to the areas in question * * *, 


In this setting the Commission had to determine whether the cover 
age of any 2 NBC stations overlapped to such an extent that there 
would be 2 NBC stations serving “substantially the same area” in 
violation of section 3.636 (a) (1); or whether the granting of a license 
to NBC for a station in Philadelphia, in the light of the other stations 
NBC either owned or planned to own in the eastern sector of the 
United States, would result in a “concentration of control of televi- 
sion broadcasting in a manner inconsistent with public interest, or 
necessity” in violation of section 3.636 (a) (2). A brief general de- 

® See footnote 4 of Federal Communications Commission interoffice memorandum, dated September 14, 


1955, appearing at hearings 1, p. 3187. 
1 Hearings 1, p. 3194. 











THE TELEVISION INDUSTRY 101 
scription of the problem of concentration of control and overlap that 
faced the Commission is set forth in the staff memorandum dated 
September 26, 1955. Paragraph 12 of that memorandum stated :” 


* * * The class B coverage areas of the group of NBC- 
owned stations which would result from giving effect to the 
New Britain and Philadelphia assignments would stretch 
almost solidly from Connecticut to Virginia, with substantial 
overlaps occurring between New York and New Britain on 
the one side (682,600) and New York and Philadelphia on 
the other (1,555,000). In this regard NBC sales maps, 
picked up in the course of the inquiry, further emphasize this 
concentration. Besides showing aggregate national cover- 
age of approximately 42 million, they claim coverage in the 
middle Atlantic area alone of more than 26 million * * * * 


The staff advised the Commission that the problem of concentra- 
tion of control and overlap, when considered in conjunction with the 
question of NBC’s pressure on Westinghouse, was extremely serious. 
Thus paragraph 13 of the staff memorandum dated September 26, 1955, 
stated: *4 


No other geographical concentration of the degree posed 
by the NBC New Britain and Philadelphia acquisitions exists 
anywhere; hence, the problem heretofore raised is heightened 
by the twin effects of the way in which this transaction was 
brought about and the major portions of the concentrations 
resulting therefrom * * * 


The same staff memorandum also pointed out that when the prob- 
lem of NBC pressure in the Philadelphia case was considered ‘‘in 
relation to the aggregation of NBC stations envisaged by this proposal, 
the Philadelphia acquisition is perceived to occupy a threshold or 
focal point of area concentration. If any area of concentration, short 
of duopoly, is to present a problem for the Commission, this would 
seem to be it.” ** The memorandum further advised the Commission 
that “if a grant without hearings should be made here and no protest 
filed, it would be difficult, if not impossible, later to redress any 
undesired condition.’ *' 

A staff memorandum dated December 16, 1955, sent by the Chief of 
the Broadcast Bureau to the Commission again warned that the NBC 
acquisition of broadcast property in New Britain, Buffalo, and 
Philadelphia, would pose a serious problem. Paragraph 23 of that 
memorandum stated: ” 


* * * Tt was and still remains the position of the Chief, 
Broadcast Bureau, that the Philadelphia acquisition cannot 
be considered except in relation to attempts by NBC to make 


22 Id. at p. 3195. 


2 The following should be pointed ovt with respect to the paragraph quoted above: (1) “Class B coverage 
area’’ isa technical term. It refers to the geographical area covered by a television signal of a certain inten 
sit Speci* cally, a class B area is an area within which 50 to 70 percent of the possible receiver locations 


will get a picture of standard quality. 70 to 90 percent of the possible receiver locations will cet a picture 
of standard quality in a class A area, and 90 to 100 percent of the possible receiver locations will get a picture 
of standard quality in what is called a principal city area. (2) The statistics used refer to population. (3) 
The national coverage of 42 million claimed by NBC refers to the population covered by its owned stations. 
It does not refer to the coverage of affiliated stations. 

*4 Hearings, 1, p. 3196. 

% Ibid. 

% Ibid 

37 Hearings 1, p. 3201. 
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additional acquisitions of broadcast property in New 
Britain and Buffalo. So considered, the aggregation of sta- 
tions contemplated by the New Britain, Buffalo, and Phila- 
delphia applications, presents a serious problem of area 
concentration. 


(3) Summary of FCC staff reports —In summary, the Commission 
was advised by its staff with respect to the NBC-W estinghouse 
transaction as follows: 

(1) That Westinghouse did not want or seek the exchange with 
NBC; 

(2) That there were indications that Westinghouse officials 
believed the NBC proposal was made in bad faith; 

(3) That Westinghouse risked the loss of three valuable net- 
work affiliations if it did not agree to the NBC proposal; 

(4) That NBC had convinced W estinghouse that it (NBC) 
could have purchased another television station in Philadelphia if 
Westinghouse refused the NBC proposal, whereas the ostensible 
prospective vendor denied this; 

(5) That the NBC proposal would result in an undesirable tax 
situation for Westinghouse; 

(6) That the acquisition of the Philadelphia station by NBC 
involved a serious problem of concentration of control and 
overlap: 

(7) That if a grant without a hearing was made in this case, it 
would be difficult, if not impossible, later to redress any undesired 
conditions.” 





Commission response to vis staff's reports 


Confronted with the foregoing reports and comments, the Federal 
Communications Commission had two statutory alternativ es. On 
the one hand, if it found that the public interest, convenience and 
necessity would nevertheless be served by granting the applications, 
it would be required to approve them.” If on the other hand it should 
be unable to make such finding it would have to notify the parties of 
the grounds and reasons for such inability and give the applicants 
an opportunity to reply via the so-called 309 (b) procedure.” 

It seems noteworthy that 3 of the 7 members of the Commission, 
Messrs. Doerfer, Hyde, and Lee, voted to approve the applications out 
of hand ® which would have signified a finding that the proposed 
exchange was in the public interest despite the matters summarized 
above. The Commission majority, however, was unwilling to sub- 
scribe to such a finding and accordingly the Commission sent the 
parties so-called 309 (b) letters. 

On receipt of the response from NBC and Westinghouse, the Com- 
mission’s alternatives were to approve the applications if now able to 
make the necessary finding as to public interest, or to designate the 
matter for a formal hearing if still dissatisfied.* Before this com- 
mittee Commission Chairman McConnaughey testified concerning 
the Commission’s reasons for taking the former course and approving 
the applications without a hearing. He stated that the NBC and 
Westinghouse replies failed to indicate that any ‘unusual duress’’ 





28 See hearings 1, pp. 3128, a 3130. 
#47 U.S.C. | $e0. 309 (a) (1952 

30 Td., sec. 309 (b). 

3} Hearings 1, p. 3234. 

#247 U.S. C., sec. 309 (a) (1952). 
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had been exerted by NBC against Westinghouse,®* pointing out that 
the Westinghouse reply, over the signature of the chairman of its 
board of directors, indicated that the board has approved the transac- 
tion after deciding that there was no force or duress on the part of 
NBC. Mr. McConnaughey said that this statement by the chairman 
of the Westinghouse board to the effect that there was no duress— 
that there was free interplay of contractual relations between the 
parties—had been enough to satisfy the Commission.** He further 
testified that after receipt of the replies to the 309 (b) letters, the 
staff expressed the view in Commission meetings that the Commission 
could not prove the charges of duress against NBC.* 

The Commission’s staff advised that although a hearing might not 
be necessary on the problem of duress, there should be one on the 
questions of concentration of control and overlap.** The Commission, 
however, disagreed, taking the position that a hearing on that issue 
would produce no substantial additional evidence. 


Failure to consider the antitrust history of the parties and their affiliates 


The Commission has long recognized that no independent appraisal 
of applicants for broadcast licenses can be made, in terms of the 
public interest standard laid down in the Communications Act,” 
without an examination of their basic character qualifications. In 
a statement of policy adopted on March 28, 1951, the Commission 
made violations of Federal law other than the Communications Act 
specifically relevant, and emphasized the importance of antitrust 
violations in light of the Commission’s major function of preserving 
competition. 

Although the Commission later modified this policy by stating that 
“in general’ it would not go back more than 3 years to consider 
noncommunications antitrust history of existing licensees, the Com- 
mission has not uniformly applied the 3-year limitation. In Westing- 
house Radio Stations, Inc. (10 Pike & Fischer, Radio Regulation 878 
(June 1955)), for example, the Commission’s opinion did not specifi- 
cally mention the 3-year rule formulated in 1952, but did give sub- 
stantial consideration to the antitrust histories of the applicant’s 
parent corporation and of several other subsidiaries of that parent 
although some of the violations considered did not directly involve 
radio communications and many of the cases discussed arose more 
than 3 years before the applications were filed. 

In these circumstances the antitrust histories of the parties to the 
NBC-Westinghouse exchange and of their parent corporations are 
most relevant. These are set forth in the following list supplied by 


3% Hearings 1, p. 3122. 

4 Id. at p. 3124 

35 Id. at p. 3123. 

% Td. at pp. 3196 and 3201. 

37 47 U. 8. C., sec. 309 (1952). 

% Hearings, 1, p. 3298. 

38 Paramount Pictures, Inc., e al.,8 Pike & Fischer, Radio Regulation 135 (August 1952). 
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the Antitrust Division of the Department of Justice in response to 
a committee request: 


Antitrust cases in which National Broadcasting Co., Radio Corporation of America, 
and Westinghouse are defendants 











Filed— Case No. BB No.! 
National Broadcasting Co.: United States ». Radio | Dec. 31,1941 | Civil 3763............ 676 
Corporation of America. 
Radio Corporation of America: 
United States ». Radio Corporation of America_-- .-do- all SOE ME oni onc ace 676 
United States ». Radio Corporation of America..._| May 13, 1930 | Equity 793_....._- ea 371 
United States ». Radio Corporation of America__._| Nov. 19, 1954 | Civil 97-38..........-- 1210 
Radio Corporation of America Communication, Ine.: | May 13,1930 | Equity 793........._- 371 
United States ». Radio Corporation of America. 
Radio Corporation of America Photophone, Ine.: |_.--- Mei ceee ane Equity 706............ 371 
United States ». Radio Corporation of America. 
Radio Corporation of America Radiotron Co., Ine.: |_---- ee) Ee 371 
United States ». Radio Corporation of America. 
Radio Corporation of America Victor C _Ine.: United |__--- ee tty FEB osc itie nnn 371 
States 0. Radio Corporation of America. 
Westinghouse Broadcasting Co.: United States o. | June 27,1956 | Criminal] 18872_...___- 1288 
Philadelphia Radio & Television Broadcasters As- 
sociation, et al. 
Westinghouse Electric & Manufacturing Co.: 
United States v. Radio Corporation of America_...| May 13,1930 | Equity 793_........__- 371 
United States v. General Electric Company ---___- -| Jan. 27,1941 | Civil 1364. _........... 575 
Unite’ States v. General Electric Company_.----- Dee. 9, 1942 | Civil 2590...........-- 747 
United States v. Line Material Company~--_--.----}| Nov. 14, 1944 | Civil 1696__..-......-- 809 
United States v. General Electric Company ..--| Mar. 20, 1924 | Equity 1051_.........- 281 
United States ». Westinghouse Electric Mfg. Com- | Apr. 12,1945 | Civil 5152.....-....-.- 818 
pany. 
Westinghouse Electric Corp.: 
United States o. Electrical Apparatus Export As- | Oct. 9, 1945 | Civil 33-275_..-...---- 834 
sociation. 
United States o. General Electric Company__-_--.--- Nov. 12, 1948 | Criminal 19603. .-...--- 959 
United States 0. General Electric Company et al __|.....do _.__---] Civil 26012....-.....-- 960 
United States v. General Electric Company et al Jan. 13,1948 | Civil 7899M........--- 916 
United States v. General Electric Company et al Jan. 12,1948 | Criminal 19772. .....-- 915 
United States » General Electric X-Ray Corpora- | Aug. 31, 1949 | Criminal 20871-__--.-.--- 989 
tion. 
Westinghonse Electric International Co.: 
United States ». Radio Corporation of America....| May 13,1930 | Equity 793..-.......-- 371 
United States 0. Westinghouse Electric Mfg. Com- | Apr. 12,1945 | Civil 5152_...........- 818 
pany. 
United States v. Electrical Apparatus Export As- | Oct. 9, 1945 | Civil 33-275..........- 834 
sociation { 
Westinghouse Electric Supply Co.: 
United States v. Westinghonse Electric Supply Co | Mar. 21, 1941 | Criminal 14843_....--- 597 
United States v. Cadillac Electric Supply Com- | Dec. 22,1939 | Criminal 25579_.--..-- 475 
pany. 
United States ». Minneapolis Electrical Contrac- | Mar. 8, 1951 | Criminal 8161...------ 1068 
tors Association. 
United States e. Minneapolis Electrical Contrac- | Apr. 30,1951 | Civil 3715.._...-...--- 1077 
tors Association. 
United States v. Northeast Texas Chapter, N. E. | Feb. 28,1948 | Criminal 11952. ...-..-.- 919 
C. A., et al 
Westinghouse Lamp Co.: 
United States ». General Electric Company__------- Mar. 3,1911 | Equity §120.....-..-- 82 
United States 2. General Electric Company-__---.-- Mar. 20, 1924 | Equity 1051_-.-.-.--- a 281 
Westinghouse Air Brake Corp.: 
United States ». Bendix Aviation Corp., et al__- Dec. 9, 1947 | Civil 44-284........-- 910 
United States v. General Railway Signal Co., etal.| Apr. 9, 1952 | Civil 5237..........-- 1125 








| ' 


1 BB refers to the Federal Antitrust Laws with Summary of Cases, Commerce Clearing House, Inc., 
1952, known as the Blue Book. 


Beyond the antitrust history of each of the parties to this trans- 
action, it is particularly noteworthy that at the time of Commission 
consideration of the proposed exchange, there was pending an anti- 
trust suit brought by the Department of Justice against NBC’s 
parent, RCA, for alleged monopolization of trade and commerce 
in radio-television research, patent holding and patent acquisition, 
and the issuance and exchange of radio-television patent licenses. 

In light of this background and of the Commission’s professed 
policy of considering the antitrust histories of license applicants, 
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the committee asked the Chairman of the Commission whether it 
had considered specifically the antitrust suits filed and cases decided 
against the parties to this transaction and against their parent corpora- 
tions. Chairman McConnaughey replied that the Commission had 
not done so. Commission failure even to consider these matters 
remains unexplained. 


Failure of liaison with the Antitrust Division. 


As in the ABC-Paramount merger case, the Federal Communica- 
tions Commission called to the attention of the Antitrust Division 
the antitrust implications of the proposed NBC-Westinghouse ex- 
change. In the latter case, however, the Commission ignored the 
Antitrust Division by issuing its order of approval without notice to, 
or consultation with, the law-enforcement agency. The story in 
brief is this. 

On August 12, 1955, pursuant to Commission instructions, the 
General Counsel of the Commission notified the Antitrust Division 
of the pendency of the proposed exchange and its antitrust implica- 
tions. Thereafter the Commission staff made information and reports 
on the case available to that Division.’ By December 27, 1955, 
Judge Stanley N. Barnes, then in charge of the Antitrust Division, 
concluded that there were serious questions of antitrust violations 
involved. On that day he sent a letter to the Commission by special 
messenger, stating in part: * 


In light of the information now at hand, I have authorized 
a preliminary investigation of this situation by the Antitrust 
Division. ‘There appears to be a serious question as to 
whether or not the proposed transfer is unreasonably re- 
strictive, and thus violative of the Sherman Act. 

Since most of the relevant facts appear to be readily avail- 
able, it is not anticipated that this inquiry will take a con- 
siderable amount of time. The purpose of this letter is to 
advise you as to the present status of this matter. We will 
notify you promptly as to any conclusions we may come to. 


It is clear from this that the Antitrust Division had not been 
informed that the Commission had already voted on December 21 
to approve the transaction. Further it may be noted that on Decem- 
ber 27, when Judge Barnes’ letter to the Commission was delivered, 
the Commission Chairman was out of Washington and accordingly did 
not receive the communication. On December 28, 1955, during his 
absence the Commission’s decision had become public.* It is signifi- 
cant, that although the Commission has power on its own motion to 
revoke any order made by it without a hearing, it failed to exercise 
that authority in this case.“ 

Manifestly, the Department of Justice either had information un- 
known to the Commission, or the two agencies differed as to the legal 
weight and effect of information known to both. In either event, 
the Commission’s failure to consult with the Department before issu- 
ing its order of approval contrasts unfavorably with its action in the 


40 Hearings, 1, p. 3236. 

41 Id. at pp. 3231-32. 

2 Id. at p. 3132. 

43 1d. at pp. 3132-3133 

447 U.S. C., sec. 309 (c) and 403 (1952 
45 See hearings 1, pp. 3149-3150. 


93576—57——_8 
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ABC-Paramount case and has had the unfortunate result of placing 
the two Federal agencies in the position of operating at cross-purposes. 
Subsequent Justice Department action 

Several months after the Commission rendered its decision ap- 
proving the NBC-Westinghouse exchange, the Department of 
Justice initiated grand jury investigation of the transaction. There- 
after, on December 4, 1956, the Attorney General filed a civil antitrust 
action in the United States District Court for the Eastern District 
of Pennsylvania, charging that the Radio Corporation of America 
(RCA) and its subsidiary, NBC, had violated section 1 of the Sherman 
Act. 

The complaint alleged that the defendant corporations unlawfully 
combined and conspired together to obtain VHF television ownership 
for NBC in 5 of the 8 largest markets of the United States by the 
unlawful use of NBC’s power, as a network, to grant or withhold NBC 
network affiliation for the television stations of NBC affiliates. 

It further alleged that this combination or conspiracy was car- 
ried out, in part, by the acquisition in Philadelphia of the television 
and radio stations formerly belonging to the Westinghouse Broad- 
casting Co. According to the complaint, this acquisition was con- 
summated by defendants’ threats that if Westinghouse did not agree 
to it, Westinghouse would lose its NBC affiliation in Boston and 
Philadelphia, would not be granted NBC affiliation in Pittsburgh, 
and would not obtain NBC affiliation for any future television sta- 
tions when acquired. The complaint also stated that the contract of 
May 16, 1955, by which Westinghouse agreed to exchange its Phila- 
delphia stations for NBC’s Cleveland stations and $3 million, was 
itself an unreasonable restraint of trade and therefore violated the 
Sherman Act. 

Moreover, according to the complaint, the illegal activities of NBC 
and RCA have reduced the ability of Westinghouse to compete with 
NBC and other station owners; have eliminated competition among 
independent station representatives for representation of WPTZ (now 
WRCYV); have precluded competition among other Philadelphia 
station owners for NBC network affiliation; and have reduced the 
ability of Westinghouse Electric Corp. (parent of Westinghouse 
Broadcasting Co.) to compete with RCA and others in the sale of 
television and radio transmitters and receivers. 

The complaint requests the court to declare the combination or 
conspiracy between RCA and NBC and the contract between NBC 
and Westinghouse Broadcasting Co. to be unlawful, and to order 
such divestiture of NBC’s assets as it may deem necessary and appro- 
priate. The complaint also seeks relief under section 313 of the 
Communications Act, which, as has been observed, provides that 
in actions brought under the antitrust laws, the court may, as an 
additional form of relief, direct the revocation of station licenses held by 
a party found guilty of antitrust violations. Beyond that, section 311 
of the Communications Act directs the Federal Communications 
Commission to refuse further station licenses to a party whose license 
has been revoked by the court. 


4615 U. 8. C., sec. 1 (1952). The complaint is set forth in volume 1 of the hearings at pp. 3201-3205. 
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Conclusions 


Several aspects of the Federal Communications Commission’s 
procedure in the NBC-Westinghouse case raise serious questions con- 
cerning the manner in which that agency performed its function of 
preserving competition and protecting the public interest in the 
broadcasting industry. 

Although letters to the Commission from NBC and Westinghouse 
negate charges of duress, it must be remembered that reports sub- 
mitted to the Commission by its staff gave rise to a strong inference 
that NBC had used its dominant position in network broadcasting 
as a lever to coerce Westinghouse agreement to the transaction. 
If true, exercise of such coercion, even apart from antitrust considera- 
tions, is in clear derogation of the public interest standards embodied 
in the Communications Act. 

In addition, the staff investigation revealed that NBC had con- 
vinced Westinghouse that NBC was in a position to acquire another 
Philadelphia station if Westinghouse refused to sell or exchange 
WPTZ. Irrespective of whether this representation was true or false, 
it carried a threat that Westinghouse might lose its Philadelphia 
NBC network affiliation if it refused NBC’s proposal. Whether or 
not NBC could purchase WF IL, it was clearly in a position to transfer 
its network relationship to that station. On this point there is no 
conflict in the reports of the Commission’s staff. These reports 
make clear that Mr. Annenberg of station WFIL denied having 
expressed interest in the sale of that station, but they also make 
clear that he asserted that he had expressed interest in acquiring an 
NBC affiliation for it. 

In this context, and in view of the great value of the affiliation, for 
which Westinghouse had itself paid $5 million, Westinghouse might 
realistically have regarded NBC’s mere proposal to purchase WPTZ, 
coupled with the observation that it could buy another Philadelphia 
station if Westinghouse refused to sell, as notice that its days as the 
NBC affiliate in Philadelphia were numbered. 

The committee does not pass upon the evidences of coercion that 
were laid before the Commission by its staff. The committee observes, 
however, that the staff’s reports and the replies of the applicants to 
the Commission’s 309 (b) letters were the entire record before the 
Commission when it decided to forego a hearing. 

In light of all the evidence before the Commission, its failure to order 
a hearing on the issue of coercion simply because the Westinghouse 
applicant formally denied that it had been coerced was improvident, 
to say the least. 

Furthermore, the Commission’s failure to designate the case for 
hearing constituted summary rejection of its staff’s well-founded con- 
cern over the added concentration of television broadcasting facilities 
placed in the hands of NBC by the exchange and over the increased 
overlap of NBC coverage in parts of the eastern section of the United 
States. The committee concludes that such rejection reveals inade- 
quate consideration by the Commission of the competitive principles 
underlving the Communications Act. 

Similar conclusions flow from the admitted failure of the Com- 
mission, in what appears to be an unexplained departure from pub- 
lished Commission policy, specifically to consider the imposing 
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antitrust histories of the applicants and their parent corporations. 
In this connection, also, resolution of the conflict in evidence as to 
whether NBC’s representation to Westinghouse concerning NBC’s 
ability to purchase another Philadelphia station was true or false is 
also relevant as bearing on the basic character qualifications of a 
licensee. 

For the foregoing reasons, the committee concludes that in approv- 
ing the NBC-Westinghouse exchange of 1955 without a hearing, 
without adequate consideration of the specific antitrust histories of 
the applicants and their parent corporations, and without maintaining 
adequate liaison with the Antitrust Division of the Department of 
Justice, the Federal Communications Commission fell short of 
performance fully protecting the public interest. 

By comparison, the Antitrust Division is deserving of commenda- 
tion for its vigilance in continuing the investigation of this transaction, 
particularly in the face of the Commission’s summary approval. 

On the basis of the foregoing, the committee believes it necessary 
that the Federal Communications Commission and the Department 
of Justice take immediate steps to improve liaison in cases falling 
within their concurrent spheres of responsibility. The committee 
also believes it necessary that, in the future, the Federal Communi- 
cations Commission adhere to the policy of critically examining the 
antitrust background of each license applicant. 











CHAPTER VI 


FEDERAL COMMUNICATIONS COMMISSION REGULATION 


OF AT&T INTERCONNECTION CHARGES AND PRIVATE 
RELAY SYSTEMS 


Pursuant to long-standing Federal Communications Commission 
policy prescribing that intercity television transmission shall be 
handled by common carriers,' the great bulk of network broadcasting 
is routed over a nationwide web of coaxial cable and microwave 
relays operated by the American Telephone & Telegraph Co. (AT&T) 
and its affiliates? The small balance comes to the local station 
by direct ‘‘off-the-air’’ pickup or by means of privately owned and 
operated intercity relay systems. Such private relay systems are 
licensed by the Commission pursuant to special rules, where AT&T 
services are not available. 

Witnesses representing television stations located in remote, 
sparsely populated areas, testified that the extension of network 
television to such localities is being frustrated by unduly high AT&T 
transmission charges and by unduly restrictive Federal Communi- 
cations Commission rules governing the construction and use of less 
expensive private intercity relay facilities. 

These rules prescribe that— 


Television intercity relay stations provide a means on an 
interim basis whereby television broadcast licensees may 
provide their own intercity television transmission services 
in connection with the operation of their television broadcast 
stations. The provision for this service is a purely temporary 
measure designed to assist the television industry until such 
time as adequate common carrier facilities are available, and 
broadcasters who venture into the business of relaying television 
programs by means of television intercity relay stations should 
plan to amortize their investments at the earliest possible date. 
{Emphasis supplied.] * 

An application for construction permit for a new television 
intercity relay station or for renewal of license of an existing 
station shall be accompanied by a verified statement con- 
taining the following: 

(1) A full statement as to why the applicant requires 
the facilities including reasons why common-carrier 
facilities cannot be utilized; and, 

(2) A showing that the applicant has, at the earliest 
time reasonably practicable, requested the appropriate 
common carrier or common carriers serving the general 





! See Federal Communications Commission report of February 20, 1948 in docket No. 6651. 

2 This television interconnection system comprises more than 66,000 miles of line, about one-third being 
cable and the balance microwave relay. By 1954 it connected 318, or 80 percent of all television stations. 

3 Federal Communications Commission Rules Governing Television Auxiliary Broadcast Stations, 


sec. 4,631 (ce). These rules were adopted as part of the Commission’s report and order of October 5, 1950, in 
docket No. 9363. 
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area involved to furnish the intercity television trans- 
mission service required by the applicant, including in 
such showing a copy of the request or requests and of 
the reply or replies from such common carriers.* 


Rural station licensees object to the aspect of the Commission’s 
rules that limits operation of private relays to situations in which 
common-carrier service is not obtainable. They claim that when such 
service is available its cost is often prohibitive in terms of the station’s 
limited revenues. They further assert that the Commission’s rules 
place them at the mercy of the telephone company, both with respect 
to the conditions under which private relay facilities may be installed 
and the length of time during which they will be permitted to operate. 
Under present rules, the telephone company has the power to render 
obsolete any private relay facility merely by extending with Com- 
mission approval its own common-carrier facilities into the area 
served by the private facility. 

These rural station licensees favor adoption of a rule permitting 
ermanent use of private facilities whenever such facilities are justified 
y the excessive cost of common-carrier transmission services. 

It may be noted that all facets of this problem—the policy requiring 
common-carrier transmission, the common-carrier rates charged 
therefor, and the conditions under which private facilities may be 
used—fall within the regulatory competence of the Commission. 

To illustrate the impact of this problem upon isolated television 
stations, the experience of station WEAU-TV, Eau Claire, Wis., as 
related at the hearings by Mr. Walter C. Bridges, president of its 
licensee, may be summarized: ° 

Kau Claire has a population of 36,000 and WEAU is its only station, 
broadcasting over channel 13. The community is not served by the 
AT&T transmission system, the nearest station so served being 
KROC-TV, an NBC affiliate at Rochester, Minn., 75 miles distant. 
With permission of KROC-TV and NBC, and pursuant to Federal 
Communications Commission license, WEAU, since January 1954, 
has picked KROC broadcasts off the air by means of a privately 
constructed and operated relay station (KSG—47), located 20 miles 
from Eau Claire, and has rebroadcast them in that community.® Mr. 
Bridges stated that the service afforded by this relay station has 
proved wholly satisfactory from a technical standpoint and has enabled 
WEAU to meet its critical need for live network programs. 

Mr. Bridges stressed the fact that under Commission rules WEAU’s 
eligibility to operate its relay station is wholly dependent on ainivail- 
ability of common carrier services at Eau Claire, irrespective of such 
other factors as the pressing need for or existence of private facilities. 
He noted that should AT&T now elect to provide service to Eau 
Claire, WEAU’s auxiliary station would be obsolete and its cost 
unrecoverable.’ 

The testimony of this witness reveals a striking disparity between 
the construction and operating costs of WEAU’s auxiliary station 
on the one hand, and AT&T transmission charges on the other: 
KSG-~47 cost $12,500 to build and $150 per month to operate and 

(Id., see, 4.632 (b). 
’ Mr Bridges’ testimony appears at pp. 4432 to 4442 of volume 2 of the hearings. 
* WEAU also maintains a secondary affiliation with ABC for delayed broadcasts by kinescope 


7 The witness testified that the Commission follows the practice of allowing 2 years for amortization of 
private relay systems before requiring their abandonment. 
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maintain; by contrast, conventional common carrier charges indicated 
in 1953 were $4 ,109 per month, and in 1956, $3,805 per month. In 
short, WEAU was able to construct its own ‘facility at a cost of less 
than 4 months’ common carrier rental charges. Such rental charges 
for a single month would suffice to operate the private facility for 
2 years. In the 33-month period in which the relay station had been 
in operation, AT&T costs would have been 8 times its total cost 
and 25 times its operating cost to WEAU. Further, for the estimated 
7 years of the facility’s unexpired useful life, carrier charges would 
amount to almost 13 times the total amount spent by WEAU both in 
constructing the auxiliary station and in operating it over its entire life. 

Mr. Bridges indicated that the ability to use the private intercity 
relay system had been an “indispensable prerequisite to WEAU-TV’s 
construction and development”’ and that the station might never have 
started and could likely not have survived had it been required to 
pay AT&T common carrier charges from the beginning. He ex- 
pressed the belief that small rural stations faced with such necessity 
at their inception would not be able to operate. 

Testimony of like tenor was received from Mr. Vance L. Eckersley,® 
representing Scranton Broadcasters, Inc., which owns and operates 
station WGBI-TYV, Scranton, Pa. WGBI, a CBS affiliate, is 1 of 4 
UHF outlets located within its area. By permissien of CBS affiliates 
in New York (WCBS) and Philadelphia (WCAU), it receives network 
Cee from those stations via its own intercity relay facilities 
ocated in the Pocono Mountains, whence they are relayed to its 
transmitter in Scranton. Earlier, WGBI for a time received a signal 
at its Scranton transmitter direct from the Empire State Building in 
New York, but this proved unsatisfactory. Thereupon the station 
applied for and received a license to construct its present facilities. 

Mr. Eckersley testified that operation of the relay system cost 
WGBI about $500 per month (including depreciation based on a 
5-year useful life) and that telephone company common carrier 
charges would exceed $6,000 per month. He conceded that AT&T 
services were superior in quality to the off-the-air pick up and relay 
technique used by WGBI, but denied that the difference was worth 
the greatly higher cost. Further, he indicated that the apparent 12 to 
1 ratio somewhat overstates the difference to the station between 
carrier charges and private relay costs in cases in which an affiliated 
station orders interconnection through its network and pays the net- 
work only part of the common carrier’s charges. Even so, he regarded 
the net effect of the use of the private relay system as a much needed 
economy to WGBI, stating that after 2 years of substantial losses the 
station had passed the break-even point but that if it were now re- 
ceiving its network signal via common carrier it would still be operat- 
ing at a loss. 

Both Mr. Bridges and Mr. Eckersley favored a change in Federal 
Communications Commission rules to enable the use of private 
facilities such as theirs whenever justified by the excessive cost of 
common carrier transmission. In this they reflect the views ex- 
pressed by a large number of station licensees and other parties in a 


rulemaking proceeding that has been pending before the Commission 
since August 5, 1954.° 


8 Mr. Eckersley’s testimony appears at pp. 4460 to 4466 ¢ volume 2 of the hearings. 
* Federal Communications Commission docket No 11164 
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On that date, North Dakota Broadcasting Co., Inc., permittee of 
stations KCJB—-TV, Minot, N. Dak., and KXJB, Valley City, N. Dak., 
filed with the Commission a petition for proposed rulemaking. The 
petition alleged in substance that notwithstanding the economic in- 
feasibility of using AT&T transmission service between Minneap- 
olis, Minn., and Fargo, N. Dak., the availability of such services, 
under existing Commission rules, ‘precluded construction and use of 
petitioner’s own less expensive system. It proposed a change in rules 
that would delete section 4.632 (b), quoted above,’ and would sub- 
stitute for the italicized portion of section 4.631 (c), as quoted above," 
the following: 


Provided, however, That the Commission may grant authorit 
to television broadcast licensees to operate intercity televi- 
sion transmission facilities where, in the opinion of the 
Commission, the cost of common carrier facilities compared 
to the cost of constructing and operating private intercity 
relay facilities justifies such action. 

This proviso is designed to permit the Commission, in its 
discretion, to authorize private intercity relay transmission 
facilities, to stimulate the development of live television 
network service in the less densely populated areas of the 
country. 


In a notice of proposed rulemaking dated September 16, 1954, 
the Commission reaffirmed its policy that the nationwide transmission 
of network programs should be provided by common carriers, adding: 


It has become increasingly evident, however, that a 
problem is presented by the application of the Commission’s 
rules and policies with respect to television stations located 
in relatively small communities which are at a distance 
from program service points, on existing common carrier 
routes. Because of the distance of these communities from 
such program service points, the monthly common carrier 
mileage charges for the television transmission facilities 
which are required to connect the stations to the established 
networks may not be commensurate with the economic 
prospects of those stations for profitable operation. This 
situation may deter and hinder the development of a nation- 
wide television service. Furthermore, the construction of 
facilities for interconnection by the common carriers in such 
instances represents a substantial investment, and in some 
instances the greater portion of such investment may be 
unrecoverable upon the financial failure of such television 
stations. 


In view of these considerations, the Commission initiated a rule 
making proceeding and invited comments from interested parties 
upon the proposed rule changes. 

In response to the notice, more than 30 commercial television sta- 
tion operators filed comments favoring adoption of the proposed 
relaxation in rules. They advanced reasons already given: they re- 
garded live network programing essential to their development, but 
could not afford common carrier transmission charges. A number of 


10 Pp. 109, 110, supra. 
1 P, 109, supra. 
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the comments also argued that the proposed change in rules would be 
helpful to UHF broadcasting. 

Of nearly 40 comments filed, only AT&T and United States Inde- 
pendent Telephone Association opposed the contemplated rule revi- 
sion. Basically, their objection was that the existing rules are 
consistent with the common carrier principles implicit in the Com- 
mission’s overriding policy, whereas their relaxation would under- 
mine those principles, result in wasteful use of frequencies and waste- 
ful duplication of facilities and have a cumulative adverse effect on 
common carrier service. 

In reply to the comments of other parties, AT&T, on December 15, 
1954, suggested among other things that if the off-the-air pickup 
method of service was acceptable to the broadcasters and to the pub- 
lic, it could provide this type of service at charges substantially less 
than existing charges for direct network connection. As amplified 
in a letter subsequently addressed to the Commission, the telephone 
company proposed to provide off-the-air relay service in remote areas, 
using lower grade facilities, at a cost of about one-half the going rate 
for network connection. The Commission made this proposal of 
AT&T the subject of a further notice of proposed rulemaking dated 
March 30, 1955. 

Again comments were filed. The overwhelming majority of those 
who responded urged that the rule changes as originally proposed 
should be adopted. Many stated that the compromise proposed by 
AT&T still involved rates that were higher than warranted and still 
interfered with economic operation of remote stations. 

The proceeding initiated on August 4, 1954, is still pending. At 
the hearing before the committee, Mr. Bridges testified that he had 
heard nothing further from the Commission during the past year. 
The latest comment in a duplicate docket made available to the com- 
mittee by the Federal Communications Commission is dated in June 
1955, and the latest entry is a letter from the petitioner dated October 
11, 1955, urging expedition. Apparently, the issues are still under 
consideration by the Commission more than 18 months after its 
receipt of comments on its further notice of proposed rulemaking. 

Meanwhile another facet of the problem has been awaiting Com- 
mission action even longer. Nine years ago, in April 1948, the 
Commission instituted a formal investigation of AT&T common carrier 
charges for network transmission services which has never been brought 
to a close. In March 1955, after the proceedings had been pending 
before the Commission for 7 years, the Commission staff sought 
instructions from the Commission concerning the possible activation 
of the rate investigation. The specific occasion for this request for 
instructions was that a memorandum prepared by special counsel of 
the Senate Committee on Interstate and Foreign Commerce had 
stated among other things that it had “been a long time since the 
Commission has given consideration in a formal proceeding to the 
rates of the telephone company affecting broadcast operations” ” and 
recommended that ‘‘the Commission should undertake at the earliest 
practicable date an examination of the reasonableness of the telephone 
company charges relative to broadcast operations.” * 





” Hearings 2, p. 4443. 
8 Tbid. 











114 THE TELEVISION INDUSTRY 


In light of this recommendation, a memorandum to the Commission 
from Mr. Harold G. Cowgill, Chief Common Carriers Bureau, dated 
March 9, 1955, stated that it appeared— 


appropriate at this time for the Commission to review the 
present status of the proceedings which it instituted in 
docket No. 8963 on April 28, 1948, with respect to the 
reasonableness of the rates and regulations of the Bell Sys- 
tem companies and the Western Union Telegraph Co. for 
the intercity transmission of television programs. Such a 
review will enable the Commission to decide what further 
action, if any, may be desirable or warranted at this time 
in the proceeding.“ 


On the basis of cost data from the telephone company, the aforesaid 
memorandum expressed doubt whether downward revision of existing 
rates would be justified,’ but warned that such data had “not been 
subjected to the test of close examination on a public record or to 
the critical review of interested representatives of the broadcast in- 
dustry.”’ '® The memorandum further noted that— 


Although the proceedings in docket No. 8963 were origin- 
ally instituted largely in response to protests, formal and 
informal, from representatives of the broadcast industry, 
there have been few, if any, direct representations made to 
the Commission since that time by the broadcast industry 
with respect to the level of the Bell System’s television trans- 
mission rates. On occasion, inquiries have been made by 
representatives of the industry as to the status of the pro- 
ceedings. On other occasions, certain networks (ABC and 
DuMont) have expressed dissatisfaction with the rate levels 
before congressional committees; however, not to the Com- 
mission. For that matter, none of the four networks have 
complained to the Commission in recent years." 


The Commission’s response to the request for instructions was to 
direct the staff ‘‘to bring back to the Commission its estimate as to 
the number of employees, the amount of time and funds required for 
investigation of the Bell System television transmission rates (docket 
No. 8963).”’ ® 

By memorandum to the Commission dated March 11, 1955, Mr. 
Cowgill presented the staff’s reply to these questions. He stated 
that the staff believed that it had a sufficient number of qualified per- 
sonnel to conduct formal proceedings, if the Commission believed such 
action warranted, stating that— 

The type of proceeding presented by docket No. 8963 is 
no more complex or momentous than many other proceed- 
ings which the Commission has conducted over the years 
with respect to domestic and international telegraph rates, 
or rates of the marine carriers. On the basis of our experi- 
ence with such other proceedings, it appears that the rate 
proceeding in docket No. 8963 could be accomplished with 





“Id at p. 4444. 

8 1d. at pp. 4446, 4447. 
16 Id. at p. 4447. 

7 Tbid. 

18Td. at p. 4444. 
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the use of approximately 12 persons, representing about 2 
man-years with an expenditure of about $17,500 ” 


The memorandum also concluded that— 


a decision by the Commission not to formally investigate 
the rates in issue in docket No. 8963, solely on the grounds 
of lack of necessary personnel, would be unwarranted.” 


Nevertheless, the Commission subsequently withdrew its instruction 
to the staff and the formal rate investigation has never been brought 
to hearing.”" 

The combined impact of high common carrier transmission charges 
and restrictive regulations governing the use of private transmission 
facilities has created a situation in which many rural television stations 
remote from the transmission network find it impossible to obtain 
essential network programs for live broadcast. Although 3 years ago 
the Commission recognized that this “may deter and hinder the 
development of a nationwide television system,” ” both aspects of 
the problem remain the subject of unfinished proceedings before that 
body. In light of the urgency with which a solution is needed, the 
length of time during which these proceedings have been allowed 
to drag on seems unconscionable. 


Id. at p. 4448. 

2 Tbid. 

21) The Commission, on January 3, 1957, notified Senator Warren G. Magnuson, chairman of the Senate 
Committee on Interstate and Foreign Commerce that the Commission is not warranted at present in 
acting to reduce AT&T television transmission service charges ‘‘based on * * * reviews and analyses” of 


studies submitted by AT&T and “‘the level of earnings indicated thereby.” See Broadcasting-Telecast- 
ing, January 14, 1957, p. 76. 
2 Federal Communications Commission notice of proposed rulemaking in docket No. 11164, dated 


Septem ber 16, 1954. 








CHAPTER VII 
ACTIVITIES OF BROADCASTERS IN MUSIC 


INTRODUCTION 


The greatest song in the world can never gain popularity unless 
the public is given an opportunity to hear it. Necessarily, therefore, 
the means by which a song is introduced to the public are of basic 
importance. These means have changed as the methods of com- 
munication and of technology have changed. In the prebroadcasting 
era, musical compositions were introduced to the public, for the most 
part, by demonstrators or song pluggers in retail stores and elsewhere, 
as well as by performers in places of public entertainment. W ith 
the advent of sound motion pictures, some songs were introduced 
to the public through that medium. In the latter part of the 1930’s, 
radio, which had developed into a significant medium of communi- 
cation, became the principal market for musical compositions. Subse- 
quently television, as well as radio, has become a most important 
means of popularizing a song and marketing it for profit. 

These media have largely superseded other methods of introducing 
music to the public so that today a musical composition has pr actically 
no chance of becoming popular and financially successful unless it is 
played on radio or television.!. Therefore, broadcasters not only have 
power to control the popularity of a song, but also to exercise domi- 
nance over the entire music market. 

In its-investigation, therefore, the committee focused attention on 
broadcast activity in the exploitation of music, particularly in light 
of broadcaster formation in 1939 of an organization known as 
Broadcast Music, Inc. (BMI). This is a concern whose primary 
function is to license public deine 2 of music for profit.2 Since 
its formation it has grown substantially and made sharp impact upon 
the music industry. 

The committee considered, among other things, reasons for for- 
mation of a broadcaster controlled organization (BMI); BMI’s re- 
lationship to the broadcasting industry; its various practices; and its 
position in the music industry as compared to that of the American 
Society of Composers, Authors, and Publishers (ASCAP). 


THE BIRTH OF BMI 


For many years ASCAP, which was founded by Victor Herbert in 
1914, held a virtual monopoly in the business of licensing public per- 
formance of music for profit. Songwriters and publishers had to 
belong to ASCAP if their songs were to enjoy popularity and financial 
success. All important users of music—such as broadcasters, theaters, 
and night clubs—were required to be licensed by ASCAP in order to 
perform music not yet in the public domain. 





1 See pare 2, pp. 4144-4146. 

2 That is, BMI secures performing rights from publishing companies or songwriters who own them and 
sell them to broadcasters, nightclubs, theaters, dancehalls, and other places of public entertainment, For 
further explanation see hearings 2, pp. 4143-4144; 4243. 
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These considerations led the Department of Justice to bring anti- 
trust suit against ASCAP in 1934. The suit charged that the de- 
fendants by pooling individual copyrights were attempting to restrain, 
monopolize, and control interstate commerce in the public performance 
of music for profit by the radio broadcasting and other entertainment 
industries. ‘The case, which went to trial in 1935, was adjourned after 
several days at Government request. On March 3, 1941, the court 
entered an order discontinuing the case without prejudice. On the 
next day, March 4, 1941, a consent decree in another antitrust suit 
brought by the Government against ASCAP was entered in the same 
court. 

By 1939, 25 years after its founding, ASCAP reached what was prob- 
ably the pinnacle of its power. About that time, too, Mr. Sidney M. 
Kaye, a New York attorney, apparently conceived the idea of a 
broadcaster-controlled organization that was to become known as 
BMI. 

These were the circumstances surrounding its formation. In 1939 
broadcasters were faced with the necessity of entering into negotia- 
tions with ASCAP for a new contract owing to the fact that the 
existing agreement would expire on December 31, 1940. In this 
setting the broadcasters, at meetings of the industry’s trade associa- 
tion, the National Association of Broadcasters,’ adopted the blueprint 
for BMI advanced by Mr. Kaye. 

Under this blueprint, total authorized stock would amount to 
$400,000. By February 1940, when BMI was declared operative by 
its directors, 250 stations located in 45 States had subscribed for 
45,000 shares of stock and BMI had received approximately $225,000 
from such sales.® 

A main purpose was to use BMI as a bargaining weapon in obtain- 
ing better terms from ASCAP under a new contract. Under the exist- 
ing 5-year agreements, due to expire December 31, 1940, stations were 
required to pay ASCAP 5 percent of the net amounts they received 
directly from sponsors after certain deductions described in the license 
agreements,’ and 5 percent of station income from broadcasting net- 
work programs. Networks, in contrast, had no obligation to pay 
ASCAP anything. ASCAP took the position that it was the network 
and not the station that should pay it for the network program.® 
Beyond that, it sought to obtain a rate of 7.5 percent from the net- 
work as compared to 5 percent from the station. The broadcasters, 
on the one hand, refused to accept ASCAP’s terms; ASCAP, on the 
other, would not accede to broadcaster proposals despite broadcaster 
sponsorship and ownership of BMI. Negotiations reached a stalemate 
with the result that from November 1, 1940, to November 1, 1941,° 
when agreement was finally reached, virtually no ASCAP music was 
played over the airwaves. In November 1941, ASCAP finally had to 
give in to the broadcasters. At that time ASCAP agreed to accept 
2.25 percent from local radio stations and 2.75 percent from radio 
networks for the use of the society’s music on their programs." 

3 United States v. American Society of Composers, Authors, and Publishers; Civil No. 78-388 (8..D. N. Y.). 
4 This suit and decree are discussed in detail at pp. 132-133 of this report. 

5 Now the National Association of Radio and Television Broadcasters. 

6 Hearings 3, pp. 4942-4943. 

: ——— 2, pp. 4588-4589. 


® Hearings 2, p. 4637. 
1° Td. at p. 4589. For television rates charged by ASCAP, see hearings 3, p. 4940. 
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During this ‘‘blackout’’ of ASCAP music, inasmuch as BMI had not 
accumulated a sufficient catalog, broadcasters relied upon public 
domain music, on songs such as Jeannie with the Light Brown Hair 
which they played interminably. But it was the public that was 
most lene deprived as it was of the best in current American popu- 
lar music. Moreover, new popular songs composed by ASCAP mem- 
bers—songs on the order of Bewitched, Bothered, and Bewildered 
and I Could Write a Book, both from the Rodgers and Hart musical 
Pal Joey which appeared on Broadway in 1941—did not achieve fame 
until after the blackout was lifted... This blackout proved that 
unless a song is played over the air, it has little or no chance of becom- 
ing a hit. 


THE RELATIONSHIP OF BMI TO THE BROADCASTING INDUSTRY 


In these circumstances, the organizational structure of BMI as well 
as its relationship to the broadcasting industry was highly relevant 
to the committee’s inquiry. 

At the outset it will be noted that only broadcasters have ever 
owned stock in BMI. Except where the purchaser buys the station 
along with the vendor’s stock, the stock cannot be sold to a third 
party unless it has first been offered for sale to the corporation. At 

resent, 624 radio stations—many controlled by, or affiliated with 

V stations—own 73,104 outstanding shares. But it is the networks 
that are BMI’s largest individual stockholders. Thus, CBS owns 
6,519 shares or 8.9 percent of the outstanding stock; NBC, 4,264 
shares or 5.8 percent; and ABC, 3,304 shares or 4.5 percent. What 
is more, the principal owner of the Mutual Broadcasting System, 
General Teleradio, owns 4,601 shares or 6.4 percent.” The networks, 
in sum, own 25.6 percent of BMI’s outstanding stock. Furthermore, 
46,938 shares or 64.2 percent are owned by stations affiliated with 
the networks while the Eaton of 7,478 shares or 10.2 percent is owned 
by independent stations. 

BMI’s board of directors comprises 14 members with CBS, NBC, 
ABC, and the Mutual Broadcasting System, each having one repre- 
sentative. Two large multiple station owners having CBS and NBC 
affiliations, the Storer Broadcasting Co. and the Westinghouse Broad- 
casting Co., each has one of its executives on the board. Five seats 
are held by officials of stations that are affiliated with the networks. 
The remaining three board positions are held by Mr. Carl Haverlin, 
president of BMI; Mr. Sidney M. Kaye, chairman of the BMI board 
and a senior partner in the law firm of Roseman, Goldmark, Colin & 
Kaye that handles much of the legal work of CBS; and an executive of 
a nonaffiliated station. The short of the matter is that with two ex- 
ceptions, every member of BMI’s board of directors is associated with 
an organization that has a direct network relationship.” 


Early aid from networks 
The networks, and especially CBS and NBC, played important 


roles in getting BMI started. Indeed, had they not been favorably 
disposed, there is considerable doubt whether the rest of the industry 


ii Bewitched, Bothered, and Bewildered and I Could Write a Book became hits in 1952 when Pal Joey 
was revived on Broadway. See hearings 2, pp. 4210-4211. 

2 Hearings 3, p. 4951. 

8 Hearings 2, pp. 4234-4236 and 4383-4384. 
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would have backed the plan devised by Mr. Kaye. CBS and NBC 
— took interest in BMI during that organization’s early history. 

hus in a letter, dated May 18, 1940, written by General David Sarn- 
off, Chairman of the Board of RCA, to Mr. Lenox Lohr, then president 
of N BC, General Sarnoff stated that he met with Mr. William S. Paley, 
chairman of the board of CBS, and discussed certain problems facing 
BMI. 

Further evidence of the relationship of CBS and NBC to BMI is 
found in their acting as guarantors for BMI in connection with a con- 
tract with the Edward B. Marks Music Corp. The background is 
this. Immediately after its formation, BMI had to build up a reper- 
tory of musical compositions in furtherance of its primary function to 
operate as a music pool for broadcasters. To help accomplish this 
objective, BMI entered into a contract on December 6, 1940 with 
the Edward B. Marks Music Corp., a large music publishing firm, 
under which the performance rights of the musical compositions in 
the Marks’ catalog were made available to BMI. The terms of the 
contract called for Marks to receive $1 million, of which $200,000 was 
to be paid upon the execution of the agreement and the balance of 
$800,000 was payable in 16 consecutive quarterly installments of 
$50,000 commencing in January 1941. This unpaid balance of 
$800,000, at Marks’ insistence, was guaranteed by CBS and NBC, 
with each standing surety for half the amount.” 


Rebates 


BMI does not pay dividends to its stockholders but does, under 
certain circumstances, grant “rebates” to broadcasters whether they 
own stock in BMI or not. This term “rebates’”’ has been used fre- 
quently by executives of BMI; has appeared in BMI literature; and 
was contained in a president’s letter to BMI stockholders dated Sep- 
tember 28, 1950. The term is not however used in its usual sense,” 
rather it is a shorthand way of describing a method employed by 
BMI for billing its broadcaster-licensees. 

A BMI licensing arrangement with a broadcaster permits BMI to 
collect an amount not in excess of a specified percentage of the broad- 
caster’s net receipts from advertisers after deductions, as defined in 
the license agreement. Broadcasters do not pay these license fees 
until after BMI determines what its operational costs are. When its 
income " sufficiently exceeds its operating expenses, BMI does not 
charge broadcasters the maximum amounts called for in their con- 
tracts. Instead, broadcasters are charged only enough for BMI to 
cover its operational costs and to maintain an adequate reserve.” 

For instance, assume an independent radio station had a contract 
with BMI whereby BMI was to receive an amount not in excess of 
1 percent of that station’s income from advertisers after deductions. 
Assume further, that the advertising revenue the station received 
after the necessary deductions amounted to $100,000. This would 
mean that BMI could bill the station for any amount up to $1,000. 
However, if BMI’s income were sufficiently in excess of operating 
expense, it would charge each broadcaster less than the maximum 


4 Hearings 4, pp. 6016-6017. 

16 Hearings 2, pp. 4385-4389. 

16 Id. at p. 4385. 

1’ The term “income” as used here includes both income B MI receives from licensees other than broad- 


casters, and the maximum income it is entitled to receive under its contracts with broadcasters. 
% Hearings 2, pp. 4385-4389. 
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license fee specified in the contract. Stated another way, the excess 
of income over expense would be prorated among broadcasters so that 
each would pay less than the maximum amount called for in his con- 
tract. Thus, the station in the hypothetical case would be billed at 
a figure below $1,000 and the difference between the maximum license 
fee specified in the contract and the fee actually paid would be the 
amount of the station’s rebate. 

Only broadcast licensees receive rebates. Nonbroadcast licensees 
such as night clubs, theaters, hotels, and other places of public enter- 
tainment do not obtain such benefits. On the contrary, they pay a 
fixed fee to BMI without reduction of any kind. This is of direct 
advantage to broadcasters, since the more BMI obtains from non- 
broadcasters, the less it will have to charge broadcasters in order for 
income to meet operational requirements. Then if income exceeds 
expenses BMI can either give the broadcasters rebates or reduce the 
percentage upon which broadcasters’ license fees are based. In either 
event, the larger the BMI income from nonbroadcast licensees, the 
lower the cost will be to broadcasters for using BMI music.” 


Alleged tendency of broadcasters to favor BMI music 


It has been alleged that some broadcasters have followed BMI’s 
suggestions, have discriminated against non-BMI songs, and given 
undue preference to BMI music. In this connection, it has been 
pointed out that in a speech before the National Association of 
Broadcasters convention in 1948 that was later incorporated into a 
pamphlet for broadcasters entitled ‘‘Your Stake in BMI,” Mr. Carl 
Haverlin, president of BMI, said: ” 


* * * we have set up a new quota for performances. 
Last year’s figures show that we averaged some 8,000 per- 
formances per station—local plus network. We are going 
to drive for an average of 12,000 performances per station by 
1953. We can meet our new quota if we can get an increase 
of only 800 performances each year per station. Eight 
hundred added performances per year means only about 
two additional performances per day per station. I know 
that we can do this and that by 1953 the overall usage of 
BMI music will account for 68 percent of ASCAP’s copy- 
right performances on the air, instead of 37 percent as it did 
last year. 


Whether this suggestion was followed or not, there was a phenom- 
enal increase in the use of BMI music between 1948 and 1953. For 
example, only.one BMI song was on the Honor Roll of Hits (a survey 
by Billboard magazine) for the year 1948 as compared to 519 ASCAP 
songs. In sharp contrast, by the end of 1952 there were 291 BMI 
songs on the Honor Roll of Hits for that year as compared to 233 
ASCAP compositions.”! 

Mr. Haverlin testified before the committee that his statement on 
quotas was meant to imply that BMI songs would be of such great 
merit that they would be performed more frequently.” However, 
nothing in the quoted statement indicates that BMI linked its proposal 
for more performances to any claim of superior merit of its music. 


9 See hearings 2, p. 4642. 
* Hearings 2, p. 4371. 

21 Id. at p. 4650. 

22 Id., at p. 4258. 
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The clear import of the statement is a request by BMI that broad- 
casters play more BMI music so that by 1953 the overall average of 
BMI music would “account for 68 percent of ASCAP’s copyright 
performances on the air.’”’ Added to that, Mr. Haverlin indicated to 
broadcasters how much music they had to play in order to reach the 
1953 goal. He said: 


We can meet our new quota if we can get an increase of 
only 800 performances each year per station. Eight hundred 
added performances per year means only about two addi- 
tional performances rer day per station. 


Reference is also made to an article by Mr. Murray Arnold, program 
director of radio station WIP, Philadelphia, which appeared in 
a trade publication on November 29, 1948. Mr. Arnold said: * 


I maintain that just because we see the name of BMI next 
to the tune, we feel at once that the tune isn’t up to ASCAP 
auality, to which I say ‘“‘hooey.”” I hold no special brief for 
BMI, except that we ourselves own it, and we’re not getting 
full value for our dollar. 

It seems to me the answer is simple. 

For the next 3 months, let each station start programing 
70 percent ASCAP and 30 percent BMI in the popular field. 
For the following 6 months, change the percentage to 60 
percent ASCAP and 40 percent BMI. After that, 50 percent 
ASCAP and 50 percent BMI. By this means, the accept- 
ance of the song hits America sings will veer over from 
ASCAP to BMI more equitably. 

Don’t forget one important angle. People can’t like a 
song if they don’t hear it. They won’t be able to know all 
ASCAP songs, because we won’t be playing them. They 
will get to know, like, ask for, and buy BMI songs. Again 
I say, BMI has the stuff for us, if only we’ll start using our 
gray matter and putting the service, our service, to full use. 


BMI has used various followup techniques to encourage broad- 
casters to play more of its music. For instance, it attempted to get 
stations to outdo each other in the performance of BMI musie. An 
example appears on page 1 of the July 1, 1950, edition of the BMI 
Newsletter (a publication sent periodically to all stations containing 
information about BMI activities as well as information about people 
and events in the broadcasting industry). The item states: 


This month we salute stations WTAR, KSCJ, KEVD, 
KCKN, and WNEB, all of whom showed wonderful usage 
of the BMI pinup tunes as reflected in their logs. Of course, 
there were many more who cooperated equally but we do not 
have the figures. Just as something to cheer about, the 
usages on the stations listed were all well over 200 for the 
month—with WNEB of Worcester, Mass., topping the list 
with a figure of 380. That latter figure is really great— 
and thanks to all you wonderful people who made these 
results possible. 


% See hearings 2, p. 4262. 
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Another instance is found in the September 1, 1951, issue of the 
BMI Newsletter. On page 2 this item appeared: 


A NEW HIGH 


* * * a medal for station KONO of San Antonio, Tex., 
whose logs showed a use of 24 BMI pinup titles * for a total 
of 496 broadcasts in one month; * * * that is really a 
record. 


The foregoing is only illustrative. BMI Newsletters contain many 
other instances in which BMI praised various stations for cooper- 
ating by playing substantial amounts of BMI music. 

“Dick jockeys” are responsible for selecting much of the music 
played on the air, and BMI has made effort to influence them to favor 
its music. This is reflected in statements appearing in various edi- 
tions of the BMI Music Memo, a BMI publication sent to stations 
and others in the broadcasting industry.” For instance, on page 1 
of a BMI Music Memo dated January 15, 1950, beneath a picture 
of a disk jockey named Miss Kay Wylie, it was stated that Miss 
Wylie is “Committed to feature numbers from the BMI Pin Up Sheet.” 
{Emphasis supplied.] 

Another example is in the BMI Music Memo dated February 15, 


1950, where a picture of a Mr. Gregg Phillips was accompanied by 
this statement: 


He uses the BMI Pin Up Sheet to guide him in building 
his programs with emphasis on the newcomers.” 


Beyond this, BMI frequently reminded broadcasters to play BMI 


music. An item appearing on page 3 of the BMI Newsletter dated 
January 1, 1950, typifies this practice. It states: 


* * * a reminder that pinup tunes should be played every 
day, and the newcomers really ought to be heard twice a 
day. Perhaps not very subtle, but you get the idea. 


Services to broadcasters 


BMI renders a number of free services to broadcasters. From a 
broadcaster’s viewpoint, perhaps among the most valuable are BMI 
clinics, which are meetings—Mr. Haverlin referred to them as 

“program clinics in their fullest meaning” *”—at which various aspects 
of broadcasting, particularly programing problems, are discussed. 
Many of these clinics are addressed by persons prominent in the 
broadcasting world, including members of the Federal Communica- 
tions Commission. In 1955, 42 such BMI clinics were held. 

“Continuities” are another valuable service furnished for stations 
by BMI. The term is a trade expression denoting a script for broad- 
casting.“ Through use of a continuity prepared by BMI, a station is 
relieved of necessity for preparing its own script, which ‘results in a 
saving in programing cost. 

% BMI pinup titles or tunes are songs listed on the BMI Pin Up Sheet, which is a monthly publication 
listing the current mnost popular BM] songs as well as the so-called coming up tunes. For an example of a 
BMI pinup sheet, see hearings 2, p. 4254. 

25 For an example of a BMI Music Memo, see hearings 2, p. 4251. 

% Some methods used by BMI to influence disk jockeys are discussed at p. 131 of this report. 


7 Hearings 2, p. 4266. 
31d. at p. 4265. 
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In addition to clinics and continuities, BMI has at various times 
offered other services to broadcasters. From 1949 to August 1953, 
for example, it published the BMI Record—Report and Forecast of 
Tomorrow’s Song Hits. This was a single sheet usually published 
twice monthly and sent to disk jockeys and broadcasters, which listed 
recorded BMI licensed compositions showing promise of achieving 
hit status. It was replaced in August 1953 by BMI Check List of 
New Record Ratings by the Trade Press, a publication setting forth 
in schedule form ratings given current recordings of BMI-licensed 
songs by several trade papers. 

In the early years of its existence, BMI distributed free sheet music 
and records to broadcasters, but it discontinued this several years ago. 
At times it has distributed to television broadcasters the BMI Tele- 
vision Scrap Book, a publication suggesting ways in which music may 
be used in television programs. It also publishes a pamphlet entitled 
“Meet the Artist,’ which contains biographical data on entertainers. 
The pamphlet is particularly useful to disk jockeys since it enables 
them to intersperse their programs with imteresting items about 
recording stars. 

BMI also maintains a so-called BMI television service department 
whose purpose it is to give television film producers information about 
synchronization rights. Thus, should a TV film-producing concern 
want to purchase synchronization rights to a song for use in a film 
program, but be unable to ascertain the name of the song publishers 
from whom such rights may be obtained, the BMI television service 
department will supply the necessary information. 

BMI at one time conducted a “program exchange’’ which operated 
in the following way: a radio station would list with BMI a recorded 
program it was willing to exchange for a certain recorded program of 
another station. To facilitate such interchange of programs among 
stations, BMI acted as a clearinghouse. The service has not, how- 
ever, been very active in the past several years.” 

BMI offers record-purchasing assistance to broadcasters. Specifi- 
cally, it purchases records at discounts for broadcasters, a service 
helpful to stations in small communities where records such as those 
of the long-playing classical variety are not available at discount 
prices. 

Finally, BMI is ‘“‘a home away from home’ for broadcasters. As 
part of this service it offers any out-of-town broadcaster free office 
space at its New York headquarters. 

It has been estimated that BMI has spent hundreds of thousands 
of dollars in a single year on free services to broadcasters. Without 
denying this, BMI takes the position that many such services are 
similar to those offered by its competitor, ASCAP.*' It contends that 
its BMI Pin Up Sheet is similar to ASCAP pamphlets entitled ‘35 
Years of Hit Tunes’ and “40 Years of Hit Tunes.”’ It contends too 
that its “‘eontinuity” service is similar to an ASCAP publication 
entitled ““ASCAP Radio Program Service’’ which it states likewise 
contains scripts for broadcasting.” 

On the other hand, Mr. Herman Finkelstein, general attorney for 
ASCAP, denied that ASCAP publications such as ‘35 Years of Hit 
"8 Td. at pp. 4377-4378. 

0 Td. at p. 4643. 


8 Id. at pp. 4381 and 3, pp. 4944-4045. 
32 Id. Hearings 3, p. 4945. 
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Tunes” were similar to the monthly BMI Pin-Up Sheet.* Such ASCAP 
releases, he testified, contained lists of songs that had already been 
accepted by the public and had gained popularity prior to the time 
they were so listed. For that reason, he said, the ASCAP pamphlets 
are merely catalogs of recognized ASCAP song hits over a period of 
years. Furthermore, since ASCAP is required, under its antitrust 
consent decree to publish catalogs of its works for the benefit of 
licensees, Mr. Finkelstein contended there was nothing amiss about 
ASCAP publishing pamphlets of this kind.** 

Mr. Finkelstein testified that the BMI publication in comparison is 
not made up of established song hits but is designed to influence 
broadcasters to play certain BMI songs in order to make them popular. 
With respect to how ASCAP views attempts to popularize songs, he 
testified: * 


We think that is the function of our members. We think 
that if the members cannot by virtue of the way they write 
and the way they publish and what they do after they pub- 
lish, if they cannot get the public to accept their songs that is 
their headache; it is no concern of ours. 

We must not try to project the song of one writer as against 
the song of another. If, however, the members’ songs have 
been accepted over the years and we can help our licensees by 
saying, “Here is what you are getting when you spend this 
money for an ASCAP license,” we have that kind of publicity 
in respect to songs that have already achieved popularity. 


As to the ASCAP Radio Program Service pointed to by BMI for 
the purpose of showing similarity to the BMI “continuities” service, 
the committee has been advised that it was discontinued over 10 years 
ago on advice of counsel that it might involve violation of the anti- 
trust laws. 

BMI’s services to broadcasters do not parallel those rendered by 
ASCAP. Indeed, in most respects the nature of the services is quite 
dissimilar. ASCAP’s principal, if not sole, service to broadcaster 
licensees consists of sundry publications listing various compositions 
in its repertory, which appear to be merely compilations of different 
categories of ASCAP music. To illustrate, all ASCAP’s hit songs 
over a 40-year period are listed in 40 Years of Hit Tunes. ASCAP’s 
Record Releases of Compositions in ASCAP’s Repertoire is a monthly 
compilation of all new recordings of compositions in its catalog. Its 
American Symphonic Music in the ASCAP Repertory Performed 
1948-1952, Inclusive, is a compilation of all the American symphonic 
music licensed by ASCAP for the specified period. ASCAP publica- 
tions, in short, are in the nature of catalogs completely listing all 
ASCAP songs in the particular categories chosen for publication. 
More important, ASCAP does not pick out certain songs in any 
particular category and urge boradcasters to give preference e to those 
songs over other compositions in the same category. It does not 
publish a list of new songs and request broadcasters to play them so 
that they may become hits as BMI does through its BMI Pin Up 
Sheet. Nor does it provide the extensive services rendered by BMI, 


33 Id. Hearings 2, pp. 4471-4472. 


“Ibid. The ASCAP consent decree is discussed in further detail at pp. 132-133 of this report. 
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which go far beyond mere compilation of songs to encompass clinics, 
continuities, and television programing. 


Relationship between BMI-licensed musie and recording companies 
affiliated with networks 

Importance of the manufacture, sale, and use of phonograph records 
to the committee’s inquiry arises from the fact that 50 percent or more 
of total air time comprises the broadcast of recorded music * and the 
further fact that Columbia records, a CBS subsidiary, and RCA 
Victor Division of NBC’s parent, RCA, are two of the largest record 
manufacturers in the United States. 

In the course of the committee’s hearings it was alleged that Colum- 
bia and Victor have discriminated against ASCAP licensed music. Mr. 
Jack Lawrence, an ASCAP songwriter, testified before the committee 
that Columbia and Victor initially refused to record some of his songs 
which later became hits, such as Tenderly and Hold My Hand.” 

Mr. Frank Sinatra sent a telegram to the committee stating that 
when he recorded for Columbia, Mr. Mitch Miller, who was in charge 
of selecting songs to be recorded, “‘suddenly * * * began to present 
many, many inferior songs, all curiously bearing the BMI label.” * 
Mr. Sinatra added that his career declined until he went to Capitol 


Records where he could select his own songs. His telegram read as 
follows: 


SEPTEMBER 19, 1956. 
Hon. EMANUEL CELLER, 


The United States Courthouse, 
Foley Square, New York. 

Dear Sir: May I commend you and your committee for bringing 
to light matters that have too long gone unnoticed. I would like to 
submit the tollowing information—information concerning a personal 
experience involving the question of restraint in the record business: 
Some years ago I was under contract to Columbia Records, a subsid- 
iary of the ¢ Columbia Broade asting System. The covering position 
termed in the record business artists and repertoire man was held by 
one Mitch Miller. Mr. Miller’s basic task was, and is, to designate 
certain songs to be recorded. Before Mr. Miller’s arrival at Columbia 
Records, I found myself enjoying a freedom of selection of material— 
a freedom which I may modestly say resulted in a modicum of success 
forme. Suddenly Mr. Miller by design or coincidence began to pres- 
ent many, many inferior songs all curiously bearing the BMI label. 
I, on my own behalf, to protect my career then and for the future, 
engaged Mr. Miller in a series of somemana concerning the merits of 
the said material against my own choice which by coincidence in each 
case was from the catalog of ASCAP. If you will pardon the ex- 
pression, Mr. Congressman, I refused to beat my creative head against 
the wall. The point is before Mr. Miller’s advent on the scene I had 
a successful recording career which quickly went into a decline. 
Rather than continue a frustrating battle I chose to take my talents 
elsewhere. 





7 Id. at pp. 4550-4551. 

7 According to Mr. Lawrence, Columbia and Victor initially refused to record Tenderly, but Columbia 
ad r, upon the insistence of Miss Rosemary Clooney, rec ‘orded it. Neither Columbia nor Victor ever 
recorded Hold My Hand. See hearings 2, pp. 4200-4201 and 4210. 

#* Hearings 3, pp. 4675-4676. 
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It is now a matter of record that since I have associated myself with 
Capitol Records, a company free of broadcasting affiliations, my career 
is again financially, creatively, and artistically healthy. It is my 
earnest hope that your investigations will result in the curbing of 
practices which create restraint and take from the artist those creative 
freedoms which are so necessary to his talent. 

In closing, Mr. Congressman, my summation is simply this: My 
career as a successful recording artist was based on material from the 
catalog of ASCAP and is based on the catalog of ASCAP and will 
always be based on the catalog of ASCAP. 

I am, 

Very respectfully yours, 
FRANK SINATRA. 


An affidavit of Mr. Otto Harbach, a former president of ASCAP, 
pointed out that according to a trade paper Columbia Records re- 
corded only 231 ASCAP sides in 1952 as compared to 287 BMI sides 
for the same period.” 

Columbia and Victor denied emphatically that they have discrimi- 
nated against ASCAP-licensed music in favor of BMI-licensed com- 
positions. Dr. Frank Stanton, speaking for Columbia Records, said 
that it was definitely not the policy of that company to discriminate 
against ASCAP music.” 

Mr. Mitch Miller in a telegram to the committee stated that Mr. 
Sinatra’s charges against him were false. His telegram read: * 


New York, N. Y., September 22, 1956. 
Congressman EMANuEL CELLER, 
Chairman, House of Representatives 
Judiciary Antitrust Subcommittee, 
Federal Courthouse, Foley Square, New York: 

Sinatra’s charges against me in his telegram included in your 
committee proceedings on September 20 are false. Facts are as 
follows: 

My sole objective in selecting and producing popular songs for 
Columbia Records is and has been finding and developing talent 
and hits. Results show this I have done with more than a modicum 
of success. ASCAP, BMI, or other source of music equally immaterial 
to my choices. 

Sinatra history at Columbia Records during my tenure as follows: 
After over 5 months and 12 ASCAP recordings by Sinatra he did a 
BMI song, Good Night, Irene, a great hit. Thirteen months and 28 
ASCAP records later he did second BMI song, Castle Rock, another 
hit. Sinatra total recordings during 31-month association with me 
at Columbia Records were 57 soags, of which 51 ASCAP, 5 BMI, 1 
other. Of his 51 ASCAP songs 11 were published by Sinatra’s music 
publishing firms. Against this history compare Sinatra’s recordings 
after leaving Columbia Records: His first great hit at Capital 
Records was the beautiful Young at Heart, a BMI song. In less 
than 4 years at Capitol he has recorded at least 10 BMI songs out 
of 49 total released by Capitol. Twenty of his Capitol Records 
were music published by Sinatra firms. 

3? Hearings 2, p. 4650. 
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Am forwarding to you my sworn affidavit reciting above facts and 
am prepared to confront Sinatra on witness stand if your committee 
so requests. Respectfully request this telegram be included in com- 
mittee proceedings as reply to Sinatra. 


Mircu Mituer, Columbia Records. 


Against this background the committee requested Columbia 
Records to submit a statistical analysis of all songs, ASCAP, BMI, 
and others, which it recorded during the period 1940 through 1955. 
Columbia submitted such an analysis for each three categories: 
rhythm and blues, folk, and popular.” In the first 2 of these 3 cate- 
gories BMI exercises dominance. By 1951 BMI had far outpaced 
ASCAP in these fields, and, thereafter, was never headed off. Where- 
as in 1948 Columbia recorded 195 ASCAP rhythm and blues com- 
positions as opposed to 20 BMI songs in the same category, by 1951 
BMI had overtaken ASCAP, recording 55 BMI-licensed rhythm and 
blues tunes as compared to 35 for ASCAP. In 1952, its peak rhythm 
and blues year, Columbia released 59 ASCAP records as contrasted 
to 103 BMI recordings. Since 1952, the number of rhythm and 
blues songs recorded by Columbia has steadily declined to the 
point where in 1955 Columbia released only 30 selections in this 
category, with BMI continuing to maintain its lead in this field as 
evidenced by the fact that of these 30 releases only 7 were ASCAP 
compositions. 

The history of Columbia’s recordings of folk music parallels that 
of its recording of rhythm and blues. In 1940 Columbia released 291 
such ASCAP selections as compared to 65 compositions licensed by 
BMI. By 1948, BMI recordings outnumbered those of ASCAP, 
599 to 328. In 1955 Columbia recorded 264 folk songs licensed by 
BMI and only 32 licensed by ASCAP. It may be added that from 
the late 1940’s to the present time, BMI has been the leader in this 
area of music. 

The popular category is the largest and most lucrative of the three. 
Throughout the period in question, Columbia has constantly recorded 
more ASCAP songs than BMI tunes. However, both the number. 
and percentage of BMI songs in this category that were recorded by 
Columbia has been increasing. To illustrate, in 1940, Columbia 
released 1,382 ASCAP records in the popular category as compared 
to 175 for BMI. Percentagewise, in that year, ASCAP accounted 
for 78.39 percent of Columbia’s total popular recordings while BMI 
accounted for only 9.93 percent. In 1955 by contrast, Columbia 
released 3,210 ASCAP and 841 BMI compositions which gave ASCAP 
71.4 percent of the total recordings and BMI 18.7 percent. In this 
15-year period, BMI’s percentage of Columbia’s popular recordings 
had almost doubled while ASCAP’s percentage had dropped approxi- 
mately 7 points. 

As to allegations that Columbia and Victor have given undue 
preference to BMI licensed music, limitations of time, money and 
manpower prevented members of the committee’s staff from con- 
ducting detailed interviews with artists and repertoire men and other 
key personnel in the Columbia and Victor organizations, as well as 
with numerous songwriters or from making extensive examination 
of the files of these manufacturers. In order to ascertain whether 


43 Hearings 4, pp. 5642-5649. 
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Columbia and Victor have limited the recording of new ASCAP songs, 
as alleged, there would be required painstaking analysis of their 
recordings throughout the period from 1940 to the present, to 
determine how many recordings each year were of new ASCAP com- 
positions as opposed to old or standard ASCAP tunes for which 
popular demand had already been established. On the basis of this 
type of analysis, appropriate comparison with BMI recordings would 
be meaningful. 


BMI as an instrument of the broadcasting industry 


One of the original purposes of BMI was to help the broadcasting 
industry in its struggle with ASCAP. Indeed, as early as 1948, 
Mr. Haverlin, president of BMI, stated in a pamphlet entitled, “Your 
Stake in BMI” that BMI had saved the broadcasting industry mil- 
lions of dollars.“ Furthermore, every service or privilege offered by 
BMI is made equally available to all broadcaster-licensees whether 
they hold stock in BMI or not. 

BMI has pointed out that its stock is held by a relatively small 
percentage of the Nation’s broadcasters.“ These stockholders iu- 
clude the most powerful broadcasters in the country, controlling the 
greater part of the broadcasting business. 

BMI, moreover, has played a leading role at meetings of the 
National Association of Broadcasters (now known as the National 
Association of Radio and Television Broadcasters). Thus, an 
address delivered by Mr. Haverlin before the NAB convention in 
1948 which was incorporated into the pamphlet Your Stake in BMI ® 
which was a report to the industry on BMI’s progress, pointing out 
its advantages to broadcasters and seeking their continued support. 

A further example is contained in testimony by Mr. Finkelstein, 
general attorney for ASCAP, that— 


In 1950 BMI went all over the country getting district 
meetings of the National Association of Broadcasters to 
adopt resolutions to support and favor the BMI repertory. 


BMI through its publications and the statements of its representa- 
tives, has stated in effect, on numerous occasions that it is an instru- 
ment of the broadcasting industry. In a publication entitled “BMI 
Reports to the Industry” dated October 21, 1946,” for example, 
such statements appear as BMI Is Yours; When It’s BMI It’s Yours; 
Every Bit of Music in the BMI Catalog Is Your Music; Every Service 
Provided by BMI to Broadcasters Is Your Service. A BMI adver- 
tisement appearing in Radio Daily in 1949 is another illustration. In 
that document it was stated: * 


Industry-owned and operated Broadcast Music, Inc., was 
established and is maintained and operated by and for the 
broadcasting industry. Management of BMI is directed 
and guided by a board of directors elected by the broad- 
casting industry and functions solely in your interest as a 
broadcaster. 


48 Hearings 2, pp. 4347-4352. 
“ Hearings 3, pp. 4941-4942. 
Hearing 2, p. 4343. 

Id. at p. 4578. 

“ Id. at pp. 4246-4249. 

“Id. at p. 4149. 
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ALLEGED PRACTICES OF BMI 
Alleged inducement 


Contention was made before the committee that BMI had engaged 
in a number of practices which are questionable both from an ethical 
standpoint and from an antitrust viewpoint. It was alleged, for ex- 
ample, that BMI, either directly or through those affiliated with it, 
induced writer-members of ASCAP to conceal the true authorship 
of compositions written by them in order that they might become part 
of the BMI repertory, and denied to ASCAP.” Authorship, it is 
charged, was concealed by crediting as the writer of the song a fictitious 
person or a person not an ASCAP member who did not even collabo- 
rate in writing the song. Such deceptive representation as to author- 
ship by an ASCAP member constitutes a breach of the ASCAP 
members’ agreement. 

An alleged instance of such concealment,” brought to the attention 
of the committee, was particularly interesting. It involved the song, I 
Give You My Word copyrighted in 1940 by BMI under the names 
Al Kavelin and Merrill Lyn. Neither was a member of ASCAP; in 
fact, Merrill Lyn, the daughter of an ASCAP member, could hardly 
have collaborated in composing the song because in 1940 she was less 
than a year old. Her father, an ASCAP writer, was the actual 
coauthor. 

It was contended that ASCAP writers agreed to conceal their 
identities in composing music for BMI because of BMI assurances 
that through its favored position in the broadcasting industry their 
compositions would gain financial and popular success.” 

In addition, there were allegations that in several instances BMI 
persuaded publisher-members of ASCAP to transfer compositions 
out of ASCAP publishing firms into BMI publishing firms in violation 
of the ASCAP membership agreement.” The publishing history of 
the song Cry was stated to be an example.® That song, initially in 
the catalog of Dubonnet Music Publishing, an ASCAP member, 
ended in the catalog of Mellow Music Publishing, a BMI affiliate, 
both of which firms were owned by a Mr. Perry Alexander. An 
affidavit by Mr. Otto Harbach, former president of ASCAP, observed 
that— 


circumstances indicate that the inducement offered to Perry 
Alexander by BMI to shift this composition from his ASCAP 
company to BMI was a promise by BMI of “guaranteed 
action’”’ on the song.™ 


It has been further alleged that Columbia Records, a subsidiary 
of CBS which has close BMI ties, not only had the composition 
recorded by one of its top artists, Johnny Ray, but aggressively 
exploited the recording with the results that it achieved No. 1 hit 
status. 

Allegations were also made that BMI has induced ASCAP writer- 
members to resign and become affiliated with BM1.® One such charge 
involved the orchestra leader Mr. Xavier Cugat, who resigned 

# Td. at pp. 4651-4652. 
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from ASCAP on December 31, 1951, to accept a 5-year contract 
offered to him by BMI in conjunction with one of its affiliated pub- 
lishers, the Edward B. Marks Music Corp. Mr. Cugat was guaran- 
teed over a period of 5 years the sum of $75,000 for works written by 
him during that time. 

Mr. Harbach contended in his affidavit that not only did the past 
performances of Mr. Cugat’s works fail to warrant such guaranty, but 
there was no assurance his future performances would justify the 
guaranty. Mr. Harbach went on to say: 


BMI could enter into such an agreement profitably because 
Mr. Cugat is a performer specializing in the field of Latin- 
American music. BMI has concentrated on this type of 
music and * * * the real consideration for the payment of 
$75,000 to Mr. Cugat was not the opportunity of being vested 
with the performing rights in his compositions, but rather as 
an inducement to encourage him to perform compositions in 
the BMI repertory. 


The Aberbach contract 


On March 29, 1949, BMI entered into a contract with Hill and 
Range Songs, Inc.,*” a corporation owned and operated principally 
by Mr. Adolph Aberbach and his two sons, Julian and Jean. At the 
time of this contract, these three persons also owned controlling inter- 
ests in several other publishing firms: Alamo Music, Shenandoah 
Music, and Louisiana Music, which were members of ASCAP. The 
Hill and Range contract with BMI provided that the Aberbachs 
could continue to hold their interest and participate in the activities 
of Alamo, Louisiana, and Shenandoah, and that the performing rights 
of music published by these firms would be licensed by ASCAP. 
The contract provided that these three ASCAP firms could not engage 
in any exploitation, song-plugging, or similar activities for the purpose 
of obtaining performances of musical compositions held by them. In 
brief, BMI’s contract with the Aberbachs flatly prohibited song- 
plugging and other exploitation of musical compositions which were 
in or might come into the Alamo, Shenandoah, or Louisiana publishing 
firms. 

The object of this provision was to restrain performance of ASCAP 
music and was unfair to songwriters who had placed their compositions 
with the three ASCAP firms in question, since the provision denied 
to them, without their knowledge, the normal and expected path to 
success. 

BMI contended that a survey of different types of BMI publisher 
agreements disclosed no other contracts containing similar restrictive 
clauses. It also contended that the restrictive clause of the Aberbach 
contract never became operative. 


Subsidies granted by BMI 


Another practice followed by BMI is to grant subsidies to music 
publishers. These take the form of an advance guaranty by BMI 
that the firm will receive a minimum amount of money per year from 
BMI, regardless of the performance record of the songs published. 
To illustrate how this works in actual practice, BMI will guarantee 
that X publishing company will receive $75,000 for 1957. Even 


Id. at p. 4656. 
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if none of the X company’s songs are performed during 1957, X 
company will still receive $75,000. Of course, should the perform- 
ance of X company’s songs yield in excess of $75,000, it will receive 
the higher amount. A number of instances in which such procedures 
were used were submitted to the committee.® 

In his affidavit, Mr. Harbach alleged that BMI also subsidized 


performers. For instance, with respect to the late Mr. Tommy 
Dorsey, he said: ® 


Tommy Dorsey is one of the Nation’s most famous 
orchestra leaders and recording stars. He is reported as 
owning or having a substantial interest in Embassy Music 
(BMI), a publishing firm which receives a subsidy in the 
form of an advance guaranty against performances earned. 
Regardless of how many performances are logged, Dorsey 
receives his guaranteed amount of money. The broad- 
casters’ practice of subsidizing bandleaders by means of 
guarantees paid to BMI publishing firms established for 
them is well known in the music industry. 


Mr. Harbach also alleged that BMI granted advance guarantees or 
subsidies to record companies for recording BMI tunes. 

The Harbach affidavit contended that BMI granted subsidies to 
disk jockeys who were in a position to give impetus and circulation to 
BMlI-licensed music.” In this connection BMI’s president, Mr. Carl 
Haverlin, testified that BMI had affiliated with publishing firms owned 
by disk jockeys. In addition he testified that BMI might have given 
advance guarantees to some disk jockey-publishers.“ Beyond that he 
recalled that BMI had some sort of an arrangement with a publishing 
firm owned by Mr. Martin Block, one of the Nation’s best known disk 
jockeys. 

Mr. Block received substantial subsidies from BMI when he wrote 
a column for the BMI Music Memo known as Platter Chatter.” At 
various times Mr. Block urged broadcasters to give preferential treat- 


ment to BMlI-licensed music. On one occasion he stated in his 
column: ® 


* * * T think it is very important that all BMI affiliates 
know about the swell top tunes you own. * * * Having 
financial interest in these tunes, it seems only sensible to me 
that we should do everything in our power to promote their 
success and get back of any new songs cleared through BMI. 


COMPARISON BETWEEN BMI AND ASCAP IN THE MUSIC FIELD 


BMI not only is a corporation which licenses the public performance 
of music for profit, it is also a publisher of music in its own right as 
well as through three subsidiary corporations, BMI Canada, Ltd.,. 
Associated Music Publishers, and Allen Intercollegiate Music, Inc. 
The first mentioned subsidiary licenses music in Canada just as BMI 
does in the United States and is also engaged in the publishing of 


58 Hearings 2, p. 4658. 
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music. The second is a publishing firm specializing in classical or 
serious music. ‘The third specializes in wublishing college songs. 
BML is affiliated with over 2,000 publishers in the United States by 
virtue of contractual arrangements under which it is agreed that BMI 
will license for public performance the music published by these firms. 
BMI’s attorneys advised the committee that the vast majority of these 
affiliated firms are quite inactive, and that “less than 200 of BMI’s 
affiliated publishers are active as measured either by their maintenance 
of offices and exploitation staffs or by their production of a continuing 
flow of works which are performed.” * In addition to domestic firms, 
BML is affiliated with many publishers and licensing societies through- 
out the world.® 
ASCAP is an unincorporated association which is often referred to as 
“performing rights society.’’ Its affairs are managed by a board of 
directors, 12 of whom are writers, and 12 of whom are publishers. It 
licenses the use of its members’ music to the public, and collects fees 
for the public performance of that music. These fees, after deduc- 
tions for operating expenses, are distributed to organization members. 
ASCAP has about 4,000 writer-members. It has approximately 
875 publisher-members as compared to the more than 2,000 publishers 
affiliated with BMI. ASCAP is also affiliated with many foreign 
licensing societies. 


Effect of consent decrees upon ASCAP and BMI activities 


As stated earlier in this chapter, ASCAP at one time had a virtual 
monoply in the music licensing business. The complaint in a suit 
filed by the Government on February 26, 1941, to dissipate this 
monopoly alleged that the defendants combined to create ASCAP 
with a self-perpetuating board of directors who exclusively control 
the activities of ASCAP; to restrict membership to composers of not 
less than five copyrighted musical compositions; to give it a monopoly 
of the right to license the compositions of its members for public 
performance; to eliminate competition among members; to issue to 
commercial users blanket licenses only; to discriminate between radio 
broadcasting stations; and to withdraw from approximately 568 broad- 
casting stations, which had not accepted a license at terms and price 
fixed by defendants, the right to broadcast the copyrighted music of 
the members of ASCAP. The suit resulted in an antitrust consent 
decree on March 4, 1941, later modified in 1950." The following 
provisions are included in the consent decree as amended: ® 

1. ASCAP cannot license rights other than nondramatic perform- 
ing rights in musical compositions; 

2. A member is free to license users directly without the society’s 
intervention; 

3. Membership in ASCAP is available to any composer or author of 
a copyrighted musical composition who has had at least one of his 
works regularly published. Membership is also available to anyone 
actively engaged in the music publishing business provided his 


« Td. at p. 4942. 

* Hearings 2, p. 4361. 

* How many ASCAP publishers are to be considered “inactive” is not known. See hearings 3, pp. 
4951-4952. 

67 A separate consent decree was entered in 1950 governing ASCAP’s foreign operations. However, as 
the committee focused its attention primarily upon ASCAP’s and BMI’s domestic operations, the decree 
covering ASC AP’s foreign operations is not discussed in detail] in this report. It is reproduced at pp. 4487- 
4489 of vol. 2 of the hearings. 

8 Hearing 2, pp. 4477-4486 and pp. 4468-4470. 
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musical publications have been used or distributed on a commercial 
scale for at least 1 year and provided he assumes the financial risk 
involved in the normal publication of musical works; 

4. The society is to be governed by a board of directors, consisting 
of 12 writers and 12 publishers, elected by the membership every other 
year on a basis whereby a member’s participation in royalties deter- 
mines the number of votes he may cast in the election of directors. 
Writer-members vote for writer-directors and publishers-members 
vote for publisher-directors. 

5. In the distribution of royalties to members, primary considera- 
tion must be given to performances of a member’s works as shown by 
objective surveys; 

6. If any member is dissatisfied with his apportionment of royalties, 
he may appeal to a special panel presided over by an impartial chair- 
man; 

7. The society must make available to broadcasters a form of 
license in which payment is determined by the amount paid for the 
use of the station’s broadcasting facilities in presenting the particular 
program in which the society’s compositions are used. (This type of 
license is referred to as a per program license.) 

8. In the case of radio network programs and motion-picture films 
used in theaters, ASCAP’s license must be issued to the network or the 
motion-picture producer, rather than to the individual broadcasting 
station or theater. (This principle of licensing the network or pro- 
ducer is called clearance-at-the-source. )® 

9. Any user may apply to the court for a determination of rates 
whenever the user feels dissatisfied with the rate quoted by .the 
society. 

BML likewise has been the subject of antitrust proceedings brought 
by the Government. On January 27, 1941, the Department of 
Justice filed antitrust complaint against BMI alleging a conspiracy to 
require radio broadcasting stations to deal with the defendant, to 
purchase stock in it and to acquire a blanket license to broadcast 
musical compositions owned or controlled by it, to require those using 
radio stations to perform a minimum number of its compositions, to 
discriminate among stations as to prices and terms, and to vest in 
defendant the power to restrict performance for the purpose of fixing 
the price of recordation rights. The suit resulted in a consent decree 
on February 3, 1941,” which was modified slightly on May 14, 1941. 
The decree was directed essentially at prohibiting discrimination by 
BML in licensing music to users. 

It will be noted that the BMI consent decree is far less restrictive 
than the decrees under which ASCAP operates. There is nothing in 
the BMI decree governing distribution of royalties to its songwriters. 
Nor does the decree give a songwriter the right to appeal to a special 
panel should he be dissatisfied with the royalties he receives. 

In addition, the BMI decree does not require BMI to allow a 
songwriter who has had one of his works published to become affiliated 
with BMI. It does not require BMI to submit to rates determined 
by a court whenever a user feels dissatisfied with the rate quoted. 


* The principle of clearance-at-the-source was extended to motion-picture theaters as the result of a de 
cision holding the society’s practice of licensing motion-picture theaters was unduly restrictive and violative 
of the antitrust laws (Alden-Rochelle v. ASCAP, 80 F. Supp. 888, 8. D. N. Y. (1948)). The judgment in 
this case was vacated upon modification of the consent decree in 1950. 

7 Hearing 2, p. 4633. 
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Accordingly, if BMI and a user were to disagree on a rate to be charged, 
BMI could refuse that user the right to play BMlI-licensed music. 
Finally, BMI’s foreign operations unlike ASCAP’s are not controlled 
by a consent decree. 

It must be recognized that when the BMI decree was entered in 
1941, it had barely started its operations and in fact, had been in 
business less than 2 years. It was then a comparatively small com- 
pany whose methods of functioning had not been completely 
developed. Consequently, the decree is silent on many matters. 
Thus the decree does not prohibit BMI from agreeing with persons 
in the broadcasting industry to play BMI music to the exclusion of 
other music, or from subsidizing disk jockeys, top-flight entertainers, 
A & R men, and other persons in the music business with resultant 
discrimination against non-BMI music. 

In comparison, due to the fact that ASCAP is a performing rights 
society and because of the far more stringent provisions of its consent 
decrees, ASCAP’s scope of activity is much more limited. Thus 
ASCAP cannot publish anything; record any compositions; own any 
copyrights; try to exploit or publish any work in its repertory to the 
exclusion of others; and therefore cannot publish a “pin-up sheet” 
similar to that of BMI. Moreover, ASCAP, unlike BMI, cannot 
spend large sums of money to provide services for broadcasters. 
ASCAP must distribute what it collects, less necessary expenses for 
operations, to its membership. It cannot subsidize disk jockeys, 
entertainers, or anyone else for the purpose of giving preference to 
ASCAP-licensed music. 


Relative control of the music market 


Virtually all the music played in the United States may be placed 
in one of the following categories: country and western, or folk; rhythm 
and blues; Latin-American; classical or serious; and popular. In the 
country and western, or folk music field as well as in the rhythm and 
blues category, BMI is dominant. As Mr. Haverlin testified before 
the committee, BMI was “particularly strong in these areas.” A 
BMI advertisement which appeared in Billboard on December 20, 
1952, stated that in a poll taken that year, juke box operators over- 
whelmingly voted BMlI-licensed songs No. 1 in those categories.” 
Statistics submitted to the committee by Columbia Records also 
reflect BMI’s leadership in those types of music.” 

In the field of Latin-American music, BMI has been dominant in 
the past. Thus, in a BMI publication in 1948 entitled “Your Stake 
in BMI,” it was stated: 


BMI retains its dominance in the field of Latin-American 
music with, for example, exclusive contracts with performing 
rights societies of Mexico, Cuba, Chile, Brazil, and Columbia. 


Mr. Haverlin informed the committee that BMI’s dominance of 
Latin-American music dated from the “early forties’ but that he 
did not know whether it had continued up to the present time.” 

As to the field of classical or serious music, since so much of it is in 
the public domain, it is doubtful whether either BMJ or ASCAP ex- 


"Id. at p. 4406. 

% Id. at pp. 4396-4397. 

73 See hearings 4, pp. 5642-5649. 
™ Hearings 2, p. 4408. 

% Ibid. 











THE TELEVISION INDUSTRY 135 


ercises dominance. However, BMI’s strength in this area has been 
constantly growing. 

BMI’s interest in serious music dates back to 1941 when an organ- 
ization of American writers of serious music, known as the American 
Composers’ Alliance, became affiliated with BMI. In addition BMI 
stepped up its interest in classical music with the purchase of Asso- 
ciated Music Publishers, Inc., a subsidiary now specializing in publish- 
ing serious music. Subsequently in 1952, Mr. William Schumann 
president of the Juilliard School of Music ‘and a well known classical 
composer, resigned from ASCAP and became affiliated with BMI, to 
be followed by Mr. Roger Sessions, and other outstanding serious 
writers. 

In terms of frequency of public performance the most important 
of all categories is popular music. In this field BMI’s growth between 
1948 and 1952 was phenomenal. This is demonstrated by increase 
in the number of BMI songs that achieved hit status ™ during that 
period. According to Billboard’s Honor Roll of Hits, BMI had but 
a single hit in 1948 as compared with 519 for ASCAP. However, in 
the years that followed, the number of BMI hits kept increasing until 
in 1952 BMI had 291 to ASCAP’s 233.” 

BMI’s percentage of hits, according to Billboard, was less in 1953, 
1954, and 1955 than in 1952. This is demonstrated by the following 
table showi ing number and percentage of BMI- and ASCAP-licensed 
compositions which became hits in those years: ® 


BMI-licensed ASCAP-licensed 
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Samplings of the Honor Roll of Hits made prior to completion of 
the committee’s hearings indicated that the number and percentage 
of BMI-licensed compositions to achieve hit status probably would 
be higher in 1956 than in 1955. On the basis of the weekly Billboard 
Honor Roll of Hits which lists the 30 most popular songs in the 
Nation, a compilation by the committee staff showed that for the 
last week in March, April, May, June, July, and August of 1956 
BMI and ASCAP each had a total of 89 hits for the weeks in ques- 
tion.” During the course of the hearings, the Honor Roll of Hits 
appearing in the Se ptember 15, 1956 edition of Billboard was dis- 
cussed.” Its survey for that week showed that of the 30 top hits, 
BMI had 14, and ASCAP had 15. 

In summary, BMI’s growth in the field of popular music from 1948 
to 1952, as reflected in the Honor Roll of Hits, was tremendous. 

7 Sometimes songs in the other categories, such as rhythm and blues, country and western, Latin-Ameri- 
can, etc., become so popular that they gain hit status. However, in general, hit songs are likely to be those 
classified as popular music. While an Elvis Presley recorded song Hound Dog, a p abe a and blues num- 
ber, has achieved hit status, the vast majority of major hits through the years have been songs like Star 
Dust. Renadian Seneely Dancing in the Dark, songs that clearly fall into the so-called popular category. 

78 icon 3, Dot. Until November 8, 1952, the Billboard Honor Roll of Hits listed only the top 
10 songs; until July 9, 1955, the top 20 songs; and thereafter the top 30 songs. 


7 Only two of the hits for the weeks sampled were licensed by an organization other than BMI or ASCAP. 
® Hearings 2, pp. 4400-4402. 
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However, in 1953 and 1954 BMI’s strength in this field as compared 
to 1952 dropped substantially. In 1955 and 1956, BMI regained 
strength in popular music but did not equal its high’ point of 1952. 

In February 1953, Mr. Otto Harbach, then president of ASCAP, 
filed a supplementary affidavit in support of XSGAP's motion in a 
Federal district court for an order modifying the amended consent 
decree entered against ASCAP in 1950." The affidavit discussed 
BML, its organizational structure, practices, and power in substantial 
detail, and charged that BMI’s operations were in violation of the 
antitrust laws. “Later in 1953 a group of song writers, who were 
members of ASCAP, brought a private antitrust suit against BMI 
and other companies ‘and individuals in the broadcasting industry.” 
BMI’s popular music, after its meteoric rise from 1948 through 1952, 
declined materially beginning in the year that monopoly charges 
were alleged gates it. There is an additional consideration. In 
1952 ASCAP be gan negotiating for a multi-year contract with the 
television networks. 

It is observed that a pattern similar to the 1948-52 buildup of 
BMI is unfolding again. After its decline in 1953 and 1954, BMI 
started to build back up in 1955 and 1956. Ac eae to the Billboard 
Honor Roll of Hits for January and February 1957, 151 of the country’s 
top hits were BMlI-licensed songs, while 89 wees ASCAP-licensed 
songs. It will be noted that the television networks are now negotiat- 
ing with ASCAP for a new contract. 

BMI and ASCAP each submitted statistics to the committee show- 
ing the percentage of BMI- and ASCAP-licensed music performed on 
radio and television in the year 1955.8 Statistics submitted by BMI 
revealed that 15 percent of the music played on radio network pro- 
grams, and 32.4 percent of the songs heard on local station programs 
were licensed by BMI. They also revealed that 12.4 percent of the 
music played over the television networks in 1955 was licensed by 
BML.*4 

In radio, statistics submitted by ASCAP unlike those submitted 
by BMI were not broken down according to music played on networks 
and stations, because ASCAP’s accounting system fatue network and 
local performances together. This means that the figure on radio 
performances takes into consideration both network and local use of 
ASCAP-licensed music. According to ASCAP, 84.05 percent of the 
music on radio in 1955 was licensed by ASCAP. In the case of 
television, the ASCAP statistics showed that ASCAP licensed 89.64 
percent of the music in the same year. 

These statistics submitted by the two organizations though not 
coinciding do show clearly that far more ASCAP music was played 
on radio and television in 1955 than BMI music. From this, BMI 
contends that broadcasters are not discriminating against ASCAP 


81 Id. at pp. 4636-4674. ASCAP’s motion followed an application by 50 television broadcasters for a 
determination of rates to be charged by ASCAP for per program licenses in accordance with the amended 
consent decree of 1950. ASCAP took the position that if per program licenses were granted to these 
stations when such stations had blanket licenses with BMI, it would result in giving an unfair compet- 
itive advantage to BMI. Consequently, ASCAP’s motion sought to give ASCAP the ritht to decline to 
grant a per program license to any station having a blanket license with BMI. The motion was never de- 
cided because the stations involved discontinued their fight for per program licenses from ASCAP, and the 
entire matter was dropped by all parties. 

8 See Schwartz et al. v. BMI et al., Civil No. 89-108, (S. D. N. Y.) filed Nov. 9, 1953. This case is still 
pending. 

% Hearings, 3, pp. 4970-4971 and 2, p. 4627. 

Since the great majority of TV stations are network affiliates BMI submitted statistics only on the 
percentage of music played on the TV networks. 
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music. ASCAP songwriters, in contrast, take the position that these 
statistics afford only an incomplete picture. 

For one thing they state that a large portion of ASCAP’s repertory 
consists of ‘‘standards,’”’ such as St. Louis Blues, Star Dust, and Em- 
braceable You, which continue to enjoy substantial popularity long 
after they were first published. They state that the preponderance 
of ASCAP music played on radio and television consists of these per- 
ennial favorites. ASCAP songwriters believe that if a breakdown 
were made of ASCAP’s alleged edge over BMI, it would show that 
only a small percentage of ASCAP’s majority is accounted for by per- 
formance of new songs. Their position is that since BMI is concerned 
primarily with the issuance of relatively new songs, the number of 
performances accorded ASCAP’s new songs should be compared with 
performances granted BM]I-licensed compositions. If this were done, 
they contend, the study would show that new ASCAP songs were 
being discriminated against by broadcasters. Reason offered for 
such conclusion is that not only has ASCAP about four times as many 
writers, as BMI but practically every one of the Nation’s best known 
songwriters is an ASCAP member. In this light, it is contended that 
it would be impossible as a practical matter for BMI songs to receive 
more performances than new ASCAP tunes unless the Fneidiomiani 
gave preferential treatment to BMI songs. 

On the basis of BMI and ASCAP statistics, no more than 20 per- 
cent of the music played on radio and television in 1955 was licensed 
by BMI. Yet in the same year BMI-licensed compositions accounted 
for 43.6 percent of the top hits.** Furthermore, although in 1955, 80 
percent or more of the music performed on radio and television was 
ASCAP, ASCAP compositions accounted for only 56.3 percent of the 
hits. Moreover, when it is considered that most hits in 1955, includ- 
ing all those licensed by BMI,*’ were new songs, it is entirely possible 
that BMI songs may have received more performances in 1955 than 
new ASCAP songs. 

It is regrettable that neither ASCAP nor BMI breaks down its 
statistics to segregate the performances of recently published songs 
from the performances of ‘‘standards’’.® 


CONCLUSIONS 


In view of the foregoing, the Committee concludes that it is of im- 
portance for the Antitrust Division of the Department of Justice to 
undertake complete and extensive investigation into all phases of the 
music field discussed above to determine whether the antitrust laws 
have been or are being violated. 


ADDITIONAL VIEWS OF MESSRS, RODINO AND ROGERS ™® 


Messrs. Rodino and Rogers, while agreeing with the foregoing, add 
that this should not be construed as expressing any opinion with 
respect to any pending litigation. 





% See Mannes, Who Decides What Songs Are Hits, the Reporter, January 10, 1957, p. 38. Of. hearings 
2, pp. 4200-4202. 

* Hearings, 3, p. 4947. 

® Not only is BMI concerned primarily with issuance of relatively new songs, all of its hits in 1955 were 
recently published songs. However, a number of ASCAP’s hits were revivals of old songs. Thus, accord- 
ing to the September 15, 1956 Honor Roll of Hits, 5 of the top 10 hits were ASCAP, 4 were BMI, and 1 
berenens to another licensing organization. However, 2 of the 5 ASCAP hits, My Prayer and Tonight 
You Belong To Me, were revivals of old songs. 

® The committee has been advised that such a statistical study may be undertaken by independent 
auditors in the case of Schwartz et al. v. BMI et al., cited supra note 82. 

* See additional views of Messrs. Keating, McCulloch, and Miller pertaining to music, infra, p. 148. 
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CHAPTER VIII 
SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 


Television broadcasting has made tremendous strides in the 12 years 
of its existence. It is still in its infancy and at the threshold of an 
even more promising future. In the desire to forge ahead, mistakes 
have been made, some pardonable, others, if corrected, not unpardon- 
able. The committee’s study reveals that notwithstanding the prog- 
ress that has been made, two major obstacles—station scarcity and 
restrictive practices—have prevented full realization of the nationwide 
and competitive communications system contemplated by Congress. 
These obstacles should be removed if the national objectives are to be 
achieved. 

STATION SHORTAGE AND UHF BROADCASTING 


Scarcity of station outlets has long been of concern to the Federal 
Communications Commission and to the broadcasting industry. It 
has stood in the way of the development of multiple and diverse local 
program sources which, alone, can provide the widest expression and 
exchange of ideas and information in the democratic tradition. More- 
over, it has contributed to a situation in which there are too few exist- 
ing stations to permit more than two full-fledged national networks, 
with the resulting danger that control of the channels of communica- 
tion and the resultant power to dictate what the American people 
shall see and hear may be concentrated in the hands of a few. Cen- 
tral to this problem of scarcity has been the inadequate development 
of broadcasting over the ultrahigh frequencies. No single factor ac- 
counts for this failure: it is compounded of the natural limitations of 
the spectrum; the fact that, historically, very high frequencies were 
first to be exploited: and the fact that the Commission failed effec- 
tively to implement its policy of furthering UHF broadcasting. In- 
deed, although from the beginning the Commission laid down clear 
perspectives for a nationwide and competitive system and declared 
the wide use of the ultrahigh frequencies to be essential, for many 
years it not only failed to encourage the development of UHF broad- 
casting but, on the contrary, its every action and inaction—the 4-year 
freeze, the deadly intermixture provisions of the 1952 report and 
order, the failure to stimulate all-channel set manufacture, and the 
vacillation with respect to deintermixture—further strengthened and 
entrenched VHF. The result is that in so-called intermixed areas, 
where UHF stations must compete with established VHF stations, 
they face an almost insuperable disadvantage. The operating senior- 
ity of the VHF broadcaster has created a situation in which television 
receiving sets in the hands of the public are capable of receiving VHF 
signals only. A vicious circle has resulted, with UHF stations unable 
to increase all-channel receiver set circulation because they lack supe- 
rior programs, and unable to attract good programing because they 
lack set circulation. 
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To break this vicious circle, the Commission has recently embarked 
on a long-range program looking to the possibility of shifting all or a 
major portion of television broadcasting to UHF, and also on an 
interim program of selective deintermixture on an area-by-area basis. 
The committee believes that the Commission can, and must, remove 
this fundamental obstacle to the realization of congressional objectives 
for the broadcasting industry. It must expedite its program of 
research into the possibilities of a major shift to UHF. It must 
broaden its program of selective deintermixture to include many more 
areas if feasible in the public interest. The committee will closely 
follow the pace and progress of the Commission’s deintermixture pro- 
gram. Further, the Commission should couple its regulatory program 
with a national educational eer designed to increase public 
recognition of the fact that a substantial portion of the television 
system will ultimately utilize UHF and that all-channel receivers are 
essential equipment. 

Finally, the committee believes that the solution of the critical 
problem of receiver set incompatibility requires legislative action. 
Congress should enact the pending proposal to exempt all-channel 
receivers from the 10-percent Federal excise tax. This would bring 
the cost of the two types of receivers close to parity and would 
thereby stimulate manufacture and sale of sets capable of receiving 
UHF signals. An alternative proposal that should be explored would 
achieve such price parity without reducing revenue, by increasing the 
tax on VHF-only sets. 


AT&T transmission charges and private relay systems 


Related to the problem of insufficient station outlets is the difficulty 
encountered by rural television stations, remote from the national 
transmission network operated by AT&T, which seek to obtain 
essential network programs for live broadcast at transmission rates 
commensurate with their capacity to generate revenues. Prospective 
rural licenses are faced on the one hand by common-carrier rates 
too high to permit economic operation, and on the other hand by 
Federal Communications Commission rules which make the operation 
of less expensive, private transmission systems wholly contingent on 
the unavailability of common-carrier services, and thus either im- 

ossible or economically hazardous. They are accordingly discouraged 
rom entering the field. 

Although the Commission has itself recognized that this condition 
“may deter and hinder the development of a nationwide television 
system”’,! it has failed to bring to a conclusion either of two long- 
pending proceedings that bear on its solution. In docket No. 11164, 
initiated by petition filed in 1954 for the relaxation of existing rules to 
permit construction and operation of private relay facilities whenever 
the cost of common-carrier services is disproportionate, the Commis- 
sion issued two successive notices of proposed rulemaking. Only 
AT&T and the United States Independent Telephone Association 
opposed the revision; numerous broadcasters advocated its adoption. 
Despite the urgency of a solution, nearly 2 years have elapsed since 
the filing of the latest comment on the proposal, without any Com- 
mission action. 


1 Federal Communications Commission notice of proposed rulemaking in docket No. 11164, September 
16, 1954, 
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Moreover, in docket No. 8963, the Commission 9 years ago initiated 
a formal investigation of AT&T common-carrier charges for net- 
work transmission services. In March 1955, after the proceeding 
had been pending unresolved for 7 years, the Commission’s staff 
informed it that the staff had a sufficient number of qualified personnel 
to conduct a formal proceeding and that ‘a decision by the Com- 
mission not to formally investigate the rates in issue in docket No. 
8963, solely on the grounds of Tack of necessary personnel, would be 
unwarranted.” ? Nevertheless the formal rate investigation of 
AT&T transmission charges is still pending and has not been brought 
to a hearing. 

In light of the importance of the issues to the achievement of 
national objectives for broadcasting, the committee believes that the 
length of time during which these proceedings have been allowed to 
drag on is unconscionable. 


RESTRICTIVE PRACTICES 


It is clear that the networks have, at great financial outlay and. 
risk, pioneered in developing the great new medium of television. 
The networks have performed an outstanding service in bringing to 
the American public, on a simultaneous, nationwide basis, public 
service, cultural and entertainment programs of national interest. 
Indeed, the committee regards network operations as indispensable to 
television broadcasting. 

At the same time, it is clear that CBS and NBC have a dominant 
position in the industry, and therefore exercise vast influence over 
television broadcasting and determine in large measure what the 
American people may hear and see over their television sets. More- 
over the networks have achieved that dominance and exercise that 
influence by using spectrum frequencies that are a precious natural 
resource belonging to all the people. 

As in the case of station shortages, no single factor accounts for the 
concentration of influence and power in these networks. On the con- 
trary, their dominance has resulted from a complex of interrelated 
causes. These include their extensive pioneering activities, their 
ability to bring to the American public television programs of great 
popular spnuel. These factors ales include physical considerations 
such as the natural limitation of frequency space which prevents 
unrestricted entry into broadcasting, and shortage of station facilities 
that has been aggravated by faulty frequency allocations by the 
Federal Communications Commission. They also, however, include 
various practices that have had a detrimental effect on competition 
and that can be changed without undue hardship or disruption of net- 
work operations. 

In the last analysis, what is needed to correct present concentration 
is removal of competitive barriers and reaffirmation of basic antitrust 
principles. The committee does not favor direct Government regula- 
tion, for it believes that other measures, including those recommended 
in this report, consistent with antitrust objectives and within the 
existing statutory framework, will reestablish competition as the effec- 
tive regulator in the public interest, without impairing in any way 
the present system of network broadcasting. 

2 Hearings 2, p. 4448. 
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Recommendations for rule changes 


The Commission itself through its licensing authority has broad 
power to regulate station arrangements with networks and to eliminate 
many of the existing competitive restraints. It is for this purpose, 
among others, that the Commission’s Network Study Committee is 
currently engaged in a survey of network and station practices and of 
the Commission’s chain broadcasting rules with a view toward revision, 
or the adoption of new rules. This group appears to be making a 
conscientious, energetic, and objective inquiry. It is imperative that 
the group complete its study promptly and submit an early report 
and recommendations for Commission action. It is no less imperative 
that the Commission act upon its study group’s recommendations 
without delay. 

Against this background, the committee believes that the Commis- 
sion should consider the following action with respect to its regulations: 

(1) Multiple-station ownership—The networks have buttressed 
their dominance in television by operating their own broadcast sta- 
tions in key market areas. Present Commission rules permit the 
ownership of as many as 7 stations, not more than 5 of which shall 
be VHF, by a single interest. The Commission has continued to 
permit this practice only because substantial interests developed as 
the result of its early tolerance. The multiple ownership of stations 
has had an anticompetitive effect which has been recognized by the 
head of the Antitrust Division of the Department of Justice and by 
the Director of the Federal Communications Commission Network 
Study Group. This committee concludes that the practice may lend 
itself to the abuses of concentration and tie-ins, may produce undue 
competitive advantages for multiple owners, and may create a conflict 
of interest on the part of the network as between the welfare of its 
affiliates for whom it acts as agent and the welfare of its wholly owned 
and operated stations. For these reasons the committee concludes 
that the Commission should give these antitrust and other factors em- 
phatic consideration in any change in the multiple ownership rules. 

(2) Affiliation agreements.—The committee’s study of the affiliation 
agreements between the networks and individual affiliated stations 
reveals numerous instances of nonuniform provisions for station per- 
centage of compensation for network broadcasts. Many of these 
differences operate to the distinct advantage of multiple-station 
owners and other large licensees and find no explanation in the record. 

Although the Commission requires that all network affiliation agree- 
ments be filed with it, and although it studies such agreements with 
a view to determining whether Commission rules are violated, it 
makes no study of the provisions of such agreements for any other 
purpose. The committee is of the opinion that the public interest 
requires that the Commission study the terms of affiliation agreements 
on file with it for the purpose of currently apprising itself as to whether 
any of those terms are inconsistent with the public interest. The 
committee is also of the opinion that the Commission should consider 
the advisability of making these affiliation contracts public. 

(3) Must-buy policy.—A network practice that is neither sanctioned 
nor prohibited by existing Commission rules is that under which each 
network requires an advertiser, as a condition of using the network, to 
purchase time on each of a specified group of affiliated stations. One 
of the effects of this must-buy policy is to deprive the national adver- 





i 
} 
i 
i 
t 
i 
i 


i 
! 
| 
{ 
| 





142 THE TELEVISION INDUSTRY 


tiser of freedom of choice in the selection of those stations and markets 
in which he desires to have his advertising message carried. Another 
effect is to place the independent station at a competitive disadvantage 
as against the network affiliate operating in the same market, even 
where the advertiser may prefer to use the independent. The Com- 
mission should consider issuance of a regulation in implementation of 
its licensing policies, that will prohibit the imposition of the must-buy 
requirement. In lieu of such present practice, the Commission should 
permit the networks to Aeemsestie a gross minimum time charge, leaving 
the advertiser free, however, to select the stations making up the net- 
work package. No advertiser should be compelled to buy services of a 
station he does not desire. 

(4) Time options.—Existing Federal Communications Commission 
rules sanction a practice whereby affiliated stations, in their affiliation 
contracts, agree, with certain reservations, that they will carry such 
commercial network programs as the network offers, during specified 
portions of the broadcast day. It would appear that the option-time 
provision may have the following effects: first, it may permit a net- 
work to substitute its own decision regarding television programing 
for the station licensee’s free selection of programs believed best suited 
to the needs of the community. Second, it may afford the network 
an opportunity to prevent competing programs from having access to 
station outlets during important hours of the broadcast day, thereby 
giving the network an artificial trade advantage. Third, it may place 
nonnetwork advertisers at a competitive disadvantage with network 
advertisers in obtaining prime station time. Fourth, it may deprive 
the public of an opportunity to have supplied to it the widest possible 
choice of programs that are and could be available in a free com- 
petitive market. The committee concludes that it is necessary for the 
Commission to consider amending the option-time rule. In such con- 
sideration, particular weight must be given to the antitrust principles 
discussed above, together with the networks’ contention that option 
time is indispensable to their operations. Because of the importance 
of this matter from an antitrust standpoint, the committee will main- 
tain a continuing interest with respect to the Commission’s actions 
in this area.’ 

(5) The first call rule-——The Commission should also consider an 
amendment to the chain broadcasting regulations that will prevent 
abuse of its first call rule, under which affiliated stations may by con- 
tract be given the right of first refusal of all network programs. This 
right of preemption should not be permitted to enable one station to 
corner desirable network programs at the expense of other local sta- 
tions and, in effect, to suppress such programs, by broadcasting them 
on a delayed basis at a time when very few persons watch television. 
Further the Commission should consider requiring networks to give 
appropriate notice of program availability, when the network program 
is not taken by the local affiliate, so that other local stations may have 
an opportunity to carry it. 

Other questionable practices 


The Antitrust Division of the Department of Justice is engaged in 
a comprehensive investigation which “spans every relevant facet of 


§ See additional views of Messrs. Keating, McCulloch, and Miller pertaining to option time, infra, p. 147. 
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network operations to determine whether suit shall be instituted.” 4 
The Antitrust Division is to be commended for its alertness to vindi- 
cate the competitive dictates of the antitrust laws. The committee 
recommends that this investigation be pressed with vigor and dis- 
patch, with particular scrutiny of practices that are discussed in this 
report and summarized below: 

(1) Network programing practices.—Evidence before the committee 
indicates that the networks have extensively entered the field of pro- 
gram production where, by virtue of their control of broadcast time, 
they exercise a choice between their own programs or ones in which 
they have an interest and programs produced by their competitors. 
The disparate bargaining power of the networks, moreover, has 
enabled them to demand and receive substantial concessions from 
independent producers who seek to place programs through or with 
the network—concessions including profit participation not only in 
first run, but also in rerun and subsidiary rights. These practices 
tend to deny independently produced programs access to the networks 
unless the latter are given a financial interest, thereby tending to 
afford network-owned programs an artificial advantage over compet- 
ing programs, and to limit advertisers in their right of program selec- 
tion by depriving them of access to independently produced programs. 
A question not completely resolved by the record is whether the net- 
works tie sales of network and network-owned station time to the sale 
of network-owned or controlled programs. Existence of such practices 
would take on some of the characteristics of the conditions condemned 
in the Paramount Pictures*® case which led to the requirement that 
the defendants in that case divorce their production operations from 
their theater operations. The Department of Justice should continue 
its investigation of these practices. 

(2) Network talent contracts—The networks keep a large number 
of performers under long-term contract. Many of these contracts 
contain exclusivity provisions that tend to restrict the business 
activities of competitors in the radio and television industry and 
also in noncompeting enterprises, such as night clubs and theaters. 
The prolonged duration of these contracts makes it extremely difficult 
for other program-producing enterprises to secure the services of many 
talented artists. 

Texts of current network talent contracts indicate that NBC is 
engaging in artist management practices of the kind that prompted 
the complaint in United States v. Radio Corporation of America,’ as 
a result of which NBC and CBS sold all their interests in artist and 
concert bureaus. Present contracts give the network the exclusive 
right to exploit the artist and permit the network to retain all proceeds 
from any performance of the artist other than in television. If 
permitted to continue and grow, this practice can have lasting 
deleterious effects upon the talent management business. 

A number of network talent contracts require the artist to yield 
control of his entertainment services in fields outside radio and tele- 
vision exclusively to the network. Such provisions restrict business 
activities well outside the competitive range of a radio and television 


4 Hearings 2, p. 4137. 

§ United States v. Paramount Pictures, Inc. 334 U. 8. 131 (1948). 

® United States v. Paramount Pictures, Inc., 85 F. Supp. 881 (S. D. N. Y. 1949). 
? Civil No. 3763, (N. D. TIL, 1941). 
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network. Although acceptable to the artist and to the network, they 
may unduly interfere with trade and commerce in other fields. More- 
over, unlike the usual full-time employment relationship, these provi- 
sions forbid the employee to pursue gainful occupations, even where 
such activities do not interfere with the principal employment. 
Finally, some of the talent agreements impose restriction on the 
artist’s performance beyond the geographical limits of the network’s 
operations. All these practices should be thoroughly studied by the 
Antitrust Division to determine whether suit is necessary. 

(3) Broadcaster activities in music.—The committee concludes that 
it is of importance for the Antitrust Division of the Department of 
Justice to undertake complete and extensive investigation into all 
phases of the music field discussed above, to determine whether the 
antitrust laws have been or are being violated 


Antitrust considerations in licensing 


In the exercise of its licensing function, the Federal Communica- 
tions Commission is in the position to effectuate the public interest in 
a truly competitive broadcast industry by carefully scrutinizing both 
the nature of the transaction underlying the application and the 
character of the applicant as prospective licensee. Certain aspects 
of the Commission’s exercise of its licensing function reveal that it 
has not always adequately safeguarded the public interest in this 
respect. 

(1) Interagency liaison.—With respect, particularly, to any anti- 
trust implications of the underlying transaction, the licensing process 
of the Commission must be implemented by effective liaison between 
that agency and the Antitrust Division of the Department of Justice, 
which is charged with enforcement of the antitrust laws. The 
committee’s study of the ABC-Paramount merger case of 1951-53, 
and the NBC-Westinghouse exchange case of 1955, reveal instances 
of wholly inadequate liaison between these two Federal agencies. 
In the ABC-Paramount merger case, this failure of interagency liaison 
was due to dereliction on the part of the Department of Justice, 
while in the NBC-Westinghouse exchange it was caused by the pre- 
cipitous action of the Commission in approving the proposed transac- 
tion without consulting further with the Antitrust Division and 
advising it that the Commission was about to vote upon the transfer. 
In the latter case, moreover, faulty liaison resulted in the two Federal 
agencies acting at cross purposes with each other. For after the 
Commission had approved the exchange, the Division commendably 
continued its investigation, instituted grand jury proceedings, and 
filed an antitrust suit against the participants. 

Manifestly the public interest in a competitive broadcasting 
industry will be protected only if the two agencies whose jurisdiction is 
to some extent concurrent in this area maintain effective channels of 
communication and cooperation. The committee regards the im- 
provement of procedures to insure effective liaison as a matter of 
prime importance. The agencies involved must take the necessary 
steps to accomplish this without delay. 

(2) FCC practices and policies —Failure of interagency liaison was 
particularly unfortunate in the NBC-Westinghouse case. The com- 
mittee concludes that the Commission’s action in that case in ap- 

8 Messrs. Rodino and Rogers, while agreeing with the foregoing, add that this should not be construed 


as expressing any opinion with respect to any pending litigation. See additiona] views of Messrs. Keating, 
McCulloch, and Miller pertaining to music, infra, p. 148, 
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proving the exchange despite its staff’s well-founded concern over the 
resulting concentration and overlap of NBC coverage, dispensin 
with a hearing despite substantial evidence of possible coercion, an 
failing to give specific consideration to the antitrust backgrounds of 
the participants, fell short of performance fully protecting the public 
interest. ‘The committee also notes the failure of the Commission to 
take into adequate consideration the antitrust history of the parties 
involved in this transaction. 

In testimony before the committee on this NBC-Westinghouse 
matter as well as in testimony and documentary evidence submitted 
on other subjects, references were made to informal private confer- 
ences and discussions between FCC Commissioners and representatives 
of industry, some of whom were directly interested in problems pend- 
ing before the Commission. The evidence demonstrates that for at 
least the past 10 years an air of informality has surrounded eases pend- 
ing before the Commission. This has permeated the Commission’s 
administrative process to a point where various members of the Com- 
mission without reluctance have, during the past decade, repeatedly 
discussed with one or more interested parties the merits of pending 
cases—even going so far as to indicate how particular Commissioners 
would vote. 

This practice, insofar as it relates to pending adjudications, is 
repugnant to fundamental principles of quasi-judicial procedure.* The 
committee recognizes the need for some informality in certain phases 
of the Commission’s work, but where conflicting rights or claims of 
parties are being adjudicated, informal ex parte discussion between a 
Commissioner and a litigant or his representative treads dangerously 
close to, if it does not transgress, the outer limits of due process of law. 

Accordingly, the committee believes it imperative that the Com- 
mission adopt without delay a code of ethics that would proscribe 
conduct of this kind by Commissioners and their staff and by attorneys 
and other representatives of industry alike. Such a code, like one 
already adopted by the Civil Aeronautics Board, should make clear 
and definite the line separating permissible from nonpermissible in- 
formal contacts between Commission personnel and parties. It should 
remove any doubt that now may exist concerning the impropriety of 
private communications with members of the agency concerning 
adjudicatory matters. 


Discounts in the sale of network time 


Each network fixes the network time rate of its affiliated stations. 
Whether such rate fixing constitutes illegal price fixing under the anti- 
trust laws is at present under consideration by the Antitrust Division 
of the Department of Justice."° In addition, each network allows 
advertisers a variety of quantity discounts from aggregate time rates, 
which can be as high as 25 percent of total gross billings. These 
quantity discounts are not geared or related to cost savings by the 
network. Similar discounts in the sale of goods would constitute vio- 
lations of the Robinson-Patman amendment to section 2 of the Clayton 
Act." A principal purpose of that amendment was to prohibit quan- 
tity discounts to mass buyers based merely on the volume of the 

* It may also be a violation of section 409 of the Act. 47 U.S. C., sec. 409 (c) (1952). 


© Hearings 2, p. 4140. 
115 U.8. C., sec. 13 (a) (1952). 
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purchases, and unrelated to cost savings by the seller, where an injury 
to competition might result. 

In its present form, however, the Robinson-Patman amendment 
apparently applies only to tangible commodities, and not to services, 
even though, for many business establishements, the cost of services 
‘represents an item as large as the cost of materials, and price dis- 
crimination between customers of the same seller of services has the 
same competitive effect as a price discrimination by a seller of tan- 
gible goods. Indeed, no distinction exists in principle between such 
discrimination in the sale of commodities and in the sale of services. 
To eliminate the competitive advantage obtained by the large net- . 
work advertiser over the small advertiser solely because of the large 
advertiser’s quantity purchasing ability, the committee will consider 
possible amendment of the Robinson-Patman Act so as to make it 
applicable.not only to the sale of goods but also to the sale of services 
by independent contractors engaged in trade and commerce. For 
similar reasons, the committee will consider possible amendment of 
section 3 of the Clayton Act so that it, too, will apply to services as 
well as commodities. 











ADDITIONAL VIEWS OF MESSRS. KEATING, McCULLOCH, 
AND MILLER ON OPTION TIME | 


We believe that the Federal Communications Commission is far 
better qualified than this committee to determine what, if anything, 
should be done regarding the present option-time rule. That matter 
is now under study by the Commission. In our judgment, this 
committee should in no way seck to influence the Commission in its 
determination of the issues involved. For that reason, we object to 
the stress laid in the report upon amendment of the rule. 

We believe that the proper conclusion should be stated as follows: 

‘Against this background, the committee believes that the Com- 
mission should consider the option-time rule in light of the foregoing 
principles and in light of the networks’ contention that option time is 
indispensable to their operation.” 

Kennetu B. Keatina. 
Wituram M. McCuttocu. 
Wriiuiam E. MILier. 
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ADDITIONAL VIEWS OF MESSRS. KEATING, McCULLOCH 
AND MILLER ON MUSIC PORTION OF REPORT 


Much of the foregoing discussion has either a direct or indirect 
bearing upon the issues in a civil antitrust action brought in a United 
States district court by certain songwriters against BMI and broad- 
casters. In that action, much testimony before trial has been taken 
and many documents have been marked as proposed exhibits. Before 
this committee we have had only a small fraction of the facts pre- 
sented to us. Obviously, we cannot and should not take any action or 
say anything which will in any way prejudice any party in that case. 

We have been confronted with assertions and counterassertions. 
It is impossible for us to determine on the record before us where the 
truth lies. In any event, we are confident that the Department of 
Justice can and will protect the public interest if there is evidence of 
any antitrust violations by any of the parties to that action or any 
other persons involved in the music field. The Department of Justice 
has on many occasions since 1940 looked into such matters. There is 
no evidence before this subcommittee that the Department of Justice 
has been remiss in the performance of their duties. We are confident 
that the Department of Justice will continue to perform its proper 
functions. 

Kennetu B. KeEatina. 
Wiutiram M. McCuttocu. 
Witiiam E. MItier. 
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85TH CoNGRESS HOUSE OF REPRESENTATIVES Report 
1st Session No. 608 





AMENDING SECTION 2 (b) OF THE PERFORMANCE 
RATING ACT OF 1950 


JuNE 24, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Youne, from the Committee on Post Office and Civil Service, 
submitted the following 


REPORT 


[To accompany 8. 1412] 


The Committee on Post Office and Civil Service, to whom was 
referred the bill (S. 1412) to amend section 2 (b) of the Performance 
Rating Act of 1950, as amended, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

STATEMENT 


The purpose of this bill is to exempt about 10,000 civilian officers 
and members of crews of vessels operated by the Department of the 
Army and the Department of the Navy from the provisions of the 
Performance Rating Act of 1950. 

Hearings which were conducted by the committee developed testi- 
mony showing the administrative hardships in connection with ad- 
ministering the Performance Rating Act for these civilian officers and 
members of crews of vessels operated by the Department of Defense. 
Rear Adm. Roy A. Gano, United States Navy, Deputy Commander, 
Military Sea Transportation Service, who represented the Department 
of Defense, testified that the frequent shifts of the personnel covered 
by the bill, as well as the difficulty of complying with the 90-day legal 
warning requirement for unsatisfactory ratings and the cost involved, 
prompted the Department of Defense to recommend enactment of 
this legislation. 

It was pointed out that an average voyage of 1 of the vessels manned 
by these civilian officers and crew members lasts from 15 to 45 days. 
A crew change generally occurs at the end of each voyage. Further, 
it was shown that crew changes resulted in these employees serving on 
four or more ships with as many different supervisors during cach 
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year. Thus, it is clear that it would be necessary to prepare at least 
four performance ratings a year for each employee, and there is a 
question as to the validity of such performance ratings. 

The Performance Rating Act of 1950 now provides exemptions for 
12 groups of employees. ‘The additional exemption provided in this 
bill is consistent with the policy of Congress in providing the other 
exemptions in cases where it is not practicable to apply the Perform- 
ance Rating Act. 

Admiral Gano stated in his testimony that he believed it would 
be more efficient and economical, as well as prevent endangering the 
lives of personnel and property aboard Military Sea Transport Service 
vessels, if the Department of Defense were to be permitted to handle 
disciplinary action and set up an employees’ rating system outside 
the provisions of the Performance Rating Act of 1950. 

The legislation is endorsed by the Civil Service Commission with 
the approval of the Bureau of the Budget. It is estimated that the 
enactment of the legislation will result in annual savings of almost 
$75,000 due to the elimination of the excessive paperwork involved 
in rating these employees under the Performance Rating Act of 1950. 

The committee believes that the enactment of this legislation, which 
was passed by the Senate on April 12, 1957, is desirable. Following 
are reports received by the committee, including a letter from the 
Secretary of the Navy to the Speaker of the House of Representatives, 
dated February 15, 1957, and the favorable report of the Civil Service 
Commission to the chairman, Post Office and Civil Service Committee 
of the House of Representatives, dated March 19, 1957: 


DEPARTMENT OF THE Navy, 
OrricE OF THE SECRETARY, 
Washington 25, D. C., February 16, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives, 
Washington 25, D. C. 

My Dear Mr. Speaker: There is enclosed herewith a draft of 
proposed legislation to amend section 2 (b) of the Performance Rating 
Act of 1950, as amended. 

This proposal is a part of the Department of Defense legislative 
Pe for 1957, and it has been approved by the Bureau of the 

udget. The Department of the Navy has been designated as the 
representative of the Department of Defense for this legislation. It is 
recommended that this proposal be enacted by the Congress. 


PURPOSE OF THE LEGISLATION 


The purpose of this legislation is to exempt the marine employees 
of the Department of Defense from the Performance Rating Act of 
1950. These marine employees are employed aboard ships operated 
by the Department of Defense and do not serve in the same position 
for a sufficient period of time under the same supervisor with job and 
rating factors so constant as to afford a proper basis for evaluation. 
The average length of a voyage of Department of Defense ships is from 
15 to 45 days, and it is characteristic of this type of employment that 
there is a large turnover of personnel. As an instance of this, during 
September 1954 there were a total of 15,497 crew changes in 4 conti- 
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nental subordinate commands, although a total of 12,241 civilian 
marine employees were employed during this period. This number 
of changes is not excessive for this type of employment but is in fact 
characteristic. of the maritime industry. Under such circumstances 
the time spent under 1 supervisor is of very short duration and, 
consequently, it is necessary to prepare at least 4 ratings per year 
in order to have a rating for each voyage. It will further be necessary 
to evaluate these ratings yearly on the basis of all voyages during 
the year, 

The justification for the time and effort required for the administra- 
tion of an effective performance rating plan lies in the utilization of 
these ratings. The conditions of employment of marine personnel are 
such that the regular uses of performance ratings cannot be made. 
For example, the pay system for marine employees established in ac- 
cordance with the prevailing practices of the marine industry pursuant 
to section 202 (8) of the Classification Act of 1949, as amended, does 
not provide for periodic pay increases. Therefore, performance 
ratings are not usable in determining eligibility for such increases. 
With regard to promotions, employment procedures are such that 
few promotions are made in the conventional sense. More often than 
not assignments to more responsible jobs are made when a crew is 
being signed on at the beginning of a voyage. As a matter of maritime 
regulation eligibility for employment aboard a ship or for assignment 
to more responsible duties requires basic qualifying documents, certifi- 
cates or licenses issued by the Coast Guard. Performance ratings are 
not a significant consideration in the promotions procedure. 

Since performance ratings for marine employees are of questionable 
validity, and since there is little opportunity in most instances to take 
advantage of the usual benefits of performance appraisals, the cost of 
maintaining a performance rating plan for marine employees as con- 
templated by the Performance Rating Act of 1950 does not appear 
to be justified. 

The proposed amendment deals only with the marine employees 
of the Department of the Army and the Department of the Navy. 
The Department of the Air Force, while it does not operate any ocean- 
going cargo or passenger vessels, does operate crash boats. In order 
that there be no confusion as to whether the employees serving on 
crash boats are within the purview of this amendment, the Depart- 
ment of the Air Force is not included in the draft bill. 


COST AND BUDGET DATA 


No additional cost will be incurred if the subject proposal is enacted. 
However, if the subject proposal is not enacted, the Department of 
Defense shall have to implement the performance rating program at an 
estimated annual administrative cost of $74,400. This cost is based 
on an estimated annual civilian marine employment of 10,000 and the 
preparation of four performance ratings per year for each. This an- 
nual cost does not include initial cost for training, instructions, print- 
ing of forms, processing appeals and review, which costs are too intan- 
gible to estimate but would be incurred by the Department of Defense. 

Sincerely yours, 


Cuar.es S. THomas. 
Enclosure. 
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Unirep Srates Civit Service Commission, 
Washington 25, D. C., March 19, 1957. 
Hon. Tom Morray, 


Chairman, Committee on Post Office and Civil Service, 
United States House of Representatives, 
Washington, D. C. 

Drar Mr. Morray: This is in reply to a telephone call from a 
member of your staff requesting a report on H. R. 5392, a bill to 
amend section 2 (b) of the Performance Rating Act of 1950, as 
amended. 

Prior to the transmittal to Congress of draft legislation on this 
subject, the Bureau of the Budget asked the Commission for a report 
on a proposal, the language of which was identical to the language 
of H. R. 5392. 

The Commission in its report to the Bureau of the Budget dated 
December 12, 1956, stated: 

“The bill would exempt from the Performance Rating Act of 1950 
an estimated 10,000 civilian officers and members of crews of vessels 
operated by the Department of the Army and the Department of the 

avy. 

““Marine employees of the Department of Defense serve in a unique 
employment situation. An extremely high turnover rate and frequent 
changes of positions and supervisors characterize this type of employ- 
ment in the Department of Defense. An average voyage of a Depart- 
ment of Defense ship lasts from 15 to 45 days. A crew change 
generally occurs at the end of each voyage. ‘To illustrate the effect 
of this kind of operation, the Department of Defense points out that 
during September 1954, there were 15,497 crew changes reported in 
4 commands although only 12,241 civilian marine employees were 
employed during this period. 

“Under circumstances such as these a marine employee generally 
serves on 4 or more ships with as many different supervisors during the 
year; in order to have a rating for each voyage it would be necessary to 
prepare at least 4 ratings a year. Annual performance ratings then 
would be based on an evaluation of the ratings for each voyage. 

“Aside from the practical administrative difficulties involved in 
rating marine employees under the Performance Rating Act, the 
requirements of the act are inappropriate for their employment con- 
ditions. To cite just one example, the act states that ‘no officer or 
employee shall be rated unsatisfactory without a ninety-day prior 
warning and a reasonable opportunity to demonstrate satisfactory 
performance.’ Among other things, the warning notice of unsatis- 
factory performance should state what the employee must do to bring 
his performance up to a satisfactory level within the 90-day period. 
Since most marine employees do not serve in a position or under any 
1 supervisor for as long as 90 days it often would be impossible to 
demonstrate satisfactory performance in the job occupied when the 
warning notice was received. 

“The Commission does not object to the draft bill exempting 
marine employees of the Department of the Army and the Department 
of the Navy from the Performance Rating Act of 1950.” 

Sincerely yours, 


F. J. Lawron, Commissioner. 
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CHANGES IN EXISTING LAW 


In compliance with clause 3 of Rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as passed 
by the Senate, are shown as follows (existing law proposed to be 
omitted is enclosed in black brackets, new matter is printed in italic, 
existing law in which no change is proposed is shown in roman): 


PERFORMANCE RatineG Act or 1950 
(64 Stat. 1098, 68 Stat. 1115; 5 U. S. C. 2001) 


Sc. 2. (a) * * *. 
(b) This Act shall not apply to— 

(1) the Tennessee Valley Authority; 

(2) the field service of the Post Office Department; 

(3) physicians, dentists, nurses, and other employees in the 
Department of Medicine and Surgery in the Veterans’ Admin- 
istration whose compensation is fixed under Public Law 293, 
Seventy-ninth Congress, approved January 3, 1946; 

(4) the Foreign Service of the United States under the Depart- 
ment of State; 

(5) production credit corporations; 

(6) Federal intermediate credit banks; 

(7) Federal land banks; 

(S) banks for cooperatives; 

(9) officers and employees of the municipal government of the 
District of Columbia whose compensation is not fixed by the 
Classification Act of 1949 (Public Law 429, Eighty-first Congress, 
approved October 28, 1949); 

(10) the Atomic Energy Commission; 

(11) employees outside the continental limits of the United 
States who are paid in accordance with local native prevailing 
wage rates for the area in which employed; 

(12) the Central Intelligence [Agency.] Agency; 

(13) civilian officers and members of crews of vessels operated by 
the Department of the Army and the Department of the Navy. 
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AUTHORIZING THE CONSTRUCTION OF CERTAIN WATER CONSER- 
VATION PROJECTS TO PROVIDE FOR A MORE ADEQUATE SUPPLY 
OF WATER FOR IRRIGATION PURPOSES IN THE PECOS RIVER 
BASIN, N. MEX. AND TEX. 





June 24, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Asprnatu, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 
[To accompany 8. J. Res. 39] 


The Committee on Interior and Insular Affairs, to whom was 
referred the joint resolution (S. J. Res. 39) to authorize the construc- 
tion of certain water conservation projects to provide for a more 
adequate supply of water for irrigation purposes in the Pecos River 
Basin, N. Me ex. and Tex., having considered the same, report 
favorably thereon with amendments and recommend that the joint 
resolution as amended do 

The amendment is as follows: 

Page 3, lines 3 and 4; strike out the words “construct, upon a 
nonreimbursable basis,” and insert the word “construct’’. 

Page 4, line 14, strike out the word “and”. 

Page 4, line 19, strike out the period, insert a comma, and add the 
following language: 


and (3) he has adequate assurance in the form of contracts 
with the Carlsbad Irrigation District, New Mexico, and the 
Red Bluff Water Power Control District, Texas, that they 
will return to the United States each year during a fifty- 
year period from the date of completion of the works author- 
ized by this section, under terms and conditions satisfactory 
to the Secretary, such portion of the cost of constructing those 
works as is within their repayment ability, said repayment 
ability to be determined by the Secretary from time to time, 
but not more often than every five years, after consultation 
with said districts. 
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2 SUPPLY OF WATER IN PECOS RIVER BASIN, N. MEX. AND TEX, 


A joint resolution (H. J. Res. 179) similar to the one here reported 
on was introduced in the House by Mr. Rutherford and the commit- 
tee’s hearings were on the House bill. 


PURPOSE 


The legislation provides (1) for salvaging additional water for irri- 
gation purposes and (2) for salinity reduction in the Pecos River 
Basin, N. Mex. and Tex. ‘To accomplish these purposes, the Depart- 
ment of the Interior would be authorized to construct (1) a channel to 
convey flows of the Pecos River below Alamogordo Dam in New 
Mexico through the delta at the head of McMillan Reservoir of the 
Carlsbad reclamation project, a floodway levee and cleared floodway 
through the delta, and spur drains leading from the delta; and (2) 
salinity alleviation works consisting of pumps and pipelines to elim- 
inate the inflow of mineralized waters into the river in the Malaga 
Bend area of the Pecos River Basin in New Mexico. Construction of 
the first group of works is conditioned upon (1) assurance of local 
acquisition of necessary rights-of-way, (2) effectuation of highway 
changes, (3) construction of necessary bridges and an access road to 
the channel, (4) payment of operation and maintenance costs, and 
(5) payment toward construction costs on the basis of the districts’ 
repayment ability. In addition, clearance of the floodway is condi- 
tioned upon provisions being made to replace any Carlsbad Irrigation 
District terminal storage which might be lost by such clearance. 
Construction of the second group of works is conditioned upon assur- 
ance of local acquisition of necessary rights-of-way and payment of 
operation and maintenance costs. 


BACKGROUND AND NEED FOR LEGISLATION 


The McMillan Reservoir was constructed on the Pecos River by 
private interests in the 1890’s and was acquired by the Federal Gov- 
ernment in 1906 in connection with its construction of the Carlsbad 
reclamation project. The original structure has twice been enlarged 
because of sediment depositions. Storage in the McMillan Reservoir 
also has been supplemented by construction of the Alamogordo 
Reservoir upstream. 

A delta area of about 13,500 acres has built up at the head of 
MeMillan Reservoir and, over the years, most of this delta area has 
become heavily infested with salt cedars and similar growth. The 
Pecos River lacks a clearly defined channel through this delta and 
this has caused substantial quantities of water to be wasted through 
evaporation and transpiration. This water loss in an area already 
critically short of water led to the initiation of studies, several years 
ago, to determine ways and means of salvaging a portion of the water. 

Another troublesome problem on the Pecos River is the poor quality 
of water. Both the surface and ground water supplies have become 
contaminated with soluble salts. The use of the water for irrigation 
has aggravated the problem. In a single 4-mile stretch of the river 
in the vicinity of Malaga Bend, it is estimated that over 420 tons of 
practically pure salt is being brought into the river daily by leakage 
of concentrated brine from the underlying artesian aquifer. 

In addition to the water wastage and quality of water problems, 
drought has existed on the Pecos River during the past few years and 
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this has made the water situation even more critical. Conditions are 
becoming progressively worse and are threatening the economy of the 
Pecos River Basin. The basin is being deprived of water from an 
already very limited supply and, should these conditions continue 
abandonment of lands which are now or in the past have been irrigated 
very likely will occur. 

When the States of New Mexico and Texas negotiated and entered 
into a compact in 1948, these problems were fully recognized. The 
compact contains the following provisions: 


(a) New Mexico and Texas shall cooperate to support 
legislation for the authorization and construction of projects 
to eliminate nonbeneficial consumption of water. 

(b) New Mexico and Texas shall cooperate with agencies of 
the United States to devise and effectuate means of alleviating 
the salinity conditions of the Pecos River. 


These provisions in the compact indicate clearly that the com- 
mission had in mind at that time a program to take care of these two 
problems. 

The Pecos River Commission, which was created in accordance 
with the Pecos River compact, has studied the problems of nonbene- 
ficial water consumption and salt contamination and has recommended 
immediate initial remedial measures. 

Federal agencies also have studied these problems. A report by 
the Commissioner of Reclamation, printed as House Document 429, 
84th Congress, presents a plan for a water salvage channel through the 
MeMillan delta and a report by the United States Geological Survey 
presents a plan to alleviate salt contamination at Malaga Bend. 


PLAN OF DEVELOPMENT 


There is general agreement by the Federal agencies and the Pecos 
River Commission on the plan of development which is authorized 
by this legislation. The plan for a channel through the delta and 
for related works was proposed by the Pecos River Commission several 
years ago. The engineering and economic aspects of the plan have 
been studied by the Bureau of Reclamation in cooperation with the 
commission and other interests. The conveyance channel would be 
about 16 miles in length with a capacity of 1,500 cubic feet per second. 
The levee and cleared floodway of 40,000 cubic feet per second capacity 
would also extend about 16 miles through the delta area. The spur 
drains would be sufficient to drain the delta. The cost of constructing 
these works is estimated at $2,600,000. It is estimated that the 
operation of these works would salvage an annual average of 26,500 
acre-feet of water that is now being consumed nonbeneficially. 
However, the amount salvaged would be about 19,500 acre-feet 
without the cleared floodway. Economic studies by the Department 
of the Interior indicate that benefits from the water salvage program 
would exceed the costs by a ratio of about 1.6 to 1. 

The plan for salinity alleviation contemplates controlled pumping 
from 1 or 2 properly located wells drilled in the brine aquifer. The 
pumped brine would be transported into a nearby depression where 
it would be stored and evaporated. It is estimated that by this 
program, the amount of salt deposited in a 4-mile stretch of the Pecos 
River near Malaga Bend can be reduced by an average of 370 tons 
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per day. The cost of the salinity alleviation works is estimated 
at $150,000. 

Of the total estimated cost of $2,750,000 for both programs, it is 
contemplated that $380,000 or about 14 percent would be borne 
locally for right-of-way acquisitions, highway relocations, and an 
access road. In addition the water users would repay such portion 
of the cost of the water salvage program as the Secretary of the 
Interior determined to be within their ability to repay during a 
50-year period following completion of the works. 


COMMITTEE AMENDMENT 


The committee adopted an amendment making construction of the 
water salvage works contingent upon contracts with the Carlsbad 
Irrigation District, New Mexico, and the Red Bluff Water Power 
Control District, Texas, whereby these districts agreed to pay each 
year toward the construction costs of these works such amounts as is 
within their repayment ability, as determined by the Secretary of the 
Interior. In adopting this amendment, the committee recognizes 
that neither of these districts are presently able to make construction 
cost repayments. However, as a matter of principal, the committee 
believes this amendment should be in the legislation in the event future 
economic conditions are such as to permit some repayment by the 
districts. 

DEPARTMENT'S REPORT ON THE LEGISLATION 


The Department’s report on this legislation, raising no objection to 
its enactment, follows: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 12, 1957. 
Hon. Crarr ENGt3e, 
Chairman, Committee on Interior and Insular A ffairs, 
House of Representatives, Washington, D. C. 

Dear Mr. Enate: A report has been requested from this Depart- 
ment on the joint resolution, House Joint Resolution 179, authorizing 
the construction of certain water conservation projects to provide for 
a more adequate supply of water for irrigation purposes in the Pecos 
River Basin, N. Mex. and Tex. 

Subject to your committee’s consideration of the matters set out in 
this report, we would not object to enactment of the joint resolution. 

If enacted, House Joint Resolution 179 would authorize this Depart- 
ment to construct (1) a channel to convey flows of the Pecos River 
below Alamagordo Dam throug) the delta at the head of McMillan 
Reservoir, a levee and cleared floodway through the delta, and spur 
drains from the delta, and (2) works for the alleviation of salinity 
arising in the Malaga Bend area of the Pecos River Basin. Construction 
of the first group of works just listed is conditioned upon assurance of 
local acquisition of necessary rights-of-way, effectuation of highway 
changes, construction of necessary bridges and an access road to the 
channel, and payment of operation and maintenance costs. Clearance 
of the floodway is further conditioned on replacement of terminal 
storage in McMillan Reservoir lost because of the floodway. Con- 
struction of the second group of works is conditioned upon assurance 
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of local acquisition of necessary rights-of-way and payment of opera- 
tion and maintenance costs. 

McMillan Reservoir was constructed by private interests in the 
1890’s, and was acquired by the Government in 1906 in connection 
with its construction of the Carlsbad reclamation project. Sediment 
depositions have required two enlargements of the original structure. 
McMillan Reservoir has also been supplemented by Alamagordo 
Reservoir. A delta area of about 13,500 acres has built up at the 
head of McMillan, most of which is heavily infested with salt cedars, 
tules, and other phreatophytic growths. The Pecos River lacks a 
clearly defined channel through the delta. Its flows are badly dis- 
persed, causing substantial quantities of water to be wasted through 
eve portion and transpiration. 

»!an for a channel through the delta and for related works was 
proposed by the Pecos River Commission several years ago. The 
engineering and economic aspects of the plan have been studied by 
the Bureau of Reclamation in cooperation with the Commission and 

‘erests. This Department’s findings with respect thereto 

orth in House Document No. 429, 84th Congress, entitled 

‘an Delta Project, Pecos River Basin, N. Mex.,’’ referred to 
1 secuun 1 of the joint resolution. 

iy stated, the findings in that report were that the proposed 
-l (approximately 16 miles in length and with a capacity of 
cubic feet per second) would salvage an annual average of about 
25,000 acre-feet of water that is now being consumed nonbeneficially 
by phreatophytes in the delta area; that the construction cost of the 
works proposed (including clearance of the floodway but excluding 
the spur drains proposed in H. J. Res. 179), would be about $2,161,000 
on the basis of September 1954 prices; that this entire amount would 
be properly allocable to irrigation; and that the ratio of direct benefits 
to costs would be about 1.6 to 1. 

Further study, based principally on a reconnaissance location of 
the spur drains and on anticipated drainage of surface ponds and 
marshes with only minor subsurface effects, indicated that their cost 
would be about $110,000. Of that amount, an estimated $3,000 
would be for rights-of-way, the cost of which would be borne by the 
States of New Mexico and Texas. An estimated annual operation 
and maintenance cost of about $2,500 would also be borne by the 
States. 

On the basis of January 1957 prices, the cost of constructing the 
proposed channel and spur drains is estimated to be about $2,600,000. 

The additional cost for the spur drains and the increase in total 
construction cost would not adversely affect the project’s benefit-cost 
ratio of 1.6 as determined in House Document No. 429. Analysis 
indicates that the minimum water salvage to be expected from the 
spur drains would increase the estimated annual direct benefits for 
the project and compensate for the increase in annual project costs 
to such extent that the benefit-cost ratio would remain approximately 
the same as before. 

House Joint Resolution 179 provides that prior to construction of 
the water salvage channel the Secretary shall, unless clearance of the 
floodway is then assured, analyze the adequacy of the designed flood- 
way levee and make such new designs therefor as will assure substan- 
tially the same standards of flood protection as would be achieved by 
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the presently contemplated levee with a cleared floodway. The 
necessary studies and negotiations can be accomplished as part of 
the preconstruction activities after project authorization. Plans con- 
templated to accomplish those purposes will salvage somewhat less 
water but do not affect significantly the project feasibility. 

Without benefit of detailed preconstruction-type studies, the best 
opinion is that with nonclearance of the floodway the height of the 
proposed levee should be raised or the project design otherwise 
modified to provide adequate protection to the water salvage channel, 
Recent analyses indicate that the maximum modification, consisting 
of raising of the levee, can be accomplished at about the same cost as 
that of clearing the floodway. If the levee were not raised at all, 
there would be an increase in the risks involved and increased opera- 
tion and maintenance costs. A balance, therefore, must be struck 
between the annual costs of construction and those of operation and 
maintenance associated with varying degrees of protection. 

Construction of the conveyances channel would likely have an ad- 
verse effect on McMillan Reservoir through increasing the depletion 
of its storage capacity. For analysis purposes, it has been assumed 
that the adverse effects can be assigned a monetary vaiue of $75,000 
annually on the basis of the estimated cost to remove the sediment 
from the reservoir by dredging. Although that measure of the ad- 
verse effects is believed to be far in excess of the negative benefits that 
will actually accrue, the project benefit-cost ratio nevertheless remains 
greater than unity. 

Of the estimated cost of $2,600,000 at present prices about $2,200,000 
will, under the terms of House Joint Resolution 179, be borne by the 
Federal Government. Expenditures will be spread over a 2-year 
yeriod. The remaining $380,000 covers right-of-way acquisitions, 
Rwy revision, and an access road which will be borne locally. 

The total estimated cost, however, does not include the cost, if any, 
of providing replacement of the C arlsbad Irri igation District’s terminal 
storage. Although the joint resolution makes it clear that provision 
for such replacement is a condition precedent to clearing the floodway, 
it leaves uncertain whether it is to be undertaken locally or under a 
later Federal authorization. The replacement problem is being 
studied separately as a part of a continuing investigation in the Pecos 
River Basin to formulate a comprehensive basin plan and to study 
opportunities for further salvage of water and for development of 
additional terminal storage capacity. The works proposed in House 
Joint Resolution 179 would comprise a unit of and be compatible with 
any comprehensive plan of water conservation formulated for the 
basin. 

A reconnaissance appraisal of the repayment capacity of the bene- 
ficiaries of the works proposed in House Joint Resolution 179 has been 
made which indicates that the potential users of the salvaged water 
supply will probably not have the ability to repay the construction 
costs indicated in House Document No. 429 and House Joint Reso- 
lution 179. 

Repayment capacity was appraised on the basis of the standard 
farm budget procedure adopted by the Bureau of Reclamation and 
used for other project studies. In substance, it involves a study of 
farm income and costs on typical irrigated farms to determine the 
net farm income remaining after payment of all fixed and annual farm 
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costs and providing for a reasonable family living. The residual net 
farm income is considered payment capacity for irrigation water 
charges. On the basis of those reconnaissance studies the weighted 
average per acre payment capacity for the Carlsbad project is esti- 
mated roughly at about $19.22, which represents the maximum that 
could be available to pay for all project water under favorable condi- 
tions and with a full water supply. Adjustment of that figure, how- 
ever, for several adverse factors such as the improbability of full 
supply because of gradual deterioration of storage capacity by sedi- 
mentation, jeopardy of supply because of drought conditions, and 
other similar counteractive effects, results in an average payment 
capacity of about $14.40 per acre. 

The Carlsbad Irrigation District is repaying its capital obligation 
to the United States at an average rate of $2.60 per irrigable acre. Its 
average operation and maintenance cost is estimated at $6.50 per 
acre. Following formulation of a plan by the Bureau of Reclamation 
in 1950, the district began rehabilitation of its works as a part of proj- 
ect operation and maintenance. Only a limited part of the program 
has been accomplished since water shortages necessitated economy in 
expenditures for this purpose. Resumption of this activity as soon 
as possible is called for. The estimated cost involved is $5.30 per 
acre. Annual expenditures to meet the three foregoing costs practi- 
cally consume the total estimated payment capacity of the district’s 
water users. By the time the rehabilitation work is completed the 
existing reservoir storage capacities will be greatly reduced by sedi- 
mentation, and replacement storage (provision of which is presently 
estimated, on a reconnaissance basis, to cost about $6.85 per acre) 
will be needed by the project. As the need for rehabilitation of the 
distribution system and replacement storage must be satisfied if the 
project is to continue to operate, the Carlsbad project appears to be 
lacking in capacity to pay the cost of the works proposed in House 
Joint Resolution 179. 

An evaluation of the repayment capacity of the Red Bluff project, 
Texas—a non-Federal undertaking—similarly indicates that its diver- 
sion and distribution system is in need of rehabilitation and that the 
water users have a very low income and cannot meet existing obliga- 
gations except on a substandard family living. This is due to the poor 
quality of the water available, the deteriorated condition of the irriga- 
tion system, and water shortages. The works proposed in the joint 
resolution would mitigate the water shortages and improve the water 
supply to some extent, but it could not result in sufficient increase in 
agricultural income to permit a reasonable family living allowance and 
payment of any costs of constructing those works. Rehabilitation of 
the Red Bluff project system would result in increasing the agricultural 
income by an estimated $6.65 per acre, but such increase would be 
insufficient to permit payment of the costs of that contempiated re- 
habilitation, much less any part of the construction eosis of the Me- 
Millan Delta project. 

The salinity alleviation works proposed in section 2 of House 
Journal Resolution 179 are based on an investigation begun in 1951 
by the Geological Survey in cooperation with the Pecos River Com- 
mission to study means of improving the poor quality of water which 
is a very troublesome and equally serious problem in the basin. The 
objective of that investigation was to determine a feasible means of 
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eliminating the inflow of highly mineralized waters in the Malaga 
Bend reach of the Pecos River. About 420 tons of dissolved ubieiall 
of which about 370 tons is common salt, is added daily to the mineral 
load of the river through seeps and springs along a 3-mile stretch in 
the Malaga Bend. 

The report on that investigation finds it feasible to short-circuit the 
natural discharge of brine from the salt springs into the river. The 
corrective program, necessarily regarded as experimental but with a 
fair chance of success hydraulically, contemplates controlled pumping 
of one or two properly located wells drilled in the basal brine aquifer 
to prevent movement of the brine into the alluvium. The pumped 
brine would be transported into the nearby Queen Lake depression 
where it could be stored and evaporated. 

Under the program the load of sodium chloride (common salt) in the 
Pecos River between Malaga and Pierce Crossing would, it is expected, 
be reduced by an average of 370 tons per day. This represents a 
reduction in average annual salt load at Pierce Crossing from about 
30 to as much as 60 percent, depending on stream flow. Other chemi- 
cal characteristics, particularly percentage of sodium, that now 
affect water entering Red Bluff Reservoir, would improve also. 
Although the total improvement is limited by the quality of the water 
entering the Malaga Bend area—a quality which restricts its use to 
irrigation of salt-tolerant crops—substantial improvement in the 

uality of the water reaching Red Bluff Reservoir would result from 
the proposed elimination of the inflow of brine. Such improvement 
would permit a part of the formerly irrigated lands downstream now 
lying idle to be returned to irrigation and thus bring some relief to 
the severe economic distress being experienced by those landowners. 

The estimated construction and annual operation and maintenance 
costs of the works are stated in the preamble of the joint resolution 
to be $150,000 and $4,300, respectively. As indicated above, the 
local beneficiaries do not have sufficient payment capacity to repay 
the costs of these proposed improvements. 

While it is generally not our policy, and is not usually in the public 
interest, to construct nonreimbursable Federal reclamation projects, 
the administration desires to encourage all programs to conserve 
water, one of our most precious resources. This Department is aware 
that the water users in the project area are victims of one of the most 
severe droughts of record. We recognize that the improvements pro- 
posed in House Joint Resolution 179 would be beneficial in bringing 
relief to the area and would help to stabilize the local economy. The 
proposed State and local participation in the costs is limited to pay- 
ment of right-of-way, highway relocation, and bridge and access road 
costs and to operation and maintenance of the works. The findings 
set forth above show that the local beneficiaries do not have sufficient 
capacity to repay the remaining cost of constructing the improve- 
ments. In the extraordinary circumstances of this case, if the Con- 

ess wishes to give favorable consideration to enactment of House 

oint Resolution 179, we would not object. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to your committee. 

Sincerely yours, 


Frep G. AANDARL, 
Acting Secretary of the Interior. 
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Estimated additional man-years of civilian employment and erpenditures for the first 
5 years of proposed new or erpanded programs 
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DEPARTMENT’S STUDY OF M’MILLAN DELTA PROJECT 


The Department’s report and findings on the McMillan Delta 
project are set forth in House Document No. 429, 84th Congress. 
The letter transmitting this report to the Congress, the Secretary’s 
letter submitting the report to the President, and the Commissioner’s 
letter submitting the report to the Secretary of the Interior, follow: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 


Washington, D. C., June 11, 1956. 
Hon. Sam Raypurn, 


Speaker of the House of Representatives, 
Washington, D. C. 

My Dear Mr. Speaker: Transmitted herewith pursuant to the 
provisions of section 9 (a) of the Reclamation Project Act of 1939 
(53 Stat. 1187) are my report and findings on the McMillan Delta 
project, Pecos River Basin, N. Mex. 

The report presents engineering findings with respect to a plan 
specifically advanced by the Pecos River Commission for construction 
of a water salvage channel through the delta area upstream from 
Lake McMillan of the Carlsbad project to provide for salvage of 
Pecos River water presently being lost through nonbeneficial con- 
sumptive use. The November 1954 report of the regional director, 
Bureau of Reclamation, was made available to the Pecos River Com- 
mission in connection with its report on the initial development of 
water salvage and salinity alleviation action programs in the Pecos 
River Basin. The plan as proposed on the basis of cooperative studies 
sponsored by the commission consists principally of a low-flow con- 
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veyance channel, floodway, and levee extending about 16 miles through 
the delta area. The estimated construction cost is $2,161,000 on the 
basis of September 1954 prices. 

Copies of the proposed report were transmitted to the States of 
New Mexico and Texas, particularly to ascertain their views on their 
willingness, and the extent thereof, to participate in the project in 
terms of repayment, construction by them of any part or all of the 
project, assumption of annual operation and maintenance costs, re- 
sponsibilities for division of the salvage water, and amount of reim- 
bursable costs if undertaken as a Federal project, to Colorado, and 
to the Secretary of the Army, all in accordance with the requirements 
of the Flood Control Act of 1944 (58 Stat. 887), and to the State of 
New Mexico for the views and recommendations of the head of 
the agency exercising administration over the wildlife resources of 
that State in accordance with the provisions of the act of August 14, 
1946 (60 Stat. 1080). The Pecos River Commission and the Federal 
agencies represented on the Interagency Committee on Water Re- 
sources were also sent copies for their comments. Copies of the 
comments received from those recipients are attached. 

It was understood that the Pecos River Commission was advancing 
this initial development of water salvage and salinity alleviation ac- 
tion programs in the Pecos River Basin as a partnership undertaking 
under Federal authorization and construction. As set forth in the 
attached comments the States of New Mexico and Texas are of the 
opinion that they will be able to finance a portion of the work esti- 
mated to cost about $290,000 and that appropriate State agencies in 
conjunction with local interests would undertake operation and main- 
tenance of the proposed project works. The commission believes, 
however, that the national interest in the basin is such that the remain- 
ing costs of constructing the project should be nonreimbursable. 

In those circumstances the report on the McMillan Delta project 
was transmitted to the President for his information and considera- 
tion with respect to its relationship to his program. A copy of May 
17, 1956, letter from Mr. Robert E. Merriam, assistant to the Director, 
Bureau of the Budget, is enclosed. Mr. Merriam’s letter advises that 
there would be no objection to submission of the report to the Congress 
for its information. 

Sincerely yours, 
Frep G. AANDARL, 
Assistant Secretary of the Interior. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., February 14, 1956. 


The PRESIDENT, 
The White House, 
Washington, D. C. 
(Through the Bureau of the Budget). 
My Dear Mr. Presipent: A report on the McMillan Delta project, 
New Mexico, is transmitted herewith pursuant to the provisions of the 
Reclamation Project Act of 1939 (53 Stat. 1187). 
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The report presents findings with respect to a plan specifically ad- 
vanced by the Pecos River Commission for construction of a water- 
salvage channel through the delta area upstream from Lake McMillan 
of the Carlsbad project to provide for salvage of Pecos River water 
pare being lost through nonbeneficial consumptive use. The 

ovember 1954 report of the regional director, Bureau of Reclama- 
tion, was made available to the Pecos River Commission in connection 
with its report on the initial development of water salvage and salinity 
alleviation action programs in the Pecos River Basin. 

The plan as proposed on the basis of cooperative studies sponsored 
by the commission consists principally of a channel-heading struc- 
ture, a low-flow conveyance channel of 1,500 cubic feet per second 
capacity, a floodway levee, and a cleared floodway of 40,000 cubic feet 

er second capacity, extending about 16 miles through the delta area. 

he estimated construction cost is $2,161,000 on the basis of September 
1954 prices, and average annual operation and maintenance cost is 
about $52,800. All of the costs are allocable to irrigation. Total 
benefits from the irrigation use of the water salvaged are roughly 
estimated at about $938,000 annually, which greatly exceed the esti- 
mated annual costs, with direct or primary benefits exceeding the costs 
in aratio of 1.6 to 1. Potential users of the water supply salvaged do 
not appear to have ability to repay all of the construction costs. 

The interests of the Federal Government, the States of New Mexico 
and Texas, and the other local agencies in the very serious Pecos River 
problems are recognized and have been exemplified by the numerous 
agency investigations of, and efforts to effect, the optimum conserva- 
tion and use of the water of the basin. The Pecos River Commission, 
in cooperation with these agencies, is continuing the programs on 
water salvage and salinity alleviation. 

Cozies of the proposed report of this Department were transmitted 
to the affected States, the Pecos River Commission, and to the Federal 
agencies represented on the Interagency Committee on Water Re- 
sources for comments. All have submitted comments, and copies of 
their letters are attached to the report. 

Before transmitting my report to the Congress for its information, 
I shall appreciate having advice concerning the relationship of this 
proposal to your program. 

Sincerely yours, 
Dovetas McKay, 
Secretary of the Interior. 





DEPARTMENT OF THE INTERIOR, 
Bureau OF RECLAMATION, 
Washington, D. C., January 11, 1956, 
The Secretary OF THE INTERIOR. 


Sir: This is my report on the MeMillan Delta project, New Mexico. 
It is based on, and includes, the proposed report on a plan for McMillan 
Delta water-salvage channel of this project, which vou approved on 
June 13, 1955, for transmittal to the affected States and others. 

Copies of the proposed report were transmitted to the States of 
New Mexico and Texas, particularly to ascertain their views on their 
willingness, and the extent thereof, to participate in the project in 
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terms of repayment, construction by them of any part or all of the 
project, assumption of annual operation and maintenance costs, re- 
sponsibilities for division of the salvage water, the amount of reim- 
bursable costs if undertaken as a Federal project; and to Colorado 
and to the Secretary of the Army; all in accordance with the require- 
ments of the Flood Control Act of 1944 (58 Stat. 887); and to 
the State of New Mexico for the views and recommendations of the 
head of the agency exercising administration over the wildlife resources 
of that State in accordance with the provisions of the act of August 
14, 1946 (60 Stat. 1080). The Pecos River Commission and the 
Federal agencies represented on the Interagency Committee on 
Water Resources were also sent copies for their comments. Copies 
of the comments received from these recipients are attached to and 
made a part of the report. 

The comments of the Federal agencies generally were favorable or 
indicated that the proposed plan would not affect or conflict with 
agency programs. The State of Colorado finds it has no specific 
interest in the project. The State of Texas endorses the plan as 
submitted in the proposed report. 

The State of New Mexico recommends that the water-salvage project 
be authorized as proposed; however, if further recommends that au- 
thorizing Federal legislation provide that no moneys be appropriated 
for and no work commenced on the clearing of the associated floodway 
channel until certain problems affecting operation of the existing 
downstream Carlsbad project have been satisfactorily resolved. Sev- 
eral studies have been initiated to answer questions posed by the Carls- 
bad Irrigation District on these problems, the principal one relating 
to the loss of storage capacity in Lake McMillan through an accelerated 
rated of sedimentation. The results of all these studies, however, will 
not be available for about 6 months. 

Until these engineering studies have been performed, it is not pos- 
sible to ascertain the probable effects that an uncleared floodway chan- 
nel might have on existing works and the safety of the proposed im- 
provements. On a judgment basis, however, it is our opinion that the 
proposed new facilities would be subject to objectionable hazard in the 
event of major flood under the conditions of an uncleared floodway. 
Design of the levee to protect the low-flow channel to the same stand- 
ards of flood protection as the proposed plan with the cleared flood- 
way would require considerable increase in levee height. Less water 
salvage would result with an uncleared floodway; however, sufficient 
water would still be salvaged to justify the cost. From a practical 
standpoint the incremental effects on downstream works cannot be 
determined, but it is recognized that flood peaks below Lake McMillan 
would be decreased to a minor extent with an uncleared floodway. 
Annual sediment accumulation in the reservoir would also be less than 
with a cleared floodway but would be materially greater than under 
present conditions. 

The views of the States in respect to their ability and willingness to 
parecnete in the project have been expressed in the comments of the 

ecos River Commission. The proposed plan of development was 
specifically advanced by the commission in connection with its water 
salvage and salinity alleviation action programs in the Pecos River 


‘Basin. The regional director’s report on engineering findings on the 


proposed plan for the water-salvage channel was made available to the 
commission for that purpose. 
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The Pecos River Commission agrees with the conclusions in the 
Bureau’s report on its engineering findings in respect to the com- 
mission’s proposal, and endorses a plan whereby the Bureau of Recla- 
mation would construct the water-salvage project in conformance with 
the plan described in the report. The commission believes that the 
Carlsbad Irrigation District and the Red Bluff Water Power Control 
District are unable to contribute to repayment of the proposed plan. 
It is also of the opinion that the States of New Mexico and Texas 
will be able to acquire the necessary rights-of-way, make the neces- 
sary highway relocation, construct necessary bridges, and construct 
one of the access operating roads for the water-salvage project. The 
cost of such items and work is estimated at $288,700 of the proposed 
project’s estimated cost of $2,161,000. Maintenance and operation of 
the water-salvage channel would also be undertaken by appropriate 
State agencies in conjunction with local interests. The commission 
feels, however, that the national interest is such that all costs except 
for those items specified above should be nonreimbursable. I under- 
stand that the commission is advancing this initial development of 
water salvage and salinity alleviation action programs in the Pecos 
River Basin as a partnership undertaking under Federal authorization. 

In substantiating that position the commission cites as an estab- 
lished precedent the construction of certain similar works underway 
on the Middle Rio Grande project in New Mexico in which there is 
full Federal participation. This project was authorized by Public 
Law 858, 80th Congress, and Public Law 516, 81st Congress. Among 
other things the comprehensive plan provides for channel rectification 
of the Rio Grande from the Colorado-New Mexico boundary to the 
backwaters of Elephant Butte Reservoir as a water-salvage measure 
and is considered to be similar to the proposal for the McMillan Delta 
area. Costs of the Middle Rio Grande channel rectification works are 
nonreimbursable. Consequently, it is the commission’s opinion that 
the works proposed in the Pecos River, which is a tributary of the Rio 
Grande, should be given the same consideration. 

The commission also advises that in accordance with the provisions 
of the Pecos River compact, it will determine the quantities of water 
which are salvaged by the proposed project and will apportion the 
water salvaged between the States of New Mexico and Texas. 

In these circumstances, I recommend that you approve this report 
on the McMillan Delta project for transmittal to the President and 
the Congress for their information and consideration, in accordance 
with the provisions of the Reclamation Project Act of 1939. 

Respectfully, 
W. A. Dexuermer, Commissioner, 

Approved February 14, 1956. 

Dovetas McKay, 
Secretary of the Interior; 


FINDINGS AND RECOMMENDATIONS OF THE COMMITTEE 


The committee finds that the conditions existing in the Pecos River 
Basin justify Federal assistance as provided in this legislation. 

The committee recommends that Senate Joint Resolution 39, as 
amended, be enacted. 0 
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PERMANENT CERTIFICATION OF CERTAIN AIR CAR- 
RIERS OPERATING BETWEEN THE UNITED STATES 
AND ALASKA 


June 24, 1957.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Harris, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany H. R. 4520} 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (H. R. 4520) to amend section 401 (c) of the Civil 
Aeronautics Act of 1938 in order to authorize permanent certification 
for certain air carriers operating between the United States and 
Alaska, having considered the same, report favorably thereon with 
amendments and recommend that the bill as amended do pass. 

The amendments are as follows: 

First page, line 10, strike out beginning with “continuously” all 
that follows down through and including “Alaska,” on page 2, line 7, 
and insert in lieu thereof the following: 


furnishing service between points in the United States and 
points in the Territory of Alaska (including service to 
intermediate points in Canadian territory) authorized by 
certificate or certificates of public convenience and necessity 
issued by the Civil Aeronautics Board to render such service 
between such points, and that any portion of such service 
between any points or for any class of traffic was performed 
pursuant to a temporary certificate or certificates of public 
conv eniente and necessity issued by the Civil Aeronautics 
oard, 


Page 2, line 13, strike out beginning with ‘‘so continuously” all 
that follows down through and including “paragraph” on line 15 
and insert in lieu thereof the following: 


was temporarily authorized by such certificate or certificates 
as of the date of enactment of this paragraph 


86006 
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PURPOSE OF AMENDMENTS 


The amendments are technical in nature, and are necessary to 
clarify certain ambiguities in the original language which were pointed 
out by the Civil Aeronautics Board in the hearings on the bill. 

The first amendment is necessary to insure that the permanent 
certificate to be issued under this legislation to Northwest Airlines, 
one of the air carriers affected by this legislation, will cover the inter- 
mediate point of Edmonton, Alberta, Canada, presently included in 
the temporary certificate held by that carrier. 

The second amendment is necessary to insure that the permanent 
certificates to be issued under authority of this legislation will cover 
the same terminals, coterminals, and intermediate points as, and, other 
than duration, will be substantially identical to the temporary certi- 
ficates now held by those air carriers affected by this legislation. 


PURPOSE OF LEGISLATION 


Stated generally, H. R. 4520 requires the Civil Aeronautics Board 
to issue permanent certificates of convenience and necessity to. those 
air carriers now engaging in air transportation between the United 
States and Alaska under temporary certificates issued by the Board. 
The purpose of this legislation is to permanently certificate all United 
States-Alaska air transportation routes as now authorized by the Civil 
Aeronautics Board under temporary certificates. 

As amended, the language of the bill is similar to that in Public 
Law 741 of the 84th Congress which granted permanent certificates 
to airlines operating within Alaska and Hawaii under temporary 
certificates. 

There are three United States air carriers who will be affected by 
this legislation: Alaska Airlines, Inc., Pacific Northern Airlines, Inc., 
and Northwest Airlines, Inc. 

Alaska Airlines, Inc. and Pacific Northern Airlines, Inc., hold tem- 
porary certificates for their United States-Alaska operations. Their 
present certificates were issued in renewed and amended form in May 
1955, and by their own terms would terminate in July 1960. 

Alaska Airlines is authorized to serve between the coterminal 
points Portland, Oreg., and Seattle-Tacoma, Wash., and the terminal 
point Fairbanks, Alaska. 

Pacific Northern Airlines is authorized to serve between the co- 
terminal points Portland, Oreg., and Seattle-Tacoma, Wash., and the 
terminal point of Anchorage, “Alaska; via the intermediate points of 
Ketchikan, Juneau, Yakutat, and Cordova, Alaska. 

Northwest Airlines holds a tem orary certificate for one of its two 
United States-Alaska routes which will expire July 1958, and which 
authorizes it to serve between the coterminal points New York, N. Y., 
and Chicago, Ill., and the terminal point Anchorage, Alaska, via the 
intermediate points of Minneapolis-St. Paul, Minn., and Edmonton, 
Alberta, Canada. 

Northwest Airlines also holds a permanent certificate for the second 
of its two United States-Alaska routes which authorizes it to serve 
between the terminal point Seattle-Tacoma, Wash., and the terminal 
point Anchorage, Alaska. 

Pan American World Airways, Inc., is the fourth carrier operating 
a United States-Alaska service. It holds a permanent certificate 
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authorizing it to serve between the terminal point Seattle-Tacoma, 
Wash., and the terminal point Fairbanks, Alaska, via the intermediate 
eer of Ketchikan, and Juneau, Alaska, and Whitehorse, Yukon 
erritory, Canada. 
NEED FOR LEGISLATION 


Testimony presented at the hearings leads your committee to the 
conviction that all of the reasons which impelled the Congress to 
grant permanent certificates to the local service air carriers and the 
Territorial air carriers by the enactment of Public Laws 38 and 741 
of the 84th Congress apply with at least equal force to the air carriers 
who would be subject to this legislation. Operations conducted by 
these air carriers under temporary certificates present many problems 
similar to those faced by the local service and Territorial air carriers 
when they were granted permanent certificates by Public Laws 38 
and 741 of the 84th Congress, and your committee feels that perma- 
nently certificating the present United States-Alaska routes would 
aid in solving many of these problems. 

Examples of ways in which the public interest will be better served, 
and Federal Government costs reduced, are as follows: 

(1) Executive talent of these air carriers which is now diverted to 
certificate renewal proceedings will be available for improving airline 
operations, thus promoting the public interest and enabling the 
carriers to generate more commercial revenues. 

(2) The expense saddled on the air carriers by recertification 
proceedings (estimated upward of $100,000 for each renewal) will be 
terminated, and the money so saved can be devoted to improvements 
contributing to the financial and operational progress of the carriers. 

(3) States, cities, and other users of the service will be spared the 
expense and inconvenience of supporting renewal applications, and 
the great expense to the Federal Government in conducting such 
proceedings will be eliminated. 

(4) The investment by States and municipalities (and to a certain 
extent the Federal Government) in aeronautical facilities used by 
these air carriers, will be placed on a less speculative basis. 

(5) The commerce, and the national unity, of the United States 
and the Territory of Alaska will be furthered by strengthening and 
making permanent the routes of these air carriers which have been 
flying thousands of passengers and millions of pounds of cargo and 
mail between the United States and Alaska for the past several years. 

(6) Long-range personnel programs can be developed by these 
carriers which will result in considerable savings, since at present the 
carriers have had to make mostly short-range employment contracts, 
resulting in a personnel turnover rate twice that of trunk carriers. 

(7) The air carriers will be able to make long-term financial ar- 
rangements to buy the larger and more expensive aircraft, and the 
hangars, navigational equipment, maintenance, and other facilities 
which they need for their service, thus resulting in economies to them- 
selves with a resultant reduction in subsidy costs to the Federal 
Government. 

(8) Patrons of these air carriers can plan new business enterprises, 
and expand existing business operations, with confidence, if the air 
service on which they depend is made permanent. 

(9) The carriers can work out needed financing programs on a long- 
range basis, thus reducing or avoiding such disadvantages as premium 
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interest rates on loans, loan periods timed to temporary certificate 
dates, and the many other penalties which the uncertain nature of the 
carriers’ prospects by reason of their temporary certification have 
visited upon them. 


FUTURE PROGRESS OF CARRIERS 


Of course, your committee realizes that the benefits previously 
enumerated will not necessarily and automatically flow from passage 
of this bill. Diligent effort and hard work still will be required on 
the part of the management of the air carriers, but on the basis of 
the past performance of these carriers and the information furnished 
by witnesses, your committee believes that management has abundant 
incentive for progress in meeting the growing demand for air trans- 
portation. One of the affected carriers, Northwest Airlines, is already 
operating without subsidy. Your committee believes that this bill 
will permit the other affected air carriers to reduce substantially their 
need for Federal subsidy, since enactment of H. R. 4520 will enable 
them to operate on a more efficient and more economical basis. 

The historical development of the economy of Alaska and the 
importance of Alaska to national defense indicate that the need for 
the service of these air carriers will not only continue at its present 
level, but, in fact, will grow. 

Today, air carriers provide the only common-carrier passenger serv- 
ice between the United States and Alaska. There is no railroad, and 
steamship service is confined to freight. The only practical alterna- 
tive means of passenger travel is by auto over the Alcan Highway. 
Moreover, since surface transportation for freight is slow, the air car- 
riers provide the best service for perishable foods and other cargo 
having a high value in relation to weight. Consequently, the volume 
of passenger, cargo, and mail traffic carried by these air carriers has 
shown a steady and continuous growth, and the future of both Alaska 
and the air carriers connecting it with the United States seems secure, 
especially if, through permanent certification, the carriers are given 
the stability and security needed to increase income and reduce 
Federal subsidy requirements. 


AGENCY REPORTS 


The Civil Aeronautics Board, the Department of Commerce, and 
the Bureau of the Budget oppose H. R. 4520. The Civil Aeronautics 
Board supported S. 3164 of the 84th Congress which was practically 
identical to H. R. 4520, as introduced. The Board’s position at that 
time was that conditions applicable to these air carriers generally were 
similar to those facing the local service air carriers which shortly before 
had been permanently certificated by act of Congress. The Board at 
that time said that enactment of the legislation “would be in the 
public interest.” 

In the estimation of your committee, no opponent of this legislation 
has presented any convincing argument why the air carriers affected 
by H. R. 4520 should receive treatment different from that which 
Congress has accorded local service air carriers and Territorial air 
carriers in Public Laws 38 and 741 of the 84th Congress. 

In testimony on H. R. 4520 before the Subcommittee on Trans- 
portation and Communications, May 3, 1957, Mr. Joseph H. Fitz 
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Gerald, Director, Bureau of Air Operations, Civil Aeronautics Board, 
stated the Board’s position as follows: 


It is the Board’s view that, as the States-Alaska service 
expands in volume in response to normal growth of traffic, 
and as the pattern of service stabilizes owing to the comple- 
tion of the majority of military projects in Alaska it will be 
desirable to review the entire States-Alaska service pattern 
to determine the maximum extent to which it may be made 
self-supporting. There would be involved in such a review 
a determination of the number of individual carriers which 
would be needed to provide adequate services, as well as 
their exact pattern of service. 


In the committee’s view, such a review would tend only to compli- 
cate and confuse the current unstable and unsatisfactory situation by 
accentuating the present uncertainties. 

The Bureau of the Budget’s letter of May 1, 1957, opposing H. R. 
4520 and H. R. 5926, a similar bill introduced by the Hon. E. L. 
Bartlett, the Delegate from Alaska, is a verbatim repetition of the 

osition taken by it in opposing in the 84th Congress the local service 
pill and the intraterritorial bill, both of which were passed by Congress 
and signed into law by the President as Public Laws 38 and 741 of the 
84th Congress. 

The Department of Commerce also opposed the legislation which 
subsequently became Public Laws 38 and 741 of the 84th Congress. 
Likewise, its position has been twice overruled by Congress, 


NO PRESIDENTIAL REVIEW NECESSARY 


Section 801 of the Civil Aeronautics Act of 1938 requires Presidential 
approval of the issuance, denial, transfer, amendment, cancellation, 
suspension, or revocation of any certificate authorizing an air carrier 
to engage in overseas or foreign air transportation. ‘This section, 
however, specifically states that it does not apply to the issuance or 
denial of any certificate issuable under section 401 (e) or any permit 
issuable under section 402 (c) or to the original terms, conditions, or 
limitations of any such certificate or permit. 

The permanent certificates which would be issued if H. R. 4520 is 
enacted into law would be issued under section 401 (e) (5). It would 
thus seem perfectly clear that the permanent certificates issued pur- 
suant to H. R. 4520 would not be subject to Presidential approval 
under section 801 of the Civil Aeronautics Act of 1938. Your com- 
mittee hereby states its intention that these permanent certificates 
shall not be transmitted to the President for his approval. 





6 AIR CARRIERS OPERATING BETWEEN JU. S. AND ALASKA 


AGENCY REPORTS 


The following letters from agencies of the executive branch were 
considered by the committee: 


Exscutive Orriczr oF THE PRESIDENT, 
BurREAU OF THE BupGet, 
Washington, D. C., May 1, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

My Dzar Mr. CuHareman: This is in reply to your letters of Feb- 
ruary 8, 1957, and March 15, 1957, requesting the views of this office 
with respect to H. R. 4520 and H. R. 5926, bills to amend section 
401 (e) of this Civil Aeronautics Act of 1938 in order to authorize 

ermanent certification for certain air carriers operating between the 
nited States and Alaska. 

The Bureau of the Budget believes that there is no necessity for 
this legislation since the Congress has already granted full authority 
to the Civil Aeronautics Board, with the concurrence of the President, 
to issue permanent certificates to the airlines included in these bills. 
In our opinion, the procedures established by existing law are designed 
to take into account the needs of the commerce, the national defense, 
and the postal service of the United States, all in the interest of an 
orderly development of air transportation. Accordingly, we are of 
the opinion that it would be unwise to grant permanent certificates in 
* So a manner by separate legislative enactment. 

n light of the above considerations, the Bureau of the Budget 
recommends against the enactment of H. R. 4520 and H. R. 5926. 


Sincerely yours, 7 ee 
atpH W. E. Ret, 
Assistant Director. 





Tue SECRETARY OF CoMMERCE, 
Washington, June 12, 1957. 
Hon. Oren Harris, 
irman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. CuarrMan: This letter is in reply to your requests for 
the views of this Department with respect to H. R. 4520 and H. R. 
5926, similar bills, to amend section 401 (e) of the Civil Aeronautics 
Act of 1938 in order to authorize permanent certification for certain 
air carriers operating between the United States and Alaska. 

This Department recommends against enactment of these bills. 

The Civil Aeronautics Board, with the approval of the President, 
has authority under the Civil Aeronautics Act to issue certificates of 
unlimited duration with respect to States-Alaska services. Accord- 
ingly, there would appear to be no need for the proposed legislation 
and we believe, as we have stated on other occasions of this nature in 
the past, that the carefully drawn standards provided by the Civil 
Aeronautics Act should be observed and that it is generally unde: r- 
able that permanent certificates be granted to air carriers on a blanket 
basis by legislative action. 
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Additionally, it is noted that the Civil Aeronautics Board has 
testified concerning these bills that as the States-Alaska service 
expands in volume in response to normal growth of traffic, and as the 
pattern of service stabilizes owing to the completion of the majority 
of military projects in Alaska, it will be desirable to review the entire 
States-Alaska service pattern to determine the maximum extent to 
which it may be made self-supporting. In the Board’s opinion there 
would be involved in such a review a determination of the number of 
individual carriers which would be needed to provide adequate 
services, as well as their exact pattern of service. 

In this connection, we believe it to be appropriate to emphasize the 
following statements made by the President in a letter of May 25, 
1955, to the Board and referred to in the Board’s testimony on H. R. 
4520 and H. R. 5926: 

““* * * T am in full agreement with the Board’s view that a merger 
between Alaska Airlines and Pacific Northern would be an important 
step forward in strengthening air transportation between the States 
and Alaska and at the same time reduce the need for Federal subsidy 
support. * * * Iam convinced that there are other steps that the 
Board can take within its authority to encourage and facilitate such a 
merger, and I trust that the Board will take all such steps as are 
reasonable and appropriate.”’ 

Thus, when the President granted the renewal of the then existing 
temporary authorization, he did so specifying conditions which the 
carriers attempt to bypass when they seek the legislation under 
discussion. It is the view of this Department that, when the carriers 
accepted the renewal, they must have accepted the conditions under 
which the renewal was granted. We do not believe that legislation 
circumventing these conditions is in the public interest. 

Under the circumstances, we believe that enactment of legislation 
such as is proposed in these bills would not be consonant with the 
orderly development of a sound air transportation system. 

Sincerely yours, 
Srnctair WEEKS, 
Secretary of Commerce. 





DEPARTMENT OF THE AIR Force, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 3, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

Dear Mr. CuHatrMan: Reference is made to your request for the 
comments of the Department of Defense on H. R. 5926 and H. R. 4520 
85th Congress, similar bills, to amend section 401 (e) of the Civi 
Aeronautics Act of 1938 in order to authorize permanent certification 
for certain air carriers operating between the United States and 
Alaska. ‘The Secretary of Defense has delegated to this Department 
the responsibility for expressing the views of the Department of 
Defense on this matter. 

The purpose of this bill is to amend the Civil Aeronautics Act of 1938 
to authorize permanent certification for certain air carriers operating 
between the United States and Alaska. Within specified time limita- 
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tions, any air carrier operating between the United States and Alaska 
on a temporary certificate of public convenience and necessity may 
be certified by the Civil Aeronautics Board for an unlimited time. 
Such certification shall also be based on a finding that the service 
rendered by applicant air carriers has been adequate and efficient. 

The Department of Defense is, of course, interested in the continued 
sound development of civil aviation. This proposed legislation is a 
matter of primary concern to the Civil Aeronautics Board and the 
civil air carrier industry. However, the Department of Defense is 
aware of no adverse effect which its enactment would have upon its 
operations and, therefore, has no objection to the bill. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget advises that while there is no objection 
to the submirsion of such report as the Department of Defense may 
deem appropriate, the Burezu has recommended against enactment 
of the legislation. Reference is made to a letter on this subject 
from the Bureau of the Budget, forwarded to your committee on 
May 1, 1957. The Deputy Assistant to the President has stated in 
connection with the permanent certification of the States-Alaska 
carriers that the administration believes it is unwise to grant perma- 
nent certificates fcr public convenience and necessity in a piecemeal 
manner by separate legislative enactment. In the States-Alaska case, 
the President stated that he agreed with the Civil Aeronautics Board 
“that a merger between Alaska Airlines and Pacific Northern would 
be an important step forward in strengthening air transportation 
between the States and Alaska and at the same time reduce the need 
for Federal subsidy support.””’ The enactment of H. R. 5926 and 
H. R. 4520 would hardly be consistent with the statement of the 
President. 

Sincerely yours, 
Dupiry C. Sarr, 
Assistant Secretary of the Awr Force. 





DEPARTMENT OF STATE, 
Washington, March 5, 1957. 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 


Dear Mr. Harris: With respect to the request contained in your 
letter of February 8, 1957, the Department has studied H. R. 4520, 
a bill to amend section 401 (e) of the Civil Aeronautics Act of 1938 
in order to authorize permanent certification for certain air carriers 
operating between the United States and Alaska, and has concluded 
that the bill would have no direct bearing upon United States foreign 
relations. Accordingly, the Department expresses no comments on 
the substance of the bill. 

The Department has been informed by the Bureau of the Budget 
that there is no objection to the submission of this report. 

Sincerely yours, 


Rosertr C. Hm, 
Assistant Secretary 
(For the Secretary of State). 
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CHANGES IN THE EXISTING LAW 


In compliance with clause 3 of rule XIII of the rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Section 401 (e) or THE Crvm Anronautics Act or 1938, As AMENDED 


TITLE IV—AIR CARRIER ECONOMIC REGULATION 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


Certificate Required 
Sec. 401. (a) * * * 
2 * * * * * a 


Existing Air Carriers 


(e) (1) If any applicant who makes application for a certificate 
within one hundred and twenty days after the date of enactment of 
this Act shall show that, from May 14, 1938, until the effective date 
of this section, it, or its predecessor in interest, was an air carrier, 
continuously operating as such (except as to interruptions of service 
over which the applicant or its predecessor in interest had not con- 
trol), the Authority, upon proof of such fact only, shall, unless the 
service rendered by such applicant for such period was inadequate 
and inefficient, issue a certificate or certificates, authorizing such appli- 
cant to engage in air transportation (A), with respect to all classes of 
traffic for which authorization is sought, except mail, between the 
terminal and intermediate points between which it, or its predecessor, 
so continuously operated ania May 18, 1938, and the effective 
date of this section, and (B) with respect to mail and all other classes 
of traffic for which authorization is sought, between the terminal and 
intermediate points between which the applicant or its predecessor 
was authorized by the Postmaster General prior to the effective date 
of this section, to engage in the transportation of mail: Provided, 
That no applicant holding an air-mail contract shall receive a certifi- 
cate authorizing it to serve any point not named in such contract as 
awarded to it and not served by it prior to April 1, 1938, if any other 
air carrier competitively serving the same point under authority of 
a contract as awarded to such air carrier shall prove that it is adversely 
affected thereby, and if the Authority shall also find that transporta- 
tion by the applicant to and from such point is not required by the 
public convenience and necessity. 

(2) If paragraph (1) of this subsection does not authorize the issuance 
of a certificate authorizing the transportation of mail between each of 
the points between which air-mail service was provided for by the 
Act of Congress making appropriations for the Treasury Department 
and the Post Office Department, approved March 28, 1938, the Au- 
thority shall, notwithstanding any other provision of this Act, issue 
certificates authorizing the transportation of mail, and all other classes 
of traffic for which authorization is sought, between such points, 
namely, (A) from Wichita, Kansas, to Pueblo, Colorado, via inter- 
mediate cities; (B) from Bismarck, North Dakota, to Minot, North 
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Dakota; (C) from Detroit, Michigan, to Sault Sainte Marie, Michigan, 
via intermediate cities; (D) from Brownsville, Texas, via Corpus 
Christi, to Houston to San Antonio, Texas; (E) from Phoenix, Arizona, 
to Las Vegas, Nevada, via intermediate cities; (F) from Jacksonville, 
Florida, to New Orleans, Louisiana, via intermediate cities; (G) from 
Tampa, Florida, to Memphis, ‘Tennessee, via intermediate cities, and 
from Tampa, Florida, to Atlanta, Georgia, via intermediate cities 
(which projects have been advertised); and (H) by extension from 
Yakima, Washington, to Portland, Oregon; and (I) by extension from 
Grand Rapids, Michigan, to Chicago, Illinois. 

(3) If any applicant who makes application for a certificate within 
one hundred and twenty days after the enactment of this paragraph 
shall show that, from January 1, 1953, to the date of its application, 
it or its predecessor in interest, was an air carrier furnishing, within 
the continental limits of the United States, local or feeder service 
consisting of the carriage of persons, property and mail, under a tem- 
porary certificate of public convenience and necessity issued by the 
Civil.Aeronautics Board, continuously operating as such (except as _ 
to interruptions of service over which the applicant or its predeces- 
sors in interest have no control) the Board, upon proof of such fact 
only, shall, unless the service rendered by such applicant has been 
during the period since its last certification inadequate and inefficient, 
issue a certificate or certificates of unlimited duration; authorizing 
such applicant to engage in air transportation between the terminal 
and intermediate points within the continental limits of the United 
States between which it, or its predecessor, so continuously operated 
between the date of enactment of this section and the date of its 
application: Provided, That the Board in issuing the certificate is 
empowered to limit the duration of the certificate as to not over 
one-half of the intermediate points named ‘therein, which points it 
finds have generated insufficient traffic to warrant a finding that the 
public convenience and necessity requires permanent certification at 
such time. 

(4) If any applicant who makes application for a certificate within 
one hundred ‘and twenty days after the date of enactment of this 
paragraph shall show that on such date it or its predecessor in interest 
was an air carrier, furnishing service within either the Territory of 
Hawaii or the Territory of Alaska (includmg service between Alaska 
and adjacent Canadian territory) authorized by certificate or certifi- 
cates of public convenience and necéssity issued by the Civil Aero- 
nautics Board to render such service within such Territory, and that 
any portion of such service between any points or for any class of 
traffic was performed pursuant to a temporary certificate or certifi- 
cates of public convenience and necessity issued by the Civil Aero- 
nautics Board, the Board shall, upon proof of such facts alone, issue 
a certificate or certificates of indefinite duration authorizing such appli- 
cant to engage in air transportation within such Territory between 
the same points and in the same manner and for each such class of 
traffic as temporarily authorized by such certificate or certificates as 
of the date of enactment of this paragraph. 

(5) If any applicant who makes application for a certificate within 
one hundred and twenty days after the date of enactment of this paragraph 
shall show that, from January 1, 1957, until the effective date of this 
paragraph, it, or its predecessor in interest, was an air carrier continu- 
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ously operating as such (except as to interruptions of service over which 
the applicant or its predecessor in interest had no control) under a tem- 
porary certificate of public convenience and necessity authorizing it to 
engage in air transportation with respect to persons, property, and mail 
between points in the continental United States and points in the Terri- 
tory of Alaska, the Board, upon proof of such fact only, shall, unless the 
service rendered by such applicant during such period was inadequate 
and inefficient, issue a certificate or certificates of unlimited duration, 
authorizing such applicant to engage in air transportation with respect to 
persons, property, and mail between the terminal and intermediate points 
between which rt or its predecessor so continuously operated between 
January 1, 1957, and the date of enactment of this paragraph. 
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